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Abstract

Resear ch background: Prior studies suggest that companies which go pulidinage earn-
ings in order to inflate the issue price. Howefer, private equity funds the use of such
activity can be costly in terms of the reputati@pital as they are repetitive stock market
players. The results of previous research on tfeetedf private equity fund on the quality
of pre-IPO reported earnings are mixed and inccintu

Purpose of the article: The main aim of the study is to empirically invgste the use of
pre-IPO earnings management by private equity fumdse process of divestment conduct-
ed on a stock exchange.

Methods: | provide comparisons between PE-backed compamiésfiams with a similar
initial market value and growth potential, using timethod of single-linkage clustering to
build the study sample. In order to assess the sfgire-IPO earnings management, | apply
the discretionary accruals model of Larcker anch&idson [2004].

Findings & Value added: Using a sample of companies conducting IPO on W&ti#den
2005 and 2015 | do not find evidence that the presef private equity fund among the
shareholders of the company in the period preceifitisiglisting of shares on a stock market
constrains the use of earnings management prithegdPO. The difference between the
discretionary accruals in PE-backed and matchedbaaias, when controlling for the mar-
ket value and book-to-market ratio, is statisticatisignificant. To be specific, companies
with private equity funds in their shareholder stawe do not exhibit lower scale of earnings
management prior to the IPO in comparison to otlesy stock companies.
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I ntroduction

The stock exchange enables private equity (PE)sfundimplement the
divestment process and to sell shares of compémestheir investment
portfolio. Although the final sale of the companglsares may occur even
several years after the first listing on the stoekket, this type of exit from
investment is known as the initial public offerii§O) (Cumming & Mac-
Intosh, 2003, pp. 511-548). However, the stock angk is not just a place
where PE funds can cash out their best and sucté@sgéstment, but also
a place to create and accumulate good reputatiia.nbn-financial capital
is the key asset that enables the PE funds to ssfodg continue their
activities in the competitive market (Black & Gilsal998, p. 254). Prior to
the IPO, managers and shareholders take varioimadciming at attract-
ing the attention of stock market investors, crepappropriate demand for
the offered shares to receive the expected prodeedsthe sale of their
holdings. A large stream of studies suggests thistpanies conducting the
initial public offering (IPOs) engage in the eagsnmanagement in order
to inflate the issue price (Tecdt al., 1998, pp. 1935-1974). However,
while such activities may generate benefits folesglof shares at a going
public event, in the long run they will result ihet subsequent negative
changes in the company's performance and value l{Bunaet al., 2004,
pp. 27-49; Xie, 2001, pp. 357-373). Borrowing pgeofrom the future has
its limitations, and reporting higher earnings aing the IPO results in
their excessive decline in the subsequent peribds;Tthe use of earnings
management is beneficial only for a selected griugtakeholders. Espe-
cially for PE funds that are repetitive, stock nerilayers who accumulate
the reputation capital such a strategy of the \wettinsfer from less in-
formed stock investors may be very risky.

The main aim of this study is to investigate the akpre-IPO earnings
management by PE funds in the process of divestomgmtucted on a stock
exchange. Some studies suggest that PE funds rkayativantage of the
privileged position, preferring their own needs \abthe interests of other
groups of shareholders, both present and futung, @014, p. 173; Cohen
& Langberg, 2009, p. 171-190; Sieradzki & e, 2016, pp. 261-289).
Due to the significant information asymmetry, thee around IPO is ideal
to take this type of action (Teah al., 1998, p. 1937). Thus, in this paper
| address the question whether the presence of farREin the company's
ownership affects the scale of earnings manageprastto the IPO. Due
to the significance of profit in taking action dmetcapital market (Graham
et al., 2005, p. 5; Meluziet al., 2018, pp. 471-503), the incentive to man-
age earnings in order to increase the sale prigartgcularly high. Earnings
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are one of the most frequently cited firm perforo®statistics, and it is
widely believed that accounting earnings conveywrimiation about firm
values to investors (Ducharmagal, 2004, p. 27). Without doubt, PE funds
have the purpose, opportunity and ability to uralextsuch activities
(Cadman & Sunder, 2014, p. 1299-1328). Nevertheltéssature empha-
sizes the key role of PE funds in the supervisaocgss and their benefi-
cial effect on the applied corporate governancendsteds (Masulis &
Thomas, 2009, p. 227; Hochberg, 2012, p. 430). Mae the significance
of divestments undertaken by the IPO in buildingutation capital of PE
funds is highlighted (Krishnaet al, 2011, p. 1296; Nahata, 2008, p. 127—-
151).

