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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.

» Keyword : Sanctions, Audit Review, Fraud Firms, Market Reaction, Reputation Penalty,

[. Introduction

AT AR HaAY) S AR Tk
7] 913l A3 AT 2 e AR A E HES]
A RS e s Almelth 9 RTALA
zH%“—xﬂﬁﬂ siabe) A gt FA Y 2 Ve RE

145 gAX 7 E b} T #el 1A
AEAo diste] SHHQ Al AAR A S
A& Axskes AE o= zf]":]r e

oE.
(o)
tlo

M

1>

toly
M B M

g4 o

S
dr

!
rr

i

2 o
(o

it

o

b fnofl S (T
2
T
2,
==
Kt
>
i

>~
-

=5
>,
[0
1-4 r

]_

N
~
-
O

2 4
L

-z

of mx o
N
N O

>
Jﬁ_ﬁ

o,
=)

rlr > & oo ob o

I~

XﬂE?l e % ]4—7} JE]»S—O]‘I;}-o

ee and Choi(2015)+= ZA13]3], 7+ A4 7]
Eﬂﬂ‘”"ﬂ st AES-S AFgler o] g
A 7140l gk APgukg-o] 7 H-A A o]
o} A A7) B9 FAAR ve-&
o gk AgERE-o] Afol= gtk 7149

& A Agurgel 7 ARA0R S 4e PAR
5] 429} helo] glrkan se] o]s} peisle] HEHAN Il
M3ke) 3ol laldl SHasA) ehont e 719 A Bslel
ga Wakgel Hal 2717 A1Y 2 Aoz wola gtk

AR 2ANRE W A, SARAAD, 24
1A%, AGAmA, AR, ARLT7E e A A
RS ER P EEE LEE T LR
Qe Aol ol o5 Holehdl A 7149 35 A
-

EAA, AR, 7
of AN that EAR] Fjol] vk oo
S wEgARE $AR9e F 7 2
ARl e kel 571908] 7S SASuRALel T 8
o] AxbAlo] glof e Aol opin] 4 tikes 7

G nAY HEER o o g ZXF L Qv 13y AA|
A A7) APk ke e R o A 71971
b S noiFaL ek g4 1ol e e

H 3A g3k 719 715 HAd a3k e Karpoff and Lott
1933; Karpoff, Lee and Martin 2008). ¢]&{gt HA g 3= 7|

* First Author: Jeong-Mi Lee ,
*Jeong-Mi Lee(jml@jwu.ac.kr),

Corresponding Author:

Jeong-Mi Lee
Dept. of Business Administration, Jungwon University

* Received: 2016. 11. 22, Revised: 2016. 11. 28, Accepted: 2016. 12. 08.



190

Journal of The Korea Society of Computer and Information

FAYAR el A ew EalE 92 PRF gEFEE F

A A9 A7) o Ath(Lee and Choi 2015).
AeATaA s 714 d oA A om g e
ARRRE] grol] wheh v Ad make] Apol7k glrhal w-E skl 8l
AA 57 F 9 ol o] BAdaat Apolol Bl A

M B s S AYAA7IH) A AR
2 I, Ao, A9 wA|, ZARIAY 2 A e
ehs w4 Edfoh ved A EdE AE o] Jdh 71dEAE

ol w2 o] Al FAHA R A 7| G7HA et
| S aFe] 2ol teiid A& sk slevt

oleigt A A7 2AIAF el sl Al AolilE s

]_

3|
ZA
9

o
BT oof

o% I

)

Q7 AAA7IG) A S wlFA Bl

3 %]
o A Fol el Igol Auel v e I
& @ 5 Aol dhald el wad Bk Ee A A
FR( 1ol Gl vk glrhel whE FApel ws

[I. Theoretical Considerations

1. Reputation Cost

HA S 71dEE] g A
APHA O Z ‘gFo] 7HA &YX
and Camerer(1988)2] 7 4|5t
ol BA, AT He ARl
Lippmann(1922)2] wIAS & Tl A
ARAY HH) a7 v
Barney(1986)9] 2124 #3] o)A
ol 719 & 71 Esket o :

Karpoff&Lott(1993)2 3|AF-H o= Q1§ F7}sk2te] <17l
S AT 15 I8t o
SECAIA H-3}8t A 55 2ot AV S Bt & &
71th ¥4 F(total expected penalty)S 3] AR-A O 2 213} A}3)
2u]-g-3} AR s, 710 A # F(Expected legal penalties)
2 ALE AN R Yt AR S ofu| s, whaba] 7o A 1)
Aae 7 FJANA AYE FaA Ao® Byt 24E4
o7 AGAAAANA NF-SRE] A eFa A3l A FEFE =
AAAR HE&-S BAETHE A3t

Desai et al.(2006)& 7ZgAte] o]olddd APFA A
(earnings restatements)® <13 WA & I reputational
penalty)E A8t} 0] A7+(Beneish 1999)7F GAAP I35k
ojuf IANAY AR Qg HPAtwA ] F7FA S T
A o, ATAES AFAE A 71912 60%7F Ao
g o)) APt MA@ AT AL AL 2 T1F
35%)°] o]Fo)FE HAABIGIL). o|H e A= v BAWS
EAG o] Tl e 7| o|At3] &} &5 wmEAe] 3] AF-A S

iy

| thalA Fombrun(1995)<-
H7V 2 A ols Weigelt
Aol w2 7199

=)
O
re

[ed

3l

i

»or
)

