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Introduction

The implementation of the International Financial Repoyting Standards (IFRS) has been a major
milestone towards the internationalization of accounting practices. Among other IFRS standards,
[FRS 15- Revenue in Contracts with Customers is a historic change which transformed the way
revenue is to be recognized in all industries and geographical locations (Barth et al., 2008). Adopted
in 2018 by the majority of jurisdictions, including Pakistan, [FRS 1D substitutes the interim IAS 1l and
IAS 18 models with a five-step model based on principles and that better reflects the economic
substance of transactions that generate revenues.

Within the frame of the emerging markets, such as Pakistan, the importance of reforms in accounting
standards cannot be overestimated. The Pakistan Stock Exchange (PSX), which is the capital market
of Pakistan, experienced a rapid institutionalization in the last decade, with foreign inflow increasing,
regulations ]oecoming more liberal, and transparency requirements on the part of domestic and
international stakeholders (Ahmed et al,, 2019, Ayub & Riag, 20206). Adoption of IFRS 13 by listed
companies was required by the Securities and Exchange Commission of Pakistan (SECP), so the
natural experiment to study the practical implications of this regulatory change was to examine its
effects in reality.

The volatility of earnings in financial economics is a crucial construct in the sense that it reflects the
level of uncertainty in corporate earnings which in turn determines investor perception, cost of
capital and {inaﬂq, the valuation of the firm (Dichev & Tang, QOOQ, Mansour ¢ Hussaineq, 90(26)
Informational opagueness, managerial opportunism and reduced quality of financial reporting are
commonly related to high levels of earnings volatility. A more structured and disclosure intensive
revenue recognition model like [FRS 15 was also anticipatecl to minimize the possibilities of income
smoothing, enhance predictability of reported earnings and eventually lead to better informed

capital markets (Ewert & Wagenhofer, 2012).

Firm value, which is normally represented by the Q of Tobin in empirical finance studies, is a holistic
value that indicates current and future performance expectations in the market (Chung and Pruitt,
1994).1t has been reported in the previous literature that the quality of financial reporting is related
to low information asymmetry, low cost of equity capital and high firm valuation (Leuz &
Verrecchia, QOOO; Biddle and Hilarg, ?006; Khan ¢ Shoaib, 9094). Howevey, the guestion of
whether IFRS 1D has a specific contribution to such outcomes in a developing market setting such as
in Pakistan is an open empirical one.

Pakistan is one of the most intriguing contexts to conduct this investigation due to a number of
reasons. To begin with, China being an emerging economy with huge market imperfection, there are
information asymmetry between the firms insiders and external investors, which are very high (Iql)al
(5’ Strong, ?010) Seconcl, revenue recognition ]oefore IFRS 15 was very heterogeneous among
Pakistani industries particularly in construction, telecommunications and long-term service

contracts, which posed comparability issues among investors. Third, the institutional enforcement

303



Journal of Social Research Development, Volume 7, Issue 9, November, 2026

context in Pakistan is very dissimilar to those of developed markets, which can moderate the
anticipated impact of [FRS 1D.

Although the literature surrounding the effects of [FRS adoption has been increasing all over the
world, there is still little evidence in South Asian and Pakistani markets that is not inconclusive. The
majority of the previous literature is concerned with developed European economies or aggregate
cross-country samples, which might not necessarily reflect the specifics of institutional
characteristics of emerging markets (Daske et al, 9008; Li, (2010; Darabee ¢ Mousa, 9094). This
research fills this gap by offering first-hand evidence of the effects of IFRS 13 on earnings volatility
and firm value in Pakistan.

The three {ollowing research guestions are the reasons behind the current research: (1) Does IFRS 15
adoption lessen the earnings volatility of Pakistani listed companies? (2)Doesless earnings volatility
translate into high firm value? (3) Does the acloption of IFRS 1D have a direct effect on firm value in
addition to its indirect impact on firm value via earnings volatility? The questions are significant not
only in theoretical but also in policy terms, as they address the effectiveness of accounting standard
changes in the emerging market environments.

