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ABSTRACT

This dissertation examines several issues related to the initial public offering (IPO) firms
in Malaysia. The main aim of this study is to investigate whether IPO firms in Malaysia
that goes public during the period of 1997-1998 have reported earnings in excess of cash
flows by taking positive accruals. A sample of 84 IPO firms listed on the KLSE during
that period is used in this study.

The results reported in this study suggest that [POs in Malaysia during the period 1997-
1998 manage their earnings upwards prior to public listing. This study views that IPO
firms experienced poor long-run performance after being listed on the Kuala Lumpur
Stock Exchange. In measuring the IPOs share price performance, the study measures
abnormal returns using a buy-and-hold return approach. Abnormal returns are calculated
based on the difference between the holding period returns of sample firms and control
companies. Control companies matched by industry and size are selected from the
population of non-equity offering in that particular year.

The statistical tests performed confirmed that the IPO firms experience a significant
positive abnormal return during the initial period and a significant poor long run share
price performance relative to non-IPO firms after being listed on the KLSE. However,
there is no evidence found in the study to suggest that the pre offering earnings
management is able to predict the post issue on negative abnormal returns. Thus, the
results reveal that Malaysian IPOs, which manage earnings upward prior to public listing,
may not have the intention to mislead their investors.



ACKNOWLEDGEMENT

In the name of Allah, the Most Compassionate, Most Merciful.

I would like to extend this appreciation to those who have directly and indirectly
contributed invaluable assistance, cooperation and support in the completion of this

dissertation.

I am greatly indebted to Dr. Rashidah Abd. Rahman, whose outstanding supervision and
devotion to this research has inspired my work. Without her untiring assistance, direction,
encouragement, comments, suggestions, and constructive criticisms throughout this
study, this research could not be completed. It has been an honorable experience working

with her.

Special thanks to Dr. Asmah Abdul Aziz, the Coordinator of Master of Accountancy
Programme, whose dedication and constant encouragement have made the unachievable
possible. My special thanks also goes to Prof. Dr. Ibrahim Kamal Abd. Rahman, the
Dean of Faculty of Accountancy for providing me with valuable advice during the

program.

I would like to thank Universiti Teknologi MARA for sponsoring my study and to all
who have given me their support and cooperation for the completion of this dissertation.
My appreciation also goes to Prof. Madya Br. Isahak Kassim who instilled a strong

background with the statistical test.

I wish to express my deepest gratitude to my beloved husband Mr. Shukry Ujang Yaakob
who spared valuable time and commitment, during the entire research process. Without
his constant support, assistance and patience, my dissertation would have been a difficult

journey.

it



Abstract

TABLE OF CONTENTS

Acknowledgement

List of Tables

List of Figures

Table of Contents

CHAPTER 1 : INTRODUCTION

1.0 Introduction
1.1 The Problem Statement
1.2 Objectives of the Study

1.3 Significance of the Study
1.4  Chapter Organization

CHAPTER 2 : LITERATURE REVIEW

2.0 Chapter Description

2.1 [nitial public Offerings (IPOs) and Prospectus

2.2 Definitions of Earnings Management

2.3 Previous Studies
2.3.1 Studies on IPOs Performance
232 Studies on Earnings Management

24  Motivations for Earnings Management
24.1 Capital Market Motivations
242 Contracting Motivations
243 Regulatory Motivations

2.5  Methods of Earnings Management
2.5.1 Accounting Method Choices
252 Accounting Method Application
2.53 Timing

2.6 Summary

Page

ii
i

iv

5-8
9-10

10-12
13-15

16-17
18
18-19

19-20
21
21-22
23



CHAPTER ONE

INTRODUCTION

1.0 Introduction

The general purpose of financial statement is to provide information about the financial
position, performance and cash flows of an enterprise that is useful to a wide range of
users in making economic decisions. In addition, Skinner and Dechow (2000) affirm that
the primary focus of financial reporting is information about an enterprise’s performance
provided by measures of earnings and its components. Accruals accounting attempts to
record the financial effects on an entity of transactions and other events and
circumstances that have cash consequences for the entity in the periods in which those
transactions, events, and circumstances occur rather than only in the periods in which

cash is received or paid by the entity.

The principal goal of accrual accounting is to help investors assess the entity’s economic
performance during a period through the use of basic accounting principles such as
revenue recognition and matching. There is evidence that as a result of the accruals
process, reported earnings tend to be smoother than underlying cash flows and that
earnings provide better information about economic performance to investors than cash

flows (Skinner and Dechow, 2000).

However, Wan Yusoff (2001) argues that the inappropriate practice of an increasing
number of public listed companies in managing and smoothing reported earnings is
drawing serious concerns from various users of accounting information. The issue of
earnings management continues to attract debate and controversy. Until this year (2001),
the practice of earnings management is often viewed with negative connotations with
blames placed on the ulterior motives and unethical practices by managers to achieve
personal gains. Burns and Merchant (1990) affirm that these practices could be
misleading to users of the information and. over time, reduce the credibility of accounting

numbers and thereby damage the reputation of the accounting profession.
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