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7} A3H9 A9DEOR Vet A /] 1
poz A4ad, oed, LLP S90S 997H
2 PREl BANE /199 FREIN 77
o] F77M) 374 mg0] 2 W Aol Bt

: akd
al., 1987: Mayers and Smith, 1982)A1Z & BAZE YA S| Bt et A kS A§-
ATHA 2RU0A FAgAEA ol AP+ d& L AFHER AT F UEF AlFets WA
Zoltt. &, 7A9A7}F LLPE B3l T3¢9 of3 &2 & F et FH7H Sig 7198 5 9
7 A" 797N E U e 97 = ZoE AdHT ST ofAle] AglS HoE
NEFAE 39T folo] HolxA & Aot} o]  F= Zo] 23]y AFxe =94 do]E X
A" LLP7F 2593 we d9ae) Ad7194 578 9E2 73 (Lin et al., 2011; Li
(risk-adverse) &< ¢ AZE & JvtH A= and Liao, 2014)% it =l =Yl oA ¢
ARl BAAAR S FXNA & AoR o SH. § 7199 AF EYte] AHAHAY H3], 4
webA & A4= LLP7E 49 9839 fidle M, BEEE A-(EAA 9, 2014) 7} Sl=d],
A3zl o =M e A& 4 (Bhagat et al., ol oAb Als FWdte ARrt Ak A<
) NGAAT AE Gt faide 3 WA 99 (employee), Y9E5T HHE AYA T B2 old|HAAE 7
Hl, 255 BRAAE 71999 B4 Tl B <lal Azl olalst AFEE A9} AT 5 ok W o2 o
712 @& oy MR Qe 7Y A%E Evlgsita & 4 gledl, AA 7193 #HE A vl viHsHl dAska k(&
gt 94. 2015).
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7b TRl A2 G o] ApEA o' YeheA] A
HE A g}, 7199 Fae FEEA 3 g2l
A 2 A B 71918k 34 HA
o] FEor YA el (7R - &4, 2011),
olgfg FAIS el dsty] Sl ALA 7|wo] F95
o A ARGl FEE A7A AEA T
FUsE 8 FAANES S7HIIE R AR A
A PN AEHQ Fae T B4
o7 g AGate] B} 7Hast mgd] gk ot
#E 2R F W) Wi ol et e Fa
T AV EAE g g eg 9], 2013).
e A3l LLPY =92 759 4G At Ato]o|

J:i

9% - §X9} J|WHE FMo= -

EASE 35 JABAS A HEFA B
A 43D 4 9E Relth. Wb LLP Ego.
27199 B4 27 28 5 o et ¥
AR 2707 Aow d2an. A, 3
TR TS HolE 71914 LLP/ £YsE 3

F AGAE AN AR S A7) AT woE
HEEAY FA SAEHE A AR 92 A
o\t 0|4 H4%A 7198l A LLP7H o

ZREAE S AZE & AT
745 LLP7} 2318 dedeAlE
o] Ut} o]de] =& nEeR
ok 2

M 3-1: LLP =43 ®Aske] A T4
o) ue} Aol 7k 91 Roltt.

M 3-2)lM = 71999
7F 7197800l vl dgke] A o2 YEhe
A AH Rzl gk, HAFA S Hole 7Y
oAl LLP =9-& Z9Ae] 339 g2 o3}
AA FAAo|a F71H4] FAR o]ojd Aoz 7]
e =, ol 7194829 7197 A ol o
+)9] #HAHE Yl Foz oSER (T,
2014; o]Hn] - w1y 2015), g HJFEAL 7Y
A LLPEY-2 7 97ke] 245H 95 (behavior)
S A2 = el LLP7F 7192 go}
2 QAL A5 F7 el R ZEs |

FAVg el wet LLP

18) 7d97= 71+ AXSE TR oldew A =
Al 7114 Uﬂg?ﬂﬁr 257 “HTOM olef g

ok Zlolth. oY AYAE A

2%, 73031}94
FAS 772 99 349 ooun

,117]-‘:_ h‘—7—]] —‘75]% Aolu Aoz A
AN wEd] HYFAE ForA AREAL

TS ANZ s /‘30] AT Jensen 1986: Murphy 1985).

