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This paper investigates the effect of adoption of the Liability Limitation Provisions(LLP) on managerial
behavior and future firm performance, and studies what role the corporate governance plays in this
context. Our findings are summarized as follows. First, we document that LLP adopters spend more R&D
expenditures, have higher idiosyncratic risk, and have greater volatility in operating performance than
non-LLP adopters. Second, there is no significant difference in firm performance between LLP adopters
and non-LLP adopters. This implies although LLP adoption lets managers take more risk, it does not
immediately lead to better performance due to certain offsetting factors. Third, however, when an analysis
is conducted on subsamples divided based on the effectiveness of corporate governance, we find that LLP
adopters exhibit better operating performance than non-LLP adopters in a subsample of firms with good
governance. This suggests the better the governance structure, the more effectively the negative effects
of LLP are suppressed and the better the positive effects of LLP are manifested. Overall, this study
shows that LLP adoption can promote bold managerial behavior, and lead to better firm performance,
especially in firms with good governance. The findings of this study provide empirical support to justify
the LLP in Korea.
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MBCA 2.02(b)(4): “a provision eliminating or limiting the liability of a director to the corporation or its shareholders
for money damages for any action taken, or any failure to take any action, as a director, except liability for (A) the
amount of a financial benefit received by a director to which he is not entitled: (B) an intentional infliction of harm
on the corporation or the shareholders: (C) a violation of section 8.33: or (D) an intentional violation of criminal law.”
3) Del. Gen. Corp. Law 102(b)(7): “A provision eliminating or limiting the personal liability of a director to the corporation
or its stockholders for monetary damages for breach of fiduciary duty as a director, provided that such provision
shall not eliminate or limit the liability of a director. (52}
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(Table 1) Sampling process and the yearly distribution

Panel A: Sample selection procedure

Initial observations from 2012 to 2015 2,720
Less:
Missing financial statement data 273
Missing ownership-related data 86
Final observations 2,361
Panel B: Yearly distribution
Year LLP adoption LLP non-adoption Total
2012 238 332 570
2013 304 275 579
2014 342 253 595
2015 357 260 617
Total 1,241 1,120 2,361
e 719 ER stoda LLPE E4E F UES S 3.3 7l=&A
& A A% gto] 201213 8 Al Q1Y) vl
o LLPel A3t Atz e 2 7199 AFd B o 3 A AHE FoRFES] VAT (X 2)
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(Table 2) Descriptive statistics and Correlation matrix

Panel A: Descriptive statistics

Variables N Mean Std.Dev Q1 Median Q3
LLP 2,361 0.53 0.50 0.00 1.00 1.00
ROIC VOL 2,361 0.06 0.10 0.02 0.04 0.06
RnD 1,696 0.02 0.04 0.00 0.01 0.03
BETA 2,361 0.88 1.44 0.16 0.81 1.57
RMSE 2,361 0.12 0.11 0.06 0.09 0.13
ROIC 2,361 0.06 0.12 0.01 0.05 0.09
RET 2,361 0.15 0.49 -0.14 0.04 0.30
SIZE 2,361 26.82 1.50 25.83 26.58 27.61
LEV 2,361 0.42 0.21 0.25 0.41 0.57
CR 2,361 2.35 3.45 0.92 1.39 2.26
CASH 2,361 0.05 0.06 0.01 0.03 0.08
MTB 2,361 1.43 1.47 0.61 0.97 1.61
OWN 2,361 0.44 0.16 0.32 0.44 0.55
FOR 2,361 0.10 0.13 0.01 0.04 0.14
GROWTH 2,361 0.03 0.28 -0.07 0.01 0.08
GCG 2,361 0.17 0.38 0.00 0.00 0.00

Panel B: Correlation matrix

Variables H @ @B @ G O (© © 1 0y 12 13 14 (15 (16)

