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FINANCIAL ECONOMICS | RESEARCH ARTICLE

Impact of accounting conservatism on IPO 
under-pricing: evidence from India
Nenavath Sreenu1*, Ashis Kumar Pradhan2, Vinh Vo Xuan3 and B. Koteswara Rao Naik4

Abstract:  In this paper, we investigate whether the use of accounting conservatism 
in India decreases IPO underpricing, which is of attention to stakeholders and 
supervisors. Furthermore, the study examines how asymmetry information affects 
the implication of accounting conservatism for IPOs. Based on a regression analysis 
of 527 firms that went public through IPOs of “A” shares listed on the national stock 
exchanges between 2000 and 2020, the paper also examines whether the rela
tionship between conservatism and under-pricing is robust to alternative measures 
of accounting conservatism, mean regressions, sample exclusions, and endogenous 
treatment models. The research study finds that accounting conservatism is nega
tively associated with the degree of IPO under-pricing, and the association between 
accounting conservatism and IPO under-pricing is more perceptible when informa
tion asymmetry is high. The paper’s originality should shed light on what drives IPO 
underpricing and how it could be affected by accounting conservatism in an Indian 
economy, and provide find evidence that legal origin, a factor linked to the practice 
of conservatism, influences the relationship between under-pricing and 
conservatism.

Subjects: Economics; Finance; Business, Management and Accounting 

Keywords: IPO; accounting conservatism; under-pricing; asymmetry information

JEL Classification: M40; M41; M42; M48 and M49

1. Introduction
Public relations and trust are the significant turning points in the new company’s life that make 
available admittance to capital and adequate funding for the new company’s operations and 
investment. Though many research papers have observed and given output when the new com
panies approach the public, their companies’ share prices increase significantly at the beginning of 
trading, known as “IPO under-pricing.” For illustration, Aharony et al. (2010) explored the metho
dical increase from the IPO to the coming of the closing price in the U.S.market. Ball and 
Shivakumar (2005) stated that the inventions stem from indications of IPO under-pricing in various 
nations, including Asia-Pacific and the U.S. Although the organizations are not as good as they 
were before due to IPO under-pricing, they maximize their profit in the process of IPO, Ball and 
Shivakumar (2008). Banerjee et al. (2011) also describe how the IPO under-pricing is destructively 
affected by the performance of the companies in the long run. The different kinds of theories of 
IPO under-pricing the evidence of the asymmetry model play a significant role, Bushman and 
Piotroski (2006). Asymmetric evidence models have collected the information of parties or agen
cies participating in the IPO and know more about agencies. So, IPO under-pricing is compulsory to 
influence the balance of benefits for all stakeholders. As asymmetry theory plays a tremendously 
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significant role in the under-pricing of IPO firms, the evaluation standards for the acknowledge
ment of the firm’s presentation and financial statement reports had better matter. Accounting 
concept to accounting convention (conservatism) gathered more authenticated information for 
evaluation or confirmation of monetary gains than losses, Francis and Martin (2010). Hence, the 
accounting convention of conservatism will provide reliable and significant information when 
evaluating and verifying the firm’s earnings and net asset values. In the same order, conservatism 
will coerce the management’s resourceful behaviours to maximize income and minimize potential 
losses, Khan and Watts (2009). As an outcome, evidence from the asymmetry model determines 
that the relationship between issuers and investors of IPO firms’ values is lower under accounting 
conservative; in this sequence, the output is lower IPO underpricing.

Accounting convention (conservatism) plays a significant role in reducing asymmetry theory 
information and leading to the study hypothesis. The hypothesis is that there is a negative 
connection between accounting convention and IPO under-pricing. Besides, based on the hypoth
esis, the study can illustrate that accounting convention (conservatism) is a higher degree of 
convention needed in a situation with required evidence of asymmetry to control the manipulation 
of accounting transactions by managers and improve information quality. Accordingly, the follow
ing hypothesis assumes a strong connection between accounting convention (conservatism) and 
IPO under-pricing for organizations with high-quality asymmetry data. This hypothesis applies to 
a large sample of equity capital companies that went through IPO on the Indian stock market 
during the study period from 2010 to 2019. The study has obtained empirical information to 
support the design hypothesis. The present research pays attention to the current secondary 
details differently. By exploring the effects of accounting convention information on IPO under- 
pricing from the Indian perspective, this paper provides the enhancements of proposed empirical 
research on the accounting convention of conservatism, indicating that the provisional accounting 
convention (conservatism) is related to positive outcomes, Kennedy et al. (2006). According to the 
study findings, accounting conventions (conservatism) can positively affect the IPO by reducing the 
under-pricing of the new companies. The use of conservatism helps the effective functioning of 
capital markets. This paper provides accounting standard making with a supplementary under
standing of accounting convention (conservatism) in enlightening standard accounting informa
tion. India introduced the revised accounting standard in 2016, which became essential for all 
listed companies in India. The revised Indian accounting standards changed the old Indian 
accounting system and regulated all standards and topics under the current IFRS By discovering 
the critical role of accounting conventions in the process of IPO, the outcome of this paper 
proposes that the implementation of these conventions in accounting is essential and significant 
in India. Additionally, this paper helps address the issues. Previous studies have ignored the 
financial information on the IPO and the quality of the accounting information on how it will 
affect the IPO underpricing.

2. Literature review and Hypothesis development

2.1. The IPO market in India
In the economic reforms that began in India in the 1990s, the capital structure, or stock market 
firms, were re-established to rearrange the incompetent public-owned enterprises. However, IPOs 
in India have the following features of new issues that are dissimilar from those in most advanced 
nations. In the beginning, before mid-1997, a scrap quotas system for IPOs was implemented by 
the Indian authorities. Under the scrap quota scheme system, the Government of India, combined 
with the RBI and the Securities and Exchange Board of India, was then owed to local governments 
to select IPO firms under their authority. The value of an IPO’s preliminary returns is determined by 
the volume of its under-pricing, which is measured distinctly in this present situation. Insufficient 
earnings are measured by the variance between the IPO issue price and the opening trading day’s 
final price on the stock market. If the opening-day trading final price is higher than the issue price, 
then the offering is measured to be under-priced. Similarly, if the final price is less than the offer 
price, the IPO is also measured to be under-priced. Preliminary IPO underpricing is a common 
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singularity in worldwide stock exchanges concerning the literature. However, there is a massive 
inconsistency in IPO under-pricing across the stock markets, Matusi (2006).

