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Abstract

Research background: Firms use discretionary accounting choices to mareaynings
disclosures around the time of certain types opemte events. The initial public offering
particularly provides an opportunity to earningsnagement because of the significant
information asymmetry between investors and issaktise time of the offering.

Purpose of the article: The main aim of the study is to empirically invgste the links
between the earnings management and the portiomsnadiry and secondary shares sold in
IPO.

Methods: In order to investigate whether the earnings mamege influences the issue of
new shares and the sale of secondary shares lalseahd logit regressions, where discre-
tionary accruals are the proxy for earnings managgm

Findings & Value added: Using a sample of 221 firms from Warsaw Stock Excjea
between 2005 and 2015 | do not find evidence thatincrease of pre-IPO discretionary
accruals positively affects the sale of primaryrekan the IPO, but the analysis has re-
vealed that the deliberate conservative reportimitd the probability of the new shares
issuance. In turn, the sale of secondary shardéypriginal shareholders in IPO is more
likely in companies using a conservative earningenagement. Furthermore, negative
discretionary accruals increase the portion of séaoy shares sold in the IPO.
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I ntroduction

Initial public offering (IPO), as the one of the shamportant corporate
events for many companies, met with great intesegite scientists and the
various aspects of this issue are subjected toraugh analysis. Since it is
widely believed that the company's earnings arelehding information
item provided in financial statements (Duchareteal, 2004, p. 27) and
play the crucial role of a signal optimally direiresource allocation in
capital markets (McKee, 2005, p. 1), earnings mamant is a leading
issue in the financial accounting literature (Zaimmw2015, p. 2) and this
aspect of going public process also has its rigiptace in the literature.

Managers of issuing firms (IPOs) take various actioorder to attract
investor interest in new issues and to boost gffezes before the IPO.
Numerous scientific studies such as Teblal. (1998, pp. 1935-1974) and
Ducharmeet al. (2004, pp. 27-49) indicate that the practice ohiegs
management, which is focused on improving the furetdals determining
the price of shares, is quite widely used in theogepreceding the IPO.
However, recent research results seem to challdragge findings (Roos-
enboomet al, 2003, pp. 243-266; Ball & Shivakumar, 2008, 3p4—-349;
Venkataramaet al,, 2008, pp. 1315-1345).

IPO as a strategy of shaping the size and strucfuifee company's eq-
uity is determined by a number of different factarscognition and as-
sessment of which allow for fuller understandingl axplanation of some
actions of certain participants of the capital nearkdn this context, the
issue of motives for going public is particulangportant. As Huyghebaert
and Hulle (2006, p. 318) indicate, the source efghares sold in the IPO,
that is newly created shares sold by the compadytrenoutstanding shares
sold by existing shareholders, actually distingigabgroups of firms with
different objectives for listing. The sale of primahares in the IPO pro-
vides an opportunity to increase the company'suress and strengthen its
capital base. In turn, offering the secondary shardPO allows original
shareholders to reduce their capital commitmenther company and re-
ceive the proceeds from the sale of shares.

The main aim of this study is the empirical evaluabf the relationship
between using earnings management in the year foritre first listing of
the company's shares on the stock exchange anttigon on the sale of
primary and secondary shares in the IPO. In batlatbns, when the pur-
pose of the IPO is to raise additional funds to ¢bmpany, as well as if
existing shareholders want to sell shares in om@ash out and cut back
their holdings, there is an incentive to take awito increase the issue
price and earnings management can be put intonactio
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In this paper, | address two central questions. firskone regards the
source of shares sold in the IPO. Specifically, twbethe use of earnings
management prior to going public determines the tyfshares sold in the
IPO. In this part of the study, | analyze the lilletween the use of pre-IPO
earnings management and the decision to issue Imewssand the decision
of company's shareholders on the sale of shareshyethem. So, in this
way, | investigate the relationships between thglé@mentation of earnings
management and the general motives for going psblit: as raising addi-
tional capital to the company or execute the divest process. The se-
cond research question expressed in this studysrefaéhe scale of the sale
of primary and secondary shares in the IPO, th# how earnings man-
agement affects the scale of the issuance of navestand the scale of the
secondary shares sale by shareholders in the IR€efbre, it can be ex-
pected that the extent to which earnings were imeally shaped in the
period preceding the IPO will be associated witth demand for additional
capital into the company submitted by the managadsthe shareholders'
desire to exit their earlier investment in thisrfirThus, a direct expression
of the intensity of these needs is the portion wmary and secondary
shares sold in the IPO.

