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Abstract

Following the thematic inspections conducted by the Financial Supervisory Service in 2017
and 2018, there has been increasing interest in the capitalization of R&D expenditures.
Companies can record R&D spending as intangible assets, thereby inflating assets on the balance
sheet and relatively reducing the debt ratio. Additionally, by not expensing R&D costs in the
current year, operating profits for that year appear higher. If the capitalization of R&D
expenditures aligns with the original purpose of K-IFRS, it can serve as an indicator reflecting the
company's technological capabilities and growth potential. However, there is a risk that
management might excessively capitalize R&D expenditures to overstate the company's financial
health, contrary to the intent of K-IFRS. This temptation might be particularly appealing for

smaller companies.
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From this perspective, this study examines the relationship between R&D capitalization ratio
and long-term financial performance of small and medium-sized enterprises (SMEs) in South
Korea. Furthermore, it identifies a moderating variable that may influence this relationship.
Specifically, building on previous research suggesting that discretionary R&D capitalization can
be monitored and controlled through good corporate governance, this study hypothesizes that
foreign ownership positively moderates the relationship between R&D capitalization ratio and
financial performance. In summary, excessive R&D capitalization in SMEs may deteriorate their
long-term financial performance; however, this effect can be mitigated in the presence of high
foreign ownership, which indicates superior governance structures.

To test this hypothesis, the study collected 3,060 observations from 687 listed companies in
South Korea from 2011 to 2017. Empirical analysis revealed that higher R&D capitalization
ratios in SMEs are associated with decreased long-term financial performance, and this
relationship is less pronounced with higher foreign ownership. Based on these results, the study

offers various theoretical and practical implications.

Key words: Small and Medium-sized Enterprises, R&D Capitalization, R&D Investment,
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R&D FAE Aptte] opd Hl g0 2 AT - G0l EC] 57%°IH 32% ERIE 3}
gk oF 25% F&0] 2 Zolg} dFeiH o8 /=2 FAAECA AEL 2 F24< v
=g o FHFGoRN T uf AEZ | F4 7140l 10% o) sttty stk
AEDL FoMe ANEY R&DE 2 443} 7hsdol 7]l ARbel 7t
= YAOITHHFE, s, 2020).
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S0 Wa®, R&D #2317 A= 7] e] @714 AF-Addae A ez AdAIT
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a7 AT Aol Hol 7] el Ze ARLATE &f FA O et A gE
AEE sHA "t webA R&D FAE Aoz A dA], B HEo2 AT 9
714 e] Azl wet e e el =k s Auj FA ZheE B ATl
A FERE AL 20008 2 0] = Al A D] STsE FAO e 2=l F
AR & CH(<Figure 1> 3%). 53] T47]%12] 75 th71gell vl R&D AHEgte] whe

)

700 36
400 .
. 36
500 -
1.4 1.8 He
400
30
300 9.1
28
200
100 26
0 24
2011 2012 2013 2014 2015 2016 2017
m 2= ERa( ) —A| AT | (%)
23 BT <29 T 2] S

<Figure 1> Current Status of Foreign Investment in Korea
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FEo) B E2 AS & & Ak

<Table 4>-& W< b 4384 #4495 Jepdth. $E5H7Q 7199 A7) 787
(ROAt+1, ROAt+2) 2} #4149l R&D A3} 4-3RD) 7+2] f-21] 2
A RIS SHANE |5ETRe] A9 AdBATE leAol itk s F4S ¢

&l Variance inflation factor(VIF) #k-& A4St 28 (1)oA<] H4E VIF 3t H2

118, =& (2)olAe] WS VIF 3ol e 12302 2 A4+ vsaidde] &4
(multicollinearity problem)7} &AY3HA] =ty 225 Wl ATE ATt
<Table 3> Descriptive Statistics
I Bt EETE 9k 22k i gk
ROA 0.016 0.112 0.030 -1.116 0.567
RD 0.105 0.244 0 0 1
Cashflow 0.043 0.102 0.044 -0.848 0.879
SIZE 18.099 0.584 18.143 15.364 20.352
LEV 0.348 0.191 0.339 0.007 0.932
AGE 3.018 0.594 2.944 0.693 4.489
OWN 0.374 0.160 0.363 0 0.926
FOR 0.030 0.063 0.009 0 0.819
BIG4 0.339 0.474 0 0 1
<Table 4> Correlation Analysis
1 2 3 4 5 6 7 8 9 10

