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PRE-LISTING YEAR EARN-
INGS MANAGEMENT AND
LISTING REQUIREMENTS:
EVIDENCE FROM KUWAIT

Abstract

This study investigates whether new listing Kuwaiti
Shareholding Closed Companies (KSCCs) engage in
opportunistic earnings management in the year before
listing. Six discretionary accruals models are used to
estimate the earnings management for 68 listing firms.
Results based on parametric and non-parametric tests
found some evidence to support the idea that earnings
management had been exercised by KSCCs issuers in the
pre-listing financial year. This conclusion was based on
the existence of significant positive discretionary accruals
of the means and medians generated by models based on
current accruals.

he objective in this study is to

determine whether listing Kuwai-
ti Closed Shareholding Companies
(KSCCs)" manage their earnings in
the pre-listing period. The earnings
management literature provides a range
of incentives to explain why managers
engage in opportunistic or “bad’ earn-
ings-management practices. Manage-
ment-compensation contracts, debt
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covenants, capital-markets and political
and governmental regulatory incentives
are the most frequently identified in the
literature and are discussed by Healy
and Wahlen (1999). This paper focuses
on capital market issues and, specifi-
cally, earnings-management incentives
before listing. Prior research discusses
the practice of earnings management in
the contexts of initial public offerings

(1)  KSCCs, Kuwait Shareholding Closing Companies may be either listed or unlisted. KSCCs
are incorporated by an official document issued by the promoters, of whom there must be at
least five. Shares of KSCCs are freely transferable, subject to the requirement of Kuwaiti

ownership of at least 51% (Law No. 15 1960).
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(IPOs) and seasoned equity offerings
(SEOs) in developed and emerging mar-
kets. Evidence from Kuwait can be an
important contribution to the [PO earn-
ings management literature because
testing in this unique institutional set-
ting provides, as explained below, the
capacity to further explore the impact of
institutional features on earnings man-
agement behaviour.

In effect since 1997, all companies
pursuing listing on the Kuwait Stock
Exchange (KSE) are required to
achieve a minimum profit level for at
least two years prior to listing.
Further, since 2004, three stages of

lockup restrictions®

on strategic
shareholders® have been required
for listing KSCCs. An interesting in-
stitutional feature of the KSE is the
lockup restriction. To guarantee the
continuing participation of insiders in
the firm even after going public, the
lockup restriction was first imposed in
November 2005. In Resolution no. 7
of 2005, all listing KSCCs were re-

quired to retain 25% of the company’s

capital, specifically the strategic share-
holders’ stock. There are three fixed
expiration periods after which strate-
gic shareholders may dispose of
shares. The first such period is after
the first year of the listing, the second
period is after the second year of the
listing, and the third is after the third
year of listing. A specific percentage of
these shares may be sold in each
period: 50% of the total restricted
shares may be sold in the first expira-
tion period, 25% in the second period,
and the remaining 25% can be sold in
the third period.

Another unique institutional set-
ting of the Kuwaiti market that all
companies listed on the KSE are
required to have not less than two
auditors, who must be from separate
firms and act as joint auditors (Law
No. 51 1994). Therefore, the unique
combination of the pre-listing profit
requirement, the three-stage lockup
regulation and the two external audi-
tors’ requirement for listed KSCCs
make the Kuwaiti context an excellent

@

©)

(o]

Lockup contracts are agreements that prevent the initial shareholders of listing firms from selling
a specific percentage of their shares over a certain period following the admission to the stock
exchange and are frequently voluntary arrangements (Goergen et al., 2006). In the US, lockup
contracts are called "lock-up agreements" and most use a 180 day period. In the UK, the
contracts are called " lock- in" agreements but most of them have no specific expiry date and tie
the expiration to a specific event such as the issuance of the financial statements or the firm’s
results with an average duration to be about 600 days (Espenlaub et al., 2001). In Kuwait, lockups
are imposed by law for all KSCCs going public and have standardised expiration periods and the
same percentage of the lockup shares. Therefore, in this study, the term "lockup restriction" is
used rather than "lockup agreement" (Resolution No. 1 2007; Resolution No. 3 2004).

A strategic shareholder is defined as one who owns, directly or indirectly 5% or more of the
company’s capital (Resolution No. 3 2004).




Eiman AL-gharaballi

one for examining earnings manage-
ment behaviour around listing.

Listing on the KSE

While it is classified as an emerging
market (Dow Jones, 2011), the Ku-
wait Stock Exchange (KSE) is one of
the best-developed stock markets in
the region, second in size only to Saudi
Arabia’s, and well ahead of other
regional markets (Oxford Business
Group 2006b). The KSE ranks second
in the Arab world in stock-value
traded, and third in market capitaliza-
tion (Aldaihani & Aldeechani 2008).
Kuwait does, however, have a rela-
tively less transparent system, weak
accounting regulations and relatively
few institutional investors compared
with developed markets (El-Temtamy
& Chaudhry 2009).

There are two kinds of sharehold-
ing companies listed on the KSE:
public and closed. Commercial Com-
panies Law No. 15 (1960) identifies
KSCs as public offerings securities
companies (IPOs). A public company
can generally list on the exchange one
year after its establishment, specifi-
cally after its first audited financial
statement (Law No. 15 1960). The
Commercial Companies Law No. 15
of 1960 identifies KSCs (public com-
panies) as listed once their first set of

financial statements are issued. As
KSCs are not required to provide
two published annual reports prior
to listing they cannot form part of
the sample for this research.

In contrast to Kuwaiti IPOs,
closed companies (or KSCCs) do not
offer new shares for public subscrip-
tion (National Bank of Kuwait 2007;
Oxford Business Group 2006¢). For
KSCCs, listing is a way for the com-
pany to transition from private to
public ownership. Existing KSCCs
shareholders sell shares to the public
at listing and thus, the proceeds go
directly to the owners of the shares
rather than to the offering firm.
KSCCs (closed companies) member-
ship in the market is granted by the
Market Committee only when specific

requirements are met®.

Review of the literature

Pre-listing year earnings management

The earnings management litera-
ture presents substantial evidence that
managers manipulate earnings
around share issues, including initial
public offerings (IPOs) and seasoned
equity offerings (SEOs). A lack of an
easily accessible historical data on pre-
IPO financial statements has, how-
ever, constrained researchers from in-

(4)  For reviewing the institutional setting of Kuwait, accounting and auditing requirements, major
events of the KSE and the evolution of listing requirements, see (Algharaballi & Goyen 2012).
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vestigating earnings management
prior to listing (Armstrong et al.,
2009). Therefore, studies directly ad-
dressing pre-IPO earnings manage-
ment tend to be based on small
samples. Ball and Shivakumar
(2008), for example, include 172 IPOs
in the U.K., DuCharme et al. (2001)
study 171 U.S. IPOs, while Venkar-
araman et al. (2008) use 142 U.S.
IPOs. In contrast, others assess the
magnitude of earnings management in
the IPO year, then infer results to the
pre-IPO year. Teoh et al. (1998b), for
example, use this approach in the U.S.
market while Shen ez al. (2008) apply it
to the Chinese market.