This paper refers to two influential studies onrsewof shares sold in
IPO, that is Huyghebaert and Hulle (2006, pp. 226)3and Klein and Li
(2009, pp. 1194-1212), but it differs from themairfew essential ways.
Huyghebaert and Hulle (2006, pp. 296—-320) exantigedeterminants of
the portions of primary and secondary shares sol®©, but they do not
address the earnings management activities. Threase in the price of
shares offered in the IPO induced by the inflat@ohiegs may significantly
influence the sale of newly created shares by campaexisting securities
by original shareholders. Moreover, not only dogsresearch concern the
floatation structure, but the subject of the analys also the very fact of
the taking decision to issue new shares or to Sadees by existing share-
holders. In turn, Klein and Li (2009, pp. 1194-1pafRalyze pre-IPO win-
dow-dressing in the context of the source of sheo&sin the IPO, but they
limit their research to the issue of secondary estudfierings. In contrast to
this study, | additionally investigate the relasbip between earnings man-
agement and the sale of primary shares. Moreofiey; tise a modified
version of Jones's (1991, pp. 193—-228) model toutate current discre-
tionary accruals as a proxy for window-dressingjlevh use the Larcker
and Richardson (2004, pp. 625-658) model, whighase suitable for the
evaluation of earnings management in companies higth growth poten-
tial. What is more, the distinctive feature of mudy and the additional
byproduct of the analysis is to recognize the dssamings management in
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the going public process on the Polish stock marKéte existing
knowledge in this area is very limited.

The remainder of the paper is structured as follde next section re-
views the results of previous research on the isf@arnings management
in the context of IPO and develops hypotheses.i@e& contains a de-
scription of the sample and research design. Sedtioffers the results of
an empirical analysis of the relationship betweamiags management and
the sale of primary and secondary shares in the Fa@lly, section 5 pre-
sents concluding remarks.

Earnings management in IPO: evidencefrom prior research
and hypotheses development

According to the most commonly presented appro&¢tealy and Wahlen
(21999, p. 368), earnings management occurs whemgeas use judgment
in financial reporting and in structuring transans to alter financial re-
ports to either mislead some stakeholders aboutigerlying economic
performance of the company, or to influence comti@coutcomes that
depend on reported accounting numbers. Tetohl (1998, p. 1937) em-
phasize that IPO provides an excellent opportutntyhe effective use of
earnings management, because an inherent featutgsoprocess is the
presence of the significant information asymmeRyior to the IPO, the
information gap is relatively large, which stemsnirthe little public media
coverage and limited access to information on trapany. While it does
exist at the time of the IPO and inside investaes tgpically better in-
formed than outside investors in the capital marttet scale of this infor-
mation superiority vanish over time (Neus & Wal@03, p. 254).
Numerous empirical studies have investigated tleofigarnings man-
agement by IPO firms, but their mixed results do altow to draw clear
conclusions. On the one hand, prior studies of Tetadl. (1998, pp. 1935-
1974), DuCharmet al. (2004, pp. 27-49) suggest that earnings manage-
ment tends to be used in companies around theriR@der to raise report-
ed earnings. Issuers adopt such accounting acadjastments, because
inflated earnings are translated directly into ghler offering price and
positively relate to the initial firm value. On tbéher hand, a growing body
of literature indicates that the pre-IPO abnornwraals are not the result
of the opportunistic behavior of insiders, but arfisom the effective use of
growth potential of such companies. Moreover, bseafinancial infor-
mation in prospectuses are a subject of intensisgy it discourages ag-
gressive earnings management and makes IPOs rkefg 10 report less
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and more conservatively in this crucial period (BalShivakumar, 2008,
pp. 324-349; Venkataramagt al, 2008, pp. 1315-1345). In addition,
Armstronget al. (2016, pp. 1316-1338) find no evidence of a refatie-
tween abnormal accruals and inflated issue pridigted post-IPO equity
values, and increased insider trading profits.