In general, this article fits in the stream of ewmtr and important re-
search on the concept of financial reporting quaditd the use of the in-
formation superiority by the specific groups of €elders in the IPO
process. Although the issue of earnings manageisi¢éotated in the center
of interest of scientists around the world, knowledbout the use of such
practices by companies in the course of the IP&tlslimited, and the
results obtained so far are not conclusive.

To fulfill the aim of the paper | posit the hyposie that the scale of
earnings management in the period preceding theitPthe PE-backed
companies is lower in comparison to the non-PE-eddompanies that go
public. For PE funds the good reputation is esaktdi build a stable and
strong position in the very competitive private iggumarket (Black & Gil-
son, 1998, p. 254). The market evaluates the aeiments of individual
funds through the track record of the portfolio @amies. Since the in-
crease in the share price triggered by the earmragsmgement is only tem-
porary and does not cause a lasting increase inale of the company
(DuCharmeet al, 2004, pp. 27-49; Xie, 2001, pp. 357-373), engagi
upward window dressing around the IPO may negatiafect how the PE
fund is perceived by the market participants. Toss lof trust and positive
opinion can significantly hinder, or even preveim¢ tivestments on the
public securities market in the future. Thus, itnghe interest of the fund
to establish the appropriate corporate governaotgti@ns, oriented to-
wards accumulation of the reputation capital arel@nting the use of ag-
gressive earnings management prior to the intragluaf the company's
shares to the stock trading (Hochberg, 2012, p).430

The rest of the article is organized as followse Tiext section briefly
discusses the issue of earnings management areveethie prior research
on the role of PE funds in managing earnings paothe IPO. Section 3
describes methodological issues, especially thecseh of the research
sample and the measurement of earnings managemésre studied com-
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panies. Section 4 presents empirical results. @eétisummarizes and con-
cludes the paper.

Literaturereview

Earnings management is the leading issue in tlaadial accounting litera-
ture (Zarowin, 2015, p. 2) and an important elen@nthe analysis that
focuses on the identification of the instrumentd arechanisms of making
certain financial decisions throughout the worlteTpossibility to manage
earnings is mainly due to the accrual basis, tlexine apply accounting
estimates and professional judgment as well apdbsibility of the firm to
establish its accounting policy in some areas (faskiy 2016, p. 33). Alt-
hough earnings management is widely discusseddralure, there is no
agreement among researchers about the essencaraondgof such activi-
ties. Schipper (1989, p. 92) points out that eg@®imanagement is a pur-
poseful intervention in the external financial repw process with the
intent of obtaining some private gain. In turn, feand Wahlen (1999, p.
368) emphasize that this practice occurs when nseagse judgment in
financial reporting and in structuring transactisasalter financial reports
to either mislead some stakeholders about the lyigreconomic perfor-
mance of the company or to influence contractuéd@ues that depend on
the reported accounting numbers. Both approachssigdiint the tendency
of managers to make decisions aiming to obtain sprate gains and
maximize their personal interests and well-beinger€fore, this practice
can be useful in reducing the cognitive value gbréed earnings and may
lead to the wealth transfer in favor of better-infied groups, mainly man-
agers and original shareholders, at the expensghef users of financial
statements (Graiki, 2016, p. 33).

In spite of the fact that earnings management islynaeen as if sneaky
managers pulling the wool over the eyes of naiveaeyw by manipulating
accruals (Wojtowicz, 2015, p. 142), such actiony mat always be per-
ceived negatively and result from opportunistidad. It can be used to
increase the informativeness of the company's filmhmesults, so that the
internal information, true and important for ext@rosers is provided to the
public (Subramanyam, 1996, pp. 249-281; Aeyal.,, 2003, pp. 111-116).

