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Fig.1 A model of R&D capitalization earnings management behaviors based on motivation-decision preferences
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Fig. 2 Net income, net income before discretion and R&D capitalization in Company F from 2007 to 2020
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The “Lie-patch-up Effect” of R& D Capitalization in Earnings
Management: Single Case Study Based on

An Artificial Intelligence Company

GONG Jia-feng'*, SHEN Lie’, LI Kun-rong'

( 1.School of Accountancy, Anhui University of Finance and Economics, Bengbu 233030, China;

2.School of Accountings Zhongnan University of Finance and Law, Wuhan 430073, China )

Abstract: With a typical representative in the Al industry selected as the research case, we
analyze the evidence, motives and consequences of earnings management through R&D
capitalization. The study finds that: (1) persistently high R&D capitalization rate,
performance’s high dependence on capitalization, low conversion rate, and unclear information
disclosure of R&.D projects are the high covert characteristics of earnings management behaviors.
(2) high capitalization rate becomes a “natural tool” for earnings management in Al industry,
but firms’ earnings management behaviors become heterogeneous over time. (3) under the
equilibrium condition of annual R&.D investments, the artificially high capitalization rate has a
great impact on the performance level of the first period of whitewash, and later on, the existence
of “lie-patch-up effect” forms a hedge with the capitalization amount, and the general earnings
management space based on this path is reduced. (4) under the condition of high growth of
annual R&.D investments, after artificially increasing capitalization rate, the “lie-patch-up effect”
is relatively weakened, and the general earnings management space based on this path will
increase year by year. The study reveals the “lie-patch-up effect” of R&.D capitalization in
earnings management, expands the application of motivation theories and decision preference in
capital market research, deepens the understanding of the financial characteristics of artificial
intelligence enterprises, and provides beneficial theoretical guidance and practical enlightenment

for enterprise governance and supervision.

Keywords: R&.D capitalization; earnings management; lie-patch-up effect; discretionary power;

artificial intelligence
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