F

18
R
i

=
| 2
o
1%
o
fetl
ol
o,
e}
2

flr
o,

)
fz

A
1o

&
N

N

i o

A5 g APl sl HAE Fagiths AMLS ofujgt). AT
A= o]E %A & 7K reputational penalty)2 Asta 9ok
Gallemore et al.(2012)F F44 A5 &5S 8=
719 2 749 A7}T A H]S(reputational costs)S F-83H=A] o
55 ZARITE o]d AFES B 7Y Ee] A 3YEFS
P3lA] ok olfr T shtE BARR-S AT A7 A=
gAgdugo] a9l S48 A GANAT I}, AR W
|, WiEske, Fan] 857k vitlowAd ) ekl IS A}
Skt A4 2M 39D dste] aE T AR
719 2 A7 BR8-S 8 A e gera F
ARA R ZA 39S ES FAetA] & o f7F HAR| &R
BEx] o FA3vEEor ud 7)YS gor:
A& A7t =EHIAThaL it
Karpoff et al(2013)2 H59] 75, wAH]E(remediation
costs) B 7714l SIkoR s 7]]fel| Fabel Fkskee] +f
BE SAsth 747 Al E kel 7S FAAL
2 Fog FrrsteS Ak e FrkekE 4t

s o 4y H

=

i

offt

o

Ir
-
&
i,

M) e v a7gen], Fsee waite 27]
S gel Ak F BT N 9yEs

(reputational penalty)”7} obd B3} 7o) k= AR S A

AEELEE

2. Related Research
A HE AT 2 PRARR s A, X147
o] B4 9 AR avE F2 tFa Qlrk WA A=
A1AERSo) ti&k AT % Feroz et al.(1991) w|SZ@ A
A3](SEC) 23 Bz ofw gl A7} s
A7, A A AR dgk TS ARE-S A E
stoleh. AAx A AA 71 oF 70%7F 9] 271R14] 4
&2 A} A azpite] oA S S8 olos ) Aol
= AS AAEeh 283 2 adrg A-AE S A

do o o

T

&N

=
RS AT 53l ARAG] $)9] Fkgol 4
4471909 ololzd A7)k 4R} 9L ATt

echow et al.(1996) w|=Z5A AN Y3I(SEC) #2143}
YA ALS wre 7)o giato R AEA A BES-S o5l
o} ATAT AR AAIT 22 ERE A- 5()e] 7t
=]

N, ol
)

F74e ahgelsion, o
Z

(o
1o
2
>
b
E
~
ol
it
g
S
L&J
X
o
Lo
30

_\’i
e
b
e
o
AC)
N
o
i oogr L
o
N
N
E3
=
N
rlr
o2
o

T
K

P
=)
3

A7 A bad news=
5L (-9 A

off whe} 3]7172) 24 €]

to rlo
re
4
=
¥
oo
re
4
=l
20N
o
=N
fo

o3
=
o BN
_ﬂ
2]
[
iy
N
2



The Effectiveness of the Sanctions for Corporate Crime: Audit Review Evidence 191

adol ot 2kl AT

A2 A A 712 EA] e AT 2 Beasley et al.(1999)2
198741~19973744] SECE] 7he] A3} 3 A4 0.2 e 200
A 719E e s AEAA799 7I9E58S ATt A
TAZ S AREA 79 7t EE I o gkom AP
7} AT T3 A A PES ¢

2 509 27]914 % 7ge
ARSI, 71T} PRI 72%0) 8 AIA A
o] SR A7} TR on, ApslolAbulgo] wgko
W, olAbsle] Tl YA Atk EFH ] Y.
FUATZ 23 9] 192009)€ 32 A FA@ETA
AR, FEAED Thek elA571903t gl E7)g 0
2

=Aat3l.

J
¢

o
=

o

n

o

A E
EFOH, LAFFAE
ool olato] ZHApe )9 A Y g Fo
A= E e A ArId s |

] ]

JFERA, 5 WA Ao

fo
o
i
30
o
=
o8}
0Q

L Ot
é
E
i)
— e
f
ful
i

r =

493 Fe 2ot gdrka was,

2
AL ool A& Al M)A BB AEShe 2 S £
o A ARG e ek 7o Fo o]e) 4
o] e olele] 4w FolAith ¥ A7ANE Kol A
A g AR AFALS] TR A S )
olgtha FAseTh A48 9 220108 RAAAL e
71403} A A e B e 7198) FAARIS Ak Aol
Sk, elA87190) e At Fo) Aolo] 912 BA3HY

oh B4 el 14 g A 719be] AR, &
Apmgee) Aol frolalA epgkor, 2l 6719 e

ol
JEACH
2

val k2] ol AR 2F
i ATk vlaste] Ttk 22 ApEAie] glvk
WA o] He] e Ao Qg AAuLeS F2 v}

=4
ST, B =R BN H o2 A IS S WA E

W7 F7AsE £)2] WA G8E AN GOt B =E
Frbeleel 2718 BN 8-S Fal AW, o8 B
4719000 e AT ANEAE sherstast sz elvt 9l

.

:Oé‘,

o

Mo
N

[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=

2 371715 -0.01078% 10% oA T4 freld< 7}
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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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