Earnings management is likely to influence the tltian structure.
Considering issues of new shares, the manage®Qdé may deliberately
report high earnings in order to raise additiorsgdial to the company from
the stock market. Linckt al. (2013, pp. 2117-2143) indicate that the re-
ducing the firm's financial constraints may be gioal of the earnings man-
agement, because this kind of actions increas@dhsibility of obtaining
external capital. If the positive relationship beam the IPO offer price and
intentionally increased reported earnings existsf¢a example Teobt al.
(1998, pp. 1935-1974) suggest), managers can agdgpessive earnings
management to raise extra funds and achieve adgpi@d in the future
without the threat of occurrence of significantaficial constraints and
shortage of capital. Based on this, | posit thifaihg hypothesis:

H1: The sale of primary shares in IPO is positived{ated to the earn-
ings increasing management activity.

As far as the sale of secondary shares in the $R€@rncerned, creation
of the firm's initial value by earnings managemeraty have a significant
impact on the decisions of the original sharehaldegarding the mainte-
nance of their capital commitment in the equitytled company. The im-
plied increase in the IPO offer price makes thaplé@mentation of exit
strategy becomes more attractive to pre-IPO sbédtets at this point. For
example, Darrough and Rangan (2005, pp. 1-33) shatwdecline of cur-
rent reported earnings before IPO due to an inergafk&D spending is
negatively correlated with insider selling. KleindaLi (2009, pp. 1194—
1212) provide evidence of positive correlation oingow-dressing as
measured by discretionary current accruals witlorséary share offerings.
This leads me to posit the following hypothesis:

H2: The sale of secondary shares in IPO is poditivelated to the
earnings increasing management activity.

However, the research shows that for shareholdsskirey to sell their
holdings the IPO only starts the divestment proeegsthe relevant reduc-
tion of the capital commitment in company occuraagally at a later date
(Cumming & Maclintosh, 2003, pp. 511-548; Paegliy&ren, 2013, pp.
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104-123; Sosnowski, 2015, pp. 527-538). The offeoinsecondary shares
in the IPO aims mainly at increasing the liquidifyshares (Huyghebaert &
Hulle, 2006, p. 313-314). The issue is of particumaportance for such
market participants as private equity funds (Naha@o8, pp. 127-151;
Hsu, 2004, pp. 1805-1844). A too aggressive palicgarnings manage-
ment before first listing of company shares ongtoek exchange, can gen-
erate negative effects, because the implied inergashe initial value of
the company is not sustainable. In the long te®d that window-dress
exhibit significant negative stock changes andidedh operating perfor-
mance (DuCharmet al., 2004, pp. 27-49; Xie, 2001, s. 357-373). The
implementation of such opportunistic strategy capdil the market repu-
tation of the company and would prevent a lateffifatde sale of shares
held by its original owners. Thus, the bigger irtoess to inflate earnings
do not arise before IPO, but it will occur aftee tfirst listing of company
shares, when the lockup expires and subsequentfsséeEondary shares is
possible. Given that borrowing from future earniegeounters significant
limitations and cannot be pursued indefinitely, yaaun expect that before
the IPO, the company will report less, not moreraggively. Taking into
account this argumentation, | posit an alternativéhe H2 following hy-
pothesis:

H3: The pre-IPO use of conservative earnings management is positively
related to secondary shares salein | PO.

Resear ch methodology

Empirical studies aim to identify and charactetize relationship between
the use of earnings management before the fitstdi®f company's shares
on the stock market and the decision on the safgiofary and secondary
shares in the IPO. The sample consists of Warsaek$xchange (WSE)
IPOs that satisfy the following criteria:
— their shares were listed on the main market oMt&E for the first time
between 2005 and 2015,
— their offer includes the sale of primary, secondaryboth primary and
secondary shares,
— the company’s shares were not previously publichded (e.g. New-
Connect, MST-CeTo),
— foreign companies, banks and insurance compareesxatuded.
From the total number of 372 new listings of Pol@impanies, 235
firms met these criteria. Then, from such a setestady sample | exclude
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14 companies for which it was not possible to obthe required data. The
final sample includes 221 IPOs.

In the first stage of the study to assess the extewhich the pre-IPO
earnings management practice is employed, | usgetisnary accruals
(DACC). For this purpose, it is necessary to deamsppthe total accruals
(TACC) representing the difference between netiegsnand cash flow
from operation into their discretionary and noned&tionary part.

