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<Abstract>

Development of the Financial Account Pre-screening
System for Corporate Credit Evaluation

Tae Hyup Roh

Although financial information is a great influence upon determining of the group which use them,
detection of management fraud and eaming manipulation is a difficult task using normal audit
procedures and corporate credit evaluation processes, due to the shortage of knowledge concerning the
characteristics of management fraud, and the limitation of time and cost. These limitations suggest the
need of systemic process for the effective risk of earning manipulation for credit evaluators, external
auditors, financial analysts, and regulators.

Most researches on management fraud have examined how various characteristics of the company’s
management features affect the occurrence of corporate fraud. This study examines financial
characteristics of companies engaged in fraudulent financial reporting and suggests a model and system
for detecting GAAP violations to improve reliability of accounting information and transparency of
their management. Since the detection of management fraud has limited proven theory, this study used
the detecting method of outlier(upper, and lower bound) financial ratio, as a real-field application. The
strength of outlier detecting method is its use of easiness and understandability.

In the suggested model, 14 variables of the 7 useful variable categories among the 76 financial ratio
variables are examined through the distribution analysis as possible indicators of fraudulent financial
statements accounts. The developed model from these variables show a 80.82% of hit ratio for the
holdout sample.

This model was developed as a financial outlier detecting system for a financial institution. External
auditors, financial analysts, regulators, and other users of financial statements might use this model
to pre-screen potential earnings manipulators in the credit evaluation system. Especially, this model
will be helpful for the loan evaluators of financial institutes to decide more objective and effective
credit ratings and to improve the quality of financial statements.

Keywords - Eamning Manipulation, Management Fraud Detection, Financial Account Pre-screening,

Corporate Credit Rating, Financial Ratio Analysis
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