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Abstract: This study illustrates the significance of comprehending board
governance by examining the relationship between director
characteristics and the operating performance of Malaysian IPO firms.
The selected firms in the sample are categorized based on market
capitalization to enhance the study's rigor. Board governance is
represented by board diversity and structure as independent variables
and operating performance as a dependent variable. Operating
performance is measured by earnings before interest and tax to total
assets (EBIT/A). The findings of descriptive analysis show that Malaysian
IPOs' operating performance before the IPO is better than during the IPO
year, and the performance declines further after the IPO year. Several
directors’ characteristics have a significant relationship with post-IPO
operating performance. When the dependent variable is EBIT/A, board
size and the number of independent directors are significantly and
negatively related to operating performance. These results suggest that
more directors and independent directors do not bode well for firm
performance for small-size firms, indicating potential differences in the
effectiveness of corporate governance practices between Malaysia and
other developed countries. On the other hand, variables such as the size
of the board and age diversity exhibit significance for large firm’s size. On
the other hand, variables such as postgraduate education level, gender
diversity, age diversity, and family ownership generally do not exhibit a
significant relationship with operating performance. This study extends
the current literature by inserting a comprehensive set of directors’ profile
variables.
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1.  INTRODUCTION

The new issue market is an integral component of the capital market, allowing companies
to raise funds through the issuance of new shares or by selling their existing shares. The
strategic impact of the financing decision to offer new issues or IPOs has motivated
extensive research within the field. Prior literature has extensively explored the price
behavior of these offerings, both in developed and developing markets. Generally,
previous research findings indicate that IPOs often record substantial gains on the first
day of trading, delivering excess returns to investors in the short run.

However, it is noteworthy that IPOs exhibit poor long-term stock returns, a phenomenon
well-documented by researchers such as Loughran and Ritter (1994) and Cai and Wei
(1997). Loughran and Ritter (1994) provided a comprehensive review of international
evidence on the long-run underperformance of IPOs, revealing mixed results among
different researchers. For instance, Lee et al. (1996) observed severe underperformance
in the long run for Australian IPOs. In contrast, Rosa et al. (2003) found no such evidence
in the same market over a two-year post-IPO period. In comparison, Ritter (1991) reported
significant negative returns for U.S. IPOs in the first three to five years following their IPOs.
Interestingly, in Malaysia, IPOs tend to outperform the market, both in the short run and
the long run, as suggested by Corhay et al. (2002), Zaluki et al. (2007), and Mohamad et
al. (1994).

Numerous comprehensive examinations have delved into the accounting-based operating
performance of firms following their initial public offerings (IPOs). Notable contributions to
this field include studies by Jain and Kini (1994, 2008), Balatbat et al. (2004), and Wang
(2005), all of which have collectively revealed a consistent trend: post-issue operating
performance tends to undergo a notable and statistically significant decline when
compared to pre-issue levels. This robust body of research underscores the intriguing
dynamics surrounding IPOs, shedding light on the challenges and adjustments companies
face as they transition from private entities to publicly traded ones, ultimately contributing
to a deeper understanding of the market's financial landscape and investment decisions.

Most notably, prior Malaysian studies have primarily focused on underpricing and short-
term and long-term stock price performance of IPOs. These studies consistently identify
relatively higher underpricing in Malaysian IPOs compared to other countries, particularly
within the Asian market, as documented by Dawson (1987), Othman et al. (1999),
Mohamad et al. (1994), and Wu (1993). Dawson (1987) even highlighted the exceptional
performance of Malaysian IPOs in both the short and long run. Several factors have been
identified to explain IPO performance in Malaysia, including institutional ownership (Yong
et al., 2011), underwriter reputation (Carter and Manaster, 1990; Kenourgios et al., 2007;
Su and Bangassa, 2011), lock-up provisions (Wan Hussin, 2005; Rashid et al., 2014),
market conditions (Derrien and Womack, 2003; Chua, 2014), after-market liquidity (Ellul
and Pagano, 2006), and earnings management (Nagata, 2013).

Surprisingly, most of the studies analyzing the operating performance of IPO firms in
Malaysia have overlooked the director's characteristics, as demonstrated by Zaluki (2008),
Zaluki (2005), Ho and Raja Amir Hamzah (2011), and Masruki and Azizan (2012). These
factors ensure that publicly listed companies adhere to good corporate governance
practices.
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This study takes a fresh approach by analyzing changes in the operating performance of
listed firms before and after their initial public offerings, specifically focusing on the
Malaysian context. We examine firms listed in Bursa Malaysia in market capitalization
categories. Additionally, this study investigates the relationship between directors'
characteristics and the post-issue operating performance of Malaysian IPO firms.

