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Abstract- The purpose of this study is to research whether the operation results of non-financial companies offered to public 
in 2005-2012 periods and trading in Borsa Istanbul (BIST) are different before and after initial public offering (IPO) and 
some features about IPO have effects on these differences or not. In the study, data from IPO prospectuses and financial 
statements of 31 companies were analyzed. According to analysis results, it was seen that return on assets (ROA), return on 
equity (ROE) and net sale returns of the companies significantly decreased in post IPO period and some features about IPO 
had also an effect on return rates. Findings of this study have some implications to investors, academicians and policy 
makers. 
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I. INTRODUCTION   
 
A stock exchange has important functions for 
investors, companies and public. While investors get 
dividend and appreciations by investing their savings 
on stocks, companies provide safe funds to finance 
their investments. Accumulation of funds in financial 
markets and increasion in industrial investments have 
also a positive effect on the variables such as 
unemployment, economic growth and income 
distribution. 
 
However, most of the times interests of new investors 
and companies may conflict with each other. 
Although companies would like to sell their stocks at 
the highest prices, new investors (new shareholders) 
would like to buy stocks in lower price and earn high 
dividend. In these cases, market price of companies is 
excessively lower after IPO and investors make 
losses. This decrease in stock prices sometimes 
depends on cyclical reasons but sometimes it is 
derived from the operation losses of the companies. 
As a result of these losses, market price of stocks 
excessively goes down and this might even result in 
going into bankrupcy and investors losses are large.  
 
Companies tend to indicate higher profits in their 
financial statements while they are planning to go 
public. Indicating high profits gives an indication that 
the IPO price of the stock should be high. For 
instance, Teoh, Wong and Rao (1998) in their study 
obtained findings indicating that companies tended to 
report high sale returns before IPO but after IPO this 
sale return was not maintained and return decreased 
significantly. In such cases, stock price is determined 
high during IPO process and market price of the stock 
goes down depending on the decrease in profits after 
IPO and therefore, investors have incalculable loses. 
Peristiani and Hong (2004) in their study say that 
after IPO financial success of the companies offered 
to public in 1980-2000 periods is low. The authors  

 
found that the companies which were successful after 
IPO had also been successful before IPO. The authors 
claim that the reason why the companies are not 
successful may be the economic disruption.  
 
While profits of companies go down as a result of bad 
market conditions and mismanagement, in some 
cases managers may reduce the benefits deliberately. 
Öztürk (2014:107) states that some company owners 
eliminate the savings of small investors by 
manipulative methods and try to use the funds of the 
company for their own benefits. 
 
Some companies offered to public declare high 
profits through some accounting operations in pre-
IPO periods in order to sell the stocks expensively. 
However, after IPO they do the opposite accounting 
operations they did before. This causes the profits 
after IPO to go down. As a result, small investors 
lose. Ritter (1991) and Loughran and Ritter (1995) 
found out that companies got lower returns than the 
ones with the same sector and size which were not 
offered to public in 3-5 years following the initial 
public offering period after IPO. Teoh, Welsh and 
Wong (1998) also indicated that low performances of 
these companies after IPO were determined by 
earnings management practices depending on 
accounting operations above the line.  
 
In this study, whether return rates of the companies 
after IPO differ from the former period or not and the 
effect of some features about IPO on the differences 
will be researced. Moreover, a method and content 
similar to Penman and Zhang’s (2002), Beneish’s 
(2001) and Jones’s (1991) studies trying to determine 
the earnings management are not aimed.   
 
II. METHOD 
 
In this study, returns of the companies after IPO were 
compared with the ones before IPO to determine 
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whether the obtained results differ according to some 
features about IPO process or not. 
Data belonging to 31 non-financial companies were 
used in the analysis. Data were collected from the 
web site of Borsa Istanbul 
(www.borsaistanbul.com.tr) and Public Disclosure 
Platform (www.kap.gov.tr). Data are based on 
financial statements and prospectuses of the 
companies went to public between 2005 and 2012. 
Data were collected from the financial statements of 
the companies belonging to 3 years before and 3 
years after IPO. Since some companies did not have 
financial statements for 3 terms before IPO, data for 
the available 2 years were used. The data for first 
year after IPO is the year of IPO. Data in the study 
were used without considering the time value of 
money.  
 
The number of non-financial company which was 
offered to public in 2005-2012 period is 31. For that 
reason, sampling of the study is equal to target 
population of the study. Both for that reason and for 
insufficient number of company no statistical method 
was used in order to understand that whether 
operation results are different or not after IPO.  
 
Return on Assets (ROA), Return on Equity (ROE), 
Net Sales, Net Profits and Rates of Net Sale 
Profitability (RNSP) of the companies went to public 
in Borsa Istanbul were used in the study. In order to 

understand whether operation results after IPO 
changed or not, IPO and post-IPO data were 
analyzed.  
 
III. FINDINGS 
 
Features of the companies in the study concerning 
IPO rates are indicated in Table 1. 71% of the 
companies in the study were offered to public in and 
after 2010 and 29% of them were offered to public in 
and before 2009. The reason for this discrimination is 
to indicate the effect of global financial crisis in 2008 
on companies. While 58% of the companies work in 
manufacturing sector, 29% of them are in service 
sector. 
 
