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ABSTRACT 

  
This study aims to determine the effect of IFRS adoption on the readability of annual 

reports readability in Indonesia. The sample of this study includes 52 non-financial firms 
within a four-year period, from 2010-2011 and 2013-2014, with 208-year observations. 
Hypothesis testing is conducted by multiple linear regression analysis. This study provides 
evidence that IFRS adoption has significant and negative relationship with disclosure 
readability in Indonesian public companies. Implication of this study is IFRS adoption 
requires more sophisticated and/or more competent users of financial statements, measured 
by higher requirements of years of education needed to comprehend the disclosures. 
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INTRODUCTION 

 

As one of the sources of information on deci-

sion making, financial statements are prepared 

based on applicable accounting standards to pro-

duce relevant and reliable information. The exis-

tence of accounting standards that are used 

globally will certainly improve comparability and 

make it easier for users of financial statements to 

make decisions. International Accounting Stan-

dard Boards (IASB) mentioned that accounting 

standards is a principle that has to be followed by 

companies in preparing and publishing financial 

statements. The need for international standards is 

increasing because of the evolution of the global 

economy, cross country loans/investments and 

increasing emphasis on international harmoni-

zation [23]. The adoption of international account-

ing standards into local accounting standards has 

the purpose of producing financial reports that 

have high credibility [29]. 

Nowadays, many countries have adopted 

International Financial Reporting Standards 

(IFRS) into local accounting standards. The stra-

tegy of IFRS adoption consists of the big bang 

strategy and gradual strategy. In the big bang 

strategy, IFRS was fully adopted without certain 

stages, while in gradual strategy, IFRS was adop-

ted gradually. Big bang strategy has been used by 

developed countries, such as European Union 

countries, Australia, Hong Kong, and New 

Zealand; while other countries such as Indonesia, 

Malaysia and the Philippines chose to carry out 

IFRS convergence gradually [30]. Indonesia uses 

gradual strategy due to limited resources [39]. The 

development of financial accounting standards in 

Indonesia initially referred to the US Generally 

Accepted Accounting Principles (US GAAP), how-

ever, since 2008 Indonesia has begun to gradually 

adopt International Financial Reporting Standards 

(IFRS). 

The IFRS application does not mean without 

constraints. One of the problems with IFRS is the 

large volume of disclosures needed [13]. Previous 

research has shown information overload in finan-

cial reports after IFRS implementation [24], [28]. 

The impact of excess load content is low readability 

[22]. Preparation of financial statements must 

meet several qualitative characteristics, one of 

which is understandability (Conceptual Frame-

work for Preparation and Presentation of Financial 

Statements). Understandability is a concept rela-

ted to readability. Readability, in conjunction with 

accounting narrative statements, is defined as "the 

difficulty of the text and success in accounting mes-

sage communication" [32]. Readability is a factor 

considered in analyzing the ease of understanding 

the material [31]. Research on readability has been 

carried out in accounting texts, and usually focuses 

on elements of annual reports, specifically the 

management discussion section and financial 

statements [7], [17], [27], [33]. The annual report is 

the main source of investors in making decisions; 

therefore, it is important for users to understand 

and understand the information contained in 

annual reports [17]. 

Current research discusses several determi-

nants to the readability of disclosure in annual 

report. There is a positive association between cor-

porate social performance and Management’s 

mailto:1Irfanhidayat1@yahoo.co.id


JURNAL AKUNTANSI DAN KEUANGAN, VOL. 21, NO. 2, NOVEMBER 2019: 49-57 

 

50 

Discussion and Analysis (MDA) textual complexity 

[3]. Business strategy does impact annual report 

readability [19]. The firms pursuing an innovation-

oriented prospector strategy have less readable 10-

Ks1 relative to firms pursuing an efficiency-

oriented defender strategy. There is also a positive 

association between managerial ability with the 

readability of narrative disclosure in 10-K reports; 

and this association is more pronounced for firms 

with high levels of profitability [14].  

The economic impact of financial disclosure 

readability is investigated by [4]. They found that 

less readable financial disclosures are associated 

with less favorable ratings, greater bond rating 

agency disagreement and a higher cost of debt. It is 

found that firms most likely to manage earnings to 

beat the prior year’s earning have MDA that are 

more complex. Previous research also discussed the 

impact of IFRS adoption to annual report 

readability [20]. The impact of IFRS adoption on 

the readability of annual report disclosures are 

examined at NZX50 companies [31]. The result 

shows that there is a relationship between IFRS 

adoption and a decrease in the readability, which is 

measured by the Flesch, Smog and Fog readability 

formula. The impact of IFRS adoption on the 

readability of annual report disclosures are also 

examined at companies listed on the Australian 

Stock Exchange between 2001 and 2009. IFRS 

adoption in Australia had a positive impact on the 

readability of financial statements, and there was 

no change in relations between readability and 

company performance. There is also research that 

compare the readability of the annual report of 

companies adopting IFRS with companies that do 

not adopt IFRS in Korea [15]. The results show 

that IFRS adopting companies have annual reports 

that are significantly more complicated than the 

annual reports of companies not adopting IFRS. 

Therefore, it can be concluded that previous rese-

arch gave mixed results regarding the effect of 

IFRS adoption on the readability of annual reports. 

In Indonesia, there are no studies that exa-

mine the impact of IFRS adoption on readability. 