The IPO price was set a calendar month before the beginning of the market’s trading. In an 
excessive majority of contributions, there was no response instrument through market demand 
that permitted modification to the offer price. Meanwhile, in 2006, the BBM was implemented to 
substitute the unique fixed-price mechanism. The implementation of BBM indicates India’s varia
tion in the global standard. However, whether the BBM is effective depends on the institutional 
structures of India. The weak market instruction in India, BBM offers issuers better decisions, 
elasticities recognize investors more likely to follow their benefits and may result in 
a sophisticated level of IPO under-pricing. In the Indian stock market, a leading percentage of 
stockholders are specific investors who do not have adequate evidence or do not have enough 
information. This condition exaggerates the information asymmetry between issuing firms and 
investors, leading to a large stock under-pricing. The supremacy of government possession in 
Indian firms has significantly impacted India’s evolution from a developing nation to a modern 
market economy, Teoh & Wong, 2002). Heo et al. (2017) recommend a positive association 
between investor sentiment and under-pricing. This suggests that short-selling limitations might 
expand the association between investor sentiment and IPO under-pricing. The paper uses the CCI 
(consumer confidence index) as the proxy variable for investor sentiment and finds that opening- 
day returns are greater during periods of high investor sentiment in nations where short selling is 
unnatural. This paper pays for multiple existing pieces of information. In particular, the paper 
contributes to the discussion on the impact of short-sale restraints on share prices. The outcomes 
deliver pragmatic support for the argument, Ball and Shivakumar (2008), those short-sale con
straints encourage IPO underpricing. It is dependable on the argument of Tan (2013) that short- 
sale restrictions lead to share prices that benefit optimistic investors at the expense of opposing 
opinions. The paper indicates that short-sale limitations aggravate under-pricing and the prob
ability of non-positive opening-day returns. Furthermore, the study solicited literature on the 
causes of cross-national distinction in IPO results. Previous research indicates that IPOs are under- 
priced in all nations. However, there is considerable variation in average under-pricing across the 
country, Ellul and Pagano (2006). Accounting disclosures, financial market combinations, and 
investors are anticipated to explain this cross-nation variation in under-pricing.

2.2. Accounting conservatism Vs asymmetry information theory
In the meantime, asymmetry information theory plays a significant role in the IPO price determin
ing the process; it is customary to inquire whether the quality of evidence substances. List (2011) 
examines the association between earnings per share and IPO under-pricing. They discover that 
IPOs are under-priced less in nations where public firms’ higher EPS information is available. 
Though Statman et al. (2006) specified in the restraint of their article, for certain nations, it may 
be more challenging to employ the EPS of prevailing public firms to produce EPS at the same level, 
as using the earnings of firms before their IPOs. Further, the earnings price of IPO firms is 
significantly dissimilar from that of current public firms due to explicit impetuses for new issuers 
such as under-pricing motivations and standing costs. Besides, many research papers examine the 
association between IPO under-pricing and EPS from earnings management, Autore et al. (2014) 
and accounting disclosures, Banerjee et al. (2011). Limited studies have measured the result of 
accounting convention (conservatism), which is an identical significant characteristic of EPS, Beatty 
and Welch (1996).

Previous secondary data on accounting conventions (conservatism) places the benefits of con
servatism in constricting, Boulton et al. (2017). Provisional conservatism performs as an instrument 
that benefits the debt and equity stockholders and upsurges firm value. According to Edwards and 
Hanley (2010), the provisional accounting convention has informational paybacks to stockholders, 
and the paper finds that advanced present conditional conservatism is connected with a lower 
probability of future bad debts. In the calculation of these constricting benefits, Marcato et al. 
(2018) contend that accounting convention (conservatism) is predictable due to “lesser asymmetry 
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of information among managers and investors.” Conventional accounting could decrease asym
metry evidence between administrators and stockholders through possible instruments. Primary 
accounting convention (conservatism) can facilitate the most non-stock price and information on 
current firm performance available to the investors, Gao et al. (2013). The information at this time 
mentions supportable data. As accounting convention (conservatism) needs a higher grade of 
verifiability for profit than losses, the net outcome of conservatism could be the delivery of more 
verifiable data, Goyal et al. (2020). In another way, the information about a firm delivers 
a standard that makes it conceivable for different firms to produce reliable information. 
Investors can compare dissimilar-basis forecasts to the numbers that are ultimately understood, 
which could empower them to assess the dependability of opposing information causes. In this 
mode, external investors will know the accurate value of supplying companies and information 
asymmetry among knowledgeable and unacquainted investors, issuers, and underwriters. Jun Lin 
and Tian (2012) the paper explored how accounting conservatism impacts IPOs underpricing in the 
Chinese stock market. In addition, information asymmetry affects the relationship of accounting 
conservatism with IPO underpricing. The paper illustrates the output that accounting conservatism 
is negatively associated with IPO underpricing, and the relationship between accounting conser
vatism and IPO underpricing is information asymmetry is high. Ling Tsai and Huang (2021) In this 
paper, the authors examine the use of convergent-IFRS in China market can reduce IPO under
pricing, which is of interest to investors and regulators of the market. The paper finds the results 
after the use of convergent-IFRS mitigates the phenomenon of IPO underpricing and this change 
benefit is not qualified by the proportion of SOEs (seasoned equity offerings). This paper can fill the 
research gap in the literature on the adoption of IFRS standards.