ROA+. 1

ROA,., | 0.380"" 1

*

RD | -0.080"" | -0.060"

Cashflow| 0.388™" | 0.291™" | -0.02 1

SIZE | 01577 | 0.121"" |-0.060"| 0.151"" 1

*

LEV |-0.184***| -0.137"" | 0.060"" |-0.183""| 0.159™" 1

s

AGE -0.005 0.026 |-0.080""|-0.081""]0.125™" | 0.073™"" 1

OWN | 0255 | 0.176™ |-0.140""| 0.177"" | 0.053™ | -0.164™*" | 0.065™"" 1

FOR | 0.100™" | 0.066™" | -0.040™ | 0.123" | 0.174™" [-0.135"" | -0.062"""| -0.045 1

BIG4 0.03 0.012 0 0.062 | 0.066™" | -0.006 |-0.185""10.069""|0.021""| 1

*EE p<.01, *¥* p<.05, * p<.1
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<Table 5> Panel Regression Analysis Results

Variables Model (1) Model (2) Model (3) Model (4)
DV: ROA,+, DV: ROA;+, DV: ROA+; DV: ROA,+,
RD -.022%%* -.014* -.029%** -.023%**
(.001) (.076) (.001) (.010)
FOR 097*** .074%* .022%* .049
(.001) (.039) (.022) (.199)
RD X FOR 297* 387+
(.058) (.027)
Cashflow 383k 318k 382k H* 316%**
(.001) (.001) (.001) (.001)
SIZE 023 %% L026%** 022 % 026%**
(.001) (.001) (.001) (.001)
LEV -.080%** -.086%** -.081*** -.087%**
(.001) (.001) (.001) (.001)
AGE -.000 .007* -.001 .007*
(.903) (.057) (.869) (.064)
OWN 108%** .090*** 108+ ** .090***
(.001) (.001) (.001) (.001)
BIG4 -.006 -.004 -.006 -.004
(.109) (.341) (.116) (.360)
Constant -0.402%%** -0.480%*** -0.397%%** -0.474%**
(0.001) (0.001) (0.001) (0.001)
Fixed effect (0] (¢} (6] O
Year effect o o o o
Observations 3,060 3,060 3,060 3,060
Number of Firms 687 687 687 687
Adjusted R2 .269 .190 270 191

Standard errors in parentheses
**% p<.01, ** p<.05, * p<.1

42 VBN 7T}

<Table 5>+ 7Hd-& AF3H7] Sl AR F 714 EFol tigh wgﬂ%ﬂ—ﬁr*—m Aol
o BEE BEE 68770 71del thdk 3,06071e] #SAE Y oRE FAEHUT. WA,
Model (1)} Model )= 5247192 R&D A3} ’“"01 A7) AF-A3 el B Gk
< vE ZAolgk= A WA 7HES HSE] S8l FAEAT 429, R&D AHEE &
< 7199 A7 AR Fong 59 FFS FIXE AeE Ve I(B= -.022,
p<.01; B= -.014, p<.1), R&D AL3}E 3 ] 21do] At 7] AFAAAANE FaFs vH
o F 79SS AFH 2 A7pEAI=Eel tel AHESEE AL o] 2 Qs 7] A4
A7} Bt AL A S = Aok wEbA A HA 7P X HJ T B2 =, Model
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(3)7 Model (4)E T3l Y=AFAA} vlgo] R&D AHES}E 0] A7) A F-Ad el 1A
T s dAH R 24T Aolgke= F HA 7HEE AF3ATE Model (3)ol] EarE
A3} o], R&D A3} =35(B= -.029, p<.01) B o}je}, R&D A3} &3} 2= FA}
2k W& A5 2AE & w3 A7) ATl Fomgk (e YEFS mIRITKB= 297,
p<.5). Model (4)= A R&D AHES} (= -.023, p<.01)°] 7] AFA Tl 3(-)
o] P WAA|HL, R&D AHE3SE FEH AFAEAA} vl FEAE H(B= 387,
p<5)2] Fugt H+)e 2HaANE HoErh A Lal|, o AFEAA} vlgo] &2 7|
e Z1gAM TR} k] AR o7 R&D AHEFE k= AL v WAT £
A7) W Eoll, &=AFAA} Bl &0] Tl R&D AL} H|E0] =& 7| v AAZ &
o FEH R 7O F e AFNEAZ s AtslEtdtha s E S T

