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Abstract

Using a sample of IPO companies Small and Median Enterprise Board, this paper
analyzes the effect of venture capital participation on accounting information
quality. We find that venture capitalists have a significant effect on earnings
management, with reduced discretionary accruals before the expiration of the
equity lock-up period and enhanced discretionary accruals after the expiration of
the equity lock-up period. Our findings support the moral hazard hypothesis of
venture capital, but not the certification/monitoring role of venture capital in IPOs.
In addition, we find that venture capital plays a more important role in the
earnings management of non-state-owned PO companies than of state-owned
companies. too employ a “‘two-step’” matching procedure in order to build a
control group composed of (1) comparable firms that received venture capita
financing from independent investors (IVCs) and (2) comparable non invested
firms. The econometric analyses suggest that BV C investors are interested in the
financial risk profile of the firms they invest in. In fact, before the first round of
financing, BV C-backed firms show a lower risk of financia distress than both
IV C-backed firms and non-invested firms. However, after the investment, BV C-
backed firms exhibit a significant increase in debt exposure, compared to non-
invested firms.

Keywords: Venture capital, Earnings management, 1PO, Lock-up period, Bank-
affiliated venture capital, Independent venture capital, Financia distress, hightech
entrepreneurial
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