(1)LLP, 1

(2)ROIC VOL; 002 1

(3)RnDy+1 0.06 029 1

(4)BETA+ 001 -0.01 -0.04 1

(5)RMSEy+; 0.10 0.07 004 003 1

(6)ROIC, -0.02 0.6 005 -0.11 -0.12 1

(T)RET, 0.02 001 0.04 -0.03 028 015 1

(8)SIZE, -0.15 -0.07 -0.04 0.07 -0.16 0.17 -0.17 1

(9)LEV; 0.06 -0.04 -0.15 0.0 0.24 -0.22 001 019 1

(10)CR, -0.06 0.06 0.10 -0.04 -0.09 0.03 -0.03 -0.16 -0.61 1

(11)CASH, 0.04 0.08 0.12 -0.04 -0.02 0.06 -001 -0.11 0.26 027 1

(12)MTB, -0.02 0.09 0.19 -0.05 0.08 0.19 -0.09 0.2 0.056 -0.03 010 1

(13)OWN; 0.06 -0.01 019 0 -0.09 0.12 002 -0.07 -0.03 -0.03 -0.12 -0.14 1

(14)FOR, -0.11 -0.07 0.06 -0.01 -0.16 0.22 -0.09 0.53 -0.18 0.10 0.07 0.15 0.20 1
(15)GROWTH, 0.04 -0.01 001 -0.09 -0.03 0.0 0 -0.01 -0.0 -0.04 001 016 003 001 1
(16)GCG, -0.17 0.02 0.09 003 -012 0.15 -0.09 057 003 -003 001 0.07 012 039 -0.02 1

Bold denotes two-tail significance at equal to or greater than 5% level.

8) HoJHMe|~E Bl thER=wte A/ & (RnD) AFgd] A33ko] WolM knD W47} X3E ARG A= T Y o]
3 o A2 o] AEEIT (F 49 BF 2, (% 8)9] BF 2).
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(Table 3) Univariate analysis

LLP, =1 LLP, =0 tost

(N=1,241) (N=1,120)
ROIC VOLi+, 0.064 0.056 -2.05%
RnDy 0.024 0.021 -2.27*
BETA:+1 0.961 0.908 -0.81
RMSE, . 0.116 0.103 -3.207**
ROIC;+, 0.064 0.062 -0.38
RET, 0.163 0.126 -1.18

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 4) Multivariate test of H1

Model 1 Model 2 Model 3 Model 4

ROIC VOL;+; RnD;+; BETA;+; RMSE; +;
Coef. Coef. Coef. Coef.

(t-val) (t-val) (t-val) (t-val)

Intercept 0.051 -0.013 -0.396 0.354***
(1.11) (-0.50) (-0.47) (7.02)

LLP; 0.008** 0.003* -0.065 0.007*
(2.21) (1.73) (-0.96) (1.80)

SIZE, 0.002 0.001* 0.029 -0.011***
(1.29) (1.65) (1.02) (-6.68)

LEV; -0.077*** -0.024*** 0.589"** 0.116%**
(-6.86) (-4.33) (2.84) (9.31)

CR; 0.001** -0.001** 0.007 0.001**
(2.34) (-2.56) (0.67) (2.01)

CASH, -0.158*** -0.005 0.049 -0.012
(-5.07) (-0.31) (0.09) (-0.34)

MTB;, 0.006™** 0.004*** -0.101*** 0.006***
(4.19) (7.18) (-4.16) (3.83)

OWN; 0.013 -0.016*** 0.077 -0.035***
(1.09) (-2.96) (0.36) (-2.65)

FOR; -0.065*** 0.001 -0.089 -0.049**
(-3.60) (0.10) (-0.27) (-2.46)

GROWTH, -0.013** -0.004 -0.367*"" -0.010
(-2.12) (-1.04) (-3.20) (-1.42)

Year Included Included Included Included

Industry Included Included Included Included
# of obs 2,361 1,696 2,361 2,361
Adjusted R? 0.224 0.299 0.089 0.143

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.

o
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(Table 5) Multivariate test of H2

