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ABSTRACT: This study investigates the impact of the mandatory conversion to IFRS on Earnings Quality of 

all Saudi companies listed on Saudi Stock Exchange (Tadawul), except for banks, insurance and REITs sectors. 

This research uses earnings persistence to measure the Quality of Earnings in Saudi Arabia. The sample data 

was collected for years— 2016, 2017 and 2018— from Tadawul. The results of the study confirmed that 

SOCPA is associated with high earnings persistence which means earnings are accompanied by increased ability 

to maintain the current earnings and thus, they are associated with higher earnings quality. The results also 

confirmed that IFRS also has high earnings persistence, which means that the earnings are of high quality for 

IFRS, the higher the earnings persistence, the higher the earnings quality and vice versa. Based on the empirical 

evidence, the result for difference between SOCPA and IFRS reveals that it is not significant. As such, it can be 

concluded that IFRS and SOCPA do not have difference in the earnings persistence of Saudi Company. This 

study is significant as it provides evidence on the effect of the mandatory adoption of IFRS on quality of 

earnings of Saudi companies listed on Tadawul Stock Exchange. 
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I. INTRODUCTION 
 Preceding 2017, all Saudi companies, aside from banks and insurance companies, followed local 

accounting rules issued by Saudi Organization for Certified Public Accountant (SOCPA). The Banks and 
insurance companies were already regulated by the Saudi Arabian Central Bank, Saudi Arabian Monetary 

Authority (SAMA), and were required to comply with IFRS. Since Saudi Arabia is globalizing quickly and has 

become competitive in the international market by accepting foreign investment and also having large share of 

business and subsidiaries in other countries; so, the decisions and needs of users have become more international 

in scope, thus, implementing a common accounting language, IFRS, is crucial for a successful business. Saudi 

Arabia has acknowledged this chance to participate internationally and therefore SOCPA has approved an IFRS 

Convergence Plan, also referred to as “SOCPA Project for Transition to International Accounting and Auditing 

Standards”. To implement IFRS in Saudi Arabia, the process is divided into two phases. The first phase is that 

all Saudi companies listed on Tadawul, except banks and insurance, are required to adopt IFRS from March 

2017. SOCPA had endorsed IFRS with some modifications resulting in additional disclosures—such as Zakat—

ensuring compliance with Islamic Law (Shariah)—legal system of Saudi Arabia. In the second phase, all 
unlisted companies, including small and medium sized companies, were mandated to follow IFRS from March 

2018. 

 Transition to IFRS has many advantages and disadvantages for Saudi Companies. An article titled 

“Adoption of IFRS in Saudi Arabia” in Deloitte (2016)[1] described that the convergence of SOCPA rules to 

IFRS promises transparency, comparability, and consistent financial information to guide investors in making 

optimal decision. Manduca (2016)[2] confirmed that increased foreign direct investment and enhanced quality 

reporting, transparency, and comparability are some of the key benefits that Saudi Arabia will enjoy from IFRS 

adoption as KSA has started to reduce its dependency on oil. Furthermore, Manduca (2016)[2] also explained 

that IFRS reporting requires more disclosure than SOCPA rules which will better inform the concerned users. 

On the other hand, the population of Saudi Arabia is large, but the number of qualified Saudi accountants is very 

low as compared to countries like Canada and USA, having over 100,000 accountants. According to an article 

on Arab news, Reda (2017)[3] stated that one of the major challenges that Saudi Arabia will face for the next few 
years after the transition is “the availability of skilled resources” as IFRS compliance is not a “onetime 

exercise”. Another challenge that Manduca (2016)[2]mentioned is that “adoption of IFRS improves quality of 

financial information is critical to its adoption”. He stressed that if companies do not view this transition to be 

beneficial, they will face great difficulties in their business. He also mentioned that, the research from past years 

indicate that small businesses were “slow to comply with IFRS” as they did not immediately see the benefits of 
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the transition. The changes of reporting standards can directly affect the Zakat tax in Saudi Arabia and the 

companies will have 

 
 

to hire professional accountants and advisors who can understand and guide on the amount due, recorded and 

disclosed in the financial statements. A further challenge mentioned in an article, “Adoption of IFRS in Saudi 

Arabia” in Deloitte (2016)[1] is that the compliance with strict local and Islamic law may not always be in 

accordance with IFRS, additional disclosure maybe required. 
 