In order to estimate discretionary accruals, thet waajority of empiri-
cal studies use the Jones (1991, pp. 193-228) mardiet modified formu-
la proposed by Dechowt al. (1995, pp. 193-225). However, both ap-
proaches have their limitations. Ball and Shivakui2808, pp. 324-349)
note that those models are not entirely suitabfeafalysis of IPOs and
lead to an overestimation of discretionary accruBlgerefore, to reach the
aim of the study, | use Larcker and Richardson 42Qip. 634) model,
which is more appropriate for the assessment aluatcin growing com-
panies:

TACG _ [ 1 ASALES-A A PPE. [ BY. . O (1)
TA, ﬁ"[m_}ﬁl( ™, 7”; ( Taj”; [ MJ”? ( T«é\jig‘

where:

TA.— total assets at the beginning of the ytear

ASALES- change in sales from the previous to the year

AAR,— the difference in accounts receivable from thet $6 the end of the yegr
PPE;— gross property, plant, and equipment at the éyeart,

BV/MV,- the ratio of the book-to-market value of commaquity at the end of the
yeart,

OCF,— cash flows from operations at the given period,

Po, --- ,4— the regression coefficients,

&— the error term in a regression equation,

T — the fiscal year before the IPO year.

The outlined above model is an extension of a nexdlifones (1991, pp.
193-228) model. The inclusion of the book-to-maniegio in the assess-
ment of earnings management allows mitigating fifieceof the accruals
overvaluation resulting from the expected growthhia firm’s operations,
while the use of current operating cash flows asdditional independent
variable helps to control the impact of the compargperating perfor-
mance on its accruals.

A large body of research on earnings managemenamsgpproach in
which accruals models are estimated in the crossesefor each industry
in order to eliminate the heterogeneity of analyfieds. However, as Eck-
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eret al. (2013, pp. 190-211) emphasize, such an approausit elways the
best choice, and recommend group companies irativedly homogeneous
sets according to the size of the firm, measuredagged total assets. In
this paper, | divide all analyzed IPOs into 10 sefmagroups of a similar
size, and then estimate accruals models sepaiatéhe cross-section for
each decile group.

In the applied approach, discretionary accrualstheedifference be-
tween the company's asset-scaled total accrualsnandiscretionary ac-
cruals estimated on basis of the adopted modethwikirepresented by the
residual:

DACG _ TACC A SALESA A PP B (2)
A, TA, ﬂO[TAlj ﬂl[ T8, Tﬂz[ Ai””?’[ MVw[ Aj

The next stage of empirical research aims at razimgnthe links be-
tween earnings management and the sale of prinmatysecondary shares
in the IPO. The leading research methods useceirstidy for the diagno-
sis of the analyzed relationships are:

a) logistic regression model:

k
ap* Y ax
i=1

P(Y=1/x, ﬁ,...,%):e—i 3
apt ) aiX

l+e =
in which the endogenous variable Y is a dummy \weiaPRIMARY
(SECONDARY), which takes the value of one when rsbares are issued
in IPO (the original owners of the company sellosetary shares in IPO)
and zero otherwise, aR(Y = 1/%, %, ..., %) is the conditional probability
of obtaining the value of one by the dependeniaéeifor the given values
of the explanatory variables, x,, ..., X;
b) Tobit regression model:

“1v=0 forY =0’ whereY=a, +a, xa, xt.+a, x& (4)

Y_{Y:Y forY >0
in which the dependent variab¥ is PRIMARY (SECONDARY) POR-
TION, that is the ratio of number of the new iss{getondary) shares sold
in the IPO relative to the total number of sharef®ite the IPOgy; fori =0,

1, 2, ..., kis the regression coefficient;, X, .., X refers to the next ex-
planatory variables.

700



Equilibrium. Quarterly Journal of Economics and Boonic Policy 12(4), 693-709

In the study, a group of essential variables, bothogit and Tobit re-
gression models, are constituted by some charstitsriof the discretion-
ary accruals use as a proxy of earnings managergst, | directly use
information about the level of discretionary actsutor each company
(DACC). However, because the use of specific pob€ythe intentional
shaping of financial results, aiming at reducingn@reasing reported earn-
ings may differently affect the decision on theesal primary and second-
ary shares in the IPO, | follow Teelh al. (1998, p. 1948) to assess the type
of earnings management strategy in individual firdl$ analyzed compa-
nies were ranked according to the level of disoretiy accruals in non-
decreasing order, and then divided into four appnately equal groups
(+/- 1 company). The first group consists of coniparwith the lowest
discretionary accruals (below the first quartil®). iapplying the conserva-
tive earnings management strategy. As a proxy oh su strategy | use
a dummy variable DACC <QL1 that is set 1 when figrclassified to this
group and O otherwise. | act in the same way ifign§ companies charac-
terized by the highest level of discretional actsuia which the strategy of
aggressive earnings management has been impleméstguieviously, as
a proxy | use DACC> Q3, which is a dummy varialdad equals 1 for
firms in this group and 0 otherwise.