For participants of the capital market the leadialp of PE funds in
corporate governance is widely known, and numesbudies indicate that
PE funds actively get involved in monitoring thengmanies they invest in
(Kaplanet al, 2007, p. 273-311; Sosnowski 2017, p. 23-38) eGly, as
a result of the PE fund's investment the corpogatesrnance is strength-
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ened and the favorable changes in this area aidewad as one of the
main sources of growth in the value of portfoliommanies (Masulis &

Thomas, 2009, p. 227). PE funds are intensivelglired in the monitoring

of their portfolio companies and have an impacthwamagerial decisions
and actions through their capital involvement, peat relationships, par-
ticipation in supervisory boards and influence oanagement remunera-
tion (Ertimuret. al., 2016, pp. 1-2).

While growing literature shows the use of it by RO firms, only
a few studies directly investigate the role of BEdS in financial reporting
guality. Examining the quality of profits in PE-lked IPOs, Morsfield and
Tan (2006, pp1119-1150) document that the presence of funds @mon
company owners is associated with the lower leYaiscretionary accru-
als, which are generally used as proxy of earnmmgeagement. They sug-
gest that PE fund’s involvement in the company thiedncentives to moni-
tor its business effectively constrains the eaminganagement actions.
Also, Hochberg (2012, pp. 429-480) points out thatPE fund's presence
reduces the level of window dressing in the firmiR®, and such compa-
nies are more likely to be conservative and legsemgive in terms of earn-
ings management than similar non—PE-backed firmghErmore, studies
of Katz (2009, pp. 623—-658), Gioieklt al. (2013, pp. 30—64), as well as
Ertimuret al. (2016), provide similar conclusions.

Although many papers emphasize the positive ceatifin and monitor-
ing the roles played by PE funds, there is alscoavigig body of literature,
which seems to question that findings. The studafrough and Rangan
(2005, pp. 1-33) shows that the portfolio companiePE funds strive to
present higher reported earnings to the publicdgycing R&D expendi-
tures in the year of the IPO. Also, the specifiareleteristics of the individ-
ual PE fund's investment processes are importarthéaccounting infor-
mation quality of IPO firms. For example, Chahiel. (2012, pp. 179—-
192) find evidence that the diversity of PE funalgived in a PE syndicate
increases the extent of the pre-IPO earnings mamagiemeasured by the
discretionary current accruals. Wongsunwai (2018, 396—324) empha-
sizes the importance of reputational concerns lier financial reporting
strategy and points that only portfolio companidéshmher-quality PE
funds, which are willing to protect the standingytthave, constrain aggres-
sive earnings management prior to the IPO.eHal. (2012, pp. 251-268)
stress the importance of timing and divestment vaobehind earnings
management activities in the PE-backed companieduming IPO. They
provide evidence that the participation of the Bidflowers earnings man-
agement in the period preceding IPO, and increegagsngs management
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in the post-IPO year in order to increase the atibog earnings in the time
in which the lock-up period expires.

M ethodology
Sudy sample

Empirical studies undertaken in order to verify biypothesis of a different
scale of earnings management in the IPO procese d?E funds’ portfolio
and other firms have been conducted on a groupmpanies whose first
listing of shares on the Warsaw Stock Exchange flake between 2005
and 2015. The analyzed firms have their headqsaimePoland and their
IPO includes the sale of primary or secondary shdrethe first stage, out
of all companies that met the above selection r@iteidentify those, in
which IPO is conducted because of the divestmeartgss of the PE funds.
In total, 38 companies meet this criterion. Tabjf@dsents the procedure of
the study sample selection and its results.

In the next stage of research, | distinguish coriggmwhich constitute
the control sample. | use the following criteria &®lecting these compa-
nies:

- the initial market value of the company (MV),
- the company's initial book-to-market ratio (BV/MV).

