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This study aims to examine the association between firm's overinvestment and voluntarily appropriated
retained earnings. Prior studies provide the theory and evidence that overinvestment can lead to an
overall increase in retained earnings. With regard to overinvestment practice, however, whether the part
of retained earnings is to be reserved as voluntarily appropriated retained earnings is still not fully
answered, calling for further investigation. Using data of firms listed on the KOSPI market from 2014 to
2018, this study finds that overinvestment is significantly and positively associated with the level of
voluntary reserves. This study also finds that overinvestment has a significant and positive association
with the number of reporting items for voluntary reserves. Interestingly, the study further finds that the
positive relationship between overinvestment and voluntary reserves level is significant only for non-
growth related reserves. The results from additional analysis utilizing a combined measure are consistent
with the main results. The findings from this study suggest that the overinvestment is an important
driver that can affect firm's management of voluntarily appropriated retained earnings.
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(Table 3) 7|=SH2

B EFHat 25th 50th 75th

APPRE 0.263 0.325 0 0.057 0.550
NITEM 1.337 1.384 0 1 2

XINV1 0.507 0.500 0 1 1

XINV2 0.023 8.399 -0.070 -0.013 0.037
SIZE 20.022 1.437 19.060 19.798 20.678
AGE 3.529 0.706 3.401 3.761 3.970
ROA 0.036 0.058 0.010 0.032 0.059
MTB 1.380 1.566 0.611 0.927 1.512
DEBT 0.396 0.209 0.227 0.395 0.544
AUD 0.672 0.470 0 1 1

CDIV 0.008 0.010 0 0.005 0.012
CCE 0.055 0.062 0.011 0.036 0.076
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(Table 4) AzHAEM

APPRE  NITEM  XINV1 XINV2 SIZE AGE ROA MTB DEBT AUD CDIV

0.495%**
NITEM 6,000
0.205%** 0.154***
XINVE0.000)  (0.000)
0.013 0.026 0.029
XINV2 (0.537)  (0.210)  (0.164)
SIZE 0.250*** 0.203*** 0.519"**  -0.026
(0.000)  (0.000)  (0.000)  (0.216)
AGE 0.2227** 0.239"**  -0.020 -0.009 -0.015
(0.000)  (0.000) (0.341) (0.666)  (0.481)
ROA 0.077*** 0.066*** 0.162***  0.020  0.191*** -0.041**
(0.000)  (0.001)  (0.000)  (0.333)  (0.000)  (0.046)
MTB -0.038" -0.065*"* 0.019 0.007 -0.081%** -0.128*** (.118"**
(0.070)  (0.002)  (0.367) (0.731)  (0.000)  (0.000)  (0.000)
DERT -0.247"** -0.125"** 0.117"**  -0.023  0.108"** -0.060"** -0.150"** 0.104***
(0.000)  (0.000)  (0.000) (0.276)  (0.000)  (0.004)  (0.000)  (0.000)
AUD 0.152*** 0.075*** 0.218* -0.019 0.427*** -0.033 0.073***  0.017 -0.002
(0.000)  (0.000)  (0.000)  (0.372)  (0.000) (0.114)  (0.000)  (0.422)  (0.922)
CDIV 0.198*** 0.097*** 0.062*** -0.005  0.049*" -0.062*** 0.321*** 0.117*** -0.389*** (.089***
(0.000) (0.000) (0.003) (0.825) (0.017) (0.003) (0.000) (0.000) (0.000) (0.000)
CCR 0.031 -0.026 -0.064*** 0.016 -0.107*** -0.041" 0.084*** 0.032 -0.174*** -0.036* 0.099***
(0.136)  (0.215)  (0.002) (0.438) (0.000) (0.050)  (0.000) (0.122) (0.000)  (0.082)  (0.000)
1) W9 Hol: APPRE=994HF FAFAE AR Uie 3t NITEM=74¥ 7] Efetn e 498787 24, XINVI=FAAEFdo] 4k-
oxd FYpET I 1, a2¥A gow 0 FoIg g XINV2=McNichols and Stubben(2008)2] =3 AHl-dwd Fdwog o] Aakek 7

o
A, SIZE=3Apdel] A2 0E 8 3, AGE=33X9] 3AARNA 7149 APARE A3 T 21205 8 3, ROA=FHl|d & 712 FAte
2 UE g MTB=A7FEdS 24202 U 3t DEBT=2%48 2402 U 2t AUD=BIG4 IAAMAT AFE 2L oizbielold 1, 18X
o 0% FoJd gk, CDIV=a3u3< 712 Aoz U ¢, CCE=7]2 A3LITIALE 712 2tz U 3.