The present research paper is motivated based on the Indian accounting institutional back
ground. The companies can issue A share or B share or both shares and select to go public on the 
national stock exchange. The shares of such firms are organized into the shares of such companies 
are organized state-owned enterprise (SOE) shares, legal-entity-owned (LEO) shares (sole proprie
torship, partnership, and corporation), and tradable shares. The SOE and LEO share are no-tradable 
shares. A state-owned enterprise (SOE) is a legal entity that is created by a government to partake 
in commercial activities on the government’s behalf and is recognized to be a motorist affecting 
IPO underpricing, Jun Lin and Tian (2012). LEO shares are those held by domestic entities. Both the 
SOE shares and LEO shares are exclusively non-tradable before March 2007, when the so-called 
non-tradable shares improvement happened. IPO underpricing indicates that the submission price 
does not sufficiently replicate the market value of the firms. Investigators have been exploring the 
factors which cause primary returns on the first day of listing. Subsequently, IPO underpricing has 
been recognized in India’s capital market before the acceptance of accounting conservatism, Ling 
Tsai and Huang (2021), it is significant to assess if the use of accounting conservatism reduces 
information asymmetry with IPO backgrounds in India. Previous studies show that IPO under
pricing declines following the accounting conservatism implementation for an international sam
ple, Yu and Tse (2006). Furthermore, financial evidence accumulated in agreement with the Indian 
accounting conventions should be of improved quality than that of the old accounting standards, 
thus reducing IPO underpricing. Find that India’s capital market replies favourably to accounting 
conservatism, where this outcome is more distinct among firms with a higher requirement for 
external capital.

Numerous theories illuminate the association between accounting conservatism effect to IPO 
underpricing; prior researchers recognise that the most often used theories are the agency theory 
and stewardship theory. The agency theory conditions that the departure of ownership and 
management will outcome in unalike interests for external shareholders and administrators, 
Harris (1991). The lack of an effective agency instrument drives this paper to analyse the char
acteristics of the board of directors and audit committee that can determine agency conflicts by 
implementing accounting conservative practices. Accounting conservatism is a dynamic tool in 
agency conflict and, if resourcefully executed, can increase firm value and thus protect minority 
shareholder interests, Jun Lin and Tian (2012). The stewardship theory says that if executive 
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inducements are removed, managers will start functioning in the interest of the company and the 
clashes between shareholders and managers will be resolved; hence, there will be no agency costs. 
Furthermore, the principle-based India’s accounting conservatism allowing for more supervisory 
judgment would also cause agency problems as the state-owned shares do. The agency problems 
caused by managerial judgment might even possibly interact with the ones caused by state- 
owned shares. Those would all lead IPO underpricing to rise. The paper examines whether the 
use of India’s accounting conservatism results in a decrease in IPO underpricing in India 

H1. The acceptance of accounting conservatism is negatively and significantly linked with IPO 
underpricing in India.

In the same order, the paper designed the following hypothesis to suggest the extent of the 
asymmetry theory with the influence of accounting convention on IPO under-pricing. The asym
metry theory explains why intervention difficulties between two predetermined agencies are 
exaggerated, Badru and Zaluki (2018). Knowledgeable agencies have more motivations and pro
spects to transmit wealth to themselves. For the pre-IPO value of firms possessed by an insignif
icant number of great controlling shareholders, this inclination is more remarkable, Heerden and 
Alagidede (2012). Consequently, supervisors in these firms have more autonomy to pamper their 
partialities, even at the expense of shareholders’ benefits. Karami et al. (2014) contend that 
asymmetry theory relationships among insiders and outside investors weaken the firm’s stock 
price by cumulative the essential return on the stock, as well as producing activity costs that 
decrease the firm’s expected cash flow statement. As an outcome, the asymmetry of information 
theory between internal and external investors creates incentives and anxieties for accounting 
conventions (conservatism). There are, though, changes in governance and management’s control 
of finished data and reporting processes between firms at the mixed development level. Thus, the 
stage of asymmetry information differs across businesses (Lin & Chuang, 2011). In companies with 
high asymmetry theory data, accounting conventions can play a more significant role in restricting 
accounting efficiency management operations and improving financial statements’ integrity 
(Marisetty & Subrahmanyam, 2010). This should give more consideration to decreasing the asym
metry of information between issuing firms and investors. Consequently, accounting convention 
(conservatism) is expected to play an even more important role in firms with prominent informa
tion asymmetry, falling issuing firms’ motivations to under-price their stocks purposefully. Even 
though, the government of India effect SOE shares, the government implemented the reform of 
non-tradable shares in march 2007, targeting to reduce the percentage of SOE shares within each 
company. To instruct out substitute clarifications of tests of hypothesis 1 associated with the 
restructuring of non-tradable shares, in accumulation to supervisory the factor of SOE shares in the 
testing regression method, the paper additional observes whether the impact of the ratio of SOE 
shares on IPO underpricing would be influenced by the use of accounting conservatism. Hypothesis 
two is thus as follows: 

H2. The negative relationship between accounting conservatism and IPO under-pricing is stronger 
for firms with high information asymmetry than the low information asymmetry.

The overall literature suggests that prior studies ignored the linkage between accounting con
servatism and IPO under-pricing. Until recently, several researchers tried to investigate the asso
ciation between earnings quality and IPO under-pricing (Teoh & Wong, 2002; Ball & Shivakumar, 
2008; Aharony et al., 2010; Boulton et al., 2010); accounting information disclosures and IPO 
under-pricing (Leone, Rock, & Willenborg, 2007); leverage and IPO under-pricing (Kim & Pevzner, 
2010); and management and under-pricing (Farichah, 2018). Where most of the earlier research 
focussed upon developed markets there are seldom any studies exploring the linkage between 
accounting conservatism and IPO underpricing on developing/emerging market economics. To 
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reduce the void in the literature, we conduct an empirical exercise using a unique dataset and test 
the association between accounting conservatism and IPO under-pricing in the Indian context.

3. Methodology

3.1. Calculation of accounting convention -Conservatism
The paper used the total accrual income-based measures of the accounting convention (conser
vatism) (TAI_TA), which is calculated based on the total accrual values by the average value of 
total assets at the beginning of the company and the average value of the selected period of the 
three years. According to Givoly and Hayn (2000), the total accrual values are defined as follows. 