Regarding the conclusions from the literature priesearch on factors
affecting the sale of primary and secondary shiarése IPO, in the empir-
ical studies | use a set of additional exogenougbkes, controlling the
influence of other factors on the floatation stunet Moreover, | add varia-
bles relating to the presence of shareholders encthinership structure,
which by their nature can be particularly interdstethe sale of secondary
shares, namely private equity funds and the Stataslry. Table 1 pre-
sents these variables.

The information on the type of shares sold in IR primary and sec-
ondary shares are hand-collected fromRlegister of financial instruments
maintained by the Polish Financial Supervision Autly. The data on
assets and financial condition for each companyectnom the financial
statements available in tidotoria Servicedatabase, whereas information
on the age of the company and its significant di@ders are hand-
collected from analyzed firms' prospectuses.

Results

Empirical research on the practice of IPO in thésRostock market indi-
cates that the decision to go public is connecti¢ll tive wish to implement

701



Equilibrium. Quarterly Journal of Economics and Boonic Policy 12(4), 693-709

a variety of strategic goals. Table 2 presentsrga#se statistics on the
types of shares (primary and secondary sharesjedffi@ the IPO, which
corresponds to the general objectives of the IP@ the amount of pro-
ceeds raised from their sale. In addition, thisimfation is divided accord-
ing to the floatation structure.

The information in Table 2 indicates that the daaminreason for going
public on WSE is the need to raise new capitahéodompany. Among the
whole sample in 120 companies only newly createdeshwere offered to
the public, and in the following 74 companies tlaéeof primary shares
was combined with the sale of shares by the origimaers. Offerings
connected exclusively to the sale of secondaryeshan the Polish stock
market are relatively rare. There are only 27 diDs. In the whole sam-
ple of 221 IPOs the average (median) number of gsrshares sold to the
public amounts to 26.82% (20.86%) of the sharestantling pre-IPO. The
average (median) amount of the raised capital tiegufrom issuance of
new shares amounts to 86.64 million PLN (22.50iamlIPLN). Although
the average secondary portion amounts to 11.27%sawmdhtively lower in
comparison to the primary portion, the value ofrehasold by existing
shareholders per IPO is larger and amounts to arage of 106.20 million
PLN.

Table 3 presents some descriptive statistics otliagacteristics used in
the study as variables for the full sample of 2RD$. The data indicates
that the going public strategy is adopted by fimikh the diversified prof-
itability, varied size and structure of liabilitiesften using various strate-
gies of earnings management.

The figures in Table 3 relating to the appliedtsiyées of earnings man-
agement show that companies which have decidedseodiscretionary
accruals in order to increase the reported earrstigbtly exceed among
the whole sample. Although the discretionary adsruan average, amount
to only 0.0090 of total assets, it does not mean Bolish new stock com-
panies have not put into practice earnings manageibefore IPO. The
level of this variable is significantly varied amdnges from -0.3377 to
0.6094, with the median of 0.0011.

In order to recognize which of the characteristised as explanatory
variables affect the type of shares offered to stwes, | estimate six logit
models, which are presented in Table 4. As therabdevalues of predic-
tors differ widely across companies, in order tduae the impact of outli-
ers all variables are winsorized at 5-95%, i.ereaRe data values are re-
placed by adequate percentiles.

The results presented in Table 4 indicates thatileeof earnings man-
agement before the IPO affects the likelihood @f $ale of the specified
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type of shares only in certain cases. Across tb&i@s for earnings man-
agement only coefficients on DACC<O0, relating te t#tdoption of the con-
servative reporting policy, are statistically sfiggdant. For the issuance of
new shares, the coefficient on DACC<O0 is negative statistically signifi-
cant at the level of 1%. It indicates that the mtienal reporting less in the
period preceding going public reduces the likelihob the sale of primary
shares in the IPO. In turn, there is a positivatrehship between the inten-
tional conservative reporting by negative discraiy accruals and the
reduction of the original shareholders' holdingsnsistent with hypothesis
3, the coefficient on DACC<O0 is positive and siggaht at the 0.05 level.