IPO earnings management in emer-
ging markets

The majority of earnings manage-
ment studies have been undertaken in
highly regulated markets such as the
United States, the United Kingdom
and Australia. However, a growing
body of recent research shows interest
in earnings management in some
emerging markets. Using a sample of
46 companies listed on the Saudi
Stock Market, Al-Moghaiwli (2010)
found that managers of Saudi-listed
companies manage earnings around
SEOs to avoid potential political
costs. Based on 254 Malaysian IPOs,
Ahmad-Zaluki et al. (2011) reported
that Malaysian IPO companies in
general engaged in aggressive earnings

management that occurs primarily
during a period of economic crisis.
Then, these IPOs demonstrated sig-
nificantly worse market-based perfor-
mance than their more conservative
counterparts during the same period.
In the Iranian context, Mashayekhi
and Azar (2008) test 90 IPO Iranian
firms and found these firms to engage
in accrual earnings management prior
to going public and in the IPO year in
order to reach their voluntary earn-
ings forecast targets. Using a sample
of 57 Egyptian IPOs, results indicate
that issuers manage their pre-IPO
earnings to maximize their offerings
proceeds from selling their shares
(Kamel 2006). In contrast, Kimbro
(2005) provides evidence that Chinese
IPO firms use more conservative fi-
nancial accounting in their prospec-
tuses and place a greater focus on the
quality of financial reporting. He ar-
gues that income-decreasing accruals
are used in Chinese prospectuses to
save income during the pre-IPO peri-
od and allow greater accounting flex-
ibility in future periods.

Hypothesis development

One KSE listing requirement man-
dates that all companies pursuing list-
ing must achieve a minimum profit
level for at least two years prior to
listing. Kuwait’s Ministerial Resolu-
tion No. 18 of 1990 requires private
and public companies to adopt IFRS

(7]



Eiman AL-gharaballi

when preparing financial statements.
Both types of companies are also
required to file audited annual finan-
cial statements. Listed companies,
however, are subject to greater scru-
tiny because under Law No. 51 these
companies must have at least two
auditors from separate firms serve as
joint auditors. Therefore, it is likely
that public companies in Kuwait will
be associated with higher-quality fi-
nancial reports than will private com-
panies.

Applying the agency theory frame-
work to this research, an agency re-
lationship exists between the agent
who represents KSCCs’ existing
shareholders or ’insiders’, and the
principal who represents future inves-
tors. According to agency theory,
there are three strong incentives for
KSCC insiders to manage their com-
panies’ earnings upward prior to list-
ing. The first incentive is to meet the
KSE listing requirements. The second
incentive is to maximize their oppor-
tunity to sell shares to the public at the
highest possible price. The third in-
centive is to exploit the less onerous
one auditor requirement before listing
as opposed to the heavier two-auditor
requirement after listing.

In addition, managing pre-listing
earnings upward can be viewed as a
positive signal under signaling theory.
Increased earnings are sometimes

viewed by investors as a positive signal
of the firm’s high quality and value,
while decreased earnings can be
viewed as a negative signal (Scott
2009; Qintao 2007; Brau & Fawcett
2006; McKee 2005).

The author was unable to identify
prior research that directly tests for the
use of potential signals around share
issues in the Kuwaiti market. However,
some studies of the Kuwaiti market are
indirectly related to the signaling issue
and provide insight into the reported-
earnings signaling hypothesis. Al-Qe-
nae et al. (2002) investigate the correla-
tion between company earnings and
stock prices on the KSE and find
evidence that Kuwaiti investors con-
sider earnings when determining share
prices. They also report that the market
responds quickly to new information
and anticipates earnings. Consistent
with this, Elshamy and Al-Qenae
(2005) determine that earnings and
book values, jointly and individually,
have a significant effect on security
prices on the KSE. Based on this extant
Kuwaiti research, it is reasonable to
expect that KSCC issuers may use pre-
IPO earnings management to signal a
firm’s quality. Therefore, earnings pro-
vide a feasible potential signaling de-
vice for KSCCs to achieve, as suggested
by Fan (2007), separation from lower
quality firms. The above argument
leads to the following hypothesis:

7]
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KSE-listing firms exhibit income-in-
creasing earnings management in the
prelisting financial year.

Sample and Data

Sample Selection

The hypothesis is tested on KSCCs
listing on the KSE from 1997 to the
end of 2007. Three sectors: real estate,
service and industry are included in
the sample. Financial institutions such
as banks and regulated institutions are
not included as the financial reporting
practices of these firms differ from
other sectors as they are subject to
specific reporting criteria (Central
Bank of Kuwait 2009). The sample
period is constrained due to the clo-

sure of the KSE from August 1990 to
September 1992 during the Gulf War.
Prior to1995, the KSE was in the
restructuring phase and the lack of
availability of data during this period
is a limitation”. The requirement that
KSCCs listing on the KSE show a
two-year pre-listing net profit was
introduced in 1997. This two-year
profit requirement generates the data
necessary to examine earnings man-
agement behaviour before listing.
Thus, these institutional features con-
strain the sample of KSCCs to those
that list from1997 onwards. The final
sample contain sixty-eight firms listed
on the KSE between 1997 and 2007 as
in Table 1.

Table 1
Listing KSCCs by Industry and Year: Time Distribution of the
Sample (1997-2007)

Sectors Real Estate Industrial Service Frequency Y%
1997 0 3 1 4 5.8
1998 1 2 0 3 4.4
1999 3 0 0 3 44
2000 0 0 1 1 1.4
2001 0 0 0 0 0
2002 1 1 1 3 4.4
2003 0 2 1 3 44
2004 0 2 5 7 10.3
2005 7 1 10 18 26.5
2006 1 2 10 13 19.2
2007 4 1 8 13 19.2
Total 17 14 37 68 100.0

(5)  Two years of annual reports are required to calculate the earnings management in the pre-

and listing year.

(7]
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Data Sources

Much of the extant earnings man-
agement research has been conducted
in developed markets serviced by orga-
nized online databases and data ar-
chives. No comparable facilities exist
in Kuwait. Prior to the onerous hand
collection of data for this sample,
merely obtaining the required data,
especially the pre-listing financial state-
ments, was a time-consuming task re-
quiring a substantial amount of
paperwork and gaining permission
from officials to access the data. Pre-
listing annual reports were obtained
from two different sources: the prospec-
tuses and the Ministry of Commerce
and Industry (MoCI). The prospec-
tuses were requested directly from each
listing KSCC in the sample period.
Prospectuses for around 40% of the
sample were obtained directly from the
listing firm. The MoCI archive was the
source for the pre-listing annual reports
of the remaining sample firms.