A company's board of directors plays a pivotal role in overseeing its business, approving
strategic decisions, and evaluating its performance. The quality and diversity of directors
are expected to influence a firm's future performance. Moreover, in emerging markets like
Malaysia, ownership structure and alignment of managerial interests with shareholders'
interests become crucial, given the high information asymmetry and potential for non-
value maximizing behavior. This study aims to fill the gap in existing research by exploring
these dimensions comprehensively and providing valuable insights into the unique
dynamics of the Malaysian IPO landscape.

2. LITERATURE REVIEW

In addition to analyzing the underpricing level and the stock price performance of IPO
firms, researchers also examine the operating performance of IPO firms. Balatbat et al.
(2004) examined the post-listing operational performance of Australian IPOs by focusing
on the relationship between the ownership structure and firm performance. They found
that the operating returns of IPO firms appear to be relatively stable for up to five years
after the IPO. Operating performance is calculated by taking the profit before interest, tax
deflated by the total asset. Furthermore, the study conducted a multivariate analysis to
test the effects of insider ownership and corporate governance attributes (board
composition and leadership) on post-listing operating performance.

The dependent variable is adjusted operating returns, and the independent variables are
operating returns, ownership shareholders, proportion of outside directors, share
ownership of institutional investors, age of company, proportion of retained ownership,
leverage, and proportion of tangible asset to total asset. The findings show that ownership
shareholding is only significant in years four and five. The outside directors variable is
considered lacking in explanatory power, and the institution ownership variable is
significant in years three and five. Leverage is significant from year two until year five, and
the proportion of tangible assets is significant in years one, two, four, and five.

Arik and Mutlu (2015) examined the post-IPO operating performance of the companies
listed on Borsa Istanbul. They found that operating performance indicators, except cash
flows from operations over total assets, declined following the IPOs relative to the pre-IPO
year. Jain and Kini (2008) studied the impact of strategic investment choices on post-IPO
operating performance and the survival of US IPO firms. They focused on four key
resource allocations for investment decisions by issuing firms - product diversification,
R&D expenditure, capital investments, and advertising expenditure. The sample in the
study comprises 3837 firms, listed from 1980 to 1997, in the US market. Abnormal
operating performance is computed as the difference between the issuing firm’s raw
operating performance and the median operational performance of the firm’s industry. The
results of this study show the extent of diversification of the issuing firm’s products. In
addition, the extent and intensity of the industry’s adjusted capital expenditure are
generally positively related to the IPO firms. For survival analysis, the results suggest that
pre-issue managerial commitment to R&D spending and the development of a diversified
product line will enhance the ability of IPO firms to remain viable longer.
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Jain and Kini (1994) also examined the post-issue operating performance of IPO firms by
examining changes in their operating performance. The sample of this study consists of
682 IPOs from 1976 to 1988. These firms' operating performance changes were measured
relative to year -1 (a year prior to IPO) and three years after the listing. The operational
performance was measured by return on asset, cash flow/total asset, sales, asset
turnover, and capital expenditures. The results show that IPO firms exhibited a decline in
their post-IPO operating performance, relative to the year before listing, until five years
after listing. Pre-IPO operating performance levels may lead investors to develop
optimistic earnings growth expectations for IPO firms. Although there is an increase in
sales and capital expenditure, the pre-IPO performance levels are not sustained, leading
to a decline in expectations. In ownership evidence, the results show a positive
relationship between managerial ownership retention and post-operating performance.

Drawing upon extensive research conducted by Long, Lin, and Chen in 2021, this study
delves into the financial dynamics of 200 publicly listed firms hailing from the Growth
Enterprise Market of China. Employing a rigorous methodology involving regression
models, the primary objective is to discern the pivotal role of initial public offering (IPO)
capital expenditure in shaping these firms' operational performance. Long et al. (2021)
seminal work reveals compelling insights into the allocation of financial resources in the
pre-IPO and post-IPO phases.

The research underscores that, before their IPOs, a substantial proportion of financial
resources is directed toward strategic business development initiatives. This strategic
allocation is primarily aimed at bolstering operational performance, a strategic imperative
driven by the imperative to meet the stringent requirements of the IPO process. It signifies
a conscious and proactive approach these firms adopt to position themselves favorably in
the market.