According to the Fama and French, three factorseinteése two char-
acteristics differentiate companies in terms of sistematic risk (Fama &
French, 1996, p. 55). Given the limited availabilitf information on the
market value of companies in the period preced®@, Ithe problematic
issue in the study is to gather the required datdV¥y. In my research,
| follow Huyghebaert and Hulle (2006, p. 308) arse the pre-IPO number
of shares times the offer price plus the book valugebt as a proxy of the
firm's market value.

Then | use cluster analysis in order to assign eongs similar to those
which are backed by PE funds. | use the methodngieslinkage cluster-
ing on a set of standardized data, where the distartween the grouped
objects is expressed by the Euclidean metric. ipdication of these pro-
cedures allows me to identify companies with a lsimnitial market value
and growth potential (see Table 2). As a resudeléct, for further empiri-
cal analysis, a total of 76 companies, which areddd into two equal
groups, namely:
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- PE sample — a group of 38 portfolio companies offiritls divested
through the IPO;

- matched sample — a group of 38 similar companiasstiuting a con-
trol sample.

In the group of PE funds' portfolio companies, aerage MV amounts
to 327196.5 thousand PLN, with a median of 26614Bdbisand PLN. In
the matched group these values are slightly lowdraanount to 287112.8
thousand PLN and 211670.9 thousand PLN, respegtividlie BV/MV
ratio in both groups is also quite alike, althoulgh mean and median are
slightly higher in the matched sample than in the dtoup. However,
which is especially important, p-values correspogdp the Kolmogorov-
Smirnov Z test of difference in the distributioross pairwise subsamples
do not indicate that these two groups, in termé&ath MV and BV/MV
ratio, differ from each other in a statisticallgsificant way.

Earnings management detection

In order to investigate the application of earningmagement in a giv-
en firm | use the discretionary accruals (DACC)sFiit is necessary to
disaggregate total accruals (TACC), which is tH&edince between the net
earnings and cash flow from operation, into two ponents: the discre-
tionary and non-discretionary part. The scale of-discretionary accruals
is directly related to the specific characteristifsthe firm, such as the
adopted structure, applied business model, anddbi@r in which it oper-
ates. In contrast, discretionary accruals aredheltr of deliberate actions of
managers, who through proper shaping of finand¢@kement seek to pre-
sent particular financial results (Zarowin, 20152

In most empirical studies on earnings managemermstimate the value
of discretionary accruals, the model developed dned (1991, pp. 193-
228) is applied, which assumes that non-discretjoaacruals result from
the changes in saleASALES) and gross property, plant and equipment
(PPE), or its modified formula of Dechoet al. (1995, pp. 193-225),
which additionally takes into account fluctuatioims trade receivables
(AAR). However, Ball and Shivakumar (2008, pp. 328)3mphasize the
significant limitations of these models and notat tthis approach is not the
best choice for the analysis of companies condgd®®. They point out
that these companies are not selected to the obssample randomly, but
because of the internal development processes rougwrithin, and are
likely associated with the significant growth pdtehwhose use creates
accruals automatically. In such cases models coynaed for detecting
earnings management are insufficient and theiriegdpdn leads to an
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overestimation of discretionary accruals. Therefdraise Larcker and
Richardson (2004, p. 634) extension of a modifieded (1991, pp. 193—-
228) model, which is more suitable for assessirgguads for fast-growing
companies. They add the company’s BV/MV ratio te #ftandard model,
which refers to the growth option and allows fotigating the effect of the
discretionary accruals overvaluation resulting friorand cash flows from
operations (OCF) to control the influence of thenfs operating perfor-
mance on its accruals. In general, the model imatgd as follows:

TACG _ (1 ASALES-A A PRE. [ BY [ O
TA, 'ﬁ(’(TA.Jw{ A, j%( TAj+'B{ Mjw{ T/fﬁg‘

and the residual value from this model is discretiy accrualsTA, is the
total assets at the beginning of the ye#. t,.. ,5, are the regression coef-
ficients, andg, is the error term in a regression equation, whilefers to
the fiscal year before the IPO year.

