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This study empirically analyzes the consequences that occur when financial
misconduct is revealed and the determinants of their effects, targeting Japanese listed companies
and auditors. The main results are as follows. (1) The stock price of a misconduct firm is less
likely to keep declining in the cases that a third-party (independent) committee investigates it.
(2) Firms with restatement due to financial misconduct are more likely to clean up their prior
discretional accounting process and improve the quality of their financial reporting in subsequent
periods. (3) Audit partners who signed the restated period are more likely to be replaced by their
current clients, not only by clients who were revealed misstatements.
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