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Financial Characteristics Affecting the Accounting Choices

of Capitalized Interest Costs

Park, Hee Woo
Shin, Hyun-Geol

Abstract

Before 2003 the companies in Korea should capitalize the interest expenses that are
attributable to the acquisition, construction or production of a qualifying assets.
However, according to the revised standard which should be applied from 2003, the
companies can either capitalize the interest expenses or recognize as an expense when
they are incurred. Therefore almost all the companies confronted with the decision
making of accounting choices on the interest capitalization.

This paper empirically examines which financial characteristics of the companies affect
the accounting choice by using logistic regression model and reviews the sufficiency of
the foot notes disclosures regarding the capitalized interest. The variables of the
financial characteristics are change of debt-equity ratio, borrowing ratio, qualifying
assets ratio, firm size and income smoothing.

The results of this study are summarized as follows. First, among the financial
characteristics, only qualifying asset ratio has the significant difference between
capitalized companies and expensing companies. Second, the results of logistic regression
indicate that qualifying asset ratio and firm size have the significant influence on the
accounting choices. Therefore, I cannot find the evidence supporting that the companies

use the accounting choice to manage the financial ratios.
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