19

Eaeke] £AAAIE S8 fhol dEnE F3e

Aell F44Q %S vAA 2

FA<lol2} shrjghe
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52 el Fabs A94ES 236
2] AFA o]l EL YA = A=A A8
SRR ~7+§ 7} 2 754l 1“71
B A o]2 B Az Hol5e
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Il STz F=ME

3.1 A72H

2 79 (1 DelAE ol gwtgel
Q9] FASEA YA GFE IALA Ao
A A ol 8 A7RY FHArEE 97
Mol A FulEdS UiE ¢te2 574 (Chatterjee
and Wernerfelt, 1991 Hoskisson et al., 1993:
O'Brien, 2003; Sanders and Carpenter, 2003)%”

sta, dovisRe oIS =0 7]
A= 10=Y 71de) B 09 druieE A%
staict. wher A (1)elA & Aol F8 AN
LLP ¥47F SAH SR ol oF(+)9] ghe 2=
ol o= LLP7F 359 4 4AF Atole] diz]1EA)
s ¥3ete }ihli Heht 719de] ARk el b4

A= 2 o

INV,,, =

INV :
: olALA1) 7w 14
: log(Fvlj&en);

LEV @7

LLP
SIZE

CASH :
MIB :

By+ B LLP, + B,SIZE, + B,L EV,
+3,CR, + 3,CASH, + B,;MTB,
+ 3. DIV, + B MGT, + 3, GROW,
+ 5, GROUP, + 3, MARKET,
+ Industry, Year dummy+e, (1)
(78] + 7n] + B L)) /F ) o
=Y 7Igerd 1(ekid 0);
e SR E SN
‘Qror%x]-"}/ 7] Al

T ;(]_)\]-/7 ULZ-_x}J‘\L

A7 71A)

=g/ P)sel el

]WG.T :
GROW :
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MARKET :

HolF5 ]""57

(1BEAR = 7| ZFAPD) /7] 254,
78T 44 71dolH 1
(28 ko 0);

F7FERA el A4 Z1geld 1
(23A ko 0);
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EA=E ]

A YA HEE BRe(LEV) S 5
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FE —Erx}-% F(+)9 #ATL A=A, 7199 A
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A2 @ 7hsgol E7] Wil ol& FAlsk] s
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Fo| oA wiBE Wol AFEFE FAld F44
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FAet 7|87 E BACE -
FE AP B AN 2 A7 A3
9 LLP W57k BARCE 493 H(+)9 %
ety o= LLP B9 2R QI 7977} 57}
she Ao Ava & 9t 5, LLP =] 5
o] oo} A HE AAE E 5 ). 3T, 2(2)
ANA Folgt (-9 #F Zeud ol& LLPY F
BAQ 737k 7|97k e Bl e Qe M En
Tobin, ., = B,+ B, LLP,+3,5IZE,+ B,L EV,
+8,BIGH, + B, MTB, + 3, DIV,
+3,MGT, + ,FOR, + 3, GROUP,
+8,\MARKET, + 3, AGE,
+ BNV, + B13GROW,
+ Industry, Year dummy—+e, (2)
Tobin : (71'% HEF A7FE + 718 4] F4)
/7R
LLP : ARGy =9 Z1deld 1(ekd 0);
SIZE - log(—'—ﬂHzo‘J)7
LEV = 71 A 71 g Ak,
BIGA : &57hAIelo] tid 3| Al eleld 1(oly™ 0);
MIB : A7ps9 /25 7}x
DIV : vgdF/37]<=0]2)
MGT - X]EHZZ X]l"%ﬂ,%,
FOR : =191 A &8,
GROUP : WitE7198 &% 7]YolH
(JFHX] 01—01?]; 0)
MARKET : 7Fs8A1gel 23784 71904 1
(187 ¢owd 0);
AGE : log((R8dmE — 7129 5) +1);
INV + (378] + W] + 7328 7)akn) )/‘J_UHE—H
GROW : (7L A — 25243 /7] 254 h
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A gk, ERQIAHE AP%o = A% HeA HA 29
2 Qe 7hs Ak go] YolAu A PGAEo]