aHEs 2 AT 5 uA 7P AAEHUH

5248

= =
H 1l

Sog A7H ARAIH} kFHJG T HAL 5 ATk 1Y, AGA TR OE
= H = RAFEAA}; vl & o] F AAE TRYLE 2= 0 E UERT
7 oF =2 =

=
=
Ae ¢ 71GA TS T8 A 2 FA

ATe] A3k W 7o) ANEE AT A, B ATE J)E AL 37
Aol U@ dvhe E3E AWne dFshs oA AzUe F9AsHe F27190
HA7GE os

=)
e
2
4
rr
[*))
o]
3
3

2
g

AFEAT F53], AAL2021)L 20153 FE 2019@7HA] =)
25 ZYSFAARE, T2 A ofuto] @ Abgde] 248 AT FhX
5_\_ =]

A= 71900 sl 797ke] 3,06070e] BEH HBE F75te] R&D A} )
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AT AFutol e A58 B B ofofFE Azt ofF 5l oFg
& PHETAAET 7IE Azl =3tk Fu718e] SAAE 2w,
& Z¢ F-E ANEETL 86.7%2 A2y V1YES O
AFNERE A& QeI E7EH 7Y,
2021). weEbA £ A7 AF7RER] AFe] BE T4 AxRY VIde 2RO R A
FEAEY] e ool S $4719E =9 AFH o2 RD AESE XY
SR dal] durate 5= gl A =28 7Nk vhsich =7 719)e Rt
2he 73 ZFAl(monitoring) ] ZHCA ZGA M TEF HFD Thedol w7 Wl
(Mande, Park, and Son, 2012), 74 g zlo] A/|utx| =) ths] £HA A4ee 4= Udth=
MM Ta719e BEOR sk B4 ofu7t ok 24, £ A7e Fa71el A%
Aoz A ALsE T A AFAAIE BY S o= BVIHYL AR
ol TR FFE vIAAL, ol FEE stshst] 7 dA a2t 7] dths
dlo] A=l AR A A

grhs A3te EO#% E7L ARl S
Z:W} a71e] AR

>,
Q
9
R
2
2
ki
a2
o
il
Hir

B QT e A ABAD, FA) 0] AL A4 U A,
AL T R7HEAAG B Al 3R SR BEoE AYsths 3
otk B ATE AP Fav1Y Aol tE Aoo] ojzle W AT A1USe] AT
B9 Azl U AHHL Fus) YT HolH BReIA AdSch Hetd 4
A Auel Aol Fl Mg F4719S R B ATl maw iy
£ AgFo2m RED ARSI 47 AT 1 AZE WA AT 5 A2 Ao

2 710tk 24, 2 A9 AF71Ze] 20119HFE 20179002 FHE 7]31o] ;—z@ﬂz}
ot Holth & A+ S8 =dol 2018 AAIG AF7EH] 3] A%
mhzke] oA 713kl R&D AHES} o] 7] AF-A ol vAl= Y-S AFstarat 2017
A7HA] AF713Ee Attt 284599 Hupte] ojdde AFH oz AFNEA]

° :9}?_18}9;11]‘?}, 2017 o] %ol thsiA=

SE
e

i
=

= i3 AEslsithe 7 = 8% A8 o
27} 243}, geka] TEATE 2= 0 Hupzte o)F E47]e R&D AHE3}
ol MakstEEA Jeli R&D z}iﬁ} G0l A7) ARl v Gl v
PA 24 %E F Utk o Yot 21} o) 1313 o] F 7)3hE Mlwate] R&D

Ast eI A7) AT e BAE ASste] FUHR)] A S =2 < e

ZHoZ HAth
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