However, the post-IPO landscape presents a contrasting picture. Long et al. (2021)
findings highlight a notable shift in resource allocation. Following the successful IPO, a
significant portion of the capital is channeled into equity investments. This strategic
maneuver is driven by the firms' aspiration to augment their market value swiftly.
Paradoxically, this shift towards equity investments leads to a discernible decline in
operational performance, ultimately contributing to its deterioration.

In sum, Lin and Chen's research underscores the dynamic financial strategies firms adopt
in the China Growth Enterprise Market as they navigate the challenging IPO landscape.
Their study provides a nuanced understanding of how firms allocate capital at different
stages of their journey toward becoming publicly listed entities, shedding light on the
critical interplay between IPO capital expenditure, operational performance, and market
value enhancement.

Wang (2005) examined the changes in the operating performance of Chinese IPOs by
focusing on the effect of ownership of 747 Chinese firms that were listed from 1994 to
1999. Operating performance is measured by return on asset (ROA), operating income to
asset (OI/A), and sales to assets (S/A). The results show a sharp decline in the post-issue
operating performance of the IPOs, measured by the three variables. Based on the
signaling model of underpricing, this suggests that underpriced IPO firms are more likely
to exhibit superior operating performance compared to those that do not record
underpricing. Based on the performance measured by ROA and Ol/A, the results show
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that IPO firms that recorded underpricing levels above the median level did not perform
better than those that recorded underpricing below the median level. However, the S/A
performance measurement showed a different direction, in which firms that experience
more severe underpricing are associated with a more significant decline in performance.
They also found that legal entity ownership and concentration of non-state ownership are
significantly associated with performance changes.

Chi and Padget (2006) also examined operating performance changes of Chinese IPOs
by using the profitability ratio (earnings per share, return on equity, and return on asset),
sales growth rates, asset turnover, and debt to asset ratio. The results show that
profitability ratio, sales growth rates, and asset turnover declined significantly after the
IPOs, whilst debt-to-asset ratios decreased or only increased slowly, while total sales
increased gradually. Furthermore, the study also examined the relationship between the
post-issue operating performance and the long-run market returns of IPOs. The results
show that investors consider accounting information when making investment decisions.
Firms with a high return on assets (ROA) and those with smaller ROA, higher sales growth
rates, higher asset turnover, and higher debt-to-asset ratio would record higher market
returns in the long run.

Huang and Song (2005) examined China's newly listed H-firms' pre- and post-financial
and operating performance. H-shares refer to the shares that foreign investors can own,
and 12 accounting proxies are used to measure the H-firms’ financial and operating
performance changes. Performances are measured by profitability ratio (return on sales,
return on asset, and return on equity) and operating efficiency (sales efficiency, netincome
efficiency, and asset turnover). The results show that the operating performance
marginally increased (except ROE) in year 0 and then significantly decreased during the
following three years if compared to the level in year -1. Sales increased before and after
going public, and dividend payout increased after listing. The study also analyzed the
privatization effect and IPO effect, and the findings show that the IPO effect dominates the
privatization effect, suggesting that after listing, the H-firms experience a significant
decrease in probability and operating efficiency.

Cai and Wei (1997) examined the long-run stock returns and operating performance of
180 IPOs listed in Japan. In order to measure the operating performance, they used
ordinary income relative to total assets. The results show that performance drops
significantly by 1.6% to 3% within five years after listing. The ownership structure of
Japanese firms is normally characterized by a large holding by a financial institution that
has control over the firm’s investments and financing decisions. This study also documents
that the prevalent long-run underperformance in the Japanese IPO market offers important
evidence that managers take advantage of the ‘window of opportunity’ to issue new shares
when the cost of capital is low.

Mikkelson et al. (1997) examined ownership and the operating performance of companies
that are applying for listing in the US market. They measured the ownership of directors
and blockholders as well as individuals who control or own the firm. They analyzed the
operating performance from the fiscal year before the initial public offering and up to ten
fiscal years after the offering. Operating performance is measured by operating return on
asset (operating income before deducting depreciation, interest, taxes, and extraordinary
items divided by end-of-year assets). The study documented that the median operating
income falls sharply during the first five years of listing, from the year before going public.
They also found that ownership stakes decline significantly after going public, and the
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changes in equity ownership, which result from going public, do not lead to changes in
incentives that would affect the operating performance. Based on the firm’s size, large and
established companies experience a significant decline in performance after IPO listing.