1.1 Statement of Research Problem 
One of the reasons, Saudi Arabia decided to adopt IFRS is to enhance quality of financial accounting information. 

While some conformity with IFRS may have occurred prior to the date when international standards became 

compulsory for Saudi listed companies, the actual impact on reported quality of earnings of the mandatory 

conversion to IFRS is still an open question. This paper contributes to the debate by examining whether the 

adoption of high-quality standards like IFRS is associated with high financial reporting quality. This study 
questions whether mandatory adoption of IFRS in Saudi Arabia enhance the quality of earnings better than 

SOCPA. As such, this study will examine the attributes of earnings under SOCPA and IFRS in order to gauge 

earnings. This study will use earnings persistence as the attributes of earnings quality because the association 

between current earnings and future earnings is an indicator of earnings quality (Krishnan and Zhang, 2019)[4]. 

Besides that, it allows a revision of earnings expected in the future to be based on the innovation of current 

earnings, more persistence shows more innovative earnings, in contrary, less persistence shows less innovative 

earnings (Makhsun et al., 2018)[5]. Furthermore, according to Sunarto (2008), earnings persistence is the only 

relevant components of earnings prediction (Makhsun et al., 2018)[5]. 
 

1.2 Objective of the study 
The objective of this study is to measure the quality of earnings under SOCPA and IFRS by examining the 

attributes of earnings namely earnings persistence. Specifically, the study will examine earnings quality under 

SOCPA and IFRS in a setting where earnings under two alternatives accounting standards are reported for the 

same firm in a year. The following three objectives are addressed by this study: 
 

1. Is the SOCPA earnings associated with high/low earnings persistent? 

2. Is IFRS earnings associated with high/low earnings persistent? 
3. Is there any difference of earnings persistence before and after IFRS adoption? 
 

1.3 Significance of Study 
This study is significant as it provides evidence on the effect of the mandatory adoption of IFRS on quality of 

earnings of Saudi companies listed on Tadawul Stock Exchange (TSE). This study will be the first study that will 

be conducted to analyse the effects of adoption of IFRS on the quality of earnings in Kingdom of Saudi Arabia as 

no other research has been published regarding this matter. This study’s investigation period covers the fiscal year 
2016-2018 and will be useful for investors and user groups to understand the actual impact of IFRS on earnings 

quality for companies that may interest them. Not only that, but the results of the study could help the Ministry of 

Finance, Saudi Arabian Monetary Agency (SAMA), and Saudi Stock Exchange, Tadawul, to analyse whether 

earnings quality was better under SOCPA or is better under IFRS. This study can also benefit enthusiastic 

researchers who holds interest in reading about earnings quality for the purpose of expanding this literature in the 

future. This study is structured as following: next section presents the literature review, followed by the hypotheses 

development and methodologies. The next section presents the results and lastly describes the research conclusion 

which includes recommendation and possible limitations. 
 

II. LITERATURE REVIEW 
 Since the beginning of the year 2000, various studies have been conducted around the world about the 

effects of transition from local GAAP to IFRS. The introduction of IFRS has been significant in capital market 

and accounting regulation reforms around the world. Therefore, much attention has been given in the academics 

and professional accounting literature to this process of IFRS transition and its effect. The most researched topic 

of the effect of IFRS adoption is on earnings quality and earnings persistence where the results are mixed. 

 

 Jeanjean & Stolowy (2008)[6] found that the pervasiveness of earnings management didn’t decrease 

after the introduction of IFRS, and indeed increased in France. Artikis & Doukakis (2010)[7] suggest that IFRS 
measurement and reporting guidelines do not seem to improve the persistence of earnings and earnings 

component. Kabir et al (2010)
[8]

 suggest lower earnings quality under IFRS than under pre-IFRS NZ GAAP. 
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 Atwood et al (2011)[9] found that positive earnings reported under IFRS are no more or less persistent than 

earnings reported under US GAAP but losses reported under IFRS are less persistent than losses reported under US 
GAAP. Saito and Mayangsari (2011)[10] provide overall evidence that IFRS accounting standards are associated with 

decreasing accounting quality in Indonesia. Lin et al (2012)[11] found that accounting numbers under IFRS exhibit more 

earnings management, less timely loss recognition and less value relevance compared to those under US GAAP. 

