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Abstract 
 
The Enron-Andersen debacle provides a unique opportunity to investigate whether equity prices impound 
auditor reputation. Univariate and regression results indicate that event day abnormal returns and two-day 
cumulative abnormal returns are generally not significantly different from zero for both Andersen and big five 
non-Andersen audit clients during the months of October 2001 through January 2002. Cumulative abnormal 
returns over all event days are marginally significantly negative for the Andersen sample and insignificantly 
negative for the non-Andersen control sample. The Andersen sample lost 4% more than the non-Andersen 
sample in risk-adjusted returns over the events in the four-month period.  
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1. INTRODUCTION 

The Enron-Andersen debacle provides a unique opportunity to investigate whether equity prices impound 
auditor reputation. We address this issue by comparing the daily stock returns of a sample of Andersen audit 
clients with those of a control sample of big five non-Andersen audit clients during the months of October 2001 
through January 2002. These four months are characterized by events that negatively impacted upon Andersen’s 
reputation such as Enron’s bankruptcy (December 2, 2001) and the shredding of Enron documents by Anderson 
employees (January 11, 2002).  

The hypotheses tested in this paper are relatively straightforward. No change in stock prices should obtain 
on event days if the capital markets fail to utilize auditor reputation to impute value to publicly traded firms. 
Alternatively, if capital markets do utilize auditor reputation to impute value to publicly traded firms, then the 
stock returns of the Andersen audit clients should decline on the event days relative to the stock returns of non-
Andersen audit clients. Moreover, if there is a negative spillover effect from the Enron-Andersen affair to the 
other big five auditors, the stock returns of both the Andersen and non-Andersen audit clients should decline.  

In what follows, section 2 describes the sample. Section 3 reports univariate statistics that test for the 
significance of raw and abnormal returns on event dates. This section also uses a portfolio regression approach 
to test for the overall significance of the abnormal daily and cumulative returns on event days. Section 4 
summarizes and concludes. 

 

2. THE SAMPLE 

All firms on the Compustat active files for fiscal 2000 and 2001 were searched for auditor affiliation. Firms 
that had a December 31 year-end and that used the same big five auditor for both fiscal years 2000 and 2001 
were potential candidates for the two samples. Year 2001 daily stock price and daily index data were obtained 
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from CRSP. January 2002 daily stock and index data were obtained from publicly available alternative sources. 
The initial samples were limited to those firms that had at least 50 daily trades on CRSP during fiscal year 2001. 

Each Andersen audit client firm was paired with a big five non-Andersen audit client control firm on the 
basis of two criteria: the same four-digit Compustat industry classification and the closest firm size as measured 
by total assets.  In total, 648 pairs satisfied these filters for fiscal year 2001. Because the January 2002 data were 
collected from alternative more limited data sources, 566 pairs of the original 648 comprise the final sample. On 
the basis of a paired t-test, the two samples are not significantly different with respect to total assets, profit 
margin, return on assets, and debt to asset ratios. In contrast, the Wilcoxon signed rank test suggests that the 
Andersen sample firms are somewhat larger and less profitable than the non-Andersen control firms. 

Table 1 lists the major event days and an abbreviated description of the Enron-Andersen affair as reported 
in the Wall Street Journal from October 2001 through January 2002.  

 

Table 1. Event Days as Reported in the Wall Street Journal 

 

 

3. EMPIRICAL RESULTS 

3.1 Univariate Statistics  

We calculated cross-sectional mean daily raw returns of the Andersen and the non-Andersen control 
samples for the months of October 2001 through January 2002. Daily differences in raw returns between the 
samples were tested using a paired t-test and a Wilcoxon signed-rank test.  

We found that differences in mean daily raw returns between the Andersen sample and the control sample 
are largely insignificant at conventional significance levels or significantly positive rather than negative. 
Significantly negative cumulated two-day (the day of the event and the prior day) raw return differences are 
rarer still. Nevertheless, three important event days stand out in which the Andersen sample returns are 
significantly smaller than the control sample returns on the basis of both the t-test and the Wilcoxon (less than 
the 5% level, one-tailed): October the 19th, two days after Enron reported its first large loss and the day Enron 
reported problems with its special purpose entity partnership structure; November the 5th, the first news report 
citing Andersen’s inadequate disclosure policy vis a vis Enron’s financial report; and December the 3rd, the first 
trading day after Enron declared bankruptcy. The raw return data are suggestive at best, however, since the 
returns are not risk adjusted. 