We use a panel dataset of 100 non-financial PSX-listed firms in the phase of 2019-2024 to answer

these questions, covering both the pre~ and post-modification of I[FRS 15. We apply panel data
regression models such as fixed-effects and random-effects models, and we use the ditference-in-
differences (DiD) model to identify the causal impact of IFRS 15. We conclude that the adoption of
[FRS 15 will greatly decrease the volatility of earnings and the drop in earnings is correlated with a

greater Tobin Q value, which means that the firm is better valued.
Literature Review

The conceptual basis of investigating the connection between accounting standards, earnings
qualitg and firm value is based on a number of overlapping frameworks: information asymmetry
theory, signaling theory and agency theory. The information asymmetry theory (Akerlof, 1970; Leuz
and Verrecchia, 2000) assumes that any information asymmetry between the managers and
investors is a source of inefficiency in capital markets. This asymmetry can be minimized by high-
guality financial reporting, which enables investors to make better judgments of firm value.

According to the signaling theou] (Spence, 1973; Ross, 1977), the better the financial per{ormance of
the firm, the more incentive it has to signal its quality by credible financial reporting. The
implementation of strict international accounting standards such as [FRS 19 can be used as a
credibility indicator, distinguishing companies, which actually enhance their reporting of revenues,
and those who only do it in a symbolic way. Agency theory (Jensen and Meckling, 1976) also relates
accounting quality to contracting efficiency, which states that revenue recognition rules are more
accurate, hence less manager discretion to manipulate the income, thus ali,gning managey and
shareholder interests.
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Adoption of IFRS and Quality of Financial Reportina.

Thereisa significant literature that has reported the financial reporting implications of the adoption
of the [FRS. A seminal multi~country study of the IFRS adopters by Barth et al. (2008) revealed that
adopters of the IFRS have low earnings management, greater earnings informativeness, and value
relevance of financial statements. Likewise, Daske et al. (9008) showed that mandaton] IFRS
adoption in the European Union was found to be linked with large decreases in the cost of equity
capital, higher market liquidity, and higher Tobin Q in involved companies.

Ball et al. (2003) warned that the advantages of [FRS implementation are dependent on the quality
of the enforcement institutions, pointing out that in the countries with a weak legal system, the de
jure implementation of high~-quality standards may not be translated into the de facto improvements
in reporting practice. This holds special significance to Pakistan where the regulatory enforcement
has traclitionallg been weak (Iq]oal and Strong, 2010). Despite these issues, Ahmed et al. (9013)
discovered that the adopters of IFRS tend to have less earnings smoothing and recognise losses earlier
than their non-adopters.

Revenue Recognition under the IFRS 15.

The new IFRS 1D model of revenue recognition hasfive steps: (1) identifg the contract with a customer,
Q) identity performance obligations, (3) determine the transaction price, (4) allocate the transaction
price, and (5) recognize revenue as each per{oymance ol)ligation is fulfilled. This model was meant to

Yemove inclustrg-relatecl 8uidance and offer one principles-]aasecl approach which increases

compara]oilitg and transparency (IASB, 2014).

Empirical studies of the particular impacts of [FRS 1D are relatively new and expanding. Perera and
Chand (201D) reviewed the expected impact of IFRS 1D on revenue recognition in New Zealand and
Australia and discovered that the standard was likely to cause considerable shifts in the timing and
amount of revenue realized, especially those of multi-element arrangements. Christensen et al,
(9019) examined how [FRS 1D acloption announcements reacted in the UK and observed a positive
abnormal return, indicating that the investors believe the change will lead to quality improvements
in financial reporting.

The article by Gordon et al, (2017) reviewed the impact of [FRS 1D on the recognition of revenue
within the technology industry, where bundled contracts are usually used. They discovered that the
disaggregation requirements of the IFRS 13 resulted in more informative disclosures of revenues,
which helped to reduce the forecast errors of analysts. By identitying the performance obligation in
Hail et al,, (2018), the authors reported that in the healthcare industry, the implementation of the
[FRS 15 minimized the earnings management by imposing performance obligation identification
requirements, particularly in long-term service contracts.
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Earnings Volatility and Firm Value.

The volatility of earnings has been known to be a considerable determinant of firm value and cost of
capital. Dichev &~ Tang (2009) reported that the volatility of earnings is found to be negatively
correlated with earnings quality and predictability and high~volatility firms have systematically
lower P/ E ratios. Likewise, Inchausti (1997) discovered that the Volatilitg in earnings reflects the
riskiness of the underlying business, in such a way that investors discount the value of companies with
more volatile earnings flows.