When we look at the IPO method, in 12,9% of the 
companies (4 companies) shareholders sold only their 
own shares, therefore there were no cash inflow to the 
company. 58% of the companies made only capital 
increase but the rest of 32,3% made both capital 
increase and their shareholders sold the shares. 
 
Capital of 71% of the companies (22 companies) is 
lower than 100 million Turkish Liras and the rest is 
higher than 100 million Turkish Liras. 41,9% of the 
companies trading in 1st national market. As share 
sale method 45,2% of the companies prefers fixed 
price, 41,9% prefers price range and 12,9% prefers 
sales on Stock Exchange methods.  

 
Table:1 Features of the Companies Concerning IPO 

  
 
As a brokering method, “best effort” method was 
utilized the most (48,4%). While the rate of 
companies selling shares to foreign investors was 
48,4%, no share was sold to foreign investors in 
51,6% of the companies. By analyzing IPO 
prospectuses of the companies we learnt where 

companies would use the money from IPO. Each 
company declared that they had more than one 
different objective at the same time. The leading 
objective of 48,4% of the companies is growth, 
25,8% of them is new investment and 19,4% of them 
is to discharge and meet company capital needs.  
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3.1. IPO and Changing of Operation Results  
Average ROA, ROE, sales and net profits of the 
companies before IPO (1st term) and after IPO (2st 
term) are demostrated in Table 2. While average 
ROA of all companies was 7,41% in 1st term, it drew 
back to 4,22% with a decrease of 3,18% in 2nd term. 
A similar decrease is also valid for ROE. ROE 
average with 20,52% in 1st term drew back to 5,94% 
with a decrease of 14,59% in 2nd term. However, 
average sale and the amount of average sale profit in 
2nd term increased.  
 
According to Table 2, 3-year average returns of only 
2 companies from 31 companies are negative, all of 
the other 29 companies had profit in the first term. 
However, the number of losing company in second 
term increased to 8. According to this, companies 
tend to make profits in pre-IPO period to become 
more successful in IPO. In addition, in second term 
total number of the companies whose net sale profits 
decreased were 14 and increased were 17. It needs to 
be emphasised that there was a decrease in profits in 
14 companies out of 31 companies. Therefore, 
45,16% of all companies decreased their sale profits. 
The researcher need to understand the reason for this. 
In order to observe the change in net sale profits well, 
the changes in RNSP are indicated in Table 3. 
According to Table 3, it is seen that RNSP of 20 
companies (64,51%) of 31 companies decreased. 
When this table is analyzed, the significant decrease 
in the success of the companies after IPO can be seen 
more clearly. In Table 3, 1st term RNSP of the 
companies were obtained by dividing the average net 
profit for that term into net sales. RNSP in 2nd term 
was also found with the same method and the 
difference between two terms was calculated. Change 
rate indicates the difference between RNSP of two 
terms.   
 
According to this, it is seen that only 2 companies 
lost in first term. However, in second term RNSP of 8 
companies is negative. However, when we look at the 
RNSP change between two terms, we can see that 20 
companies of 31 companies decreased their RNSP. 
There are 3 logistics companies among 31 companies. 
These are the companies with the number 15, 23 and 
24 in Table 3 and 3 of them decreased their RNSP. 
Also 2 of these 3 companies made loses in their 
second terms and they were delisted later. Although 
foreign trade of Turkey has grown in a stable manner 

recently, what factors have caused the loss of 
logistics companies in stock exchange and delisting 
of them?  
 
3.2. Effect of the Factors about IPO on Operation 
Results 
Since whether the features about IPO made any 
difference on returns can not be researched 
statistically, descriptive statistics indicated in Table 4 
were analyzed. According to analyses, effects of the 
features about IPO on ROA, ROE and RNSP mostly 
resemble. Capital inflow to the companies due to IPO 
causes an increase in equity and assets of the 
company. However, term profit does not increase 
with the same momentum, for that reason ROA and 
ROE may decrease with the effect of this situation. 
Therefore, analysis will be carried out by considering 
only RNSP for a better assessment.  

 
i. IPO Year of Company: Peristani and Hong (2004) 
emphasized that economically troubled periods would 
be effective on the failure of the companies after IPO. 
In this study, it is seen that 29% of the companies 
were offered to public in 2008-2009 crisis period and 
before it. When we look at Table 4, we can see that 
the average of the decrease in returns of these 
companies in second term was 3,5989%. However, 
the decrease in returns of the companies offered to 
public after crisis is 1,5427%. So we can say that the 
global financial crisis in 2008 significantly affected 
the second term profits of the companies offered to 
public before the crisis negatively.  

 
ii. Sector: Effect of the sectors of the companies can 
be seen in Table 4. According to it, sale profits of the 
companies in trade sector decreased 7%. However, 
second term profitable of large holding companies 
increased 6%.  