Date Event 
10/17/2001 Enron reports third quarter net loss of $618 million after $1.01 billion in charges 
10/18/2001 Enron reduces shareholder equity by $1.2 billion in repurchase of 55 million shares. 
10/19/2001 An internal document shows that a limited partnership organized by Enron CFO Andrew Fastow realized 

millions of dollars in profits from transactions with Enron. 
10/23/2001 SEC seeks information from Enron on controversial dealings with its CEO Fastow 
10/24/2001 Enron might have to issue more stock within 20 months to cover shortfalls 
11/01/2001 SEC begins formal investigation into Enron’s transactions with partnerships 
11/05/2001 Auditor could face scrutiny on clarity of Enron’s financial reports 
11/09/2001 Enron restates income back to 1997, reducing earnings by $586 million. 
11/12/2001 Heard on the Street column notes Enron’s accounting problems extend to violations of elementary 

accounting principles that should not have passed the review of Andersen. 
11/30/2001 SEC subpoenas records from Arthur Andersen as part of investigation into Enron 
12/03/2001 Enron files for protection from creditors in a New York Bankruptcy court. Andersen  asks Deloitte to 

expand its peer review it is conducting of Andersen’s quality controls. 
12/04/2001 Lawsuit on behalf of members of Enron’s employee-retirement plan is expanded to allege that Arthur 

Andersen “knowingly participated in Enron’s breaches of fiduciary duty”. 
12/ 14/2001 Andersen acted as outside auditor for Enron while at same time performing internal-auditing services for 

company, raising questions about accounting firm’s independence. 
01/11/2002 Andersen tells federal agencies that unnamed individuals at Andersen in recent months disposed of 

‘significant but undetermined number’ of documents related to Enron. 
01/14/2002 Congressional panel investigates memo from Andersen management  believed to have advised Anderson’s 

Enron audit team to destroy electronic and paper documents relating to audits. 
01/16/2002 Andersen fires partner it says led shredding of Enron documents. 
01/18/2002 Enron fires Arthur Andersen blaming the auditor for destroying Enron documents. 
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Five test-statistics based upon daily abnormal returns or standardized abnormal returns are used to test 
event day significance for each trading day in October through January. The risk adjustment is derived from a 
market model analysis using the S&P500 index.1  Each test statistic has its own strengths and limitations in 
diagnosing abnormal returns:2 These statistics are: 1. the Brown and Warner (1985) abnormal return statistic 
that allows for a direct comparison between the matched pairs; 2. the Patell (1976) standardized abnormal return 
statistic which is sensitive to differential variances among securities; 3. the Corrado (1989) non-parametric 
statistic; 4. the standardized Boehmer et al (1991) statistic that mitigates against event induced 
heteroscedasticity, allows for differential variances across securities and for a direct comparison between the  
matched pairs; and 5. the Jaffe-Mandelker (1974) statistic that  allows for cross-sectional correlations among 
security abnormal returns. 

Although the results showed some minor inconsistencies across test statistics, the overall thrust is fairly 
clear. Specifically, both the Corrado and the Jaffe-Mandelker statistics fail to yield significantly negative daily 
and two-day cumulative abnormal returns for the event days for the individual samples. Although the other 
statistics yield significantly negative daily and two-day cumulative abnormal returns for many of the event days 
at the individual sample level, differences in abnormal returns between the Andersen and the control samples are 
rarely significant. There are two major event day exceptions. Andersen clients had a significantly more negative 
abnormal one-day (two-day cumulative) return on October 19 (November 5) by comparison to the control 
sample (at less than the 5% level, one tailed). These two dates also featured in the raw return analysis discussed 
earlier. 

In summary, despite a few potential exceptions, overall, the univariate statistics indicate that daily and two-
day cumulated abnormal returns on the event days are not significantly smaller for the Andersen sample as 
compared to the control sample.   

 

3.2 Regression Approach 

We employ a regression approach to investigate the overall market reaction to the Enron affair on Andersen 
and non-Andersen audit clients. The mean daily returns of the Andersen and non-Andersen samples are 
regressed separately on a market index and on event day dummy variables. More formally, the regressions take 
the form: 

RPt =  ∀P + ∃P Rmt + Ε ∗Pt Dt + ,t 

where  RPt is the return on an equally weighted portfolio of Andersen (non-Andersen) firms, Rmt is the return on 
the market portfolio (S&P500), and Dt is a dummy variable that equals 1 if t is an event day and 0 otherwise. ∀P, 
∃P and ∗Pt are the parameters to be estimated where ∗Pt is the abnormal return for event day t. 

The overall impact of the Enron affair on individual daily portfolio returns is evaluated using an F-test 
comparing the unrestricted model with a restricted model in which ∗Pt = 0 identically for all t. The overall 
impact of the Enron affair on cumulative daily returns (that is, the sum of the ∗Pt over the event days) is also 
evaluated using an F-test. Here the unrestricted model is compared to a restricted model in which the cumulative 
abnormal returns ( Ε ∗Pt) are assumed to be zero. 

Table 2 shows the portfolio regressions for each of the Andersen and non-Andersen portfolios where the 
event days are defined to be the event days in Table1 and the preceding day, 27 days in total. In cases where the 
event day and the preceding day overlap, the day is included only once. The regressions for both the Andersen 
and non-Andersen portfolios appear to be well-specified and significant (F of 21.35 and 19.79, respectively). 
The coefficient estimates of the intercept and beta parameters are significant and quite similar in both 
regressions.  