Ewert & Wagenhofer (2012) explicitly modelled the connection between tightening of the
accounting standards, earnings volatility, and firm value and discovered that tighter accounting
standards decrease discretion in income smoothing by managers, which results in more volatile yet
more informative earnings. Their theoretical forecasts are consistent with our empirical design,
implying that IFRS 15 can initially cause an increase in transparency-driven volatility but
eventually lead to firm value enhancement by the quality of disclosures.

Shah et al, (2021) in the Pakistani setting discovered that the earnings volatility was negatively
correlated with firm value in PSX listed firms, especially those that are more likely to fall under
contractual complexity like construction and services. According to a study conducted by Raza et al.
(2020), income smoothing was common among Pakistani-based corporations before the adoption of
[FRS and that regulatory reforms that followed were related to more informative earnings surprises.
These results highlight the applica]ailitq of our study to the Pakistani institutional environment.

Emerging Markets Adopting IFRS

The implications of the adoption of IFRS in the emerging markets have come under growing
academic interest. A cross-country study by Houge et al, (2012) revealed that the effect of
accounting standards in terms of [FRS adoption is more favorable in those countries in which investor
protection laws are strong, indicating that the institutional quality mediates the accounting
standard effect. Chua et al, (QOIQ) observed comparal)le moclerating influences in the Southeast
Asian markets where the advantages of [FRS were abridged by the weak enforcement regimes.

In the case of Pakistan, Akhtar & Oliver (2009) investigating the IFRS adoption path, they
discovered that both technical compliance and enforcement gaps remained. The study by Ahmed &~
Alam (2012) indicated that Pakistani companies that adopted previous IFRS standards experienced
a positive change in the earnings quality measurements but these changes were uneven in terms of
industry. More recently, Mehmood et al, (2022) reported that the governance quality was a
significant moderator between IFRS adoption and firm performance in Pakistan, which we manage
in our empirical design.
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Research Hypotheses

Based on the theoretical arguments and previous empirical results, the study hypothesizes the
following:

HI: PSX-listed non~financial companies exhibit lower earnings volatility when adopting IFRS 1.
H2: Firm value (Tobin Q) is positively related with reduced earnings volatility.

H3:IFRS 15 adoption is directly linked to increased firm value, in addition to its indirect impact on it
through the earnings volatility.

Methodology
Sample and Data

The sample will include 100 non~financial firms in the Pakistan Stock E.xcllange (PSX) between the
year 2015 and 2024, proclucing an unbalanced panel of up to 1,000 {irm~gears. Financial industrg
companies (banks, insurance {irms, investment funcls) were overlooked since their revenue
recognition methods are fundamentally different than non-financial corporations and IFRS 19 is not
applicable to financial instruments (Ahmed et al, 2019). The sampling was based on all the big non~
financial sectors of the PSX such as manufactuying, retail, l:)uilcling, telecommunication sector, and
services.

Audited annual reports, financial statements and corporate filings published on PSX data portal,
State Bank of Pakistan financial database and Bloomberg were used as secondary data. Manual
extraction of annual reports of companies adopting [FRS 15 disclosures of adoption and segment
revenue breakdowns were also used to supplement the data collection. All financial data were
deflated against Consumer Price Index (CP)tobe able to adjust to the inflationary impacts.

The sample of 2015-2024 was specifically taken to cover four years preceding the 2019 adoption of
[FRS 15 in Pakistan and six years of adoption. This pre/ post design allows the difference~in-
differences (DiD) estimation to be employed, and the adoption of [IFRS 13 can be considered a quasi-
experimental intervention. Early adopters, i.e. those firms that voluntarily implemented [FRS 19 prior
to the mandatory date, were also determined by manual inspection of the disclosures in the financial
statements and used as the treatment group in the robustness tests.

Variable Measurement

Dependent Variables. The volatility of earnings (EV) s the rolling standard deviation of five years of
return on assets (ROA), which is in line with Dichev &~ Tang (QOOQ) and Shah et al, (CZO?I). ROA is

calculated as Net income/Total assets. An EV with a high value means that the earnings are more
unstable. The Tobin Q isused to measure firm value (FV), which is calculated as market capitalization
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plus book value of the total debt to total assets. The measure indicates the expectation of markets and

the e{ficiencg of its assets (Chung & Pruitt, 1994)

Independent Variable. [FRS1D is a binary dummy variable, coded as I when a firm-year observation
is post-2018 and mandatory adopters of IFRS 15 (and thus 1) and O when pre-2018. To the early

adopters, the dummy will be 1 since the year of voluntary adoption. This variable measures the direct
treatment impact of the accounting standard change.