Net incomeþ depreciationð Þ� � cashflow from operation activity ¼ total accruals value (1) 

3.2. Calculation of IPO under-pricing
The research paper measured or calculated IPO underpricing based on the methodology employed by 
Aggarwal et al. (1993) to calculate the market-adjusted normal returns for the beginning of trading of 
the new companies as a proxy for the IPO underpricing. The calculation is illustrated as follows.

The stock return value “B” at the end of the beginning of the trading day is calculated as: 

Rb1 ¼
Pb1

Pb0

� �

� 1 (2) 

Where Pb1 is the final price of the stock “B” at the beginning of the trading day, Pb0 is the opening 
price of the stock, and Rb1 is the total value of stock returns at the beginning of the total trading of 
new companies.

The market index on stock market returns for a consistent period is: 

Rc1 ¼
Pc1

Pc0

� �

� 1 (3) 

Where PC1is the closing stock value of the consistent share market return index at the beginning of 
the trading day, and PC0 is the opening value of the consistent Indian share market Index during 
the closing period of the stock.

Based on the equations 2 &3 stock returns, the stock market adjusted normal returns (SMANR) 
for the IPO at the beginning of the trading day, which the paper used to calculate IPO underpricing 
is calculated as follows: 

SMANRbi ¼ 100 �
1þ Rb1

1þ Rc1

�
�
�
�

�
�
�
� � 1

� �

(4) 

Based on equation no. 4, the study uses the book value ratio difference between the closing 
price and the pre-offering price of trading to alternatively calculate the IPO under-pricing, Chi and 
Padgett (2005). The pre-offering market-to-book value ratio is calculated by applying the closing 
price and net asset value per share before the beginning of the IPO (before the year). The paper 
assumes that the market-to-book ratio is higher on the beginning day of the pre-offering if IPO 
underpricing exists, which will indicate the positive market-book ratio difference as it will indicate 
the level of under-pricing.
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4. Empirical model
The research paper develops the regression model to examine the hypotheses. This paper’s 
dependent variable is IPO underpricing, and accounting convention (conservatism) is the key 
descriptive variable. Besides, the paper integrates firms’ factors into the different structures in 
the market as control variables: 

Upi ¼ β0 þ β1CONS TAi þ β2BOOK Vi þ β3BOOKi CONSi þ β4L DAYi þ β5SIZE OFFiþ

β6P OWNi þ β7L OWNi þ β8T SHARESi þ β9VOLi þ β10INTEGERi þ β11EXCHAGEiþ

β12LEVERAGEi þ β13ROAi þ μi

(5) 

Based on equation no. 5 and hypothesis 1, the paper explains the effects of accounting 
convention (conservatism) on the IPO under-pricing, and the β1 value is assumed to be negative 
for hypothesis one. The paper also examined whether the accounting convention (conservatism) 
should be able to decrease IPO underpricing. Similarly, the study discussed hypothesis 2, which 
states that the share issuers’ agencies are classified into two categories by the extent of asym
metry information theories in pre-IPO and post-IPO periods.During the pre-IPO period, the study 
examined whether the relationship between IPO under-pricing and accounting convention (con
servatism) is more marked when asymmetry information is high. The study examined the extent of 
asymmetry in information between share issuers and investors using four substitutions that have 
been used in previous research, including the company’s sales growth, firm size, firm age, and 
governance, Purnanandam and Swaminathan (2004). The asymmetry of information between 
managers’ and investors’ values increases with progress opportunities because of firms’ cash 
flows from growth. At the next level, new firms are inclined to have more growth opportunities 
and less accounting standardization and accounting reporting systems relative to old companies 
(Rahim & Yong, 2010). The third level, large capital firms, is more established, paying off less 
ambiguity. At the final level, strong governance companies will better line up the interests of all 
investors, Ritter, 1991).

The sales value is calculated as the increase in sales revenue divided by year-to-year sales 
revenue. The company’s age is calculated as the number of years completed from its establish
ment dates before its IPO. The paper uses the sample average of each segmentation to divide the 
total sample size into high asymmetry information and low asymmetry information. Companies 
with high sales value, age of the companies, and weak governance are categorized as high 
asymmetry companies. In this connection, the study runs a regression model for the high and 
low asymmetry information to test whether accounting convention (conservatism) impacts IPO 
under-pricing under the different segments of the asymmetry information circumstance.

4.1. Data
The current research paper includes all A-share group companies that went through an IPO (initial 
public offerings) on the Indian stock exchanges (NSE and BSE) from 2010-to 2020. The IPOs of 
B-share group companies have not been considered because their IPO behaviours and perfor
mance are significantly different from those of A-share group companies due to different regula
tory rules and guidelines requirements, Chan et al. (2004). The study also excluded corporations in 
the financial trade, the main reason is that the financial reports’ environment for financial 
organizations significantly differs from other industrial organizations. The basic information 
about IPOs, stock returns, ownership information, and financial performance is attained from the 
database of CMIE database, the Indian accounting standard, Bloomberg L.P. and accounting 
research, Chan et al. (2004), we also eliminate companies that have a terminated time between 
submission date and listing date that exceeds 360 days. The preliminary sample of the study has 
been removed from the CMIE and Bloomberg L.P. database including 886 IPOs. Finally, the study 
selected 844 samples for this study after removing 42 companies from the financial trade and four 
companies that began their preliminary IPO but have not yet been considered or listed on stock 
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exchanges. Based on table 2 presents the companies-level sample selection process, which 
establishes significant time-series volatility in the Indian market.