Time line

Following prior research, Fiscal
Year 0 is considered as the fiscal year
ending immediately after listing.
Thus, Fiscal Year 0 financial state-
ments are the first reported after list-
ing and include both pre- and post-
listing months. Similarly, Fiscal Year -
1 ends prior to the listing date and
represents the most recent set of finan-
cial statements available to market

participants (e.g., investors and regu-
lators) prior to listing. Fiscal Year -2
refers to the financial statements is-
sued two years prior to listing.

Discretioanry Accruals

The primary measure used to test
the hypothesis of positive earnings
management is the discretionary ac-
cruals of Year -1, the pre-listing fiscal
year. Testing involves two steps. The
first step is to estimate the discretion-
ary accruals using six different models
as explained in the next section. The
second step is to examine whether the
means and medians of the discretion-
ary accruals are significantly different
to zero using Wilcoxon signed-rank
tests and two-tailed -tests.

Estimation of Discretionary Accruals

As earnings management cannot
be directly measured, the extant lit-
erature presents a number of models
to approximate and detect potential
earnings management. In the absence
of a clearly superior model, six discre-
tionary accruals models are applied to
estimate earnings management in this
research. Three models based on total
accruals: The modified Jones Model
Dechow et al. (1995); the cash flow
model Kasznik (1999); and the ad-
justed-performance discretionary ac-
cruals model Kothari ef al. (2005) are
applied here. Similarly, three models
based on current accruals: the current

73]
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accrual model Teoh et al. (1998a); the
cash flow model Kasznik (1999); and
the adjusted-performance discretion-
ary accruals Kothari et al. (2005) are
also employed.

The modified Jones model tends to
be the most powerful in detecting
earnings management as compared
with the five alternative discretionary
accrual models tested by Dechow et al.
(1995). Although the modified Jones
(1995) model has sufficient power to
justify its widespread use (Kothari
2001), it has been criticized by Kang
and Shivaramakrishnan (1995) and by
Guay et al. (1996) for its limited
control of working capital accrual
activities where managers may have
more discretion over long-term ac-
cruals. Given this restriction, the Teoh
et al. (1998a) current accrual model is
also used to predict earnings manage-
ment. The Jones model and its mod-
ified versions may also suffer from
model mis-specification when applied
to firms with extreme financial perfor-
mance (Kothari et al. 2005; Kasznik
1999). Thus, to control for such mis-
specification and to improve the relia-
bility of the discretionary accruals
measures, the Kasznik (1999) cash
flow model and the Kothari et al.
(2005) adjusted-performance discre-
tionary accrual model are also ap-
plied.

Discretionary Accruals Models

Models based on total accruals
1- The Modified Jones Model

T4, [ 1 ]
— =yt |—
A; A
Ji(t=1+1)/2 Ji(t=1+1)/2
AREV; PPE;
It :l + a; |:A L

Aj,(t—l+r)/2 . (t—1+1)/2

+042

+30 tEjt

2- The cash flow model based on
total accruals

T4;, on 4o [ 1 ]
L LR Py
Aj.(z—l+z)/2 Aj.,(r—1+z)/2
AREV;, } +a3[ PPE;,
Aj(1-141)/2 Aj(1=140)/2

{ ACFO;, }
+a4 s

+ap

3
+ Z +€j’[

Aj-1402] i1

3- The adjusted-performance model
based on total accruals

T4;, ]
A (-1410))2 A (1-140))2
oo [BREE]  [ vty ]
Aj(1-140)2 Aj (=140 2

3
+ROAj + 3 +ej
=
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Models based on current accruals
1- Current Accruals Model

C4;, 1
. + o I
o1 J(t=1+0)/2

3
+az + 2 tej

i=1

AREV;, }
Aj1-140)/2
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2- The cash flow model based on
current accruals

CAis _ o 1o [ }
St — gyt ay |——
Aj‘zfl Aj,(t—1+t)/2
AREV;, ACFO;,
+a2 S +a Jo
Aj(1=141)/2 A (1=1+0/2)

3
+ Z +€j,z
i=1

3- The Adjusted-performance model
based on current accruals

c4;, ot o { ]
: =qta|——
Aj-140)2 Aj(-140)2
3
AREV; ,~ATR;
g | + ROAj + X+
J(t=141)/2 i=1

Where:

T4, = total accruals for estimation
portfolio firm j in year ¢;

CA(; ) = current accruals for estima-
tion portfolio firm j in year #;®
Aj(1—1412= average of the begin-
ning and end of year total assets for
estimation portfolio firm j in year ¢

AREV(;;y= change in revenues for
estimation portfolio firm j in year #;

ATR; ) = changein trade receivables
for KSCC sample firm j in year ¢;

PPEj;) = gross property, plant, and
equipment for estimation portfolio
firm j in year ¢;

ACFO; ;)= the change in cash flow
from operation for KSCC sample firm
jinyear t;

ROA(; ;)= return on assets of the
current year for estimation portfolio
firm j in year ¢;

Z?z-:l) = series of industry dummies
where the variable equals one when
the company is of the sector described
by it and 0 otherwise;

£(j,r) = error term for estimation port-
folio firm j in year ¢;

All variables are scaled by average total
assets to mitigate heteroscedasticity.

The initial regressions are esti-
mated from out-of-sample listed
KSCCs trading on the KSE in the real
estate, industry and service sectors
during the period 1997 to 2007. Only
KSCCs that have been listed for more
than three years are included in these
initial regressions'”. Thirteen year-

(6)  Following Teoh et al., (1998a) a measure of current accruals can be obtained as follows:

CAj = ACA; —

Where:
CA(I?‘) = current accruals;

ACash; —

ACLj,l + STDJ"I

CA(j,l) = change in current assets from year t — 1 to year t;

Cash(j‘t) = change in cash and cash equivalent t — 1 to year t;

CLj) = change in current liabilities from year t — 1 to year t;

STD(J-J) = change in debt included in current liabilities from year t — 1 to year t;
The variables j and t are estimate portfolio firm j and time subscripts.

(7)  The three-year condition is imposed to ensure the KSCCs have had time to clean their books
of any opportunistic earnings management behaviour around lockup expiration periods.

7]
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by-year portfolios (1996-2008) are
formed to estimate the nondiscretion-
ary accruals. Portfolios vary in size
across time with the number of firms
in portfolios ranging from a minimum
of 19 in 1996 to a maximum of 77 in
2008. A cross-sectional regression was
performed separately in each year for
each portfolio to estimate the coeffi-
cients of the discretionary accruals
models. Sample firms are assigned to
the portfolios based on the sample
firm’s year of listing®™.