Model 1 Model 2
ROIC:+; RET;+
Coef. Coef.
(t-val) (t-val)
Intercept -0.008 1.687**
(-0.21) (6.45)
LLP; 0.003 -0.002
(1.04) (-0.09)
SIZE; -0.000 -0.067""*
(-0.23) (-7.62)
LEV; -0.025""* 0.125"
(-2.67) (1.95)
CR; -0.002™** -0.005
(-4.24) (-1.45)
CASH; -0.057"" 0.026
(-2.28) (0.15)
MTB; 0.002* -0.043***
(1.75) (-5.50)
OWN; 0.029*** 0.095
(3.01) (1.41)
FOR; 0.015 0.166
(1.05) (1.63)
GROWTH; -0.007 0.038
(-1.38) (1.08)
ROIC 0.806"**
(59.40)
RET; -0.025
(-1.20)
Year Included Included
Industry Included Included
# of obs 2,361 2,361
Adjusted R 0.723 0.088

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 6> Multivariate test of H3

Model 1 Model 2 Model 3 Model 4
ROIC;+; ROIC:+; RET;+; RET:+;
GCG=1 GCG=0 GCG=1 GCG=0
Coef. Coef. Coef. Coef.
(t-val) (t-val) (t-val) (t-val)
Intercept 0.081 -0.002 2.698"** 1.619***
(0.79) (-0.04) (4.42) (4.83)
LLP; 0.024*** 0.002 0.051 -0.010
(2.96) (0.68) (1.11) (-0.39)
SIZE, -0.002 -0.000 -0.066*** -0.067***
(-0.59) (-0.14) (-3.59) (-5.73)
LEV;, -0.098*** -0.020* -0.035 0.175*
(-3.59) (-1.85) (-0.26) (2.34)
CR; -0.001 -0.002*** -0.000 -0.004
(-0.99) (-4.01) (-0.01) (-1.16)
CASH; -0.062 -0.060** 0.110 0.057
(-0.96) (-2.10) (0.30) (0.27)
MTB; 0.009"** 0.000 -0.005 -0.061***
(3.60) (0.09) (-0.39) (-6.03)
OWN; 0.040 0.026"* -0.144 0.153*
(1.49) (2.40) (-0.93) (1.93)
FOR; -0.003 0.010 0.219 0.069
(-0.08) (0.56) (1.23) (0.55)
GROWTH; 0.000 -0.009* -0.015 0.059
(0.01) (-1.67) (-0.16) (1.47)
ROIC; 0.798"** 0.790"**
(25.09) (49.80)
RET; -0.024** -0.017
(-2.39) (-0.70)
Year Included Included Included Included
Industry Included Included Included Included
# of obs 408 1,953 408 1,953
Adjusted R? 0.833 0.692 0.120 0.081

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.

2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 7) The difference in firm characteristics between LLP adoption firms and non-adoption one

Before matching After matching
LLP=1 LLP=0 tvalue LLP=1 LLP=0 t-value
(N=1,241) (N=1,120) (N=888) (N=888)

SIZE 26.68 27.00 5.12"" 26.79 26.43 -0.58
LEV 0.427 0.408 -2.23** 0.419 0.425 0.72
CR 3.354 3.849 2.883 2.649 -0.52
CASH 0.056 0.054 -0.63 0.056 0.055 -0.36
MTB 1.340 1.529 3.12%** 1.440 1.269 -1.957
OWN 0.450 0.428 -3.22"" 0.439 0.449 1.31
FOR 0.085 0.113 5.27*** 0.091 0.078 -1.32
GROWTH 0.047 0.026 -1.32 0.016 0.068 1.44

1) *, ** and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 8) Examination of H1 using PSM sample

