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ABSTRACT
This paper assesses the characteristics and the influence of accountants’ reputations on the underpricing of Initial Public Offerings (IPOs) stocks listed in the Main Board and Second Board of the Malaysia Stock Market. The sample data comprises of the first day price and the issue price of IPOs stocks selected from the financial year of 2005, 2006 and 2008. Results showed that there is a significant positive first day return, indicating a certain degree of underpricing in the IPOs stocks. However, there are no significant differences for returns, risks and coefficient of variation among the two groups of IPOs stocks audited respectively by the Big Four and non Big Four accounting firms. That is, IPOs stocks performance in terms of initial first day returns are not influenced by the factor accountants’ reputations. 
Characteristics of the Malaysia IPO Market
IPOs market in Malaysia is unique from those of other countries in many different ways. One of its most important features is that it represents an “instrument of the New Economic Policy (NEP)” that was introduced by the Malaysian government in 1970 (Jelic et al, 2001). In terms of corporate equity restructuring, more than two thirds of corporate equity in Malaysia was owned by foreigners in 1970, while the Bumiputras, the aboriginal people who made up two thirds of the people, owned slightly over 2.0 per cent. Statistical data showed that Malays (Bumiputras) participation and ownership in the corporate sector was approximately 4% (1970s). Thus, the NEP set a restructuring target of 30: 40: 30, where by 1990, the holdings of the Bumiputras should reach 30 per cent, other Malaysians 40 per cent and the foreigners 30 per cent, in the context of an intensifying economy. This restructuring plan was in force when on 1976, the government of Malaysia had made it a mandatory requirement for any company seeking listing on the KLSE to allocate 30% of the total issued shares to Malays, either direct or via Bumiputra institutions (institutions catering for Malays only) such as unit trusts launched by the National Equity Corporation (Permodalan Nasional Berhad). An analysis of the allocation of shares shows that a higher proportion of shares on offer (an average of 70%) are usually allocated to small investors, while investors applying for 11,000 shares or more are often allocated no more than 5% of the total issued shares (Jelic et al, 2001).
Accountants’ Reputation


The initial public offering (IPO) market represents a classic example of information asymmetries where the current owners have good information about the value of the business but potential investors have little information to lead them on the attractiveness of the new issue. In order to alleviate these information asymmetry problems, the sponsors of the IPO will try to enhance the credibility of the share offer through various signaling mechanisms. Krishnamurthy et al. (2002) had provided evidence that auditor reputation and independence have a material impact on audit quality and credibility of audited financial statements, and that the market prices this.

Albring et al. (2007) concluded that auditor reputation is associated with lower IPO underpricing and higher auditor compensation, suggesting that auditor quality is an important determinant for firms hiring non-Big 5 (now known as Big Four) auditors. Non-Big 5 national firms are associated with lower underpricing and higher auditor compensation, suggesting that these firms are perceived to be quality differentiated from non-national firms.   Tomczyk (2002) tested for the relationship between auditor reputation and underwriting fees incurred by foreign companies making an initial public offering (IPO) of equity securities in the United States during the years 1984 through 1991. Previous research has reported that domestic issuers incurred a smaller underwriting commission if they retained a Big Six or Big Eight audit firm (now known as Big Four) when making an IPO, and that among those companies making auditor changes, there was a clear preference for the internationally known audit firms.

In addition, it is found that big four auditors are related to less earnings management in the IPO year in Taiwan. This shows that higher quality auditors constrain earnings management for Taiwan IPO firms. The study contributes to the literature in that it shows that audit firm size is an important determinant in earnings management for Taiwan IPO firms. (Chen et al, 2005).
DATA AND METHODOLOGY


This study uses only secondary data. The stock prices for the selected counters from their respective industries are collected from the Bloomberg database from Kuala Lumpur Composite Index (KLSE) and also The Star Stock Watch. The KLSE is used as a proxy for the market return.

The time period used in this study is three years beginning from January 2006 till December 2008.   The sample covered both IPOs from Main Board and second Board and across 8 Industry Classifications: Construction, Finance, Consumer Products, Real Estate Stocks (REIT), Plantations, Trading and Services, Industrial Products, and Technology.  Table 1 indicates the listing statistics of IPOs in KLSE.
Big Four and Non Big Four Accounting Firms


The Big Four are the four largest international accountancy and professional services firms, which handle the vast majority of audits for publicly traded companies as well as many private companies. The Big Four firms are shown below, with their latest publicly available data:


None of the Big Four accounting firms is a single firm. Each is a network of firms, owned and managed independently, which have entered into agreements with other member firms in the network to share a common name, brand and quality standards. Each network has established an entity to co-ordinate the activities of the network. The services provided by these Big Four firms range from Advisory and Consulting services, Audit and Assurance services, to Tax service line.


Big 4 are sometimes referred as "Final Four" due to widely held perception that authority is unlikely to allow further concentration of accounting industry and that the fifth biggest accounting firm, BDO International, is too small compared to the Big Four. All other accountancy and professional services firms which are not listed in the table above are small to medium size firms that do not meet the requirement to be listed as the “Big Four” in terms of capital, number of employees, types of specialty, revenues, and others. Thus all the other accountancy and professional services is also referred as “Non Big Four”.    
Data Collection

A total of sample of 46 IPOs listing were collected from the following industries and divided into listings audited by Big Four and non Big Four accounting firms:

Returns and Risks

i) Initial Stock Return

In this study, only the capital gain (loss) component of return is considered due to the insignificant yield of the dividends on the first day of trading in the KLSE. The initial stock return is computed using the return on the first day of trading (relative to the offering price) which is measured by taking the difference of the closing price at the first day of listing with the offering price and divided by the offering price as shown below:
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ii) Expected Initial Return for Individual Stocks

The arithmetic mea return is appropriate as a measure of the central tendency of a distribution consisting of return calculated for a particular time. The arithmetic mean formula is as below:



[image: image8.wmf]i

R

 = 
[image: image9.wmf]
[image: image10.wmf]å

=

n

j

i

R

1




   n    








(2)
Where

[image: image11.wmf]i

R

  = expected initial return for stock I; R
[image: image12.wmf]i

  = initial return for stock I; n  = number of returns for stock i
 iii) Risk for Individual Stocks

The risk of distributions can be measured with an absolute measure of dispersion, or variability. The most commonly used measurement of dispersion of the individual stocks will be the standard deviation, which measures the deviation of each observation from the arithmetic mean of the observations. The standard deviation can be calculated as follows:
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CONCLUSIONS AND RECOMMENDATIONS


The results showed that both the group of IPOs stocks in the Main Board and Second Board, regardless of whether they are audited by Big Four or non Big Four accounting firms portrayed an average positive first day return. The results confirmed that Malaysian IPOs are apparently underpriced. However, the results obtained on the average first day return are much lower as compared to the previous studies done by Shamser(1993) on the first day underpricing for Malaysia IPOs stocks. Overall, there are no significant differences for the average first day return between IPOs stocks audited by Big Four or non Big Four accounting firms.


IPOs stocks audited by the Big Four accounting firms are perceived as less risky as compared to non Big Four accounting firms. However, since there is only a very slight difference in the risks between the IPOs stock audited by accounting firms with different reputation. There are no differences in the dispersion of IPOs firm’s value whether they are audited by Big Four or non Big Four accounting firms. Thus, it is concluded that accounting firms’ reputations is not one of the factor that will influence the risks that might affect the IPOs firm’s value.  
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