Overall finding indicate that the application of US GAAP resulted in higher accounting quality than application of 

IFRS and a transition from US GAAP to IFRS reduced accounting quality. Cameran et al (2014)[12] result show that 

IFRS adoption did not improve reporting quality among private companies in Italy but, on the contrary, decreased it. 

Liu & Sun (2015)[13] found that there have been no significant changes in earnings quality for public Canadian firms 

after the adoption of IFRS. Krishnan & Zhang (2019)[4] found that earnings under CGAAP have higher degree of 

persistence relative to IFRS earnings. Further when the difference between earnings under CGAAP and IFRS is large, 

IFRS earnings are less value relevance and less persistent. Makhsun et al (2018)[5] found that there is earnings 

persistence after IFRS adoption and that earnings quality after implementation of the Indonesian Financial Accounting 

Standard is higher than it was beforehand. Subasinghe and Nimal (2018)[14] suggests that the adoption of IFRS is not 
associated with lower level of earnings management; Simply, the difference between the actual earnings and reported 

earnings is higher after the adoption of IFRS suggesting that the earnings quality is not improved instead decreased 

with the adoption of high-quality standards in the context of Sri Lankan listed companies 

 

 Sun et al (2011)
[15]

found that IFRS adoption led to an improvement in earnings quality for foreign cross listed 

firms in the US. Zeghal et al (2012)[16] suggest that there has been some improvement in accounting quality between 

pre-and post-IFRS adoption period. Ahmed et al (2013)[17] found that IFRS adoption do not lead to increase in 

accounting quality. Ismael et al (2013)[18] show that IFRS adoption is associated with higher quality of reported 

earnings and that earnings reported during the period after the adoption of IFRS is associated with lower earnings 

management and higher value relevance in Malaysia. Melgarejo (2017)[19] provides evidence that earnings are more 

persistent and stock price are more associated with earnings number after the application of IFRs. As such, it provides 
evidence that earnings quality has increased after the adoption of IFRS in Latin America. Both Kolozsvari (2018)[20] 

and Kwon (2019)[21] also found that adoption of IFRS improved the quality of earnings. Alshyoukh & Manaf (2019)[22] 

earnings persistence is increased after the IFRS adoption and earnings management is lower for the Jordanian firm 

after the adoption of IFRS. 
 

 Burnett et al (2015)[23] was unable to document changes in earnings quality from cross listed firms adopting 

IFRS or US GAAP or that earnings quality changed for firms adopting IFRS relative to firms adopting US GAAP. 
Juliarto (2018)[24] also did not find the difference of earnings persistence before and after IFRS adoption. However, there 

is an empirical evidence that accrual quality increase after the IFRs adoption. Fuad et al (2019)[25] result indicate that 

there is no conclusive evidence that all accounting quality dimensions including accrual accounting, earnings 

smoothing, timely loss recognition and earnings persistence increased in post IFRS convergence. 
 

III. RESEARCH METHODOLOGY 
Hypotheses 

 This study uses earnings persistence to measure earnings quality under SOCPA and IFRS. Persistent earnings 

are earnings that can be used as indicator of future earnings. As defined by Penman (1992)
[26]

 the concept allows 

revision of earnings expected in the future (expected future earnings) to be based on the innovation of current 

earnings. More persistent earnings show more innovative earnings; in contrary, if earnings are less persistent, earnings 

are then less innovative (Tucker & Zarowin, 2006)[27]. When investors view corporate earnings as sustainable, 

expected dividend yield becomes steady (Fama & French, 2002)[28]. Earnings persistence captures the durability of 

earnings from one period to the next and is estimated by regressing current period earnings on prior period earnings 

(Saito & Mayangsari, 2011)[10]. Higher earnings persistence is associated with higher quality of earnings while low 

earnings persistence is associated with lower quality of earnings. Some previous studies suggest that under SOCPA 
there were few main techniques of earnings management that are practiced by managers to manipulate earnings in 

Saudi Arabia, which are (1) manipulation of the provision of inventory, (2) manipulation of the amount of Accounts 