Consistent with the extant litera-
ture, all firm-year observations lacking
sufficient data to calculate earnings
management proxies are deleted
(Kothari et al., 2005). In addition, all
firm-year observations where account-
ing items are exactly equal to zero are
eliminated (Burghstahler et al., 2006).
To mitigate the influence of outliers,
specific observations were deleted at
three standard deviations from the
mean (Xie et al., 2003). A case wise
diagnostics table was also inspected for
any standardised residual values above
3.0 or below -3.0. These cases are
investigated to ensure that they repre-
sent genuine scores, not data errors
(Cotter 1996)®”. The results of the
regression coefficients and descriptive
statistics are shown in Table 2.

As expected, and consistent with
prior research, the mean coefficient
estimate on property, plant, and
equipment (PPE) is negative for each
of the three models based on total
accruals. The negative sign of the
PPE coefficient is related to an in-
come-decreasing accrual reflecting
the impact of depreciation (Jones
1991). The sign for the change in
revenue coefficients was mostly nega-
tive. However, a mean positive coeffi-
cient for the change in revenue was
generated by the cash flow model
based on current accruals. Jones
(1991) observed that the sign of
change in revenue may not be as
obvious as the sign of the PPE. As
she explains ‘... a given change in
revenue can cause income-increasing
changes in some working capital ac-
counts (e.g., increases in accounts
receivable) and income-decreasing
changes in others (e.g., increases in
accounts payable)” (Jones 1991 p.
213). The percentage of positive coef-
ficients of changes in revenue are 46%
for the modified Jones model, 69% for
the cash flow model based on total
accruals, 31%for the adjusted perfor-
mance model based on total accruals,
62%for the current accruals model,
78% for the cash flow model based on

(8)  Forming portfolios was considered based on year and industry but these portfolios contained

too few firms for meaningful analysis.

(9)  Multiple regressions are very sensitive to outliers (Pallant 2011). All thirteen year-by-year
portfolios were screened out for outliers and some cases were deleted. This step was part of

the initial data screening process.

(7]
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current accruals and 54% for the
adjusted performance model based
on current accruals. Consistent with
Dechow and Dichev (2002), DuCh-
arme et al. (2001) and Kasznik (1999),
both cash flow models-based on total
accruals or on current accruals-gen-
erate negative signs for cash flow from
operation (CFO), reflecting the nega-
tive association between accruals and
CFO. Models using the total accruals
method have more explanatory power
than models using the current accrual
method. The cash flow model based
on total accruals provides the highest
explanatory power at 58.6%, as com-
pared with the adjusted performance
model based on total accruals and the
modified Jones model, which generate
adjusted-R%s of 48.27% and 29.17%
respectively. Both current accruals
models-the cash flow model and the
adjusted performance model-show si-
milarly low explanatory powers of
10.8% and 10.2%. The accruals mod-
el has the lowest explanatory power
with an adjusted-R? of only 1.4%.

Peasnell et al. (2000) also generated
relatively poor-fitting R? numbers for
the cross-sectional expectations models
used in their study."” They argue that
relatively high R statistics do not certify

that a particular model is sufficiently
capable of partitioning accruals into
discretionary and nondiscretionary
components. Further, they note that
*“... the precise reasons why the models
fit well in some settings and poorly in
others remain unclear” (p. 321).

Results

Table 3 presents descriptive statistics
for discretionary accruals and results
based on the six discretionary accrual
models. The statistical tests in this paper
are intended to investigate the pre-listing
year earnings management. However,
for comparability, the discretionary ac-
cruals are estimated for three periods,
the prelisting year (Year -1), the listing
year (Year 0), and the post-listing year
(Year +1). Details for the statistical
tests and results that were undertaken
to investigate the listing year earnings
management (year 0) vs. the pre-listing
year earnings management are reported
in the study of Algharaballi (2012).

The magnitude of means and med-
ians of discretionary accruals are posi-
tive in Year -1 for all models except the
modified Jones model. As shown in
Panel A of Table 3, the modified Jones
model generates a negative median of

(10)  The majority of the adjusted-R2s reported by Peasnell et al. (2000) for their current accruals model
are less than 5%. Habib and Hossain (2008), in the Australian market, report 12% R2 for the
modified Jones model. In the Spanish context, del Mar Delgado and Lara (2001) report adjusted-R2
of 14.5% for both the modified Jones model and for the current accrual model. Kamel (2006)
reports mean adjusted-R2 figures of 11.30% and 11.50% for the modified Jones model and for the
current accrual model respectively when applied to Egyptian data.

7]
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Table 2

Estimated coefficients for the discretionary accruals models

Models based on Total Accruals

1. Modified Jones Model

A(Ll/)z =ao+ {AW ]“M] + {AA(RLIV/] + a3 [A/ ] +500 e
Coefficients Mean Median Minimum Maximum
Qg 0.0487 0.0320 -0.04 0.25
) -81333.84 -15746.26 -407014.11 13253.01
a -0.0516 -0.0420 -0.55 0.18
a3 -0.0967 -0.0860 -0.21 0.01
RE Sector -0.0014 0.0130 -0.17 0.11
IND Sector 0.0462 0.0590 -0.10 0.18
SERYV Sector 0.0055 0.0170 -0.14 0.19
Mean Adjusted R? 29.17%
2- Cash Flow Model ,
A/.ﬁ:],: =ay+ai L/‘Uilwm] +a Aﬁﬁj/))’@] + a3 [A o [%} + ; +ej;
Coefficients Mean Median Minimum Maximum
Qg 0.0293 0.0050 -0.08 0.27
a -58026.90 -9287.22 -409639.87 145385.33
a -0.0094 0.0390 -0.54 0.19
a3 -0.0892 -0.0740 -0.28 -0.01
A CFO -0.4661 -0.4630 -1.15 0.05
RE Sector 0.0177 0.0230 -0.18 0.13
IND Sector 0.0617 0.0700 -0.11 0.20
SERYV Sector 0.0161 0.0360 -0.15 0.18
Mean Adjusted R* 58.6%
3- Adjusted Performance Model ;
Ar(fr/?;/m’z =00+ o L‘w ]! HJ/Z] to {AR?ZJ;/ALZRN] T3 L‘/ 2] +ROA; + ,Z‘: +Eji
Coefficients Mean Median Minimum Maximum
Qg 0.0052 -0.0070 -0.15 0.19
) -96387.68 -21720.06 -513839.42 76452.15
a -0.0881 -0.0360 -0.64 0.13
a3 -0.0896 -0.0890 -0.19 -0.01
ROA 0.4272 0.4210 -0.62 1.53
RE Sector 0.0043 0.0030 -0.14 0.11
IND Sector 0.0381 0.0380 -0.09 0.18
SERYV Sector 0.0117 -0.0070 -0.14 0.20