A &S Ba GEAel @E% 751%“% T A
ofe] FAfH]&& 71979 (+) B ()Y T&r?ﬂ =
= d= )5t 7ajel Fe BIG4)4 T, 7t
B7F 2 AR AS e gakEEe I‘H%ﬂ
(proxy) & 542 F doH ole AFALY A
A AN 7] Wil 7197 ¢ (+) 9

WA A3 Frl-eAt HE(MTB)e] &<
5 vge ¥ AYE usinz 7|97 e
TAAN dFE A Aoz 011254134 4 oA
7b Tk 7147E e B A0
23E BAE 93 HHD’(DIV)
o ARFFMCT) 9] A, AR
gzlof tigk g3}l Wl
%ﬂli}oﬂ 7198 4= 7] Wi 7197 e
ﬂ AL AT} AR a‘ﬂtﬁ""“ﬂ A}
FT 7l dig F8AQ A <
Al 7197 9= =) *éol ‘/}F/}”
EI AN FOR)91 T+, Z19A
< F AR 7|gEY
of #A7L dS€Tt. it
7197118 & (+)9
g 9], 2004). &3 719
FA718) 9] 2o w71
A7t dAETh F7HH o g 7]
1 71944E(GROW) ¥W4E

o]

-

olﬂ ) o‘_‘,Z 19 ox xR fir

_1
\_.

(<]

O

JFU

1004

AR el 2otatgl

7199 Fad gl whE LLPS Z3E Aw R

A8 Biddle et al.,(2009)¢] #A|eter g 25 2
a3t} (M 3)S HAEFstnal it B Ao E

7199 #Aa(H)FA 4FgS SHs] A&l 22
= A5 AFEHA 9 2714 weh T (Biddle
2009)0}91%31 dgo] A(ga) A
W2 7F 2 (32) 7199 AF HaFAHHLF
) /‘é%ko] »l 7192 Aoetint. A<
He MyPAT(Biddle et al., 2009; EH 5}';‘4
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3.2 #=HT £ B3 47 1%d dete gor 23
(winsorization) s t}.
B dFE 20129 20149704 S5 2
F2GAIEE] 719 FlA oY 231& Bk
7198 FEo 7 At V. 2z}
1) Kis-Value ¥ Fn-guide DBol|A AFA&57}
T4 7Fse 71 4.1 7= A ¥ Al 24
) Hag9 &ate 719, 122 249l
) AR FHM 44002 A28 =Y o (F 2)0lMe 2 A7l £40) AL42H LLP ¥
72l Fo gt % 9 AR FA| 0|tk Panel A)
7157 A1 2 € Panel B) 225 Al A
AR, A B AFARY Ave d=4lE A" 7|99 LLP =9 Wxd d3S AuEd ¢
A7 E(F) 9] Kis-Value ¥ Fn-guide DBellA E}E} 9] £27} 57}?}" = 7 Ao LLP =9
7]

FHHAT. =4, 2719 varted s Eo
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s
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[

g = Ag-d
B 201297 20149714 349 719 #2 5,169
A<l Aol 12¢0] ofyzy AFAR 3 71gAlTE i 25 7)Y (1,024)
4% e 4,145

21) 8 7|92 Ae, g9, 47 5o WolZ 1% YAsgon], FH408 A Jgel B F oPAHOIA) FE WEA )
a9
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(# 2) 9= & AZF=0ll g LLP =2 &