The data show that the issuance of new sharesris likely in the case
of smaller companies with lower profitability. Maneer, these companies
are willing to exploit the favorable market condits to issue new shares.
In turn, the figures show that in the case of gltkmger, characterized by
the higher profitability and market-to-book rationis there is a greater
likelihood of a positive decision on the sale of@®dary shares by initial
shareholders in the IPO.

It is worth noting that the results indicate a ffigant influence of pri-
vate equity funds on the type of shares offeretthégoublic in the IPO. If a
private equity fund is one of the original shareleos, it increases the prob-
ability of the sale of secondary shares and, in,tlimits the likelihood of
creating new issued shares in the IPO. The coeffision PE are statisti-
cally significant at the level of 0.01 in all sixodkels. It clearly shows that
going public is considered as an exit strategyryape equity funds.

The next part of the research focuses on the amatyshe links be-
tween the use of discretionary accruals and thie sifasale of secondary
shares, as well as newly created shares. Tablesemis the results of anal-
ysis using Tobit regression.

The results explaining the primary portion in Tabldo not indicate the
existence of the relationship between the scal¢hefissuance of new
shares and the use of discretionary accruals befedPO. The coeffi-
cients on all three proxies of earnings managemenstatistically insignif-
icant. In contrast, the adoption of conservativeoring strategy prior to
the IPO results in the increased scale of secorsfaayes sale. In this case
the coefficient on DACC<O0 is positive and signifitaat the 0.01 level.
Again DACC and DACC>Q3 lack statistical significanc

The data in Table 5 provide additional evidence shaaller companies,
characterized by lower profitability and lower gitbvpotential are not only
more likely to create new shares when they go publit the proportion of
primary shares offered in the IPO is also largeorédver, the growth of
the firm's debt promotes the increase of the issigoale, which is in line
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with the findings of Paganet al. (1998, pp. 27-64), according to which
companies go public to reduce their risk by rebatem of financial struc-
ture. In addition, these companies are willing $e tavorable market con-
ditions to raise additional funds. In contrast, finesence of private equity
fund among the shareholders negatively affectptheary shares portion
in the IPO. If the fund seeks to exit the investmércan use its privileged
position to reduce the scale of new shares issuamdeffer to the public,
in exchange, the secondary shares from its invedtpuetfolio.

Based on the information presented in Table 5,aamesee that there is
a statistically significant, positive link betwe#re firm size, age and por-
tions of secondary shares sold in the IPO. Sodé#te are in line with the
asymmetric information idea that the existing shalders are more likely
to sell their shares when information asymmetrywvieen existing share-
holders and new stock investors is low (Lowry, 20037). Furthermore,
the higher profitability also positively affectsetlygrowth of the secondary
portion, as it positively contributes to the markatuation of the company.

Conclusions

In this paper | investigate the links between esysimanagement in the
period preceding the company's going public andl#wsion on the sale of
primary and secondary shares in the IPO. The mesfilempirical studies
suggest that the IPO favors the earnings managefMewntever, the actions
observed in this field are differently oriented. éng the surveyed IPOs,
there are companies which, by earnings manageitnayat,to improve the
financial results presented to the public, as aslfirms with negative dis-
cretionary accruals.

The empirical research allows me to formulate thiéoWing conclu-
sions. Firstly, the data do not show that managerew stock companies
use an aggressive strategy of earnings managementgthe IPO to raise
additional financing to the company. However, alifjo | do not find evi-
dence that the increase of pre-IPO discretionacyuats positively affects
the sale of primary shares and its scale in the tR®analysis has revealed
that the deliberate conservative reporting limits probability of the new
shares issuance. Secondly, as far as selling aabiomitial shareholders is
concerned, inflating earnings do not encourageaieduheir shareholding
in the company. On the contrary, the sale of semgndhares occurs in
companies with the lowest discretionary accruafereethe IPO i.e. the
ones using a conservative earnings managemerdgtrathis suggests that
shareholders with the intention of cut back theidings tend to report less
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before the IPO, anticipating the possible negatmesequences of window-
dressing. Furthermore, intentional conservativergpy increases the por-
tion of secondary shares sold in the IPO. Thisassibly due to the fact
that such IPOs may struggle with the negative aqunseces of reduced
liquidity of the stock, as the negative discretignaccruals decrease the
probability of the primary shares offering.
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Annex

Table 1. Symbols and description of the control variables

Variable Description

DR The debt-to-assets ratio.