Previous empirical studies on earnings managentent@minated by
the approach in which, to eliminate the heteroggnei the sample, the
structural parameters of the accruals models aimaed using a time
series approach for each firm or cross-sectional &ogiven industry
(Subramanyam, 1996, pp. 249-281). The use of hmthoaches encoun-
ters significant limitations, as the time serieprapch accepts the temporal
stationarity of coefficients and the cross-secti@mproach posits the ho-
mogeneity among companies in the same industry.eba@r, both ap-
proaches lead to the reduction in the study sarsigle because it is re-
quired to eliminate the small subgroups, usuallgtaiming less than 10
observations. Taking that into account, | follonk&icet al. (2013, pp. 190-
211) and combine companies into a relatively homeges sets of obser-
vations according to their size measured by lagged assets. Thus, in this
study to determine the discretionary accrualst,firgivide all 221 new
stock companies into 10 subsamples of firms ofnailai size, and then
| estimate the structural parameters of the acsruaddel separately for
each decile group. Table 3 provides the resultbede estimates.

The information necessary to conduct the empinieakarch is hand-
collected from prospectuses of analyzed companiek their financial
statements available in thNotoria Servicedatabase.

696



Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 689—-705

Results

As an overall view, | first report the mean and raadf some characteris-
tics of the companies included in the study sampld comparison results.
Reporting such statistics for separate samplesiges\nitial information
of the impact of PE funds among shareholders otR@ecompany profile.
Table 4 indicates that there are some differeneesden the two groups of
companies.

The information in Table 4 indicates that the IRfOaducted due to the
divestment process of PE funds are on averagetlglipfgger, generate
higher sales, operating cash flow and net incomeyal as have less liabil-
ities in the financing structure. As far as the rmedamong these character-
istics is concerned, these companies outperformrisiehed sample only
from the point of view of achieved net profit aradal assets. In terms of
age and profitability, there is almost no differerfietween these groups.
However, it should be noticed that all these déferes lack statistical sig-
nificance.

Table 4 suggests that the size of the primary aedrelary portion as
well as corresponding proceeds are significantffedint between PE-
backed IPOs and the matched sample. The averagbafmerimary por-
tion is bigger for companies that are not finantgdthe PE fund and
amount to 25.95% (26.08%) of shares outstandingR®e These compa-
nies, through the issuance of new shares, incriese capital by 39.98
million PLN on average, with a median of 29.19 mill PLN. In turn, in
the sample of PE-backed companies it is cleartkigatlecision to go public
is linked to the divestment incentive. In this gopthe secondary shares
sold to public represents on average 22.40% offp@eeutstanding shares,
with the median of 21.76%. Although the percentafjerimary and sec-
ondary shares placed in public varies between tiadyzed samples, the
difference in the total amount of money collectedstatistically insignifi-
cant.

To analyze whether the presence of a PE fund artfumgompany's
shareholders affects the quality of financial réipgr of companies con-
ducting IPO, which is expressed in earnings managénfirst, |1 estimate
the value of discretionary accruals for all 221 $Pgualified for the study
sample. Figure 1 shows the results of these cdicnta

The scale of earnings management is diversifiedngntioe whole sam-
ple, although it is dominated by companies in whiahratio of discretion-
ary accruals scaled to total assets varies betwgénand 0.1, i.e. a uni-
modal distribution is observed in the histogramelone can see the small
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advantage of companies deliberately reporting Iofiveancial results, i.e.
with negative discretionary accruals.

Next, | turn my attention strictly to the issueearnings management in
PE-backed companies and the matched sample. TamlesBnts descrip-
tive statistics and results of the analysis.

In the PE-backed IPOs the average discretionamuals scaled to total
assets amount to 0.0129 and it is slightly smaliercompared to the
matched sample in which the mean is at the levél.@218. In turn, the
median of discretionary accruals is lower in thetahad sample and
amounts to -0.0025 in comparison to PE-backed caiapavith the medi-
an of 0.0094. However, both the t-test and the Wibn test show the lack
of the statistical significance of the observededdnces. In the matched
sample | observe greater differentiation of thelya®a category. In this
group of IPOs DACC varies between -0.2266 and A%8W from -0.0976
in the first quartile to 0.0967 in the third quktiOverall, my findings do
not indicate that the presence of PE funds amoagstiareholders of the
company in the period preceding the process ofggpublic has a signifi-
cant impact on the scale of earnings managemeott farithe IPO and are
not in line with the hypothesis | posit.