Mean Adjusted R> 48.27%

(73]
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Cont. Table 2

Models based on Current Accruals

1- Current Accruals Model

3
4, AREV),
Ao Qo+ a [A,QJMVJ ta [A,O,\,,;/J + ; e

Coefficients Mean Median Minimum Maximum
) 0.0328 0.0200 -0.07 0.23
e -6259.75 5099.78 -313083.31 502714.97
1e%) -0.0141 0.0100 -0.56 0.38
RE Sector -0.0388 -0.0480 -0.29 0.10
IND Sector -0.0193 0.000 -0.30 0.08
SERYV Sector -0.0162 -0.0060 -0.32 0.13
Mean Adjusted R? 1.4%
2- Cash Flow Model ,
Ay 1 AREV;, ACFO;, )
T//u =00+ o [A/,(/flv/),’l} + |:A/.<1717«>,z} +as [Amfw)/z)} + Zzl T

Coefficients Mean Median Minimum Maximum
e 0.0264 -0.0050 -0.10 0.22
y 20278.51 8455.32 -238958.79 628745.91
e 0.0224 0.0350 -0.49 0.40
A CFO -0.3045 -0.2630 -0.87 0.23
RE Sector -0.0302 -0.0190 -0.26 0.10
IND Sector 0.0072 0.0090 -0.25 0.10
SERYV Sector 0.0050 -0.0050 -0.10 0.16
Mean Adjusted R*> 10.8%
3- Adjusted Performance Model ;

Ay A u—ATR;, _
A,.\Sfm/z = t+a {A,.r/flwu,'z] +a { R/‘;:,THH)ZR ] + ROA/" + El e

iz

Coefficients Mean Median Minimum Maximum
) -0.0036 -0.0260 -0.10 0.20
ay -71773.84 -42676.56 -368396.86 196499.48
1% -0.0573 0.0030 -0.74 0.34
ROA 0.5079 0.3440 0.13 1.69
RE Sector -0.0285 -0.0360 -0.30 0.12
IND Sector -0.0282 -0.0090 -0.35 0.08
SERYV Sector -0.0158 -0.0090 -0.34 0.14

Mean Adjusted R> 10.2%

TA(,) = total accruals for estimation portfolio firm j in year ¢;
CA(;,) = current accruals for estimation portfolio firm j in year #
Aj(1-140/2 = average of the beginning and end of year total assets for estimation portfolio firm j in year #;
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AREV ;)= change in revenues for estimation portfolio firm j in year ¢
ATR(;;)= change in trade receivables for KSCC sample firm j in year ¢;
PPE;,) = gross property, plant, and equipment for estimation portfolio firm jin year #;

ACFO;;) = the change in cash flow from operation for KSCC sample firm j in year ¢
ROA(;,) = return on assets of the current year for estimation portfolio firm j in year ¢;
Z? —1 =The dummy equals one when the company is of the sector described by it and 0 otherwise.

€j, = error term for estimation portfoliofirm j in year t;

The variable (1/average total assets) is reported as an unstandardized value, consisten with Shen et
al., (2008) in the Chinese market, Koerniadi (2007) in the New Zeland market and Bugshan (2005)

and Whelan (2004) for the Australian market.

-0.39% for Year -1 while the mean is
positive. Table 3 shows that discretion-
ary accruals are lower in the listing year
(Year 0) than in the prelisting year (Year
-1), with the exception of the cash flow
model based on total accruals.

Also shown in Table 3, the highest
number of firms with positive discre-
tionary accruals is 45 of a total of 68,
generated by the cash flow model
based on current accruals in Year -1.
On the other hand, the lowest number
of firms with positive discretionary
accruals is 33 of a total of 68, gener-
ated by the modified Jones model in
Year 0. Models based on discretionary
current accruals indicate the highest
level of prelisting year earnings man-
agement compared with models based
on total accruals. All models except
for the cash flow model based on total

accruals have their average discretion-
ary accruals peak in Year -1, decrease
in Year 0, and then inflate in Year + 1.

Given the significantly non-nor-
mal distributions of the pre-listing
discretionary accruals'?,the non-
parametric Wilcoxon signed-ranked
test is used to determine if the medians
are statistically different from zero.
This approach is consistent with Arm-
strong et al. (2009) and Teoh et al.
(1998b). However, results of the para-
metric f-test will be also reported to
allow comparison with other studies
(for example, Ball and Shivakumar
(2008) and Roosenboom et al.
(2003)). Descriptive statistics and re-
sults for the discretionary accrual
measures classified by testing period
are reported in Table 3.

(11) The Kolmogorov-Smirnov and Shapiro-Wilk tests are used to test for the normality of
distributions of DA. Normality is rejected for all estimates of DA. The p values for the
Kolmogorov-Smirnov and Shapiro-Wilk tests respectively are as follows: Modified Jones
model (0.002 and 0.00); Cash Flow model based on total accruals (0.036 and 0.002); Adjusted
Performance model based on total accruals (0.007 and 0.001); Current Accruals model (0.017
and 0.00); Cash Flow model based on current accruals (0.026 and 0.00); and the Adjusted
Performance model based on current accruals (0.001 and 0.00).
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Models based on current accruals
in Panels D, E, and F yield the highest
level of positive discretionary accruals
(medians and means) in Year -1. The
current accruals model reports med-
ians (and means) of 5.11% (12.25%)
and 4.8% (11.57%) for the cash flow
model based on current accruals, and
6.84% (12.6%) for the adjusted per-
formance model based on current
accruals. Further, they are statistically
different from zero at the 5% level
based on both Wilcoxon signed-rank
tests and 7-tests.

Results from models based on
total accruals for the pre-listing year,
reported in Panels A, B, and C of
Table 3, show small medians that lack
significance. While mean discretion-
ary accruals are statistically signifi-
cant at the conventional level, they
are influenced by outliers. When out-
liers (reported at the bottom of Table
3) are excluded from the sample, the
means continue to be positive but are
no longer statistically significant.

The high magnitude of positive
earnings management in the prelisting
year detected using the current ac-
cruals-based models can be explained
using two interpretations from the
literature. First, KSCCs listing firms
use current discretionary accruals to
deliberately manage earnings in the
prelisting year to meet profit require-
ment for listing on the KSE. As a

result, discretionary accruals immedi-
ately decline in the listing year (as
shown in Table 3) due to current
accruals reversal (Dechow & Dichev
2002). The two-auditor requirement
for public KSCCs may also have a role
to play in this phenomenon. Second,
managers have more discretion over
current accruals and thus current ac-
cruals are the component most easily
subject to successful managerial ma-
nipulation (Teoh et al., 1998a). Atha-
nasakou et al. (2009) justify the use of
the current accruals method with three
reasons. First, researchers tend to
agree that working capital accruals
account for most of the variation in
total accruals (Dechow & Dichev
2002; Teoh et al. 1998b; Sloan 1996;
Subramanyam 1996). Second, current
accruals are more flexible than non-
current accruals (e.g., depreciation,
amortization, impairments) as they
occur more frequently and involve a
higher degree of judgment in their
estimation. Third, noncurrent ac-
cruals are more visible than current
accruals and require a longer lead time
to manage prior to listing.