Model 1 Model 2 Model 3 Model 4
ROIC _VOL¢+: RnDy+1 BETA;+; RMSE;+;
Coef. Coef. Coef. Coef.
(t-val) (t-val) (t-val) (t-val)
Intercept 0.080 0.017 0.246 0.504***
(1.48) (0.60) (0.28) (8.15)
LLP; 0.017*** 0.000 -0.019 0.012*
(3.11) (0.19) (-0.21) (1.86)
SIZE, -0.001 -0.000 0.017 -0.017***
(-0.52) (-0.21) (0.57) (-7.69)
LEV, -0.055"** -0.026"** 0.604*** 0.142***
(-4.17) (-4.01) (2.85) (9.44)
CR; 0.003*** -0.001 0.004 0.002"
(4.27) (-1.54) (0.31) (1.74)
CASH; -0.153*** -0.000 0.099 -0.021
(-4.12) (-0.00) (0.17) (-0.49)
MTB; 0.006** 0.006™** -0.059** 0.008"**
(3.78) (7.67) (-2.19) (4.35)
OWN; 0.039%** -0.010 0.153 -0.018
(2.69) (-1.59) (0.66) (-1.13)
FOR; -0.065"** -0.003 -0.147 -0.013
(-3.14) (-0.35) (-0.44) (-0.57)
GROWTH, 0.003 -0.004 -0.154 -0.015"
(0.50) (-1.19) (-1.38) (-1.92)
Year Included Included Included Included
Industry Included Included Included Included
# of obs 1,776 1,308 1,776 1,776
Adjusted R? 0.232 0.269 0.071 0.137

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.

A WA A7 £ A Aol JFgE m o] EAGTE wepA] & AFE o9 22 A
A £ 90g. & At wAE o LLPE =4 U4 FAE BASI L A9 2 53} (fixed effect)
gt 71l M=g7Igel vl o A4 AhA o JEFE ks ] dEolAE MAE 1F
A& AT, ol= LLP E949 &3t ol (CEOTO =1)3% ¥AHA &2 1&(CEOTO =0)
AdAGAe 9 e daned e me gud & FEsle IARY (1) 4 248 Ji) o
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(Table 9) Examination of H2 using PSM sample

Model 1 Model 2
ROIC:+, RET+;
Coef. Coef.
(t-val) (t-val)
Intercept -0.061 1.074
(-1.29) (3.51)
LLP; 0.006 0.013
(1.26) (0.40)
SIZE, 0.003 -0.062""*
(1.61) (-5.81)
LEV; -0.024"" 0.100
(-2.07) (1.36)
CR; -0.002"** -0.002
(-2.87) (-0.44)
CASH; -0.035 0.581%**
(-1.08) (2.78)
MTB; 0.001 -0.029"**
(0.75) (-2.97)
OWN; 0.030* 0.094
(2.40) (1.16)
FOR; 0.009 0.035
(0.52) (0.30)
GROWTH; -0.016™"* 0.028
(-2.65) (0.70)
ROIC; 0.744**
(42.78)
RET; -0.046™"
(-1.98)
Year Included Included
Industry Included Included
# of obs 1,776 1,776
Adjusted R 0.641 0.173

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 10) Examination of H3 using PSM sample

Model 1 Model 2 Model 3 Model 4
ROIC;+; ROIC;+; RET:+1 RET:+;
GCG=1 GCG=0 GCG=1 GCG=0
Coef. Coef. Coef. Coef.
(t-val) (t-val) (t-val) (t-val)
Intercept 0.078 -0.305*** 2.068™" 1.467**
(0.32) (-3.99) (2.23) (3.66)
LLP; 0.046*" 0.007 0.017 0.018
(2.15) (1.05) (0.21) (0.53)
SIZE, 0.006 0.012*** -0.071*" -0.064***
(0.74) (4.36) (-2.31) (-4.37)
LEV; -0.423*** -0.086**" -0.693*** 0.235"*
(-6.22) (-4.75) (-2.67) (2.48)
CR; -0.012%** -0.003*** -0.013 0.003
(=2.77) (-3.24) (-0.77) (0.54)
CASH; -0.106 0.010 0.870 0.337
(-0.65) (0.20) (1.43) (1.27)
MTB; 0.030"** 0.005*" -0.004 -0.064"**
(4.87) (2.01) (-0.17) (-4.99)
OWN¢ 0.061 0.061"** 0.198 0.077
(0.86) (3.09) (0.76) (0.74)
FOR; -0.127 0.037 0.256 0.074
(-1.47) (1.30) (0.79) (0.49)
GROWTH; 0.092*" 0.000 0.141 0.094
(2.33) (0.04) (0.95) (1.61)
ROIC; 0.040"** 0.083"**
(6.61) (17.55)
RET; -0.150 -0.025
(-1.48) (-0.98)
Year Included Included Included Included
Industry Included Included Included Included
# of obs 254 1,522 254 1,522
Adjusted R? 0.576 0.419 0.139 0.089

1) *, **, and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.