4.2. Descriptive statistics
Descriptive Statistics of Initial Public Offer (IPO) for A- share in table 3 contains the descriptive 
statistics for all variables by year. All variables are sensitized at the extreme 1 per cent level and 
99 per cent level both to alleviate the probable outcome of deviation. The average weight of Initial 
Public Offer (IPO) under-pricing is 112.6% for the study sample period, which is apparently at 
a significantly high-level approach. An interruption of the Initial Public Offer (IPO) by year illus
trates that Initial Public Offer (IPO) under-pricing in the Indian stock market undertakes different 
stages. There is a declining tendency in terms of Initial Public Offer (IPO) under-pricing from 
102.3% in 2010 to 74.4% in 2015 and from 146.7% in 2016 to 98.6% in 2020, correspondingly. 
In the research sample, 47.5% of IPOs (399 of 840), the firm went for issues to the public through 

Table 1. Variables
Variables Description
UP (SMABR) Calculation of under-pricing with stock adjusted 

beginning returns on the opening of the stock first day 
of the IPO stock

UP (MBRD) Calculation of the Under-pricing with the book ratio 
differences between the entry day and pre-offering 
price

C.A.C. (TAA) Accounting convention (conservatism) (total accruals 
approach).

Book Value The book value is a dummy variable. The variable 
equals 1 if the company value goes public through the 
book structure mechanism

Constant and book value the relationship between the CONS and BOOK

L_Day Indicates the difference between offering and listing 
of an IPO stock

Size_off The natural logarithm of the offering price and size of 
Individual IPO stock value.

P_ownership Number of shares percentage of shares by Public and 
state-run-owned after IPO

L_ ownership % of shares by the private sector owned by legal units 
after IPO

T_shares % Of openly tradable shares of individually IPO

VOL Each year number of IPOs

Integer When a dummy variable equals 1

Leverage A Company debt divided by assets

Return on Assets EBIT divided by total assets

Table 2. Sample selection
Sample selection Procedure Sample dropped After pilot study
sample selection from 2000 to 
2020 available from the Indian 
stock market, ICAI Accounting 
Research Foundation, and CMIE 
Database

886

removing firms in financial 
industries after the pilot test

39 847

After the pilot test 3 844

Source: Author calculation 
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a book-building mechanism. The IPOs determining the number of days between the offering and 
listing is 81.06 in 2010 and deteriorations to 43.6 in 2020, this representative that the time lag 
between offering and listing has become smaller and the Indian IPO market has become more 
resourceful in current years. The normal logarithm of the number of offering shares multiplied by 
offering price indicates the offering size of individual IPO stocks is 472.739 in 2010 and increase to 
853.361 in 2020, which specifies an adverse association with the side by side of under-pricing. The 
proportion of shares held by government and state-owned legal entities after IPO, on behalf of the 
percentage of government ownership in the equity shares form of an issuing firm indicates a stable 
reduction from shows a stable reduction from 37.4% in 2010 to 21.9% in 2020. From table 3 It 
would be distinguished that the market shares retained by the state and legal entities account for 
more than 48% of the total shares for the NSE registered companies in the 2010–2020 sample 
period. This condition may enrich functioning inadequacies and evidence asymmetry that intensify 
Initial Public Offer (IPO) under-pricing. Examination of integer, national stock exchange of India 
and underwriter values indicates that 17.18% of Initial Public Offers (IPO) (145 of 844) have an 
integer offer stock market price, 50.59% of IPOs (427 of 844) are listed companies on the National 
Stock Exchange (India) from 2010 to 2020, and 31.39% of Initial Public Offer (IPO) (265 of 844) are 
underwritten equals to 1 if the underwriter belongs to Top 5 underwriters nationwide 7 and 0 
otherwise.

5. Data analysis and interpretation
Relationship between IPO Under-pricing and Accounting conservatism

Table 4 explains the output of cross-table examinations for the effect of accounting convention 
(conservatism) on IPO under-pricing in the Indian stock markets; it has been evaluated based on 
equation no. 3. The paper employs the total accounting accrual value (A_C) to proxy for account
ing convention, i.e., conservatism, and uses both SMABR (stock market adjusted beginning returns) 
and MBRD (market to book ratio difference) to evaluate the IPO under-pricing. The dependent 
variables are the SMABR at the beginning of trading (first day). The significance of the independent 
variable is the accounting concept factors, i.e., conservatism calculated by total accounting 
accruals values. The model is rationally well stated, with an R2 of 21.7% at the significance level 
of 10% (F = 9.534). As the study predicts, the coefficient value on constant variable total account
ing accruals (A_C) is −0.547 at the 1% significance level. The paper indicates that the accounting 
convention negatively and significantly contributed to IPO underpricing in the Indian market. The 
findings in Tables 3 and 4 support hypothesis one. The output in model no. 1 illustrates that the 
offering instrument does affect the under-pricing. The book value determines the building 
mechanism (book value) is indicated a positive relationship to under-pricing (SMABR) at the 
5 per cent significance level (0.619, t = −0.481), which is consistent with the book value. SMABR 
discovered a positive relationship between book value building and the measurement level of 
under-pricing from the start, indicating that book value building provides issues with better 
options and benefits to institutional investors. Model no. 1 determines the positive association 
between the book value and the level of under-pricing of SMABR at a significance level of 1% 
(0.619, t = 1.305), indicating the association with accounting (conservatism) convention and IPO 
under-pricing is less distinct after the execution of bookkeeping. This outcome checks the super
numerary association between book value and constant value, as highlighted in the correlation 
matrix.

Further, the paper also discusses the variable L_DAY having a positive connection to the level of 
under-pricing, even though its coefficient value does not show a substantial impact at the 
predicted value (0.004, t = −2,582). The detailed sample can elucidate this outcome. The regression 
test practice IPOs that have been taken during the study sample period took place from 2000–to 
2019. The normal failure time between contribution IPOs and listed companies during the period is 
12.73 days. The period gap is not as irrationally long as in earlier time durations. It can be 
concluded that the level of under-pricing is shown to be negatively affected by the time failed 
between the offering price and the listed companies’ price value if issuers can list the offerings at 
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a reasonable time frame. Concerning the firm’s size of IPOs (F_Size), the paper finds a suggestively 
negative association with the level of under-pricing at the 10% significance level (−0.572, 
t = 0.682), which is in line with previous literature asserting that the less critical offer size is 
considered, and it is informal for established investors to regulate the issuing procedure. With 
reverence to the influence of investors’ structure, the outcomes illustrate a positive affiliation 
between the percentage of owner shares (O_S) and IPO under-pricing at the 1% significance level 
(0.642, t = 0.793)and a negative association between the percentage of total tradable shares (T.S.) 
and IPO under-pricing at the 10% significance level (2.413, t = 1.527). This signifies that a high 
number of whole shares are owned and gives managers more prospects to cover up inadequacies, 
which exaggerates information and IPO under-pricing.