In summary, based on estimates
derived using six discretionary ac-
cruals models, significant positive dis-
cretionary accruals in the pre-listing
year are detected by models based on
current accruals. These models yield
higher positive discretionary accruals
(medians and means) in Year -1 and
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are statistically different from zero at
the 5% level. In contrast, models
based on total accruals do not exhibit
means or medians that are statistically
different from zero. However the
models based on current accruals have
a low explanatory power in compar-
ison to the total accrual models. These
results indicate that the hypothesis of
pre-listing earnings management is
supported only when models based
on current accruals are used but more
research is needed to account for the
low explanatory power of the current
accruals models.

Conclusion

Results of this research suggest
that KSCC issuers use current ac-
cruals rather than total accruals to
manage earnings in the pre-listing
financial year. A possible reason for
the choice of current accruals to man-
age earnings upward prior to listing is
that vendors have greater discretion
over the manipulation of current ac-
cruals (Teoh et al., 1998b). Further,
total accruals are more visible than
current accruals and require a longer
period of management before listing
(Athanasakou et al. 2009; Dechow &
Dichev 2002).

This research has a number of
contributions and implications. First,
this research extends the literature as
the first to analyse earnings manage-

ment behaviour in Kuwaiti closed
shareholding companies in the pre-
listing period. This is a unique institu-
tional setting that has not been exam-
ined in prior literature, where the
focus has been on the earnings man-
agement behaviour around IPOs and
SEOs. To the authors’ knowledge, to
date, no attention has been given to
earnings management, IPOs, or offer-
ing secondary shares at listing on the
KSE. There is only one study that
aims to evaluate the specification and
power of some discretionary accruals
models in Kuwait conducted by Al-
gharaballi and Albuloushi (2008).

Second, examining earnings man-
agement practices of listing KSCCs in
Kuwait provides further evidence for
the continued debate of the existence
of the earnings management phenom-
enon in the emerging markets and
contributes to knowledge on the role
of the institutional setting on earnings
management.

Third, these results will inform the
Kuwaiti regulators about the inci-
dence of earnings management when
KSCCs list. The existence of positive
earnings management and the transfer
of wealth from new shareholders to
vendors may encourage regulators to
improve the quality of financial re-
porting by more closely monitoring
compliance with the accounting stan-
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Table 3
Discretionary Accrual Measures
Panel A. Modified Jones Median DA Mean DA Minimum DA Maximum DA Number of firms
Model with positive DA
Prelisting year (Year -1) -0.0039 0.0429* -0.43 0.86 34
Listing year (Year 0) -0.0096 0.0109 -0.22 0.65 33
Post-listing year (Year +1) -0.0192 0.0132 -2.26 1.85 40
Panel B. Cash Flow Model yjegian DA Mean DA Minimum DA Maximum DA Number of firms
based on Total Accruals with positive DA
Prelisting year (Year -1) 0.0044 0.0359* -0.38 0.72 36
Listing year (Year 0) 0.0252 0.0343**  -0.29 0.60 42
Post-listing year (Year +1) 0.0155 0.0098 -1.79 1.87 37

Panel C. Adjusted Performance Median DA Mean DA  Minimum DA Maximum DA Number of firms

Model based on Total Accruals with positive DA
Prelisting year (Year -1) 0.0244 0.0444* -0.39 0.86 37
Listing year (Year 0) 0.0041 -0.0099 -0.40 0.32 36
Post-listing year (Year +1) 0.0229 " 0.019 -1.82 1.54 39

Panel D. Current Accruals Model Median DA Mean DA Minimum DA Maximum DA Number of firms
with positive DA

Prelisting year (Year -1) 0.0511% * 0.1225%*  -0.42 1.17 43

Listing year(Year 0) 0.0129 -0.0138 -0.71 0.47 35

Post-listing year (Year +1) 0.0243% 0.0330 1.81 1.10 42

Panel E. Cash Flow Model njegian DA Mean DA Minimum DA Maximum DA Number of firms

based on Current Accruals with positive DA

Prelisting year (Year -1) 0.0480° * 0.1157%*  -0.45 1.18 45

Listing year (Year 0) 0.0292 0.0044 -0.67 0.48 42

Post-listing year(Year +1) 0.0271 0.0283 -1.52 1.10 40

1‘\’,1*‘“‘*' F. Adjusted Performance ny. 4500 DA Mean DA Minimum DA Maximum DA  Number of firms
odel based on Current Accruals with positive DA

Prelisting year (Year -1) 0.06847 © 0.1216%*  -0.39 1.13 41

Listing year (Year 0) 0.0038 -0.0298 -0.80 0.45 35

Post-listing year (Year +1) 0.02657 *  0.0367 -1.27 1.12 43

- All values in the following tables are reported as a fraction of average assets.

- **and * indicate significant difference between the means and zero at the 5% and 10% levels respectively, based on the
two-tailed t-test. * and * indicate significant difference between the medians and zero at the 5% and 10% levels
respectively, based on a two-tailed Wilcoxon signed-ranks test.

- Some outliers were detected for a number of KSCCs sample firms in the prelisting year. These outliers were as follows:
- One outlier was reported by the modified Jones model for 1997 with a value of.86. Exclusion of this outlier would change
the mean and median t0.0307 and -.0113 respectively.

- Two outliers were reported by the current accruals model for 1998 and 2003 with values of 1.17 and.96 respectively.
Exclusion of these outliers would change the means and medians t0.0940%* and.0487 " * respectively.

-One outlier was reported by the cash flow model using total accruals for 1997 with a value of.72. Exclusion of this outlier
would change the mean and median t0.0257 and -.0036 respectively.

-Four outliers were reported by the cash flow model using current accruals, one for 1998 with a value of 1.18, one for 2003
with a value of.87, and two for 2005 with values of.90 and.79 respectively. Exclusion of these outliers would change the
means and medians to.0647+* and.0316" * respectively.

-One outlier was reported by the adjusted performance model using total accruals for 1997 with a value of.86. Exclusion of
this outlier would change the mean and median to0.0321 and.0188 respectively.

-Two outliers were reported by the adjusted performance model using current accruals for 1998 and 2003 with values of 1.13
and.96 respectively. Exclusion of these outliers would change the means and medians t0.0936** and.0585" * respectively.
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dards and encourage auditors to per-
form high-quality audits.