Receivable, (3) Manipulation of the amount of depreciation accounts, (4) manipulation of amount of expenses, (5) 

manipulation of sales of assets, (6) manipulation of international transactions, and (7) capitalizing rather than 

expensing expenditures (Habbash and Alghamdi, 2015)[29]. When investigated about the incentives, the findings 

revealed that there were four incentives for Saudi managers: (1) to increase the amount of remuneration, (2) report a 

reasonable profit and avoid losses, (3) to obtain bank loan, (4) to increase share price (Habbash and Alghamdi, 

2015)[29]. Therefore, it is sensible to explain that agency theory unfolds earnings management practices in Saudi 

Arabia. This indicates that the financial statements were highly manipulated by the managers, which questions the 

accuracy of earnings and reporting quality under SOCPA. Based on this evidence, it is easier to conclude that the 

SOCPA is associated with low quality of reporting, thus, following hypothesis is developed: 
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H1: SOCPA earnings is associated with low earnings persistent 

 Previous empirical evidence indicates that IFRS reporting is significantly onerous than Saudi GAAP because 
it requires additional disclosure and better informs the users than SOCPA (Abdull Razak & Alqurashi, 2019)[30]. 

Arguments suggest that IFRS adoption leads to significant improvement in earnings quality as it is more principle based 

than domestic accounting standards, thus, it reflects better underlying economic conditions (Q Ta, 2014)[31]. 

Improvement of earnings quality depends on two facts: high quality accounting standards and country’s overall 

investor protection (Soderstrom and Sun, 2007)[32]. Barth et al. (2006) suggested that firms who reported under IFRS 

were less exposed to engage in earnings smoothing and were more likely to recognize osses in appropriate manner 

(Houge et al, 2010) [33]; similar findings were reported by Jennings et al. (2004)] and also by Armstrong et al. (2010) 

(Houqe, M., & van Zijl, T., 2010)[34]. Furthermore, since IFRS is associated with higher earnings quality, it is also 

based on evidence that higher earnings quality is related to higher earnings persistence, and such properties are viewed 

as more sustainable, more permanent and less transitory, therefore, preferable by investors (Li, 2019)[35]. Joshi & Al-

Mudhahki (2013)[36] concluded in their findings that earnings under IFRS standards (adoption) are associated with 

higher earnings persistence. Being consistent with prior research, this study hypothesizes the following: 
 

H2: IFRS earnings is associated with high earnings persistent 

In addition, whether IFRS adoption improves earnings quality is ultimately an empirical question. Because 

adoption to IFRS allows companies to demonstrate a more current financial position and enable complex groups that 

standardize both policies and procedures across operations, including those subsidiaries located internationally 

(Abdull Razak & AlQurashi, 2018)[30], this study hypothesize the following: 

 

H3: Earnings quality of Saudi firms DOES change significantly after adoption. 

Since SOCPA earnings are unavailable after 2017, this study uses 2016 and 2017 SOCPA earnings in model 

(1). IFRS-earnings are available for 2017, and thus, we use 2017 and 2018 IFRS earnings in model (2). To test on the 

first hypothesis of SOCPA earnings persistence, the following model is used: 
 

SOCPAE 2017  = α + β1SOCPAE 2016 + ε (1) 
To test on the second hypothesis of IFRS earnings persistence, the following model is used: 
 

IFRSE 2018= α + β1IFRSE 2017 + ε (2) 
To further shed light on whether earnings quality of Saudi firms change after the adoption, this study uses the 

difference between SOCPA and IFRS earnings and how it contributes to earnings persistence, we use the following 

model by Dechow et al. (1998)[37]: 
IFRSE2018 = α + β1 IFRSE 2017 + β2 DIFF + β3 IFRSE 2017 x DIFF + ε (3) 
 

Where  

 
DIFF equals 1 if the absolute value of SOCPA-IFRS earnings difference for 2017 is larger than sample 

median, and 0 otherwise. 
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3.1 Sample 
The sample for this study consists of all companies listed on Tadawul, Saudi Stock Exchange as of fiscal year 2017. 

