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Focusing on fraud event firm
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Abstract  This paper examines the opportunistic behavior of corporate insiders and analyzes the
relationship between equity change and the possibility of delisting. The findings are summarized as
follows. First, the larger the stake reduction of insider, the greater the negative excess return after
announcement. In the delisting firm group, there is a significant decrease in equity and statistically
significant results in the difference test between the comparative groups. The logistic regression
analysis showed that the regression coefficient of equity change was negatively statistically significant,
indicating a significant correlation between insider share change and the possibility of delisting. These
findings are expected not only to provide useful information for investors, but also to be evidence of

capital market information asymmetry.
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Table 1. Sample composition

Year/ Fraud Event

Market Mainboard Kosdagq Total
2004 0 4 4
2005 7 10 17
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2006 1 16 17
2007 6 21 27
2008 8 38 46
2009 7 5 12
2010 4 1 5
2011 2 5 7
2012 2 7 9
2013 2 4 6
2014 3 5 8
2015 3 4 7
Total 45 120 165
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BHAR, = ]l[(1+1§t)71f[(1+1§)t)

t=1

buy & hold abnormal return on firm i

BHAR,
‘" for t event days
R, actual return of firm i on day t
R, actual return of the market portfolio on day t

Deisting= f, + , ALSH,, + (3, FEmb_SIZF,

+ 8, GROWTH,, + B,MK_D,, + 3, Y YEAR + ¢,,

Dependent variable

Delisting is delisting dummy

Independent variable and control variables
change in share ownership of
ALSH;, . large shareholders in year t
from year t-1
is fraud amount of firm i in year t

Emb_SIZE;, : (fraud amount to total assets)

is firm size of firm1i in year t (using

SIZE,, the log of the sum of the market values
of the common stock).
DEBT, is debt ratio of firm i in year t
' (total debt to total assets).
is firm i’s return on asset in
ROA,, . year t, measured as net income

divided by total assets.

is operating cash flow of firm i
OCF;, ! in year t (operating cash flow to
total assets).
is rate of change of sales in

GROWTH,, : .
) year t relative to year t
MK D, equals pne 1f. market of ﬁrm iin
' year t is mainboard, otherwise 0.
YEAR, is Year dummy
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Table 2. BHAR during long—term period by LSH ratio

AR ow folg A9E wolFa Aok FAFERoIA
& uhE7A 2 BHAR1203} BHAR2502] 1§ 3F 2}o]
= 27 —0.16963 —0.257820.2 EAA o R Fo3 4
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i ol A% E feow oojd 4%
252 ujRE SR oHAEe FAELE T

< 7 Slth ofof e el WA 7194 9] 1]

b

ol oig A4 ARE AXE F 3lE Aug
o] $41o] AP £ANDE SAM37)9I e 715514

He)7E e = ek ofel] whet i Aol A= A

Category BHARG0 BHAR120 BHAR250
D Firm_Group_(A) ~0.0461 —0.1840 .. ~0.3384 ..,
LSH Ratio High (—0.568) (—2.588) (—4.113)
Mean @ Firm_Group_(B) —0.1414 ., —0.3441 ., ~0.5274 ..,
(t—value) LSH Ratio Low (—2.584) (—4.072) (—5.540)
Difference test 0.0953 0.1601 0.1890
(1)—(2) (1.072) (1.450) (1.502)
0 Firm_Group_(A) ~0.1500 —0.2407 .., —0.4153 .,
LSH Ratio High (—1.541) (=2.771) (—3.539)
Median @ Firm_Group_(B) ~0.1729 4., —0.4347 4, —0.7762 14,
(z—value) LSH Ratio Low (—3.042) (—3.956) (—4.035)
Difference test 0.0229 0.1940 .. 0.3609 .+
(3)—(4) (0.791) (2.272) (2.393)
# %% and #=#+ (+, ++ and +++) denote significance at the 0.1, 0.05, and 0.01 levels, respectively.
Table 3. BHAR during long—term period by change in share ownership of LSH
Category BHAR60 BHAR120 BHAR250
@ Drop Point HIGH —0.0641 —0.3749 v —0.5828 ...
Firm_Group_(A) (—0.985) (—4.779) (—8.018)
Mean @ Drop Point Low —0.0802 —0.2098 ... —0.3549 ...
(t—value) Firm_Group_(B) (—1.145) (=3.501) (—4.330)
Difference test 0.0161 ~0.1652 4 —0.2279 ..
(1)=(2) (0.168) (~1.673) (~2.080)
@) Drop Point HIGH ~0.1370 —0.4912 4.4 —0.7733 444
Firm._Group_(A) (~1.699) (~3.968) (~4.803)
Median “ Drop Point Low —0.1696 .. —0.3216 41s —0.5155 444
(z—value) Firm_Group_(B) (—2.286) (—3.843) (—3.922)
Difference test 0.0326 ~0.1696 4. —0.2578 444
(3)=(4) (0.553) (~2.352) (—2.748)

#, % and #+*+ ( +, ++ and +++ ) correspond to the level of significance at 0.1, 0.05, and 0.01, respectively.
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Table 4. Share ownership of large shareholders by firm statement
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Group_(A) Group_(B) Difference Test
Listing firm Delisting firm (A)—(B)
category
Mean Median Mean Median Mean Median
(t—value) (z—value) (t—value) (z=value) (t—value) (z=value)
Year(t—1) 0.2368 ... 0.2184 .|  0.1773 ... 0.1614 .|  0.0595 ., 0.0570 .,
Share ownerships (15.175) (8.239) (10.667) (5.778) (2.610) (2.042)
Level of LSH Year(®) 0.2344 .. | 01963 .. 01276 .| 01112 ., 01068 ...|  0.0851 ..,
(14.880) (8.284) (10.982) (5.777) (5.458) (4.206)
. ) . —0.0024 0.0010 —0.0497 ... | —0.0043 ., 0.0473 ., 0.0053 .,
Change in share ownership (~0.154) (0.149) (~2.914) (~2.506) (2.047) (1.994)
#, %% and ##+ ( +, ++ and +++ ) correspond to the level of significance at 0.1, 0.05, and 0.01, respectively.
Table 5. Logit Regression table
Deisting= (3, + B,ALSH,, + B3,Emb_SIZE;, + 8,SIZE;,, + B,DEBT,, + B;ROA,,
+ BsOCF;; + B;GROWTH,, + BMK_D;; + By>,YEAR + ¢,
Independent $9) (2)
Variable Coef Chi—Square Coef Chi—Square
Intercept —5.791 0.348 —5.186 0.353
ALSH —-3.997 3.996
Emb_SIZE 0.443 0.755 0.588 1.233
SIZE —0.744 76707 -0.822 8.163 ™
DEBT 1.783 5.323™ 1.701 43217
ROA —0.537 2.408 —0.580 2.593
OCF —0.659 0.960 —0.561 0.659
GROWTH —0.292 0.236 —-0.379 0.382
MK D 0.399 0.425 0.152 0.056
3 Year_D Included Included
-2 Log Likelihood 118.940 114.661
Chi—square 51.499 ™" 55.778 "
Cox&Snell R2 0.317 0.338

# #+ and *++ denote significance at the 0.1, 0.05, and .01 levels, respectively.
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