ROA Return on assets.

TC Total assetgin millions of PLN].

AGE Age of the company at the 1RO

MV/BV Market capitalization scaled by the book valof equity before IPO

HOT Dummy variable which takes the value of 1 itlwe year of the firm's IPO there

is more new companies on the WSE than the averatieiwhole study period
(including only companies qualified to the sampée)d O otherwise.

PE A dummy variable that takes the value 1 whenptheate equity fund is a
shareholder of the company at the time of the @, 0 otherwise.
STATE A dummy variable that takes the value 1 withe State Treasury is a

shareholder of the company at the time of the i@, 0 otherwise.
"In logit and Tobit regressions | use natural logeni (Ln) of this variable.

Table 2. Summary statistics for offering types and proceeds

Specification Mean Median Std. dev. Min Max Q1 Q3
Pure primary offerings N=120
Primary portion 0.3383 0.2649 0.2741 0.0034 18956 0.1751 0.4322
Primary proceeds 124.08 26.72  599.49 0.14 5968.81 13.36 51.90
Pure secondary offerings N=27
Secondary portion 0.4044 0.3629 0.2379 0.0587 1.0000 0.2520 0.4888

Secondary proceeds 704.82 178.20 1290.43 35.81 5371.48 58.72  568.75

Combined offerings N=74

Primary portion 0.2525 0.2000 0.1981 0.0504 1.1896 0.1255 0.3250
Primary proceeds 57.55 29.60 66.70 3.75 370.50 18.54 70.54
Secondary portion 0.1890 0.1507 0.1586 0.0082 1.0000 0.0801 0.2628
Secondary proceeds 60.01 26.56 113.78 0.74  689.00 10.33 46.46
Proceeds in total 11756 6742 167.01 5.43 1059.50 31.25 103.75
Whole sample N=221
Primary portion 0.2682 0.2086 0.2554 0.0000 1.8956 0.1000 0.3569
Primary proceeds 86.64 2250 444.79 0.00 5968.81 9.61 52.50
Secondary portion 0.1127 0.0000 0.1854 0.0000 1.0000 0.0000 0.1660
Secondary proceeds 106.20 0.00 501.94 0.00 5371.48 0.00 34.79
Proceeds in total 192.85 43.05 661.13 0.13 5968.81 20.00 97.38

Proceeds is the number of shares times the ofiee fin million PLN].



Table 3. Descriptive statistics of the explanatory variable

Specification Mean Median Std. dev. Min Max Q1 Q3
DACC 0.0090 0.0011 0.1239 -0.3377 0.6094 -0.0520 0.0683
DR 0.5157 0.5458 0.2559 0.0058 2.3219 0.3399 0.6699
TC 541.15 76.21  2237.45 0.29 21762.09 28.82 213.21
ROA 0.1226 0.0871 0.1274 -0.0984 0.8170 0.0451 0.1595
AGE 23.47 15.00 25.44 3.00 149.00 9.00 23.00
HOT 0.6063 1.0000 0.4897 0.0000 1.0000 0.0000 1.0000
PE 0.1719 0.0000 0.3782 0.0000 1.0000 0.0000 0.0000
STATE 0.0860 0.0000 0.2810 0.0000 1.0000 0.0000 0.0000
MV/BV 7.08 3.77 13.95 -103.63 88.30 1.83 8.31

Table 4. Determinants of the likelihood of primary and sedary shares sale in
the IPO — Logit regression results

Specification Sale of primary shares Sale of secondary shares

21.0118 27.2524 20.6000 -10.6321 -11.8087 -10.1716

ke ek Hkk ek Hkk ek

Intercept  (4.2014)"  (4.3416)"  (4.2682)" (-4.6936)" (-5.0261)" (-4.6637)