The year 2017 is chosen as the sample because transition from SOCPA to IFRS happened that year, which will help to 

analyse the objective of this study, effects of the adoption of IFRS on earnings quality. Some companies—such as 

banks, financial institutions, and insurance companies—were excluded from the sample as they were already required 

to follow IFRS before 2017. In addition to that, companies under Real Estate Investment Traded Funds sector, also 
known as REITs, were also excluded from the sample as these firms follow the rules and regulations issued by CMA 

(Razak & Alqurashi, 2019)[30]. The total population of 184 companies listed on Tadawul were selected, however, 127 

companies were employed. 
 

3.2 Methodology 
Content analysis is performed using Statistical Package for Social Sciences (SPSS) software to test the hypotheses. In 

addition to descriptive statistic, Pearson correlation is performed to find the correlation between dependent and 

independent variable. Positive and significant correlation between the variables is expected. Regression analysis is 

performed to show the relationship between the two variables. Positive and significant relation is expected for model 2 

and 3 while negative relationship is expected for Model 1. 
 

IV. RESULTS 

4.1 Descriptive Statistics 
 Table 4.1 presents the summary of the descriptive statistics of the sample that shows the sample size, mean 

and standard deviation. Overall, the statistics shows that Earnings per share under SOCPA 2016 has a mean of 1.3580 

with a standard deviation of 2.22052. The mean for EPS under SOCPA 2017 is 1.1469 with standard deviation of 

2.41313. EPS under IFRS 2017 has a mean of 0.6750 with standard deviation of 4.83143. Furthermore, the mean and 

standard deviation for EPS under IFRS 2018 is 0.6771 and 2.05997. The difference between SOCPA earnings and IFRS 

earnings for 2018 has a mean of 0.0709 and standard deviation of 0.25762. 
 

Table 4.1 Descriptive Statistics 

Earnings Per Share (EPS) Sample Size Mean Standard Deviations 

SOCPA 2016 127 1.3580 2.22052 

SOCPA 2017 127 1.1469 2.41313 

IFRS 2017 127 0.6750 4.83143 

IFRS 2018 127 0.6771 2.05997 

SOCPA-IFRS earnings 

differences for 2018 

127 0.0709 0.25762 

 

Based on the descriptive statistics (Table 4.1) mentioned above, it is clear that the sample selected covers a variety of 

categories in terms of EPS SOCPA 2016, EPS SOCPA 2017, EPS IFRS 2017 and EPS IFRS 2018. Thus, the results 

are expected to be normally distributed and to reflect on the expected results in an accurate, efficient manner the 

following tests have been performed: correlation, regression, and robustness test. 

 
4.2 Correlation 
 To see whether there is any correlation among the variables, Pearson correlation matrix has been performed. 

 Table 

4.2 Presents the correlation matrix for the individual continuous variables used in the OLS regression. 

Table 4.2: Pearson Correlation 

 EPS (SOCPA) 

2016 

EPS (SOCPA) 

2017 

EPS (IFRS) 2017 EPS (IFRS) 

2018 

DIFF 

EPS (SOCPA) 2016 1.00 0.743** 0.383** 0.557** 0.244** 

EPS (SOCPA) 2017 0.743** 1.00 0.731** 0.647** 0.242** 

EPS (IFRS) 2017 0.383** 0.731** 1.000 0.237** -0.226* 

EPS (IFRS) 2018 0.557** 0.647** 0.237** 1.00 0.136 
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DIFF 0.244** 0.242** -0.226* 0.136 1.00 

Note: This table presents Pearson Correlation test using SOCPAE and IFRSE from different years, mainly 2016, 

2017 & 2018. **, and * indicate significance at the 0.05 and 0.01 level (2-tailed), respectively. 

 

 The Pearson correlation coefficient is a measure of the strength of the linear relationship between two variables. 

This study uses earnings persistence that captures the durability of earnings from one period to the next and is 

estimated by regressing current period earnings on prior period earnings (Saito & Mayangsari, 2011)[10] as the 

dependent variable. As such, for the first model, the dependent variable is EPS SOCPA 2017 and the independent 

variables of interest is EPS SOCPA 2016 in order to test earnings persistence of SOCPA. The correlation between 

dependent and independent variables is positive and significant at 5% level (0.743). To test earnings persistence under 

IFRS, the second model dependent variable is EPS IFRS 2018 and independent variable is EPS IFRS 2017. The 

correlation between the two is also positive and significant at 5% level (0.237). The last model is to see the difference 

between SOCPA and IFRS earnings and how earnings quality changes, the dependent variable is EPS IFRS 2018 and 
independent variable is DIFF. The correlation between the two variables is positive but not significant at 5% 

significant levels (0.136). In addition to the correlation between dependent and independent variables, there are other 

significant correlations (at 0.05 significance level or better) recorded for the sample. There is a positive significant 

correlation at 5% level between EPS SOCPA 2017 with EPS IFRS 2017 (0.731) and with EPS IFRS 2018 (0.237). 

