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The role of accounting information in the design of management compensation
contract
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Although specific contents of management compensation contracts are implicit
in Japan, the design of the contracts is likely to influence management action and firm
performance. In the realization of efficient incentive system, it is important to determine the
measures to evaluate performance of management.
This study investigates whether and how Japanese firms use management earnings forecasts as a
performance target for determining management cash compensation. Consistent with the implications of
the agency theory, we find that the sensitivity of management cash compensation varies with the

extent to which realized earnings exceed initial management forecasts.
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