 
iii. IPO Method: IPO methods that can be 
implemented in stock exchanges may be “capital 
increase”, “shareholder’s sale and capital increase” 
and “shareholder’s sale”. When we look at Table 4, 
we can see that different IPO methods caused 
difference on return rates. In the study, it is seen that 
the companies performing IPO as only shareholder’s 
sale increased their return rates 2,655%. Interestingly, 
it is seen that return rates of the companies 
performing IPO as both capital increase and 
shareholder’s sale are -5,8790 %. 
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Table: 2 ROA, ROE and Average Net Sale and Net Profits of Companies 

 
  

Table: 3 Rates of Net Sales Profit (RNSP) Before and After IPO’s 
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Table: 4 Features About IPO and Changes on NRSP 

 
 
iv. Capital Size: Capital size also affects 2nd term 
profits of the companies. While the change value in 
return rates of the companies with small capital 
decreased as 2,8436%, returns of the companies with 
large capital decreased as 0,4189%.  

 
v. Traded Market of the Stock: It is seen that 
returns may change according to traded market of the 
companies. 2nd national market is the market where 
rather small companies not having the qualities for 
trading in 1st national market are traded. According to 
Table 4, average sale returns of the companies trading 
in 1st market changed -0,6085% although returns of 
the companies trading in 2nd market changed -
3,2456%.  

 
vi. Brokering Type: 3 brokering methods are used 
while the companies are offered to public. The most 
commonly used method is “best effort” method and 
the change in 2nd term sale returns of the companies 
which were offered to public with this method is -
3,8987%. On the other hand, sale returns of the 
companies which were offered to public with “partly 
stand-by underwriting” method changed 1,5917%.   
 
In best effort method, brokerage do not give sale 
quarantee for all stocks. It is possible to attribute this 
to the company management or the lack of 
confidence to financial success. In other methods, 
issuers thourougly and considerably give sale 
guarantee to the company offered to public.  

 
vii. Sale Method: There are differences in sale prices 
of stocks in terms of profits. As can be seen in Table 
4, while the decrease in sale returns was 5,17% in the 
companies using sale method in stock exchange and 
2,7057% in the ones sold by fixed price, it was 
0,5977 % in the companies using price range method.  

viii. Sale Rates to Foreign Investors: Purchase rate 
of the stocks offered to public and traded in stock 
exchange by foreign investors has become an 
outstanding point. According to Table 4, the 
companies more than 20% of their stocks were 
purchased by foreign investors increased their sale 
profit 1,1% in 2nd term. However, profit decreased as 
3,6967% in the companies with less than 20% of 
foreign shares and it decreased as 4,2775% in the 
companies with no foreign shares. In this case, it can 
be said that foreign investors preferred corporate or 
well-managed companies and they have effects on 
company management and its financial success.  

 
ix. Purpose of IPO: Purposes of the use of the 
revenues of the companies from IPO have generally 
not an important effect on profit changes. However, a 
large increase can be seen in sale returns of two 
companies that did not declare the purpose of IPO 
and performed shareholder’s sales. 
 
IV. RESULTS AND DISCUSSION 
 
This study looked at whether there was a significant 
change in profits of the companies whose stocks were 
offered to public between the 2005-2012 periods 
before and after an IPO. IPO prospectuses and 
financial statements of 31 non-financial companies 
before and after IPO were analyzed. 
 
According to the findings of the study, most of the 
ROA, ROE and net sale profit margins of the 
companies went to public decreased. Cash inflow to 
companies may have affected the decrease in ROA, 
ROE rates. According to the findings, in 2nd term net 
sale profit margin of 64,5% of the companies (20 
companies) decreased. While the rate of the 
companies with negative net sale profit margin was 
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6,45% (2 companies) in 1st term, it was 25,81% (8 
companies) in 2nd term. 
 
When the features of these companies about IPO are 
analyzed, general features of these companies whose 
profit margin decreased with this change are: (i) 
being offered to public in 2009 and before, (ii) being 
in trade sector, (iii) using capital increase and 
shareholder’s sale methods together as IPO method, 
(iv) having less than 100 million TRL capital, (v) 
trading in 2nd national market, (vi) using “best effort” 
method as brokering type, (vii) preferring “sale on 
stock exchange” as sale method and (viii) not selling 
stocks to foreign investors. 
 
The features about better net sale profit margin can be 
listed as: (i) being offered to public in 2010 and after 
2010, (ii) being a holding company, (iii) having 
shareholder’s sale as IPO method, (iv) having more 
than 100 million TRL capital, (v) trading in Borsa 
İstanbul 1st national market, (vi) having partly stand-
by underwriting as brokering type, (vii) having more 
than 20% of share sale rate to foreign investors.  
 
In accordance with these findings, large companies 
which are trusted by foreign inverstors in addition to 
Turkish investors show relatively better performance 
in the second period compared to the companies 
which are involved in the other group.  
 
The findings of the study have important implications 
to academicans, investors, company owners and 
policy makers in terms of protecting investor rights 
and the development of capital markets. But, it is still 

huge question mark whether the companies change 
their profits consciously or not? In order to answer 
this question well, the earning management of 
companies should be analyzed in IPO process. 
Morever the effect of earning management practice 
on market price of the stocks can be researched in 
further studies. 
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