There is also significant positive correlation at 5% level between EPS SOCPA 2016 with EPS IFRS 2017 (0.383) and 

with EPS IFRS 2018 (0.557). There is a positive and significant correlation at a level of 5% level between DIFF and 

EPS SOCPA 2016 (0.244) and with EPS SOCPA 2017 (0.242), on the other hand, there is a negative and significant 

correlation at a level of 5% between DIFF and EPS IFRS 2017 (- 0.226), other variables being not significant at 5% 

level. 

 

 Basically, the results of Pearson correlation coefficient for the whole sample are quite high. The highest 
significant correlation between independent variables is about 74%. According to Mendenhall and Sinich (1989)[38], 

collinearity is said to be a problem if the level of correlations between independent variables is more than 90%. The 

high level of correlation exhibits in Table 4.2 suggest that multicollinearity may have not be a problem in interpreting 

regression results. However, to confirm the results are not biased, test for collinearity was performed and will be 

discussed later in this chapter. Multicollinearity test makes it tedious to assess the relative importance of independent 

variables in explaining the changes triggered by the dependent variable. If a sample has low collinearity correlation, it 

indicates that the regression results and findings are accurate. 

 
4.3 Multivariate Result 
 To find the relationship between the variables of earnings persistence in Saudi public listed companies, this 

study used ordinary least regression analysis. OLS regression test has been performed for the models identified as 

follows: 
 

SOCPAE 2017  = α + β1SOCPAE 2016 + ε (1) 
IFRSE 2018= α + β1IFRSE 2017 + ε (2) 
IFRSE2018 = α + β1 IFRSE 2017 + β2 DIFF + β3 IFRSE 2017 x DIFF + ε (3) 
 

Model 1 test the earnings persistence of SOCPA earnings by using EPS SOCPA 2017 as the dependent variable and EPS 

SOCPA 2016 as the independent variable. Model 2 test the earnings persistence of IFRS earnings by using the EPS 

IFRS 2018 as the dependent variable and EPS IFRS 2017 as the dependent variable. Model 3 is to test the difference 

between SOCPA and IFRS earnings to show changes after adoption, the dependent variable is EPS IFRS 2018 and 

independent variable is DIFF. Table 4.3 present the summary result of the OLS regression. 
 

Table 4.3: Regression 

Dependent 

Variable 

Independent 

variable 

Expected sign Standardized 

Coefficient 

(beta) 

t statistics P>t (2-

tail) 

Adjusted R- 

squared 
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EPS (SOCPA) 

2017 

EPS (SOCPA) 

2016 

- 0.743 12.410 0.000 0.548 

EPS (IFRS) 2018 EPS (IFRS) 2017 + 0.237 2.7222 0.007 0.048 

EPS (IFRS) 2018 DIFF + 0.136 1.540 0.126 0.011 

 

 For the first model to test earnings persistence of SOCPA earnings, Hypothesis 1 stated that SOCPA is 

associated with low earnings persistence. As such, the expected sign for this relationship is a negative. The overall 
regression on this model is significant, as shown by F-statistic of 12.410 (p=0.000). The model has high fit of 54.8% 

in explaining the dependent variables. Based on this result, it can be concluded that other variables that were not 

identified in this study explain around 45% of the dependent variables. For the second model to test earnings 

persistence of IFRS earnings, Hypothesis 2 stated that IFRS is associated with high earnings persistence. As such, the 

expected sign for this relationship is a positive. The overall regression on this model is significant, as shown by F-

statistic of 2.722 (p=0.007). The model has a low fit of 4.8% in explaining the dependent variables. Based on this result, 

it can be concluded that other variables that were not identified in this study explain around 95% of the dependent 

variables. For the last model to test on the difference between SOCPA and IFRS earnings and how it contributes to 

earnings persistence, Hypothesis 3 stated that earnings quality of Saudi firms does change significantly after IFRs 

adoption. As such, the expected sign for this relationship is a positive. The overall regression on this model is not 

significant because it is more than 5%, as shown by F-statistic of 1.540 (p=0.126). The model has low fit of 1.1% in 

explaining the dependent variables. Based on this result, it can be concluded that other variables that were not 
identified in this study explain around 98.9% of the dependent variables. 

