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Abstract

The purpose of this paper is to
empirically investigate the relation between
corporate governance and fraud occurrence.
This paper collects fraud firms which are
discovered fraudulent actions from 1998 to
2006. By matching no-fraud firms ,the final
sample consists of 136 fraud firms and
no-fraud firms. By controlling firms’ financial
conditions and years, results from Probit
regression analysis indicate no significant
relation between percentage of outside board
members and likelihood of fraud occurrence.
However, it is found that fraud firms
experienced significantly higher percentages
of abnormal change of directors or

supervisors than their counterparts. This result
suggests that beside independence,
competence and responsibility of directors
and supervisors are important factors to
strengthen corporate governance. Additionally,
although family firms have significantly
lower likelihood of fraud occurrence, they
tend to show significantly higher positive

correlation between abnormal change of
board members and fraud occurrence.
Therefore, abnormal change of board

memebers can be regarded as an important
index of fraud occurrence. Fraud firms are
also found to have a higher percentage of
duality (CEO and chairmen) and a higher
deviation between seat control right and
voting right. Moreover, the results also show
that there is a positive relation between bad
financial conditions and fraud occurrence.

Keywords: Fraud, Corporate Governance,
Board Change, Family Firm
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