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misconduct penalty announcements. Previous research has largely focused on the penalty an-
nouncements as the primary indicator for the financial consequences of bank misconduct.
However, the P&L impact of misconduct is influenced by accounting rules that drive banks to
disclose a provision or cost ahead of the announcement of a future penalty. Using a sample of
Bank misconduct hand collected data for Global Systemically Important Banks, we establish that disclosure of
Bank accounting misconduct provisions is primarily determined by accounting standards. We also demonstrate
Financial disclosures that misconduct provisions are accrued prior to a penalty being announced and provide advance
Bank shareholder value indication of the amount of forthcoming penalties. While misconduct provisions, when available,
could be considered the optimal measure of misconduct, the empirical evidence shows that their
disclosure is limited. On the other hand, banks often make known their misconduct-related P&L
costs on their quarterly financial documents. These disclosures are frequent, comprehensive and
pervasive across different accounting standards, with expected penalty size as the primary
determinant of their disclosure. P&L misconduct costs also share the forward-looking nature of
provisions. This implies that, when P&L misconduct related costs are disclosed, markets react
accordingly, anticipating a future penalty. Our research provides the first analysis of the ac-
counting elements of bank misconduct, the interaction between misconduct disclosures and
penalty announcements and the influence of these disclosures on stock returns.
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1. Introduction

This paper examines how the misconduct-related costs are represented in a bank’s financial statements. The relationship between
bank misconduct and bank financial performance has previously been examined through the use of announced penalties' as a proxy for
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! Throughout this paper, we use the terms “announced penalties” to refer to public information available on fines, settlements and financial
penalties levied on banks. From a legal perspective penalty refers to any type of retribution levied as a punishment for misconduct, fine refers to a
monetary penalty by a court or authority, enforcement action refers to a civil or criminal prosecution or injunction and settlement refers to an
agreement to resolve a misconduct-related regulatory process in exchange for accepting a certain penalty or fine. For the purposes of bank
misconduct research, there is no difference between these 3 terms (Koster & Pelster, 2017, 2018).
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