Control Variables. Using previous research on firm value and earnings quality (Barth et al, 2008;

Daske et al, ?008), we include the following firm-level controls: (1) Firm Size (SIZE) the natural
logarithm of total assets; (Q) Financial Leverage (LEV), the ratio of total debt to total equity; (5

Econometric Models
We approximate the following panel regression model to test [l:

EVii = o + B1IFRSI + B2SIZEx + BsLEVit + B4ROF + BsREVGi + BeBIND: + B,BIGA + s + A
+ Eit (1)

To test H2 and H3, we estimate the following model:

FVi=a+ BﬂFRSlit + BZEVit +B 3SIZE: + B4.LEVit + B5ROEit + B6REVGit + B7BIND:: + BgBIG4it
+ i+ At g (2)

[n both models, Wi is the firm~-fixed effects that explain the unobservable firm characteristics that do
not change with time, At is the year-fixed effects, which explain the macroeconomic and market-
wide shocks, and €it is the idiosyncratic error term. The concentration of standard errors at the firm
level isan attempt to explain within~firm serial correlation (Petersen, QOOQ) Hausman test is used to
decide between fixed and random effects specifications.

To identity causal relationships, we also use a difference-in-differences (DiD) design that takes
advantage of the staggered implementation of IFRS 19 by Pakistani companies. The DiD model
contrasts the pre/ post-movements of the outcome variables of firms that implemented IFRS 15
(treatment 8roup) and those that have not yet implemented (control 8roup) after accounting the
common time trends by incorporating year fixed effects.

Results and Discussion
Descriptive Statistics

Table 1 shows descriptive statistics of all variables in the entire sample of 100 fixms in the period

20152024. The mean of firm value based on the Q of Tobin equals 142, consistent with previous
research in the Pakistani setting (Shah et al, ?0?1) The mean of earnings volatilitg (EV) is 0.0421
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with a signi{icant variation among firms (SD = 0.0318) which confirms that earnings stabilitg should
be controlled in the firm valuation analysis.

Table I: Descriptive Statistics for Full Sample (N = 100 Firms, 2015-2024)

Variable N Mean Std.Dev. Min Median Max
Tobin's Q (FV) 087 142 068 0.31 129 481
Earnings Volatility (EV) 087 0.0421 00318 0.0041 0.035352 01872
IFRS 15 Dummy 087 058 049 0 1 1

Firm Size (In Assets) 087 1784 1453 1422 1701 2167
Leverage (LEV) 087 054 021 0.08 052 134
Profitability (ROE) 087 0112 0.091 -0.342 0101 0479
Revenue Growth (REVG) 087 0.085 0127 -0.581 0071 0612
Board Independence 087 0.581 0112 0143 0575 0714
Big4 Audit Firm 087 042 049 0 0 1

Note. All continuous variables are winsorized at the Ist and 99th percentiles. Tobin's Q = (Market
Capitalization + Book Value of Debt) / Total Assets. Earnings Volatility = D-year rolling standard
deviation of ROA. Leverage = Total Debt / Total Equity.

Correlation Analysis

The Pearson correlation table of the main study variables is presented in Table 2. The relationship
between [FRSID and EV is negative and significant (r = -0312, p < 0.01), which in the first place
supports H1. The relationship between EV and Q of Tobin is also negative and significant (r=-0274,
p < 0.01) which is also in line with H2. Notably, the largest inter-variable correlation of 0.8 exists
between SIZE and LEV, still less than the traditional 0.70 mark on multicollinearity issues. Variance
Inflation Factor (VIF) tests confirm that we do not have a major problem of multicollinearity in our

models (all VIF < 4.0).
Table 2:Pearson Correlation Matrix

Variable 1 P4 J 4 5 6 7 8
L Tobin's Q 1000

2.Eam. —0274™ 1000

Volatility

5.IFRSI5 0198™  -0312™ 1000

4.Firm Size -0143" 0201 0221™ 1000

J.Leverage —0231™ 0187  —-0142" 0581™ 1000

6.ROE 0387 —02542™ 0289™ 0122" -0201" 1000
1.Revenue 0212 -0143" 0178™ 0091 -0135" 0241™ 1000
Growth
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8.Bd 0.142"

Independence

-0102

0165>™ 0.201™

—0145~

0.087 1000

Note."p <010, p <0.05,™ p < 0.0L N = 987 firm~year observations.