It is worth adding that the general picture of stale of earnings man-
agement obtained in the analysed Polish listed enmep does not differ
significantly from the results reported for compganirom other European
countries (Cerqueira & Pereira 2015, pp. 638—6&rzblet al, 2018, pp.
37-54), or more precisely from the Central and &asEuropean countries
(Cherkasova & Rasadi, 2017, pp. 441-468; Lindatbdadéwitz, 2017,
pp. 24-49).

Conclusions

The assessment of intentional action aiming aptlesentation of a certain
financial result in the period preceding the flisting of company's shares
on the stock exchange is important for a numberagital market partici-
pants, especially managers, original and futureestudders who making
financial decisions in a situation of substantidbimation asymmetry have
to consider their later consequences.

In this paper, | investigate the issue of the P& impact on the qual-
ity of financial reporting in the companies that gablic and | draw the
following main conclusion. In contrast to previatadies, | do not provide
evidence that companies using PE financing hawvedggressive financial
reporting. The analysis shows that the differenevben the level of dis-
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cretionary accruals in PE-backed and other compamiaen controlling
for the market value and book-to-market ratio tadistically insignificant.

It is an important fact from the point of view oiviestors who make de-
cisions about their capital involvement in a compgaing public under the
conditions of information asymmetrilthough, in general, it is indicated
that PE funds contribute to the improvement ofdbality of financial re-
porting, investors in the Polish stock market sHdaé cautious in this area,
and the reported financial results should be im&tea carefully.

However, there are several limitations to the tsspresented in this
study. First, the Polish private equity marketdkatively small in compari-
son to the developed markets of Western EuropefantlS, so the study
sample size is considerably reduced. Then, | apadg@mning management
using only the discretionary accruals. The issu¢hefreal earnings man-
agement activities used by managers of PE-backedter companies in
the period preceding IPO is an interesting researea, however, very
difficult to investigate because of the limitatitndata availability. Moreo-
ver, for the future research, it becomes importantind answers to the
guestion about timing of earnings management ardb@dPO. The quar-
terly data may be especially useful in this respect
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Annex

Table 1. Selection of the study sample

New stock companiesin 2005-2015 372
Foreign companies 58
Excluded due to transfer from NewConnect or MST-CeTo 59
Excluded due to the lack of primary or secondary sale |15
Banks and insurance companies 5
Lack of required information 14
Companies qualified for further research, in which: 221
Portfolio companies of PE funds: 38

Other companies: 183

Table 2. Descriptive statistics of the initial market value (MV) and book-to-market
ratio (BV/MV) of both samples

MV

) BV/IMV
A (in thousands PL N)
Specification Matched Matched
PE sample sample PE sample sample
Mean 327196.5 287112.8 0.2209 0.2286
Std. dev. 293972.3 340979.9 0.2201 0.2180
Lower quartile 85844.2 98427.8 0.0851 0.0912
Median 266145.5 211670.9 0.1569 0.1587
Upper quartile 415476.5 332203.5 0.3040 0.3063
Number of companies 38 38 38 38
Kolmogorov-Smirnov Z test p-value>0.1000 p-value>0.1000
Table 3. The accruals models for each subsamples of 1POs

Specification Bo [ B2 Bs Ba F statistics  Adj R?