Kim et al. (2004) examined ownership and the operating performance of Thai firms after
they go for listing. They focused on the relationship between managerial ownership and
operating performance. Operating performance is calculated by two methods: operating
returns on total assets and operating cash flow. The findings show that an increase in
managerial ownership is associated with a more desirable firm performance within both
ownership ranges of 0-31% and 71-100%. Greater managerial ownership, in the 31-71%
ownership range, is negatively associated with a firm’s performance. They also found that
firms with a high level of bank financing suffer a larger performance decline when they
apply for listing.

Ahmad and Lim (2005) analyzed the operating performance of IPOs in Malaysia, focusing
on the difference between the pre-and post-IPO operating performance. Using 162
samples of Malaysian IPOs from 1996 to 2000, a significant difference was found between
pre- and post-IPO operating performance when operating return on assets (ROA), total
assets turnover (ATO), and return on sales (ROS) were used to measure operating
performance. This study also found that the size of the firm and pre-IPO profitability have
a significant relationship with post-IPO operating performance.

Zaluki (2008) studied the impact of earnings management on post-operating performance
in Malaysian IPOs. The author found that post-operating performance declined in the IPO
year and up to three years following IPOs relative to the pre-IPO period. The results
indicated that the decline in post-IPO operating performance is due to the existence of
earnings manipulation by the IPO manager at the time of going public. The year-to-year
analysis reveals that the decline in performance is greatest in the year immediately
following the IPO.

There are few explanations as to why the post-operating performance of IPO firms
declines after the listing. One of the explanations refers to agency costs when a firm
transitions from a private to a public firm, and there is a potential for increased agency
costs. According to Jensen and Meckling (1976), when there is a reduction of
management ownership, which happens when a private firm goes for public listing, it is
likely to lead to agency problems. Another explanation could be that the managers attempt
to ‘window dress’ their accounting figures prior to listing. This situation will lead to the pre-
IPO performance being overstated and the post-IPO performance being understated.

Auret and Britten (2008) investigated the post-issue operating performance of 391 South
African IPOs between 1990 and 2003. Several variables, such as changes in profitability
(ROA), investment and growth, tax, leverage, and cost of credit, were analyzed over a
three-year period through a fixed-effects panel data regression model. The findings show
that there is a significant deterioration in post-issued operating performance (ROA) in the
third year after listing. The authors suggested that this occurs because entrepreneurs are
taking advantage of a window of opportunity.

Wong (2012) studies the operating performance of 418 IPOs in Hong Kong from 1991 to
2000. The change in operating performance of these firms is measured during a year
before the listing (t-1) to the year of listing (i+1), and to each of the following four years
will be reported. The operating performance of listed firms was examined using profit
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margin and return on assets. In addition, this study examined the effects of ownership
retention, firm size, leverage, earnings management, and past profits on changes in
performance. As a result, there is a decline in post-IPO operating performance, starting
from the first financial year after listing. In addition, a decline in operating performance
was also recorded by firms with the following characteristics - small, high-leveraged, fast-
growing, low level of ownership retention by original shareholders, and upward earnings
management at the time of listing. This might be due to agency problem that occurs when
a firm goes public, and managers time their issues at the peak of the firm’s long-run
performance.

Alanazi and Liu (2013) studied the financial and operating performance of IPOs in six
countries (Saudi Arabia, Oman, Emirates, Bahrain, Kuwait, and Qatar) from the GCC (Gulf
Cooperating Council) region. Operating performance is measured by return on assets
(ROA), return on sales (ROS), and sales to assets (S/A). After examining 52 IPOs between
2003 and 2010, the results show that the IPOs’ post-performance declined after going
public. The regression analysis between the change in operating performance and the
global financial crisis dummy variable shows an insignificant negative relationship. The
researchers opined that the GCC region is insulated against the global financial crisis due
to conservative financial and monetary policies.