N
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(Table 5)9] 4 (1)9lA, 2JEAH (XINV])S 9 2 Aoz s oA /M 19 FHE A
ARISEAPPRE)) FAHOR 528 H(+) Ak Agelnh, % $4AE A9} BYE
o] Y& A= Aoz FH At (5, =0.083, ket Azl A= WEFEo| Y ek T
p(0.01). Z, BYTAY Just £E 09 49 LTE Zol A4 AAYBY AR - v FF
AYF #2194 2L ATuY fodos = & /M A%z daEn,

(Table 5) USRS QOHRIT 2% 7bo] PRANO| Chet 2AZT}
Z2W%: APPRE
CEr L 5 @

tercent 20.906" 1192

ereep (-4.403) (-6.180)
0,083

XINVI - (3.395)

0.001**

XINV2 + (2.381)

0.050" 0.066**
SIZE * (4.853) (7.069)
0.102°* 0.102"*
AGE * (7.505) (7.503)
-0.362" -0.323*
ROA * (-2.057) (-1.784)
) 0.006 0.007
MTB (0.865) (0.958)
) 0,397 -0.379%
DEBT (-5.587) (-5.303)
) 0.017 0.017
AUD (0.623) (0.610)
3,791 3.914"
ChIv * (3.060) (3.179)
) 0.158 0.149

ceE 0.911) (0.841)

YEAR & IND All Included All Included

Adj. R2 0.233 0.222

F value 8.829*** 8.525***

# of Obs, 2,320 9,320

) W] Aol XINVI =52 EZFdo] 2k]-dxd FdgtEct 3H 1, 384 god 0 3kt XINV2=McNichols and
Stubben(2008)¢] 2R A4l A% gumow hskel Atd BAl. SIZE- izWoﬂ AARIE A &, ACE=BEA
o AR A9 AAES AT F AAZIE AT &, ROA-YoIF 1% THROR e ¢, MIB=A7HE

= &X}HOi e @ DEBT=37A12 SAMOR Wi
Som 03 ¥l @, CDIV=A7

5

Aol e 714

612

< 712 FANCE Ui
FEAF tiﬁla“’ 235 Skl Zﬂ/‘]E]O*OUJ], T e A 10%, 5%, 1%
ol 23H FE2E-ZW2E (cluster-robust) £

AUD=BIG4 ﬂ?ﬂl%"’dﬂr AFE A2 ARl 1, 3384
&%, CCE=71z dadidaidats 712 Ao R e 3
FEoAA Felde Hehd. -5

LA} 0| §H S
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(Table 6) DtUAFXIe} QojMElZ &= 4= Alo|e] 2EAMof| Cist M4
F4¥ < NITEM
o E5 T (1) (2)
tercent "3.995" 4,682
niercep (-2.974) (-3.880)
0.196*
XINV1 * (1.752)
0.005%**
XINV2 + (4.109)
0.205*** 0.243"**
SIZE * (3.031) (4.046)
0.451%** 0.452%%*
AGE * (7.087) (7.082)
-0.248 0.173
ROA * (-0.337) (-0.233)

i 0.021 0.019
MTB (-0.558) (-0.524)

i ~0.991%** 0,945+
DEBT (-3.109) (-2.947)

i ~0.060 ~0.060
AUD (-0.512) (-0.508)

5.893 6.414
CbIv * (1.204) (1.315)

i -0.827 -0.852
ceE (-1.178) (-1.205)
YEAR & IND All Included All Included
Adj. R2 0.174 0.172
F value 5.166™** 5.056***
# of Obs. 9.320 9.320