20808 00277 01022 0,752  -0,0094  6,7072 05647
1st group (0,0069) (05147) (04713) (0,3086) (0,0000)  (0,0013)

116457 00382 01650 -02336 -05185 74155 05932
2ndgroup  (0,0855)  (0,0075) (0,1810) (0,5135) (0,0004)  (0,0008)

288330 00769 -0,0367 -0,109  -0,6334 12,6030  0,7250
3th group (0,0158) (0,0682) (0,6826) (0,5716) (0,0000)  (0,0000)

94426  -00554 00631 0047 -02023 27299 02822
4th group (05771) (0,1248) (05064) (0,4848) (0,0764)  (0,0548)

332421 00790 -0,1364 03499 -12001  9,3508  0,6549
5th group (0,3732) (0,2611) (0,4448) (0,0971) (0,0000)  (0,0002)

154435 00179 -0,1508 03793 -0,6705 94690  0,6581
6th group (0,6918) (0,6781) (0,0145) (0,0724) (0,0010)  (0,0002)

809997 -00510 -0,1408 0,665 -0,3201 14432  0,0915
7th group (0,3902) (0,2396) (0,2595) (0,2592) (0,2516)  (0,2595)

515760 00370 -00406 01276 -06739 48566 04671
8th group (0,4407) (0,2989) (0,6361) (0,2003) (0,0011)  (0,0061)




Table 3. Continued

Specification Bo [ B2 Bs Ba F statistics  Adj R?
-7334,11 0,1952 -0,0735 0,1305 -0,4083 2,3701 0,2375
9th group (0,5960) (0,0218) (0,4341) (0,1280) (0,0937)  (0,0834)
25734,55 0,0785 0,0589 0,0443 0,2392 44711 0,4301
10thgroup  (0,0836) (0,8590) (0,5564) (0,7624)  (0,0093)  (0,0080)
Numbersin parentheses are p-value
Table 4. Characteristics of companies qualified to the research sample
o y et o " rankcsum tes
SJBCI Ication ean _I erence lan of difference
In means . .
in medians
PE M atched p-valuefor PE M atched p-valuefor
sample sample t-statistics sample sample z-statistics
Panel A: Firm characteristics
SALES 209.25  165.06 0.5802 82.81 84.45 0.4268
EAT 17.35 8.17 0.2449 8.10 534 0.2342
OCF 11.96 6.40 0.2382 3.68 411 0.4268
ASSETS 15841  156.70 09770 10533 79.92 0.6217
DR 04973  0.5786 0.2963 0.5203 0.6186 0.2342
ROA 0.1447  0.1424 0.9495 0.1072 0.0872 0.6969
AGE 22.37 23.50 0.8295 15.00 16.00 0.7711
Panel B: PO transaction characteristics
IPO PROCEEDS 86.55 60.85 0.1984 52.33 36.20 0.4030
PRIMARY
PROCEEDS 21.18 39.98 0.0204 12.13 29.19 0.0176
SECONDARY
PROCEEDS 65.37 20.88 0.0198 33.79 0.00 0.0005
PRIMARY
PORTION 0.1646  0.2595 0.0242  0.1257  0.2608 0.0037
SECONDARY
PORTION 0.2240  0.0921 0.0023 0.2176  0.0000 0.0003

SALE istotal sales. EAT is earnings after taxes. OCF is operating cash flow. ASSETS is total assets.
DR is debt to total assets. ROA is earnings after taxes to total assets. AGE is firm age at the IPO. |IPO
(PRIMARY, SECONDARY) PROCEEDS is the number of total (primary, secondary) shares sold in
IPO times the offer price [in million PLN]. PRIMARY (SECONDARY) PORTION is the ratio of new
(existing) shares sold in the IPO relative to the total number of shares pre-1PO.



Table 5. Summary statistics of discretionary accruals for PE-backed IPOs and
matched sample

Specification Mean  Std. dev. Lowgr Median Uppgr Min Max
quartile quartile
PE sample 0,0129 0,1177 -0,0503 0,0094 0,0474  -0,2871 0,3525
Matched sample 0,0218 0,1605 -0,0976 -0,0025 0,0967  -0,2266 0,5974
t-statigtic, t-test of difference in means 0,2754
p-value from at-test statistic 0,7838
z-statigtic, Wilcoxon rank-sum test of difference in medians 0,8152
p-value from a Wilcoxon rank-sum test statistic 0,2337

Figure 1. Distribution of discretionary accruals for the total sample of 221 IPOs
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