St

Panel A) #7F4d A (N=1,762)
Year =51(A) "= (B) A/(A+B)
2012 245 325 0.430
2013 327 257 0.560
2014 349 259 0.574
Panel B) 24 AFH(N=2,383)
Year =4(A) 1= (B) A/(A+B)
2012 330 414 0.444
2013 485 305 0.614
2014 540 309 0.636
DS 22N SR e AVldEe BAE AT Utk M 19 FEud F4
W, A F5E04 o] BAHIE e £ <1Nv>.°4 ARRE 0,020 % veen], A1
AR A BAlo] Eobd] AR 7IYeM = S A 4422 719714 (Tobin) @] 13k 1.389
Arp} Aslshe 59 2AF % AP 1 o ekt @, & 79 F8 7205 o
o= B7eha =9 o R 2013d=e] o]v]  ARYPETY =9 oH(LLP)S] BRFE 0.549
Aol A7He F19elN LLP S0l 0@ BUE o= veh} BRI 5 ok 5550 A 7]
ol Ao UEhitul, ot LLP £l tld el LLPE 4] weid o2 vehie). 54
FRAA ANEN} 4 - AR MgE A%E VRS Avuy SRS HRE 25507
g, o2 epsten], WA S(LEV)S HE(F94) &
(£ 3)& 2 9 A2l wE LLP =9 @ 0.403(0.399) o2 vepdth, f-8H1&(CR)9]
ot} FEFAS AYEE ATEY A4 b (T99)2 2.765(1.552) 2.2, 554 vl &
Ay FRpY Aol Holw YA ofg] Al FANY MFo| =& Ao vegh MPEs
1T FEL0] ST AR 4 gk 53, Ady (DIV)S BRRS 0.17102 ehgr] ol @]
LLP =% 719 & Axde] 71 B& 2oz v ol o] & 17%4 =] gd& wjdez A H3)
ERstTH © AR Mt =79 AF-(GROUP)
(& M A AR T8 WSFES Ve o] P 0.1540.2 Yelyt=d ol FEA
3) oAt Ego] Al (or HI)EAY FAE 22T FgY diEdE, T XaF, AU, 9979892, oM
ofgrE, S, dEAt Fol Arh 20129 E5) B, tEAdde] B Tl oA o=l BAAe wRdF Fol LLP B9
o FALE AASl] FF%3] o #H °J7d§ AHAEATH R Z ) g A, A EA 2o, 2012.03.15). 919 7]
Q5 Zolx ABumd, FARATYAE 201300 XA PARGS Ave wdaddt. W, A A 201540
oAU 2& =Yg, 9T Y A BN TS 8sh “dle] ﬂgﬂr Aepars 9gk gtE Fab 5
Fo3 A AR Alﬁoi a7 gl elare] Al B Y et slibe UeE AFsta drhAAIR, "dEA Y,

o|ApAl o) =4

= 'bd’
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2t Bt Aol E t-test
1ATFE(SIZE), 7194

—Hm 2

=]

jLs

%

rlo

R R LLP =454} (L

oY (1) 4wl =) (2) (1D+(2)

@ 0 6 6 0 6 0.500

@ 943 1,540 560 713 1,273 0.547

® 4 15 18 1 19 0.441

@ 8 8 0 5 5 0.615

® 25 76 32 36 68 0.528

® 102 171 70 40 110 0.609

@ 12 57 12 2 14 0.803

® 0 0 3 0 3 0.000

©) 191 218 36 159 195 0.528

i) 5 8 3 2 5 0.615

) 35 133 82 42 124 0.518

@ 15 18 12 13 25 0.419

® 6 6 3 9 12 0.333

@ 9 20 4 6 10 0.667
Total 1,355 2,276 841 1,028 1,869 0.549

15%9) 714el Bt 5o} % 59 A%l LLP =9 7199 Bl vEd

=
71949l Hlg] BAA R WA Vet ¢, £t
(INV) 2 7194714 (Tobin) ¥49] A% A 7t
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(£ 6)& 2 A7 71 ASol AHed +
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(B 4) 7I=28A4F (N=4,145)

ki R0y EFHA a3k i gk
INV 0.020 0.040 0 0.002 0.247
Tobin 1.389 0.917 0.444 1.089 5.559
LLP 0.549 0.498 0 1 1
SIZE 25.597 1.595 21.934 25.444 30.248
LEV 0.403 0.207 0.033 0.399 0.917
CR 2.765 4.100 0.223 1.552 33.535
CASH 0.071 0.077 0.000 0.047 0.417
MTB 1.488 1.344 0.228 1.081 8.763
DIV 0.171 0.350 -0.418 0.026 2.201
MGT 0.404 0.164 0.077 0.397 0.817
GROW 0.058 0.209 -0.408 0.032 1.602
GROUP 0.154 0.361 0 0 1
MARKET 0.425 0.494 0 0 1
BIG4 0.579 0.494 0 1 1
FOR 0.068 0.111 0.000 0.019 0.568
AGE 3.188 0.652 0.693 3.258 4.771
) MR INV = (G709 + 78] + 73770 a)) /e &< Tobin = (V1'% &5 A7FEA+718 7] #4) /718520