1.9341 -1.7798
DACC (0.4955) (-0.9280)
-2.7649 0.9603
DACC<Q1 (-2.7037)" (2.3480)"
0.4913 -0.2134

DACC>Q3 (0.6697) (-0.5055)

0.4854 1.5232 0.5468 -0.7989 -0.8304 -0.7113
DR (0.3283)  (0.9519)  (0.3673)  (-0.8565)  (-0.8877)  (-0.7645)

-11.2486

(-2.6635)  -14.5114  -11.2137 8.2264 8.8751 7.6842
ROA ™ (-3.3635)" (-2.8294)"  (3.6482)"  (4.1585) (3.5467)

-1.3433

(-3.6654) -1.7657 -1.3344 0.6582 0.7148 0.6280
In(TC) T (-3.9757) (-3.7694)  (3.7062)  (3.9962)  (3.6361)

.0.3914 .0.4985 -0.3431 0.5631 0.6283 0.5501
In(AGE) (-0.9295)  (-1.1358)  (-0.7920) (2.2718)"  (2.4651)"  (2.2188)"

0.0717 -0.0808 -0.0694 0.1048 0.1103 0.1018
MV/BV (-1.1848)  (-1.2370)  (-1.1388) (2.9969) (3.1260) (2.9258)

1.7963 2.0398 1.7817 -0.0120 -0.0336 -0.0211
HOT (2.6654)"  (2.8748)"  (2.6464)" (-0.0326)  (-0.0895)  (-0.0574)

-2.3850

(-3.5522) -3.0500 -2.3281 1.9561 2.0086 1.9370
PE ™ (-3.8667) (-3.5117)  (4.1168)  (4.2260) (4.0661)

-1.0947 -1.0275 -1.0579 -0.6528 -0.5950 0.6132
STATE (-1.2324)  (-1.1306)  (-1.1850)  (-0.9849)  (-0.8956)  (-0.9257)
LR stat 743537 825265  74.5648  65.5874  70.4098  64.9751
p-value 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000

Numbers in parentheses are z-statisfics, and™ represent statistical significance at the
10%, 5%, and 1% levels, respectively.



Table 5. Determinants of the portions of primary and seconddares — Tobit
regression results

Specification Primary portion Secondary portion
1.1371 1.2127 1.1379 -1.1606 -1.2807 -1.1213
Intercept (6.5983)"  (6.9755) (6.8585)  (-4.9870)" (-5.4692) (-4.9079) "
0.0341 -0.1855
DACC (0.2126) (-0.9195)
-0.0530 0.1120
DACC<Q1 (-1.5768) (2.7543)™
0.0362 -0.0175
DACC>Q3 (0.9958) (-0.3912)
0.2207 0.2242 0.2303 0.0021 -0.0027 0.0095
DR (2.8241)"  (2.9062)"  (2.9479)" (0.0216)  (-0.0282)  (0.0967)
-0.4357 -0.4956 -0.4863 0.8727 0.9502 0.8159
ROA (-2.4082)" (-2.9536)" (-2.7789)  (3.8253)  (4.4507) (3.6855)
-0.0773 -0.0813 -0.0786 0.0721 0.0775 0.0694
InTC (-5.5043)" (-5.8685)" (-5.7279) (3.9719) (4.3581)"  (3.8801)
-0.0174 -0.0211 -0.0152 0.0056 0.0632 0.0558
INAGE (-0.8317)  (-1.0093)  (-0.7245) (2.1418)"  (2.4451)"  (2.1142)"
-0.0100 -0.0103 -0.0102 0.0056 0.0057 0.0054
MV/BV (-3.5271)" (-3.6759)" (-3.6238)"" (1.5839)  (1.6460) (1.5152)
0.0659 0.0669 0.0659 -0.0134 -0.0128 -0.0147
HOT (2.0739)"  (2.1143)" (2.0786)  (-0.3355)  (-0.3249)  (-0.3667)
-0.1211 -0.1236 -0.1184 0.2391 0.2461 0.2377
PE (-3.2440)" (-3.3214)" (-3.1711)" (5.5130)  (5.7599)  (5.4392)"
0.0452 0.0456 0.0512 0.0398 0.0443 0.0429
STATE (0.7324)  (0.7469)  (0.8305)  (0.5698)  (0.6524)  (0.6114)

Numbers in parentheses are z-statisficS., and” represent statistical significance at the
10%, 5%, and 1% levels, respectively.