The use of the discretionary ac-
cruals models as a proxy for earnings
management is considered a limita-
tion in this study. These models have
been often criticised in the literature
for providing biased and noisy esti-
mates of discretionary accruals
(Kothari et al., 2005; Guay et al.,
1996; Dechow et al., 1995; Kang &
Sivaramakrishnan 1995). Teoh et al.
(1999) argue that, regardless of which
model is used, the discretionary ac-

Refrences

Ahmad-Zaluki, N., Campbell, K. and
Goodacre, A. 2011. Earnings Man-
agement in Malaysian IPOs: The
East Asian Crisis, Ownership Con-
trol and Post-1PO Performance. The
International Journal of Accounting,
46 (2): 111-37.

Al-Moghaiwli, M. 2010. The Manage-
ment of Reported Earnings to
Avoid Political Costs: A Study of
Saudi Arabian Firms. International
Journal of Management, 27 (2): 254-
66.

Al-Qenae, R., Li, C. and Wearing, B.
2002. The Information Content of
Earnings on Stock Prices: The Ku-
wait Stock Exchange. Multinational
Finance Journal, 6 (3&4):197-221.

Aldaihani, M. M. and Aldeehani, M. T.
2008. Portofolio Optimization Mod-
els and a Tabu Search Algorithm
For The Kuwait Stock Exchange,

crual proxy can be noisy. In spite of
these criticisms, the lack of a clearly
superior model justifies the use of
discretionary accruals in the earnings
management literature. Therefore, the
superior estimation approach to de-
tecting earnings management remains
an open empirical question that is
beyond the scope of this study. This
research contributes to the debate on
the selection of a proxy for earnings
management as it facilitates compar-
ison of the models in different institu-
tional settings.

Investment Management and Finan-
cial Innovations, 5 (2): 31-40.

Algharaballi, E. 2012. Listing Year Discre-
tionary Accruals By Kuwaiti Share-
holding Companies (KSCCs),
available at <http:||psrcentre.org|
images/extraimages/0112224.pdf> .
Planetary Scientific Research Centre,
Dubai.

Algharaballi, E. and Albuloushi, S. 2008.
Evaluating The Specification and
Power of Discretionary Accruals
Models in Kuwait. Journal of Deri-
vatives and Hedge Funds, 14 (3/4):
251-64.

Algharaballi, E. and Goyen, M. 2012.
Corporate Reporting, Security Reg-
ulation and Trading on The Kuwait
Stock Exchamge (KSE)-institu-
tional implications for research,
Governance and Regulation Journal,
1(2).

(7]



Eiman AL-gharaballi

Armstrong, C., Foster, G. and Taylor, D.
2009. Earnings Management Around
Initial Public Offerings: A Re-exami-
nation, viewed 03/05/2012, < http:|/pa-
pers.ssrn.com/sol3|papers.cfm?abstrac-
t id=1147328 > . Working Paper.

Athanasakou, V., Strong, N. C. and
Walker, M. 2009. Earnings Man-
agement or Forcast Guidance To
Meet Analyst Expectations?. Ac-
counting & Business Research, 39
(1): 3-35.

Ball, R. and Shivakumar, L. 2008. Earn-
ings Quality At Initial Public Offer-
ings. Journal of Accounting and
Economics, 45 (2/3):324-49.

Brau, J. and Fawcett, S. 2006. Initial
Public Offerings: An Analysis of
Theory and Practice. The Journal of
Finance, 1: 399-436.

Bugshan, T. 2005. Corporate Govern-
ance, Earnings Management, and
The Information Content of Ac-
counting Earnings: Theoritical mod-
el and empirical tests, viewed 05/05/
2012, <http://trove.nla.gov.au/
work/38614777q = Bugshan&l-aus-
tralian =y&c=article >. Bond Uni-
versity.

Burghstahler, D. C., Hail, L. and Leuz,
C. 2006. The Importance of Report-
ing Incentives: Earnings Manage-
ment in European Private and
Public Firms. Accounting Review,
81(5): 983-1016.

Central Bank of Kuwait 2009. Supervision
and Financial Units, viewed 17 March
2010, <http:/[www.cbk.gov.kw/WWW|
index.html> .

Cotter, J. 1996. Accrual and Cash Flow

Accounting Models: A Comparison
of The Value Relevance and Time-

lines Of Their Components. Ac-
counting and Finance, 36:127-50.

Dechow, P. M. and Dichev, 1. 2002. The
Quality of Accruals and Earnings:
The Role Of Accrual Estimation
Errors. The Accounting Reviw, 77:
35-59.

Dechow, P. M., Sloan, R. and Sweeney,
A. 1995. Detecting Earnings Man-
agement. The accounting review, 70
(2): 32.

Delgado, M. and Lara, L. 2001. Detecting
Earnings Management In A Spanish
Context, viewed 05/05/2012, <http:||
gredos.usal.es|jspuilbitstream/10366/
75277/1/DAEE_09_01_Detecting.pdf™> .
Universidad de Burgos.

DuCharme, L. L., Malatesta, P. H. and
Sefcik, S. E. 2001. Earnings Man-
agement: [PO Valuation and Subse-
quent Performance. Journal of
Accounting, Auditing and Finance, 16
(4):369-96.

El-Temtamy, O. and Chaudhry, M. K.
2009. Are GCC Financial Markets
Weak Form Efficient? An Analysis
Using Multiple Variance Ratio Test.
Journal of Knowledge Globalization,
2 (1).

Elshamy, A. M. and Al-Qenae, R. 2005.
The Change In The vValue-Rele-
vance Of Earnings and Book Values
In Equity Valuation Over The Past
20 Years and The Impact Of The
Adoption Of IASs: The Case Of
Kuwait. International Journal of Ac-
counting, Auditing and Performance
Evaluation, 2 (Nos1/2):153-65.

Espenlaub, S., Goergen, M. and Khurshed,
A. 2001. TPO Lock-In Agreements In
The UK. Journal of Business Finance
and Accounting, 28 (9):1235-78.

(5]



A.J.AS, Vol. 23, No. 1

Goergen, M., Renneboog, L. and
Khurshed, A. 2006. Explaining The
Diversity In Shareholder Lockup
Agreements. Journal of Financial In-
termediation,15:254-80.

Guay, W. R., Kothari, S. P. and Watts,
R. L. 1996. A market-Based Evalua-
tion Of Discretionary Accrual Mod-
els. Journal of Accounting Research,
34:83-105.

Habib, A. and Hossain, M. 2008. Do

Managers Manage Earnings To °’
Just Meet Of Beat ° Analyst For-
casts? Evidence From Australia.
Journal of International Accounting,

Auditing and Taxation, 17: 79-91.