LLP = oA 5 AKIA eI R 0); S8 — Foa9s] A2 gt LBV — %505
CR = 71REAY/ 7] %%%'—zﬂ CASH = USSUSIRY 18T Rs: MID = AL/ P07 DIV = 35
ol MGT = ANZZ ARS: GROW = (7| REAN-72EAN) /7| 2222 GROUP = 2794w 2% 7|9

1(a%A ¥od 0); AMRKET— Rl /\]ﬂ 71900l W 1(aEA ¢ow 0); BIGA = 937ARl0] BIGLY &3l
A% 1(a2A & D4 0): FOR = &5 A &&: AGE = log((AHd=7]2d®)+1).
(Z 5y Fgt 2+ 32 85 xfo|HZ (t-test)
LLP =% LLP "% vl val

(n=2,276) (n=1,869) vaiue ST
INV 0.021 0.019 -1.22 0.221
Tobin 1.390 1.387 -0.11 0.909
SIZE 25.500 25.714 4.30 {.000
LEV 0.417 0.386 -4.86 (.000
CR 2.599 2.967 2.88 0.004
CASH 0.069 0.075 2.50 0.012
MTB 1.458 1.524 1.57 0.116
DIV 0.159 0.186 2.46 0.014
MGT 0.400 0.409 1.83 0.067
GROW 0.050 0.068 2.85 0.004
GROUP 0.119 0.196 6.86 {.000
MARKET 0.405 0.450 2.94 0.003
BIG4 0.560 0.603 2.77 0.006
FOR 0.058 0.081 6.46 (.000
AGE 3.190 3.186 -0.18 0.854

25) 7199 914 WEROA)S A%, LLP =4 719 (1= 719)el B 0.006(0.022) 02 vepgor! =4l 7lgsh vl=g) 7]
0o #91% A7t 9 ACe Gepdet. Gk, LLP £96 lelA] /919 £ Wk 99 WA Aol ] 0E
s 4 2 Egeld BAL st B G40 74 A BAEdT,

o ¥
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(E 9) 274 £4(s|30 250 28)

First stage (1) Second stage Regression
(2) F7 (3) 71974
Coef Wald Coef t-value Coef t-value
Intercept 1.883 14.92  *** 0.001 0.13 2.685 10.79 i ***
LLP 0.002 3.42 0.007 0.38
SIZE -0.074 18.22 *** 0.001 3.20 -0.083 -7.38 ***
LEV 0.485 18.60 @ *** -0.021 -6.66  *** -0.099 -1.18
SUE -0.031 0.46
ouT -0.131 0.64
BETA 0.146 10.65  ***
ROA -0.427 3.79 *
CR 0.000 0.49
CASH 0.017 3.42
BIG4 0.006 0.29
MTB 0.002 7.44 0.464 60.51 ™
DIV -0.002 -1.64 0.023 0.82
MGT -0.017 -7.56  **F -0.297 -4.72
GROW 0.003 1.62 0.138 2.93 "
FOR 0.167 1.65 *
GROUP 0.002 1.55 0.016 0.48
MARKET -0.004 -4.82 0.040 1.57
AGE -0.016 -0.98
INV 1.323 2.86
IMR -0.033 -4.67 **F 0.363 1.87 1%
Variance-Inflation-Factors(VIFs)
LLP 1.065 1.069
IMR 17.378 18.055
Industry, s . .
Year duni]rny a A e
N 4,145 4,145 4,145
A?;‘ifi? 0.037 0.120 0.572
1) *, %, e 247 10%, 5%, 1%914 #€8< g
2) MAH e (R 4) B2
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(2 10) LLP =