The paper finds a suggestively positive association between the IPO capacity level and beginning 
IPO returns (SMABR) at the 5% level (−2.280, t = 1.462). The values indicate that the market 
condition is extremely good with the IPO volume level. Further, the study also highlights that the 
reasonable offer price is negatively associated with IPO under-pricing (MBRD) at a significance level 
of 10% (0.003, t = −0.075). (1) Discuss how the use of substantial offer price anticipates reducing 
ambiguity in stock market pricing, as well as the frequency of substantial offer price levels in 
offerings. In this regard, the integer offer price undesirably affects the extent of under-pricing. 
Table 5 determines the coefficient on the exchange rate and discloses that the IPO under-pricing is 
significantly less than that on the Indian stock exchange at the 10 per cent significance level 
(−3.581, t = 0.174), which has a consistently positive impact on the exchange value. There is more 
exposure and less indecision in joint venture companies with external partners, so the IPO 
companies listed on the Indian Stock Exchange are relatively less under-priced.

The listed companies’ leverage coefficient (L_V) is −1.482, controlling leverage in the falling 
administration’s resourceful behaviours and asymmetry between IPO issuers and probable inves
tors. Though the t-test of this adjustable variable does not show significance at the conservative 
level, the representative that the character of leverage in decreasing asymmetry theory and IPO 
under-pricing in India is relatively weak. Dependable to (1), who contends that the mark of 
asymmetry data is a reducing purpose of organization profitability, ROA is shown to be negatively 
connected to the level of under-pricing at the 10% significance level (−2. 415, t = −3.638). This 
result signifies that profitability benefits decrease IPO underpricing in the Indian market. Like 
outcomes are attained when IPO underpricing is determined as the difference in book-to-market 
ratios between pre-IPO and the listing company’s date (MBRD) in table 6. The coefficient of 
constant total accrual accounting (T_A_C) is −4.759 at the 5 per cent significance level, according 
to alternative model 2. Consequently, the paper’s experiential outcomes are robust in reverence to 
the suggestion of accounting convention (conservatism) with IPO under-pricing in the Indian 
market.

The impact of asymmetry information on accounting conservatism and IPO under-pricing

The paper studies the first hypothesis concerning the influence of IPO asymmetry on the 
association between accounting convention and IPO under-pricing. The paper divides the sample 
into high and low asymmetry data based on five-panel factors, i.e., firm age, growth size, corporate 
governance, and firm leverage. At the 10% significance level, all factors determine a significant 
transformation between the high and low asymmetry. Table 6 illustrates that the following 
hypotheses created on the segregated sub-samples are high and low asymmetry information. 
The regression model determines that the total accounting accrual value constant is −0.582 for 
higher growth in subcategory groups (t = 0.569).

Table 7 indicates that the MBRD intercept has a significantly positive coefficient (4.002; 
t = 5.023), and the coefficient on constant accounting accrual value is still considerably negative 
(−2.473; t = −1.013), consistent with the explanation that companies with accounting tend to have 
lower under-pricing. Hence, Table 8 suggests that the paper outputs are robust to correcting 
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potential sample selection bias since higher under-pricing companies are more likely to use less 
conservative accounting.

Results of robustness tests

The study runs numerous robustness tests to check the validity of the present research results. 
Initial, the study employees’ C-SCORE test was established by Khan and Watts in 2009 as an 
alternate accounting convention conservatism evaluates because the cash-based uncertain cal
culates the accounting convention (conservatism) may have a healthier governance role in 
decreasing the information asymmetry. The study also divided the full sample into two subcate
gories of samples according to whether the company goes through the public book building 
mechanism instrument. The accounting accrual model is specified as:

AACi = β0 + β1D_CFOi + β2C_FOi + β3D_CFOi × C_FOi + µi (6)

Table 5. Results accounting conservation and IPO under-pricing (2000–2020)
Variables Predictions Signs UP (SMABR) UP (MBRD)
Intercept 2.385*** 

(4.681)
−0.47 ** 
(−0.638)

Cons_AC - −0.547 
(−1.573)

−4.759*** 
(−0.585)

B_V ? 0.619** 
(1.305)

−0.481 
(2.485)

L_Day + 0.481 
(0.004)

−2.582** 
(−0.371)

Size + 0.520*** 
(0.572)

0.563 
(0.682)

W_P - −0.683 
(0.462)

0.793 
(−0.930)

W_L - −0.863** 
(−0.1.738)

0.429** 
(1.637)

T_S - 2.413*** 
(0.382)

1.527*** 
(0.471)

Vol + −2.280 
(−0.218)

1.462 
(0.627)

Int ? 0.003 
(0.021)

0.075 
(−0.481)

Ex + −3.581** 
(0.491)

0.948*** 
(0.174)

L_R - −1.482 
(2.418)

0.581 
(1.374)

R_A - −2.415 
(1.429)

−3.638 
(1.382)

N Observation 527 527

R2 0.692 0.742

Adj.R2 0.217 0.136

F-stat 9.534 9.847

Note: Table information the cross-sectional studies for the impact of accounting convention (conservatism) on IPO 
under-ricing from equation no 3. The meaning of variables is described in Table 1. 
* Statistical significance at the 1% level. 
** Statistical significance at the 5% level. 
*** Statistical significance at the 10% level. 
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From where the company is indexed, AAC is the income received from the extraordinary 
components, deducted cash flow statement from the operation source. Additionally, with depre
ciation expenditure shrunk by average assets at the commencement of the year before the IPO, 
cash flows from operations shrunk by average total assets at the start of the year before the IPO; 
D_CFO is a dummy variable and equals 1 if the CFO < 0 and 0 or else; and µ is the residual variable 
value. In this model, β1 is predictable to be suggestively negative, presenting the negative 
correlation between accounting accrual value and cash flow re-importation. Β2 is predicted to be 