Regression Results: Farmings Volatility and IFRS 13.

The findings of panel regression estimating the impact of IFRS 1D on the earnings volatility (H1) are
provided in Table 3. Model 1 is the pooled OLS estimate, Model 2 is the combination of firm and year
fixed effects and finally Model 3 is the DiD specification. The coefficient on [FRS1D is negative and
statistically significant across all specifications, which means that the adoption of [FRS 15 islinked to

the decrease in the volatility of earnings. Model 2 (fixed -effects specification) suggests that the

[FRSID coefficient = ~0.0087 (p < 001), which means that the volatilitg of earnings reduces ]31) 087
percentage points after the acloption of IFRS 15. The DiD estimate (Moclel :’)) is ~-0.0004 (p =0.01)

which is of larger magnitude and may imply the removal of confounding trends that are measured

by the fully treated sample. These findings are a great support to HL.

Table 3: Panel Regression Results: [FRS 13 and Earnings Volatility (Depenclent Variable: Earnings

Volatility)

Variable Model 1(OLS) Model 2 (FF) Model 3 (DiD)

[FRSIS -0.0075™ —0.0087™ —0.0094™
(—4.21) (-512) (-587)

Firm Size —0.0051™ —0.0028™ —0.0050"
(—2231) (217 (—228)

Leverage 0.0124™ 0.018™ 0.0121™
(4.89) (4.61) (4.74)

ROE —0.0412™ —0.0389™ —0.0401™
(-812) (-784) (—8.01)

Revenue Growth —0.0087™ —0.0091™ —0.0089™
(=3.21) (=342 (=3.31)

Board Independence —0.0041" —0.0058° -0.0040"
(—218) (-189) (-209)

Big4 Audit —0.0029" —0.0027" -0.0028™
(—204) (-197) (—201)

Firm FE No Yes Yes

Year FE No Yes Yes

DiD Specification No No Yes

Observations 087 087 087

R* 0241 0589 0412

Adj.R? 0235 0574 0.596
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Note. t-statistics in parentheses, clustered by firm.* p < 0.10,” p < 0.05,™ p < 0.01. FE = Fixed Effects;
DiD = Difference~in-Differences.

Regression Findings: Earnings Volatility, [FRS 13 and Firm Value.

The outcomes of the models which study the impacts of earnings volatility and IFRS 15 adoption on
the value of a firm (Tobin Q) are reported in table 4, testing H2 and H3. Model 1 uses earnings
volatility as the only predictor (with controls), Model 2 incorporates the [FRS1D dummy, and Model
3 displays the complete DiD specification. Earnings volatility, as well as the IFRS 1D is a significant
predictor of firm value in all specifications.

The EV coefficient is always negative and significant (Model 2: B= 421,p < 0.01), which supports
H2 that the greater the earnings volatility the lower the firm value. This result has economic
implications: an increase in the standard deviation of earnings volatilitg (00318) implies afall in the
Tobin Q of about 0134 units, which is equal to a 9.4 percent decrease in the sample mean Tobin Q
The significance and positive value of the IFRSID coefficient (Model 2: 0214, p< 0.01) confirm H>
that IFRS 15 adoption directly increases firm value, not only in the indirect channel, but also in the
direct channel, through earnings volatility.

Table 4:Panel Regression Results: Firm Value (Dependent Variable: Tobin's Q)

Variable Model 1 Model 2 Model 3 (D)D)
Eamings Volatility (EV) —4187™ —4215™ —4.508™
(-6.54) (-6.1) (-6.78)
IFRS15 — 0214™ 0251™
_ (412) (4.58)
Firm Size -0087™ —0.091™ -0.089™
(=3.21) (=3.39) (—=3.28)
Leverage -0312™ -0208™ -0.304™
(->A41) (-519) (=5.31)
ROE 2154™ 2089 PAIDA
(11.87) (1154) (11.71)
Revenue Growth 0478™ 0461™ 0469™
(4.92) (4.78) (4.89)
Board Independence 0421™ 0.598™ 0409
(5.87) >.7) (3.79)
Big4 Audit 0189™ 0174™ 0.181™
512 (294) (5.03)
Firm FE Yes Yes Yes
YearFE Yes Yes Yes
Observations 087 087 087
R= 04531 0458 0472
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Note. t-statistics in parentheses, clustered by firm." p < 010, p< 0.05,™ p< 0.01 Tobin's Q= (Market
Cap + Book Del)t) / Total Assets.