) W49 Hol: XINVI=5ARZFdo] Aed-dxd Foznch Iw 1, %4 o 0 o3k 7t XINV2=McNichols
and Stubben(2008)9] Rd S Agl-Ard ot

a7 ey gl aedEE A7 ‘“J
A 7}EoL ’gx}iﬁli Wi %, DEBT=%%%
a7 god (0L Bojd g ODIV= téiu H
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] 7:"'1‘4 t-EA T
Aol e 7195700 A

e
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(Table 7) MA2E-Th-Mate|2 0| SRof 7|%5t Az}

oo = 1 —

4 B4 4% 9 BA
SETRS 5 @ 3) @
toreent 20.650° 0.613° 70,256 0579
P (-3.238) (-3.274) (-1.150) (-2.819)
0.011 0.094%**
XINVI - (-0.811) (3.944)
0.0003 0.0005"*
XINV2 - (1.329) (2.147)
0.033"* 0.031* 0.017 0.035°"
SIZE * (3.259) (3.307) (1.492) (3.447)
0.026** 0,026 0.076"* 0.076""*
AGE * (3.434) (3.427) (5.700) (5.687)
0.181° -0.188° 0.181 0.136
ROA * (-1.793) (-1.862) (-1.140) (-0.825)
- i 0.004 0.003 0.003 0.003
(0.846) (0.821) (0.428) (0.552)
i 0.091* 10.092* 10,306 ~0.287***
DEBT (-1.825) (-1.851) (-4.614) (-4.984)
D i 0.008 0.008 0.008 0.008
(0.656) (0.661) (0.329) (0.315)
1.651 1.632 2.070 9.989*
ChIV * (1.596) (1.579) (1.564) (1.725)
. i 0,090 -0.090 0.249 0.239
(-1.049) (-1.045) (1.536) (1.445)
YEAR & IND All Included All Included All Included All Included
Adj. R2 0.093 0.093 0.157 0.139
F value 1.605** 1.615" 4,934 3.934%*
# of Obs. 2,320 2,320 2,320 9,320
1) Wge Ao XINVI=FAxEgdo] Ae]-ded Z9gztuct ad 1, 1232 god 02 3k, XINV2=McNichols

and Stubben(2008)<]
HEA9] FAATAAN 7199 “%‘EES
IS TEeR s o DIBI-

g gk, CDIV= EA%HH

:L‘—‘HX} oLou;] 0
e
2) FgAF t-AFE

BYE A fﬂo G oR FAste] Alker 3k, SIZE= X}*}Oﬂ A4ZaE F 4 AGE=
}

3 T Qw2 2o 3 ROA=9Y0|YS 7% Ao g e gk MTB=
H~ ixwoi e @, AUD=BIG4 34 17} AFE 22 TRl 1,
FE 712 FANCE Wi g CCE=712 FRATAMEE 712 SAIeR

235 ot AAEJem, * ) = A7 10%, 5%, 1% FAA9 948 YER. t-BAE9
Aitole 71dFToA 23d S 2H-ZHAE( cluster- lobust ) EEox} ]A‘Lﬂ"in

MU 2 10858 18745

‘l‘o:]—‘ﬂ’.l—, T @"r\‘o qAE 4 ] sldete 204

(Table 8)& °]4@
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2o paAI) HoiE Poig Aden g2 & & 99497 AFIE(COMB) EARLE +
ottt = =2 (XINVD) 2 2] EA12(XINV2) olgt ok(+)9 Y& nA= Aoz FlFT)
(Table 8) o|MEld &1} &5 =5 Z&sl0] A HTE o|2et 2441}
F&W4 COMB
o S5 (1) (2)
tercent 1.069" 1293
ereep (-6.105) (-7.740)
XINV1 + @“fg‘f)
XINV2 + (2'82%)
0.068*** 0.080%**
SIZE * (7.929) (9.940)
0.089*** 0.089***
AGE * (6.607) (6.578)
~0.059 -0.033
ROA * (-0.392) (-0.215)
i 0.000 0.001
MTB (0.049) (0.139)
i ~0.306%* ~0.292%*
DEBT (-5.108) (-4.850)
i 0.015 0.015
AUD (-0.673) (-0.663)
1.853* 2.017*
ChIV * (1.919) (2.067)
i -0.097 0.105
CCR (-0.642) (-0.682)
YEAR & IND All Included All Included
Adj. R2 0.280 0.272
F value 10.863*** 10.458**
# of Obs. 2,320 2,320

=

1) ©49 A9 COMB=494da dAad7 JdJ4ds J5FE5
ogta T AFE T & FH204) o2 e &, XINVI=FAR &5
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Al AARIE H &%, AGE=#ZX9] JAAEAA 7] A-AEE et &
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102912 MEslateq =2 AR 1085E 13714 ¥
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7E FALOR e gt MIB=A/M59S 4202 e g, DEBT=3%42 34402 b ¢, AUD=BIG4 3|48

A AFE P RN 1, %A ¥oH 0 7
N2 AFLAFHANE N2 FAICR Y 7
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