3. DATA AND METHODOLOGY

This section explains the theoretical framework developed for this study, based on the
theories discussed in the previous chapter — the agency cost theory and the signaling
theory, as well as the literature relevant to the objectives of this study. Figure 1 shows the
theoretical framework developed for this study, whereby it lists the dependent variable,
independent variables, and the control variables selected for this study. The selection of
all the variables is based on the underpinning theories discussed earlier and the relevant
studies in the literature.
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Independent Variables

Board governance:

i. Board structure
a. Size of board of

directors Independent Dependent Variable
b.  Independent board of Variahles
directors * Operating Performance

¢.  Education level
directors of directors

d.  Family ownership v
cotpanies ’
1. Board diversity
a. Gender diversity
b.  Directors age diversity

-
-

,* Control
’x‘ Variables

Control Variables

Size of Firm

Firm Leverage

Sales growth

Figure 1. The Relationships Between the Dependent Variable and Independent
Variables based on firm size

Based on Figure 1, three vital control variables have been identified—firm size, firm
leverage, and sales growth—which significantly contribute to the comprehensive
understanding of the operating performance of Malaysian IPOs. Firm size, as indicated by
Shari (2022), plays a crucial role, with larger firms demonstrating a longer survival period
post-IPO. Firm leverage, as revealed by Ong et al. (2020) and Ben Ahmed et al. (2021),
reflects financial risk and may impact IPO value and investment decisions. Sales growth,
as emphasized by Hossain and Khan (2021), is essential in explaining changes in
operating performance, particularly concerning the effects of IPO events. Incorporating
these control variables in the analysis strengthens the research by capturing the influence
of firm characteristics and financial dynamics, ultimately enhancing the
comprehensiveness and applicability of findings regarding the interplay between board
governance and the operating performance of Malaysian IPOs.
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4. RESULTS AND DISCUSSION

Table 1 shows the descriptive statistics of Directors’ profiles of small-size companies,
which are the bottom 30% in terms of market capitalization. The findings show that 60.42%
of the directors have at least an undergraduate degree, and 18.76% have a master’s
degree. The average board size is 6.59, with a minimum of 4 and a maximum of 13
directors. In terms of gender, about 15.06% of the board comprised of female directors.
For independent directorship, the average proportion of independent directors is 37.58%,

with a maximum of 57.14% and a minimum of 22.22%.

Table 1. Descriptive Statistics of Directors’ Profile for Large Companies

EDU BOARD DIRAGE GENDER IND
Mean 0.2064 7.3761 0.5640 0.1017 0.3758
Median 0.1818 7.0000 0.6111 0.0000 0.3333
Maximum 0.6000 14.0000 0.7407 0.4800 0.6667
Minimum 0.0000 4.0000 0.0000 0.0000 0.1111
Std. Dev. 0.1651 1.9286 0.1588 0.1444 0.1032
Observations 117 117 117 117 117

The main difference between the large and small companies is in terms of the
representation of female directors on the board, which is 10.17% for large companies and
15.06% for small companies. The other directors’ profiles do not show much difference

between both groups.

Table 2. Descriptive Statistics of Directors’ Profile for Small Companies

EDU BOARD DIRAGE GENDER IND
Mean 0.1876 6.5897 0.5336 0.1506 0.3683
Median 0.1667 6.0000 0.5625 0.0000 0.3750
Maximum 0.6667 13.0000 0.7300 0.4938 0.5714
Minimum 0.0000 4.0000 0.0000 0.0000 0.2222
Std. Dev. 0.1815 1.7078 0.1407 0.1613 0.0718
Observations 117 117 117 117 117

4.1 Based on Size (Market Capitalization)

Table 3 shows the median operating performance changes for the companies in the
sample based on size. Similar to the results in the previous section, there is a significant
difference, indicating a declining trend throughout the intervals selected for the study,
except in the EBIT/S ratio of large companies comparing year -1 and year 0, in which it is

not significant.

1"
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Table 3. Operating Performance Median Change Based on Size (Wilcoxon Sign-Rank

Test)
Year-1to0 Year-1to+1 Year-1to+2 Year-1to+3 Avg 3 years pre
and post
Large Companies
EBIT/A 2.863*** 5.891*** 7.108*** 7.119*** 7.116***
EBIT/S 1.526 4.138*** 5.232*** 5.652*** 5.033***
Small Companies
EBIT/A 6.868*** 8.109*** 8.517*** 8.785"* 8.329***
EBIT/S 2.950*** 6.246*** 7.356*** 7.353*** 6.545"**

*** Significant 1 percent level
** Significant 5 percent level
* Significant 10 percent level

4.2 Large Market Capitalization Size EBIT/A

Table 4 shows the result of regression between the director’s profile and EBIT to total
asset-based large market capitalization firms. The top quartile of large-size firms is used
to categorize the large market capitalization firms. BOARD and DIRAGE are significant in
a firm's operating performance. Two control variables also show a significant result,
namely SIZE and SG (sales growth).