vigle ooz (e

(1) A%z (2) A71H7HA
Coef t-value Coef t-value
Intercept 0.001 0.15 0.140 0.98

ALLP 0.004 2.40 ** 0.022 0.69

ASIZE -0.008 -2.19 ** -0.193 -2.74 ¥

ALEV 0.031 4.06 i *** 0.074 0.46

ACR 0.001 2.76 ***

ACASH -0.008 -0.81
ABIG4 0.019 0.34

AMTB -0.003 -4.49 ***

ADIV 0.000 0.02 -0.060 -1.67 ¥

AMGT 0.034 3.51 0.216 1.06
AGROW -0.005 -2.44 **

AFOR 2.384 6.94 ***
GROUP -0.004 -1.78 . * -0.099 -2.37 i **
MARKET -0.001 -0.70 0.031 1.13

Industry, Year dummy ¥t ¥3t
N 1,613 1,580
Adjusted R 0.031 0.034
1) *, % = 27 10%, 5%, 1%904 frolehs ojn|g,
9) W% (L 4) A=,
(F 11) LLP2} E2HAIRE 72i(RPT)2te| &M
RPT
Coef t-value
Intercept -0.704 -5.20 | ***
LLP 0.011 1.23
SIZE 0.026 4.65 i ***
LEV -0.018 -3.34 ***
ROA -0.197 =3.77 ¥
MTB 0.000 0.05
INVEST -0.068 -0.59
MGT 0.152 5.40
OUT 0.071 1.98 | **
GROUP 0.032 2.05 **
MARKET 0.011 1.01
IMR 0.001 0.02
Industry, Year dummy ¥3t
N 4,145
Adjusted R? 0.148

1) % e 4 10%, 5%, 1%904 felehs ¢
FRA A kY] WS+ )+ + 0] ) /& LLP = LLP =9 719l 1(ek® 0):
LEV = 7] “Lzl‘?—xﬂ/ﬂ‘ﬂz}ﬂl}i ROA = ©7)40]9 /71 D314k MTB = AA7WR /AR
(A7) + 73477 0] + 3 20)) /B0l 29 MGT =
Z1old 1(2¥A ¢2w 0):

2) WSl RPT = (5
125

2~
e a5

1014
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MARKET = 7%

PL|

SIZE = log
INVEST =

HUFF A& OUT = AM9JolAL vl GROUP = U574
A AF Aol 1(aEA gow 0).
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A Study on the Liability Limitation Provision:
Evidence from Korea - Investment and Firm Value -

Changhyun Bae™ - Sungkyu Sohn**

Abstract

This study investigates whether and how the Liability Limitation Provision (hereafter LLP)
protects corporate directors from risky managerial decisions. This study is motivated by the
increasing number of LLP adopting companies since 2012, despite of the market-wide controversy
on LLP. The popular adoption of LLP suggests that the adoption of LLP has its expected
benefit greater than its expected cost. Evidently, the purpose of LLP is to encourage corporate
managers to fully exercise their discretion with good will. The LLP is voluntarily adopted in each
company upon shareholders” agreements adding the LLP article to the articles of incorporation.

This paper first examines whether the adoption of LLP reduces inefficient corporate investment
behavior by promoting managers to make more optimal investment decisions. Further exploring
the impact of LLP, this paper examines how the firm value is affected after the adoption of
LLP. As public voices against the LLP has criticized potential side effect of the provision, I
have conducted an additional analysis on whether the adoption of LLP increases information
asymmetry by examining for association with related-party transaction. This indicates LLP is
available to companies with high likelihood of managerial opportunistic behavior. This study
finds that the LLP is positively associated with investment, and this association is more evident
among under-investment firms. Testing for the association between LLP and firm value, I find
no association in general. However, among under-investment firms I have found a positively
significant association between LLP and firm value. Additionally, I have found that the adoption
of LLP does not have a significant association with related-party transactions.

This study contributes to the literature by enhancing understanding on the LLP. First, I

provide empirical evidence about how the adoption of LLP affects corporate investment level

* Ph. D, School of Business, Yonsei University, First Author
** Professor, School of Business, Yonsei University, Corresponding Author
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and firm value. Second, this study contributes to existing literature on corporate investment
efficiency by showing that the LLP can control for managerial preference on risk-averse decisions
and resolve under-investment issues. Lastly, this study contributes to the academic controversy

on the LLP, by providing an argument against the potential side effect of LLP.

Key words: Liability Limitation Provisions, Director liability, Investment, Firm Value,

Risk Aversion
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