 

 In addition to the adjusted R-squared, Table 4.3 also shows that the signs of the beta for independent variables 

of IFRS 2017 earnings and differences were in the hypothesized direction. However, the sign of the beta for 

independent variables of SOCPA 2016 earnings was opposite to the hypothesized direction because this study 

expected a negative sign, but the result presented a positive sign. 
 

V. DISCUSSION OF FINDINGS 
 As for the first hypothesis that SOCPA earnings is associated with low persistence was rejected as the 

regression results revealed that the model recorded a positive significance correlation with a beta of 0.743 (p=0.000), 

which indicated positive relationship. Thus, it was concluded that SOCPA earnings is associated with high earnings 

persistence. As for the second hypothesis, which stated that IFRS is associated with high earnings persistence was 

accepted because the regression result revealed that the model recorded a positive significance (at 5% or lower 

significance level) with a beta of 0.237 (p=0.007), which concluded that IFRS earnings is associated with higher 

earnings persistence. As for the third hypothesis which stated that earnings quality of Saudi firms does change 

significantly after IFRS was not accepted. The regression result reveals that the model recorded a positive but not 

significant relationship, because p is more than 5% with a beta of 0.136 (p=0.126), which concludes that earnings 

quality of Saudi firms does not change significantly after IFRS. 
 

VI. CONCLUSION & RECOMMENDATIONS 
In conclusion, the result from this study confirmed that SOCPA is associated with high earnings persistence which 

means earnings are accompanied by increased ability to maintain the current earnings and thus, they are associated 

with higher earnings quality. The results also confirmed that IFRS also has high earnings persistence, which means 

that the earnings are of high quality for IFRS, the higher the earnings persistence, the higher the earnings quality and 

vice versa. Based on the empirical evidence, the result for difference between SOCPA and IFRS reveals that it is not 
significant. As such, it can be concluded that IFRS and SOCPA do not have difference in the earnings persistence of 

Saudi Company. Both, SOCPA and IFRS, have high earnings persistence, so there is no difference whether Saudi 

companies use SOCPA or IFRS. Using any of the standards, SOCPA or IFRS, will result in high earnings persistence          

which         is          associated          to          higher          earnings          quality. 

 

 The study limitation is in the time frame whereby it only delves into three-year periods (2016, 2017, 2018) so 

the results also represent the impact in this period only. Some of the standard have not been applied yet because the 

transition to IFRS plan is a five-year long plan and Saudi Arabia is currently in 2020, which is year 3 of that 5-year 

plan, therefore, the study only examines the impact of effective standard for the years 2016, 2017, & 2018. This study 

does not control factors that may have qualitative effect/influence on earnings quality, such as corporate governance, 

cross-listing, etc. As this research used a time frame of 3 years, future researchers can extend the 
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study period to 5 years to study the total effect of transition in intensive details and it will result in even more 

accurate findings as the 5-year transition to IFRS plan would be completed. This research uses earnings persistence 

to measure Earnings quality; therefore, future researchers can use different ways to measure Earnings quality that 

are listed in this study to see whether the magnitude of effect changes on earnings quality to extend the scope of 
this study. They can also explore how the IFRS adoption affects specific industry. Some companies were 

eliminated in this study as they had transited to IFRS before 2017. It would be helpful to study those companies 

and their material impact on earnings quality as well. This research focuses on the mandatory conversion to IFRS 

and its effects on earnings quality. Future researchers can expand this study and study the effect of transition to 

IFRS on equity, cash flow statement and on corporate governance. Future studies can extend the scope of this 

study by involving comparative studies with other countries such as Australia, Russia, and the UK. It would be 

exciting to read about how their transition to IFRS is different from Saudi Arabia. 
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