Mediation Analysis: Eamings Volatility as Mediator

In order to test the hypothesis of earnings volatility mediating the impact of IFRS 13 on firm value
formally, we use the four-step mediation procedure proposed by Baron and Kenny (1986) with the
additions of Sobel (1982) test and bootstrapped indirect effects proposed by Preacher and Hayes
(2008). The mediation analysis results are summarized in Table D. The findings affirm the importance
of the IFRS15/FV relationship ]:)eing largely mediated by earnings volatility. The direct impact of
[FRSID on the Q of Tobin is noteworthy in the light of its inclusion of earnings volatility (indirect
effect = 0037, 05% CI [0021, 0056]) and the fact that its direct impact on the Q of Tobin is also
signi{icant (= 0914, p < 001) Com]oinecl, the earnings volatilitg mediates around 147% of the
overall impact of IFRS 15 on firm value.

Table 3: Mediation Analysis: [FRS 1D — Earnings Volatility — Firm Value

Path Coefficient  Std. Exror t-stat 95% CI Significance

Total Effect (IFRSI5 — 0251 0.048 523 [0157,0545] <0001

EV)

Direct Effect (IFRS15 — —0.0087 0.0017 512 [-0.012, p <0.001

EV) -0.003]

EV—->FV (controllecl) —4215 0648 —651 [—5.483, p < 0.001
—2043]

Indirect Effect (viaEV) 0037 0.009 - [0.021,0056] <0001

Direct Effect (IFRS15 — 0214 0.052 412 [0112,0.516] p <0.001

EV)

Mediation Ratio 147% — — — Partial

Mediation

Note. Bootstrapped indirect effects based on 5,000 bootstrap samples. 95% CI = 95% confidence

interval. Firm and year fixed effects included in all models.
Sector-Level Analysis

In order to investigate the different effects of [FRS 1D by sector, Table 0 reports sector estimates of the
[FRS 1D coefficient of earnings volatility and firm value regressions. The findings indicate that there
is considerable heterogeneity. The construction and engineering industry demonstrates the highest
drop in earnings volatility (IFRS15 B= -0.0142,p < 0.01) in the wake of the adoption of [FRS 15, which
was probably the industry with the most complex revenue recognition structures in the form of long~
term contracts and multiple performance o]aligations.
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Table 6: Sector-Level Effects of IFRS 13 on Earnings Volatility and Firm Value

Sector N(Firms) IFRSI5 — EV p-value [FRS1D — FV p-value
(B) B

Construction & 14 -0.0142 0.000 0312 0.000

Enaineering

Textiles & Manufacturing 25 —-0.0001 0.000 0198 0.001

Telecommunication 8 -0.0118 0.000 0211 0.000

Retail & Consumer Goods 18 -0.0074 0.002 0154 0.008

Chemical & 16 -0.0085 0.001 0187 0.002

Pharmaceutical

Information Technology 11 -0.0107 0.000 0245 0.000

Food & Beverages 10 —-0.0062 0.012 0131 0.021

Total Sample 100 -0.0087 0.000 0214 0.000

Note. B coetficients from separate sector-level panel regressions with firm and year fixed effects.

Firm-clustered standard errors. EV = Earnings Volatility; FV = Firm Value (Tobin's Q)

Discussion of Results

The results of this research have been mostly in tandem with the theoretical forecasts based on the
information asymmetry theory, signaling theory and the accounting-based perspective of the firm.
The fact that [FRS 15 adoption is strongly negatively associated with earnings volatility lends
credence to the thesis that the disclosure-intensive revenue recognition framework, which is
structured, provides managers with less latitude to manipulate earnings and smooth income (Ball et
al, 2003; Barth et al, 2008). IFRS 1D limits the ability to recognize revenue selectively and at
inopportune times in the past that had inflated earnings artificially or in a volatile fashion due to
mandatory detailed disclosure of the performance obligations, variable consideration and the
accounting of contract modification.

The fact that IFRS 15 adoption is positively correlated with firm value, even after the impact on
earnings volatility is netted out, indicates that [IFRS 19 has informational value, beyond its stabilizing
impact on earnings. This observation is in line with Daske et al. (2008) who reported that adoption of
[EFRS lowers the cost of equity capital by decreasing information asymmetry and consequently,
raising equilibrium firm values. The better disclosures they need under IFRS 13, in particular the
categorization of the revenue and the reconciliation of the contract balances, seem to give investors
more information on the nature and timing of cash flows and allow them to better predict future
performance.

