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The Effectiveness of the Sanctions for Corporate Crime:
Audit Review Evidence

Jeong-Mi Lee*

Abstract

In this paper,

Supervisory Service for fraudulent financial

[ propose monetary penalties
reporting

imposed on firms sanctioned by the Financial

in accounting and auditing enforcement

release(FSS-sanctioned fraud firms) should be disclosed to the notes of financial statement of the

firms. Disclosing to the notes of financial statement for FSS-sanctioned fraud firms is an effective

way to inform all the related parties of the information which affects the value of the corporation.

Even though monetary penalties can affect the value of the firms, however, this study suggests that

monetary penalties imposed on the fraud firms have a question on the effectiveness of the sanctions.

In addition, this study finds that the magnitude of the market reactions between the fraud firms

imposed by monetary penalties and the fraud firms imposed by non—monetary penalties has no

difference. Based on these results, the information of FSS-sanctioned fraud firms should be disclosed

to the notes of financial statements to have the market react effectively.
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[I. Theoretical Considerations

1. Reputation Cost
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[1l. Research Model

1. Hypothesis Development
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Table 1. Sample
Year performed audit review Number

2003 9

2004 26

2005 24

2006 16

2007 23

2008 16

2009 15

2010 23

2011 21

2012 26

Total 199

V. Empirical Results
1. Descriptive Statistics
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Table 2. Description statistics

N Mean S.D. Min. Med. Max
CAR 199| -0.01 0.03 0.32 -0.00 0.72
Penalty | 199| 0.66 0.47 0 1 1
N 199| 0.723 0.44 0 1 1
Notes to Table 2
CAR : the cumulative abnormal returns calculated over a

three—day window centered on the date of the release and
calculated using market adjusted returns.

Penalty. an indicator variable set equal to 1 for monetary
penalties imposed firms and 0 otherwise.

N/ an indicator variable set equal to 1 for firms imposed
on the sanctions resulting in the cange of net income and
0 otherwise.

2. Univariate Test
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Table 3. Cumulative abnormal returns for fraud firms

Panel A: Cumulative abnormal returns

<Model 2>= e A #AHo] B7leelofdl Fe& viAl=
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Table 4. Regression analysis
CAR, , = o)+ B Penalty; ,+B,N1I, , +¢;,

# Mean ;
obs CAR (%)
Sample 199 -0.0107 -3.76"""
Panel B: Cumulative abnormal returns fraud firms

imposed on monetary penalties and non—-monetary

penalties.
# Mean ; Diff.
obs CAR (%) t
Penalty(0) Group 133  —0.007 -2.66"""
Penalty(x) Group 66  —0.0169 -2.68"""
Total sample 199 -1.35
Panel C: Cumulative abnormal returns fraud firms

imposed on sanctions resulting in the change of net

income and no change of net income

Independent | oy | Model 1 Model2 | Model 3
Variables
-0.0169 -0.00286 | -0.009
Constant | 7 (345" | (0.53) | (~1.36)
~ 0.00934 0.00928
penalty (1.56) (1.56)
-0.01078 | -0.01072
N * A7) | (=7)
Fat 2.43 2.93" 2.69°
Ad 0.0122 0.0146 0.0267
Samples 199

# Mean :
t Diff. ¢t
obs CAR (%)
NI(0) Group 144 -0.0136 —3.73*x*
Ni(x) Group 55 -0.0028 -0.82
Total sample 199 21"

Notes to Table 3:

CAR : the cumulative abnormal returns calculated over a
three-day window centered on the date of the release and
calculated using market adjusted returns. Fraud firms are
classified as having an Penalty(0) Group if fraud firms are
imposed on monetary penalties, otherwise they have an
Penalty(X) Group. Fraud firms are classified as having an
NI(0) Group if fraud firms are imposed on the sanctions
resulting in the change of net income, otherwise they have
an NI(X) Group. Finally, s s and * indicate significance
at the 0.01, 0.5, and 0.10 levels, respectively (two-tailed).

3. Regression Analysis
<Table 4>& 7 &0z 7}1& =5
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Notes to Table 4:

The sample and the variables are as defined in Table 4.
Significance levels are as follows: *** indicates significance at
0.01, ** at 0.05, and *0.10, two—tailed

V. Conclusions
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