Table 6. Result for asymmetry groups difference between low and high information data

Proxy Variables

Asymmetry data at 
a high level

Asymmetry data at a low 
level

Mean-variance 
value

N Mean σ2 N Mean σ2 Variance T-test
Firm Growth 273 0.517 0.427 273 0.690 0.604 0.0407 11.065***

Firm Size 273 1.282 0.972 273 0.528 1.417 0.7802 2.904***

Firm Age 273 0.936e+02 3.075 273 0.697e+14 1.580e+42 −2.7030 −8.792***

Firm C_G 273 −0.319 0.619 273 1.038 0.849 −1.0486 −4.037***

Firm_L_R 273 −0.172 0.247 273 0.306 1.064 −0.7893 −3.692***

Source: Author calculation 

Table 7. Output of reverse causality test using Heckman correction model:—estimating 
regression models which suffer from sample selection bias
first-stage probit regression panel -A second-stage regression panel -B

MBRD
Intercept −1.032** 

(−1.042)
Intercept 4.002*** 

(5.023)

L_R −0.271* 
(−0.017)

Cons_AC −2.473 
(−1.013)

R_A −3.324*** 
(−2.306)

Book value −0.084*** 
(−0.019)

Firm Growth 0.052 
(0.031)

L_Day −0.002 
(−1.910)

Firm Size 0.921*** 
(1.273)

Size −0.992 
(−5.036)

I_D_All_D −0.319 
(−0.061)

W_P 0.185** 
(0.962)

Size_B_D 0.012* 
(1.352)

W_L −0.892 
(−1.047)

N 527 T_S −1.047 
(−2.347)

Pseudo -R2 0.036 Vol 0.056* 
(2.018)

Int −0.006*** 
(−1.902)

EX −0.341*** 
(−1.028)

L_R −0.428(−0.045)

R_A 0.537*** 
(0.614)

N 527

Source: Author calculation * Statistical significance at the 1% level. ** Statistical significance at the 5% level. *** 
Statistical significance at the 10% level. 

Sreenu et al., Cogent Economics & Finance (2022), 10: 2132641                                                                                                                                      
https://doi.org/10.1080/23322039.2022.2132641

Page 16 of 21



significantly positive in the existence of accounting convention (conservatism), indicating a positive 
relationship between simultaneous cash flows from operations and accounting accruals in the bad 
debt amount heads. The paper signifies that accounting accrued losses are more prospective to be 
stated in the bad debt’s time duration as a negative cash flow (1). The study mentions the 
timeframe of better updates β3 as G_SCORE. The total duration of bad updates indicates the β0 

as C_SCORE, which the paper employees use to determine the accounting convention alternatively. 
Watts (2003) notes that G_SCORE and C_SCORE are linear program functions of firm-precise 
features: 

G Score ¼β1¼γ0þγ1firm growthiþγ2firm sizeiþγ3MB Valueiþγ4LVi (7)  

C Score ¼β2¼μ0þμ1firm growthiþμ2firm sizeiþμ3MB Valueiþμ4LVi (8) 

The paper determines them into regression equation no 6 to attain the equation no next level (9) 
and to get the score of C value as a firm-annual evaluation of accounting convention (conserva
tism) by employing µ0, µ1, µ2 and µ3: 

ACCi ¼ β0þβ1D C:F: Oiþ C:F:Oi γ0 þ γ1firm sizei þ γ2firm growthi þ γ3MB Valueið Þ

þ D C:F:Oi þ C:F:Oi £0 þ £1firm sizei þ £2firm growthi þ £3MB Valueið Þ þ εi
(9) 

Table 8 illustrates that the regression analysis output employs C_Score as the independent 
variable to determine the accounting convention and hypothesis one. The coefficient value on 
C_Score is −0.313 (t = −0.425) at the ten significant levels of the companies decided through 
instruments other than BBM. In contrast, the coefficient value on the C_Score is insignificant for 
companies that go through BBM. This outcome is consistent with hypothesis one and the author
ized value. It has shown the negative association between accounting convention and IPO under- 
pricing and the substitutive association between accounting convention (conservatism) and BBM 
(book building mechanism).

As discussed, previously, creative non-marketable shares have been allowed to be traded on the 
stock exchanges in India since 2010. Improvements in the capacity of tradable shares allow 
potential investors to adopt more shares and reduce investor demand for share issues. This 
circumstance may alleviate the demand for accounting conventions (conservatism) and lower 
the level of IPO under-pricing. The paper divides the sample into two time periods (2010–2015 vs. 
2016–2020) to examine the effect of the movement of initially non-tradable shares from 2002 on 
the association between accounting convention (conservatism) and IPO under-pricing in the 
Indian market. Table 8 explores that the coefficient on Cons_TAC in the 2010–2015 time period 
is −0.385 (t = −1.582) at the 5% significance level, but the value impact is insignificant. The 2006– 
2010 time period is −1.105 (−0.304). In the same order, 2011–2015, 2016–2020, it is −2.602 
(t = −0.381) and 0587 (t = 1.528). As for the negative association with accounting conventions 
and IPO under-pricing, it was alleviated after the rotation of non-tradable shares in the year 2011.