Healy, P. M. and Wahlen, J. M. 1999. A
Review Of The Earnings Manage-
ment Literature and Its Implications
For Standards Setting. Accounting
Horizons, 13(4):365-83.

Jones, J. 1991. Earnings Management
During Import Relief Investiga-
tions. Journal of Accounting Re-
search, 29 (2): 193-228.

Kamel, H. 2006. Earnings Quality Eva-
luation With Special Reference To
The Earnings Management Of
Egyptian IPOs. viewed 05/05/2012,
< http://ethos.bl.uk:8080/OrderDe-
tails.do?did = 79&uin = uk.bl.e-
thos.435260 >. Cardiff University.

Kang, S. H. and Sivaramakrishnan, K.
1995. Issues In Testing Earnings
Management and An Instrumental
Variable Approach. Journal of Ac-
counting Research, 33 (2): 353-67.

Kasznik, R. 1999. On The Association
Between Voluntary Disclosure and
Earnings Management. Journal of
Accounting Research, 37 (1): 57-81.

Kimbro, M. 2005. Managing Underpri-
cing? The Case Of Pre-IPO Discre-
tionary Accruals In China. Journal
of Interntational Financial Manage-
ment and Accounting,16 (3): 229-61.

Koerniadi, H. 2007. Accruals: Signalling
Or Misleading? Evidence From
New Zeland, viewed 05/05/2012,
< http://aut.researchgateway.ac.nz/
handle/10292/360 >. University of
Technology.

Kothari, S. P. 2001. Capital Markets Re-
search In Accounting. Journal of Ac-
counting and Economics, 31:105-231.

Kothari, S. P., Leone, A. J. and Wasely,
C. E. 2005. Performance Matched
Discretionary Acrual Measures.
Journal of Accounting and Econom-
ics, 39 (1): 163-97.

Law No. 15 1960. Commercial Companies law.
Law No. 51 1994. Joint auditors requirement.

Mashayekhi, B. and Azar, E. 2008. Earn-
ings Management and Long-Run Per-
formance In Iranian IPO Companies,
viewed 05/05/2012, <http:|/www.jps-
dir.com|Forum[uploads|1364/mashaye-
khi.pdf> . Blackpool. U.K.

McKee, T. E. 2005. Earnings Manage-
ment: An Executive Perspective.
Thompson, Ohio.

Moshirian, F., Ng, D. and Wu, E. 2009.
The Value Of Stock Analysts’ Re-
commendations: Evidence From
Emerging Markets. International Re-
view of Financial Analysis, 18:74-83.

National Bank of Kuwait 2007, Doing
Business In Kuwait, viewed 24 March
2010, <http://www.nbk.com/NR/
rdonlyres/|AD353725-5DC7-4CF6-
9ECS8-66F04A6F3622/0/doingbusi-
nessNEW .pdf> .

(5]



Eiman AL-gharaballi

Oxford Business Group 2006b. Capital
Market: Oil-Fired Growth. Annual
Business Economic & political Re-
view, 1(Emerging Kuwait): 75-81.

2006¢. The Business Guide, Accoun-
tancy: Rapid Exchange. Annual
Business Economic & political Re-
view, 1: 177-81.

Pallant, J. (ed.) 2011. Spss Survival Man-
ual, 4th edn, Allen and Unwin: Aus-
tralia.

Peasnell, K. V., Pope, P. F. and Young,
S. 2000. Detecting Earnings Man-
agement Using Cross-Sectional Ab-
normal Accrual Models. Accounting
and Business Research, 32: 415-45.

Qintao, F. 2007. Earnings Management
and Ownership Retention For Initi-
al Public Offering Firms: Theory
and Evidence. The accounting re-
view, 82 (1):27-64.

Resolution No. 1 2007. The KSE listing
Requirements.

Resolution No. 3 2004. The KSE listing
Requirements.

Roosenboom, P., Van der Goot, T. and
Mertens, G. 2003. Earnings Man-
agement and Initial Public Offer-
ings: Evidence From The
Netherlands. International Journal
of Accounting, 38 (3): 243-66.

Scott, W. R. (ed.) 2009. Financial Ac-
counting Theory. 5th edn, Pearson/
Prentice Hall:Canada.

Shen, Z., Coakley, J. and Instefjord, N.
2008. Earnings Management, Under-
pricing and Underperformance Of Chi-
nese IPOs, viewed 05/05/2012,
<http:||www.efmaefm.org/0EFM A-
MEETINGS/EFMA%20AN-
NUAL%20MEETINGS/2008-athens/

Shen.pdf> Xiamen University and
University of Essex. Working paper.

Sloan, R. G. 1996. Do Stock Prices Fully
Reflect Information in Accruals and
Cash Flows About Future Earnings?.
Accounting Review, 71(3):289-315.

Spohr, J. 2004. Earnings management
and IPOs- Evidence From Finland.
The finnish journal of business eco-
nomics, 53 (2):157-72.

Subramanyam, K. R. 1996. The Pricing
Of Discretionary Accruals. Journal
of Accounting and Economics, 22:
249-81.

Teoh, S. H., Welch, 1. and Wong, T. J.
1998a. Earnings Management and
The Underperformance Of Sea-
soned Equity Offerings. Journal of
Financial Economics, 50:63-99.

1998b. Earnings Management and The
Long-Run Market Performance Of
Initial Public Offerings. The Journal
of Finance, 6:1935-74.

Teoh, S. H., Wong, T. J. and Rao, G. 1999.
Are Accruals During Initial Public
Offerings Opportunistic?. Review Of
Accounting Studies, 3: 127-39.

Venkataraman, R., Weber, J. P. and
Willenborg, M. 2008. Litigation
Risk, Audit Quality, and Audit
Fees: Evidence From Initial Public
Offerings. Accounting Review, 83
(5): 1315-45.

Whelan, C. 2004. The Impact Of Earn-
ings Management On The Value-
Relevance Of Earnings and Book
Value: A Comparison Of Short-
Term and Long-Term Discretionary
Accruals, viewed 05/05/2012,
< http://library.bond.edu.au:8991/
F/?request = Whelan&func = find-

2



A.J.AS, Vol. 23, No. 1

b&local _base=thesis&find co- Xie, B., Davidson, W. and DaDalt, P.
de=WRD&Submit=+ + + - 2003. Earnings Management and
Go+ + + >. Bond University. Corporate Governance. Journal of

Corporate Finance, 9 (3): 295-316.

Eiman A. Algharaballi is a faculty member at the college of
Business Studies, The Public Authority for Applied Education
and Training, Kuwait. She holds a master degree in accounting
from Murray State University, USA and a doctoral degree form
University of Southern Queensland, Australia 2013. She is a
certified public accountanct in Kuwait and accredited profes-
sional accountnat. Her research interests include IPOs, earnings
management, performance measures, lisitng requirements in
capital markets and Neural Networks.