The crucial parameters are the abnormal returns (the ∗Pt’s) and the cumulative abnormal return (Ε ∗Pt). 
Similar to the overall picture presented by the univariate statistics, the hypothesis that daily abnormal returns  
are zero cannot not be rejected on the basis of the F-test, both for the Andersen and non-Andersen samples.3 
However, based on both an F-test and a t-test, the cumulative abnormal returns for the Andersen sample (Ε ∗Pt) 
are significantly negative at less than the one-tailed 10% significance level. This is in contrast to the non-

                                                
1 CRSP indices were unavailable for January 2002, hence the emphasis on the S&P500. Alternative CRSP equally weighted 
and value weighted indices were used for October through December yielding almost identical results to the S&P500 for 
those months.  
2The test statistics used in this study are described in a number of review articles of the event study methodology such as 
Armitage (1995), Binder (1998), and MacKinlay (1997).  
3 We also tested a restricted model in which all two-day cumulated returns are identically zero with similar results. 
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Andersen control sample for which cumulative abnormal returns are negative but not significantly different 
from zero.  

We also replicate Table 2 where the event days are limited to those that relate directly to Andersen per se 
rather than to Enron. These are primarily the events of November through January (plus the day preceding), 17 
event days in total. Almost identical results obtain except that the Andersen cumulative returns are statistically 
significant at the one-tailed 5% significance level. 

To avoid the potential undue influence of outliers on the empirical results in Tables 2, the influence 
statistics in Belsley et al. (1980) were employed to detect outliers. The regressions were re-estimated after 
potential outliers were dropped from the sample individually and in total, but the results remained the same 
qualitatively. 

 

Table 2. Market Reaction-Portfolio Regression Approach: Enron and Andersen Events  

Model: Rpt = ∀P + ∃P Rmt +  Ε ∗Pt Dt + ,t 

Model Explanatory Power and Selected Coefficient Estimates 

Note: All p-values in this table are two-tailed. 

 

4. SUMMARY AND CONCLUSION 

The Enron-Andersen debacle provides a unique opportunity to determine the extent to which auditor 
reputation adds value to equity prices. Both the univariate statistics and the portfolio regression results indicate 
that daily abnormal returns (and two-day cumulative abnormal returns) are by and large insignificantly different 
from zero on event days for both Andersen and non-Andersen auditor clients. Even when abnormal returns are 
statistically negative for the individual samples, with perhaps the exception of two event days, Andersen audit 
client daily (and two-day cumulative) abnormal returns are not significantly smaller than the equivalent non-
Andersen control abnormal returns. This suggests that even if the Enron affair impacted negatively on Andersen 
audit clients, there was a spillover effect onto big five non-Andersen audit clients.  

  Anderson Portfolio Non-Anderson Portfolio 
Number of Observations  269 days 269 days 
Number or Event Days  27 days 27 days 
Adjusted R2  0.68 0.66 
    
F Statistic of Regression  21.35 19.79 
*Significance of F  p < 0.0001 p < 0.0001 
    
F- test of the restriction ∗Pt =0 all t  0.48 0.35 
Significance of F-test  0.99 1.00 
    
F-test of the restriction Ε ∗Pt =0  1.93 0.18 
Significance of F-test  0.17 0.67 
    
Coefficients ∀∀∀∀P ∃∃∃∃P ΕΕΕΕ ∗∗∗∗Pt 
Anderson Portfolio    
Coefficient Estimate 0.0014 0.8184 -0.0557 
t-statistic 3.07 23.69 -1.46 
Significance of t-statistic 0.0022 <0.0001  0.1454 
    
Non-Anderson Portfolio    
    
Coefficient Estimate 0.0017 0.7610 -0.0164 
t-statistic 3.67 22.76 -0.45 
Significance of t-statistic 0.0003 <0.0001  0.6530 
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Whereas daily and two-day abnormal return differences are not significant on the whole, this study found, 
using a portfolio regression approach, that cumulative abnormal returns over all of the event days are marginally 
significantly negative for the Andersen sample and insignificantly negative for the non-Andersen control 
sample. Excluding event days that relate ostensibly to Enron alone, increases the level of significance for the 
Andersen sample. This suggests that events directly related to Andersen had a larger (negative) impact on stock 
returns than events directly related to Enron.  

In terms of economic significance, the Andersen (non-Andersen) audit clients lost about 5.6% (1.6%) in 
risk-adjusted returns over the four-month period of event days. Although this is not an inconsequential amount, 
a priori one might have expected the loss of auditor reputation to have a much greater impact on firm (auditor 
client) equity values. This seems to be consistent with Firth’s (1990) findings of small wealth losses to auditor 
clients arising out of sullied auditor reputation in the UK context. The negative point estimates for the 
cumulative returns of both samples weakly suggest that the Enron affair had a spillover effect onto big five non-
Andersen audit clients.  
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