This 11eter08eneitg at the sector level (Table 6) is informative in theorg. Industries that have more
complicatecl contracting systems, inclucling l)uilcling, telecommunication, and IT, feature more
significant [FRS 1D effects, which aligns with the argument that the effect of the standard is most
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significant where revenue recognition was most complex and discretionary in the past (Gordon et al,
(2017) On the other hand, industries that have less complex revenue streams, such as food and
l)everages, retail, exhibit less but still signi{icant increases, indicating that [IFRS 15 generates value
even in environments when the existing revenue recognition was fairly uncomplicated.

Robustness Checks

To ensure that our primary findings are reliable, we carry out a number of robustness analyses. First,
we substitute the Q measure of firm value used 1)1] the Tobin with the market~to~book ratio (MTB) as
an alternative measure of value. The coefficient of [FRS1D is positive ( = 0187, p < 001) which isin line
with the primary findings. Second, we use a different measure of earnings volatility, which is the
absolute value of discretionarg accruals estimated bq the modified Jones (1991) model, and we

discover that IFRS 1D is also related to a huge decrease in the alternative measure.

Third, in order to overcome the possible selection bias during the adoption timing under [FRS 15, we
use propensity score matching (PSM) to create a matched control sample of those who adopted early.
Our DiD matched estimates are qualitatively consistent with our key results, which argues against
self-selection. Fourth, we check pre-trend violations through event study design and do not find
evidence of the difference in pre-adoption pre-trend in earnings volatility or firm value between
treatment and control firms, which supports the assumption of parallel trends underlying our DiD
identification strategy.

Fifth, we model big and small firms (sepayatelg), and Big Four auditors versus non-Big Four auditors
(separatelg). The impact of [IFRS 1D is always substantial in these subgroups, but higher in the case of

Big Four-audited companies, which aligns with the argument that the quality of the auditors

moderates the efficient adoption of the [IFRS 15 (DeAngelo, 108]; Becker et al., 1998).

Conclusions and Policg Implications

This paper investigates the effect of the [FRS 15 implementation on the earnings and the firm value
volatility on a large panel of 100 non-financial PSX-listed companies during the 2015-2024. The
empirical data systematically confirm all three hypotheses: (1) IFRS 15 adoption can dramatically
decrease the volatility of earnings; (2)lesser volatility of earnings can be correlated with greater firm
value; and (5) IFRS 15 directlg can increase the firm value, rather than through its indirect channel,
through the presence of earnings stability. The mediation analysis indicates that there is a partial
mediation via earnings volatility that explains about 147% of the overall IFRS 15 impact on the Q

of Tobin.

These results have significant repercussions on various stakeholders. To regulators and standard
setters, the findings confirm the SECP move to require Pakistani listed companies to adopt IFRS 15
has been successtul because the standard has fulfilled the aim of enhancing the quality of reporting
and investor confidence. It also suggests that the findings should be used to enhance additional
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regulatory measures to ensure that compliance with the IFRS is enhanced, especially in small firms
and 11011~Bi3 Four clients where the quality of implementation might be low.

To corporate managers, the results highlight the significance of [FRS 15 compliance not just as a
regulatory requirement but as a strategic tool of disclosure. Companies which invest in quality [FRS
15 implementation, such as effective performance obligation identification, contract modification
accounting and disaggregated revenue disclosures, seem to enjoy a guantifiable firm value payoff.
To investors and financial analysts, the findings indicate that the post-IFRS 15 earnings are more
predictable and information-rich, enhancing the accuracy of fundamental valuation models.

This research has a number of limitations that will inspire future research. First, we are only
considering non-financial PSX-listed companies and the results might not applg to financial
industry companies or to unlisted smaller companies. Second, though we use DiD methodology to
make causal inference approximations, because accounting standards adoption is non-experimental,
we cannot completely remove residual confounding, Third, we do not analyze the dissimilar impacts
of particular IFRS 15 disclosures, like contract asset and contract liability disclosures, on investor
decision-making, which is an intriguing possibility of future archival research. Future research can
also delve into comparative studies between Pakistan and other south Asian economies (India,
Banglaclesh, Sri Lanka) to determine the extent to which institutional factors moderate the IFRS 15
effect in various emerging market settings.
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