Lastly, besides the ranking of return on assets and leveraged values according to the number of 
their IPO transactions, which is the critical model, the paper also organizes return on assets. Its 
leverage values are in terms of total ROA and leverage amounts and their firm size for robustness 
tests. In addition, the paper uses a firm’s total debt value multiplied by its ROA one year before the 
IPO and its short-term debt value multiplied by its book value of ROA one year before the IPO to 
proxy leverage value risk level. The paper also uses operating stock and income divided by ROA in 
the year before the IPO to proxy for steady profitability. The paper examines the model from 3–6 in 
Table 8. The regression outcomes of the robustness tests and the study’s hypothesis are commonly 
supported after implementing alternative measures of those control variables.
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6. Conclusion
The paper’s significance is to examine whether and how accounting conservatism affects IPO under
pricing in the stock market. The outcomes of the regression analyses disclose that IPO under-pricing is 
inversely related to accounting convention (conservatism), after regulatory for deal-explicit and firm- 
precise features. This outcome is reliable with the asymmetric data model. Therefore, the accounting 
convention (conservatism) will assist in diminishing the asymmetry facing IPO firms and alleviating 
IPO underpricing. In addition, the paper finds that the negative impression of accounting convention 
(conservatism) on IPO under-pricing is more distinct for firms with high asymmetry data than for 

Table 8. Regression analysis for robustness tests

Variables

Model 1 Model2

Model 3
Model 

4 Model 5 Model6
2000– 
2005

2006– 
2010

2011– 
2015

2016– 
2020

Intercept 2.657*** 
(2.50)

1.093** 
(3.04)

2.351** 
(1.41)

0.849*** 
(4.07)

3.219*** 
(4.28)

4.205*** 
(2.49)

1.048*** 
(1.72)

2.495*** 
(5.31)

Cons_TAC −1.582** 
(−0.385)

−0.304 
(−1.105)

−0.381 
(−2.602)

1.528 
(0.587)

−2.019 
(−0.401)

−2.339 
(−1.496)

−0.969 
(−2.629)

C_score −0.425 
(−0.313)

−0.528** 
(−0.417)

−2.965** 
(−0.081)

B_V 0.603** 
(1.041)

−0.728*** 
(−4.194)

0.581 
(1.810)

0.994* 
(1.738)

0.218** 
(1.162)

0.318* 
(1.937)

L_Day 0.005*** 
(0.012)

−0.021 
(−0.510)

0.071*** 
(1.590)

−0.001 
(−0.361)

0.028* 
(0.053)

0.004** 
(0.034)

0.001 
(0.041)

0.007** 
(0.072)

Size −0.231 
(−2.642)

−0.645** 
(−5.274)

−0.835 
(−6.748)

−0.747* 
(−2.573)

−0.703 
(−7.746)

−0.691 
(−8.058)

−0.883** 
(−5.462)

−0.784 
(−6.573)

W_P 0.445 
(0.602)

0.293 
(1.405)

0.546*** 
(0.739)

0.825 
(2.448)

0.226** 
(1.132)

0.547* 
(1.436)

0.648* 
(3.537)

0.738 
(1.627)

W_L −0.320*** 
(−0.215)

0.619 
(0.508)

0.394 
(0.283)

0.148* 
(0.037)

−0.329 
(−0.216)

−0.521 
(−0.410)

−0.634 
(−0.523)

1.325*** 
(2.215)

T_S −1.637 
(−0.526)

0.364*** 
(0.253)

0.081*** 
(0.172)

0.862 
(0.751)

−2.471*** 
(−1.360)

−3.597** 
(−2.472)

−0.462** 
(−0.327)

−0.057 
(−0.146)

Vol −0.041*** 
(−0.130)

0.025* 
(0.114)

−0.002 
(−0.091)

0.031*** 
(0.012)

0.002 
(2.036)

0.009 
(2.402)

0.004 
(3.047)

0.008** 
(3.017)

Int −0.021 
(−0.081)

−0.413 
(−2.302)

0.024** 
(0.821)

−1.803 
(−3.261)

−0.127** 
(−4.638)

−0.893** 
(−2.746)

−0.826** 
(−3.648)

−0.639 
(−2.517)

Ex −0.034** 
(−0.038)

−0.519 
(−1.062)

−1.008 
(−0.314)

−1.490 
(−0.548)

−0.325 
(−2.036)

−2.037 
(−0.481)

−0.502 
(−1.089)

−0.562 
(−1.845)

R_A −1.683* 
(−0.572)

2.384** 
(1.273)

−2.091* 
(−3.190)

−3.012*** 
(−2.003)

−1.675** 
(−2.563)

−3.759* 
(−2.472)

−4.384*** 
(−2.583)

−1.399 
(−0.428)

L_R −0.043* 
(−1.094)

SD 0.032* 
(0.003)

OIA −2.056** 
(−1840)

N 527 527 527 527 527 527 527 527

R2 0.402 0.623 0.733 0.415 0.304 0.362 0.372 0.704

Adj.R2 0.325 0.534 0.283 0.275 0.159 0.327 0.127 0.491

F-stat 5.708 6.302 4.006 7.581 5.671 8.596 8.472 9.339

Source: Author calculation. 
* Statistical significance at the 1% level. 
** Statistical significance at the 5% level. 
*** Statistical significance at the 10% level. 
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organizations with low asymmetry data. The representative found that higher asymmetry data 
generates more motivation for conservative accounting by IPO firms. Additionally, the paper finds 
positive implications for the development of accounting and reporting performance and the practical 
process of the capital market. The study also shows that after-market sentiment causes a further 
price run-up in the secondary market. Overall, our findings suggest that institutional investors play an 
important role in re-distributing shares in the secondary market and underwriters take into consid
eration of investor sentiment in pricing IPOs during pre-market and aftermarket periods.

The general conclusion of this paper, a probable restriction, is focused mainly on the viewpoint of 
asymmetry information to examine the influence of accounting convention (conservatism) on IPO 
under-pricing. Even though there are many other financial and accounting theories concerning the 
causes of IPO under-pricing. In future research, factors other than asymmetry information could 
be discovered to examine the relationship between IPO under-pricing and accounting convention 
(conservatism). In accumulation, the rationality of the corporate governance variables is used in 
the present paper and tested as the Indian stock market functions in a setting with dominant 
corporate governance and weak law instruction. Furthermore, given the lack of empirical literature, 
the current study is expected to guide future research by including more relevant explanatory 
variables such as accounting disclosures, and other firm-specific variables namely firm age, firm 
size, asset tangibility, and other financial ratios.
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