Table 4. Large Market Capitalization Size EBIT/A

Variable Coefficient Std. Error t-Statistic Prob.
EDU 0.786210 0.529926 1.483623 0.1413
BOARD -0.574227 0.314140 -1.827933 0.0708*
DIRAGE 0.903774 0.448892 2.013346 0.0470**
GENDER 0.378456 0.461086 0.820792 0.4139
IND -0.825492 0.834438 -0.989279 0.3251
FMLY -0.000423 0.003112 -0.135934 0.8922
SIZE 0.118693 0.063120 1.880430 0.0632*
LEV 0.049115 0.349634 0.140476 0.8886
SG 0.348465 0.173935 2.003422 0.0481**
R-squared 0.252095

Adjusted R- 0.056990

squared

*** Significant 1 percent level
** Significant 5 percent level
* Significant 10 percent level

4.3 Small Market Capitalization Size EBIT/A

Table 5 shows the outcome for IPO firms with a low market capitalization with EBIT to total
assets as the dependent variable. The firms are based on the bottom quartile of firms in
terms of size on market capitalization. Only the number of independent variables is
significant toward the firm’s IPO operating performance. This result suggests that a
number of independent directors is important to monitor the small firms. This is consistent
with previous findings that the presence of a large number of independent directors has
an impact on a company's performance (Ponnu, 2008, Richardson, 2003 Brickley et al
1994). As a result, the presence of independent directors appears to be important in policy
decision-making (Richardson, 2003). This is consistent with the argument that having a
large number of independent directors on the board will improve monitoring and

12
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transparency, ensuring fairness (Schellenger et al., 1989; Feng et al., 2007 Chen et al.,
2011).

Table 5. Small Market Capitalization Size EBIT/A

Variable Coefficient Std. Error t-Statistic Prob.
EDU 0.254013 0.457054 0.555761 0.5797
BOARD -0.534152 0.338689 -1.577118 0.1182
DIRAGE 0.148154 0.514098 0.288182 0.7738
GENDER -0.435367 0.450508 -0.966391 0.3364
IND -2.616512 1.168669 -2.238882 0.0275**
FMLY -0.003177 0.003076 -1.032874 0.3043
SIZE 0.541488 0.133463 4.057214 0.0001***
LEV -1.333835 0.793232 -1.681520 0.0960*
SG 0.669717 0.183206 3.655532 0.0004***
R-squared 0.336253

Adjusted R-squared 0.172101

*** Significant 1 percent level ** Significant 5 percent level * Significant 10 percent level

Table 5 used Total Assets as the dependent variable. For the analysis, only the number
of board members in IPO firms is significant compared to the previous analysis, Table 5,
which recorded the number of independent directors as substantial, not the number of
board sizes. There are contradicting arguments on the board size for firms with firm
performance.

A large or small board size has advantages and disadvantages. However, a large board
size is less effective in decision-making. Previous research has shown that a large board
size contributes to slow or poor decision-making, as demonstrated by Lipton and Lorch
(1992), Belkhir (2009), and Hermalin and Weisbach (2003). This is due to member
disagreements, communication issues, and inefficiency as a result of the large board size.
This is consistent with Jensen's (1993) claim that a smaller board size is better for effective
decision-making.

However, according to Tu et al. (2007), a small board size will result in arbitrary and
subjective decision-making as well as self-interested behavior by controlling shareholders
via proxy by insider directors. According to Raheja (2005), a firm's board size increases
when it is vulnerable to corporate expropriation by the controlling shareholder. According
to Chen et al. (2011), a large board size should be able to control agency conflict efficiently
due to resource advantage and cross-industry management, and it helps to create a good
external image. Furthermore, in order to avoid cronyism, the board of directors can present
a variety of interests.

5. CONCLUSION

This study aims to analyze the pre- and post-IPO operating performance of firms listed on
Bursa Malaysia. Using the independent sample t-test approach, the outcome displays the
median operating performance changes for all the sampled firms. The median EBIT/A and
EBIT/S ratios are shown to have decreased over the course of the study, according to the
t-test results. Between year -1 and year 0, year -1 and year +1, year -1 and year +2, year
-1 and year +3, and between the average three years before the listing and the average
three years following the listing, there is a considerable variation in operating performance.

13
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In the analysis of IPO firms with low market capitalization, focusing on the bottom quartile,
the study reveals that the number of independent directors significantly influences
operating performance. This aligns with earlier research emphasizing the impact of a
higher number of independent directors on company performance. The presence of
independent directors is deemed crucial in policy decision-making, fostering monitoring
and transparency to ensure fairness.
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