2) All the continuous variables are winsorized at the top and bottom one-percentile.
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(Table 11)

Panel A: Crosstabulation between CEOTO and LLP

LLP; =1 LLP, =0 TOTAL
CEOTO: =1 166 143 309
CEOTO; =0 1,075 977 2,052
TOTAL 1,241 1,120 2,361
Panel B: Subsample test for H1
CEOTO, =1 CEOTO, =0
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8
ROIC VOLy+; RnD;+; BETA(+; RMSE;+; i ROIC VOLy+; RnDy+;  BETA;+; RMSE;+;
Coef. Coef. Coef. Coef. Coef. Coef. Coef. Coef.
(t-val) (t-val)  (t-val) (t-val) (t-val) (t-val) (t-val) (t-val)
Intercept 0.128 0.072 -0.181  0.557*** 0.057 -0.019 0.382 0.348***
(0.95) (1.26) (-0.07) (3.10) (1.15) (-0.70) (0.43) (6.63)
LLP; -0.000 -0.002 0.034 0.012 0.009** 0.003* -0.080 0.007
(-0.01) (-0.29) (0.14) (0.75) (2.35) (1.90) (-1.13) (1.62)
SIZE; 0.003 -0.001  0.311*** -0.017*** 0.002 0.001* -0.005 -0.011%***
(0.73) (-0.70) (3.67) (-3.03) (1.02) (1.88) (-0.17) (-6.12)
LEV; -0.091*** -0.027 0.106  0.195* ¢ -0.077"**  -0.026** 0.653*** 0.102***
(-2.69) (-1.54) (0.16) (4.33) (-6.29) (-4.31) (2.97) (7.86)
CR; -0.001 -0.002  0.077* 0.004* 0.002** -0.001"*  -0.001 0.001
(-0.33) (-1.14) (2.03) (1.76) (2.56) (-2.41) (-0.13) (1.27)
CASH; -0.231** 0.035 -1.606 -0.132 -0.158"** -0.016 0.012 0.001
(-2.48) (0.76) (-0.86) (-1.07) (-4.65) (-0.99) (0.02) (0.02)
MTB, 0.003 0.001  -0.183* 0.002 0.006™** 0.005™*  -0.090*** 0.006***
(0.66) (0.72) (-2.37) (0.48) (4.18) (7.36) (-3.49) (3.76)
OWN; 0.008 -0.015 -0.448 -0.040 0.013 -0.019"**  0.209  -0.032**
(0.26) (-0.90)  (-0.67) (-0.92) (1.00) (-3.24) (0.91) (-2.34)
FOR; -0.092* -0.020 -3.430""*  -0.060 -0.061%** 0.002 0.245  -0.049**
(-1.80) (-0.86)  (-3.37) (-0.89) (-3.14) (0.24) (0.70) (-2.37)
GROWTH, -0.013 0.007  -0.843** -0.042" -0.015™* -0.006  -0.287**  -0.006
(-0.66) (0.52) (-2.21) (-1.66) (-2.22) (-1.64) (-2.38) (-0.87)
Year Included Included Included Included Included Included Included Included
Industry Included Included Included Included Included Included Included Included
# of obs 309 205 309 309 2,052 1,491 2,052 2,052
Adjusted R? 0.089 0.162 0.176 0.158 0.228 0.310 0.085 0.142

1) *, ™ and *** indicate two-tail significance at the 0.1, 0.05, and 0.01 level, respectively.
2) All the continuous variables are winsorized at the top and bottom one-percentile.
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