Many studies on the impact of IFRS adoption in 

Indonesia are still limited to the value relevance 

[6], [36]. The effect of IFRS adoption on the length 

of financial statements are examined in the com-

panies listed on the Indonesia Stock Exchange [28]. 

The results study show that there are differences 

between the notes to financial statements during 

the period of IFRS adoption when compared to the 

                                                 
1
 Form 10-Ks report accounting numbers prepared in accordance 

with US accounting standards, as well as unstructured textual 
narratives disclosing accounting policies and describing business 
operations and financial performance. 

period before IFRS adoption. However, this rese-

arch focuses on the content of information con-

tained in financial statements and not on their 

relation to readability. Therefore, this study will 

revisit [31] using Indonesian context.  

Based on the description above, this study 

aims to provide empirical evidence regarding the 

effect of IFRS adoption on the readability of finan-

cial statement disclosures in Indonesia. This study 

compares the level of readability of financial state-

ment disclosures in Indonesia before and after the 

period of IFRS adoption. Therefore, the period of 

this study covered the years before and after IFRS 

was fully adopted in Indonesia, years 2010-2011 is 

chosen to represent the period before IFRS adop-

tion and 2013-2014 as the period after IFRS adop-

tion. 

This paper contributes to the literature in 

several ways. First, the IFRS adoption in Indonesia 

is interesting because Indonesia adopted IFRS gra-

dually. This is different from previous studies 

which observed in countries that fully adopted 

IFRS, therefore, the results might be different from 

previous studies. Indonesia gradually adopted 

IFRS since 2012 by using convergence towards 

IFRS. The convergence creates several differences 

between IFRS and Indonesian Accounting Stan-

dard (PSAK), including conceptual, editorial, and 

effective date differences [21]. Second, this study is 

expected to be a consideration for regulators to 

overcome problems that might arise in the imple-

mentation of IFRS. The complexity of disclosure 

after IFRS implementation make financial state-

ments disclosure is difficult to read and less reada-

bility has negative impact to the companies such as 

higher cost of debt [4] and ways hide earnings 

management [20].  

 

Theoretical Review and Hypothesis Develop-

ment 

 

According to the Conceptual Framework for 

Preparation and Presentation of Financial State-

ments (IAI, 2016), so that financial information 

becomes useful, the information must be relevant 

and accurately represent what will be represented. 

In addition, the value of the information usefulness 

can be increased by the following qualitative cha-

racteristics: 

1. Understandability: information in financial 

statements should make it easier for users to 

understand it. The user is assumed to have 

adequate knowledge of the economic and 

business activities of the company, accounting, 

and the ability to learn information to be able to 

understand financial statements. 
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2. Timely: information is available to decision 

makers at the right time so that it can influence 

the decisions of users of financial statements. 

3. Verifiability: convince users of financial state-

ments that information represents the economic 

phenomenon appropriately as it should. 

4. Comparability: users can identify and under-

stand similarities, and differences between 

periods. 

Because the importance of qualitative charac-

teristics is not easy to understand, some regulators 

such as the Securities and Exchange Commission 

(SEC) are continually trying to make public com-

pany prospectuses more readable and understand-

able. Problems will arise if financial statements do 

not meet understandable criteria. If financial state-

ments are not easily understood, this will reduce 

the quality of financial reporting itself, because 

investors and users of financial statements are 

faced with an excessive burden in taking informa-

tion in financial statements [18]. 

IFRS is developed by the International Stan-

dard Boards (IASB) with the aim of developing a 

set of high-quality, understandable, enforceable 

and globally accepted financial reporting stan-

dards, based on clearly stated accounting princi-

ples. (IASB, 2010). The existence of globalization 

which is characterized by the loss of boundaries 

between countries makes the need for the use of 

accounting standards that apply internationally 

and the harmonization of accounting standards is 

much more important than before. In Indonesia, 

the harmonization of the Statement of Financial 

Accounting Standards (PSAK) has been decided 

since 1994 by the Financial Accounting Standards 

Board. The harmonization has changed to the 

adoption carried out in the form of convergence 

towards IFRS. According to the Indonesian 

Accounting Association (IAI), IFRS convergence in 

Indonesia is carried out in three stages, namely (1) 

adoption stage (2008 - 2011), where all IFRS is 

adopted into PSAK, the required infrastructure is 

prepared, and the applicable PSAK is evaluated ; 

(2) the final preparation stage (2011), in which 

phased implementation of several IFRS-based 

PSAKs, and the completion of infrastructure pre-

paration is carried out; and (3) the implementation 

phase (2012), where almost all PSAKs applied 

refer to IFRS. Evaluations were also carried out on 

the impact of implementing the SFAS compre-

hensively. As of January 1, 2012, all IFRS has been 

converge into local PSAK, with the exception of 

IFRS 1 First-time Adoption of International Finan-

cial Reporting Standards, IAS 1 Agriculture, and 

IFRIC 15, Agreements for the Construction of Real 

Estate. 

Readability formula is a mathematical equa-

tion derived from regression analysis, where the 

model or equation that is built predicts the educa-

tion level of the reader needed to be able to under-

stand the text given [31]. Readability formula is an 

objective method in predicting whether a narrative 

text can be read by the target reader. The reada-

bility formula produces an easy reading score from 

the measured reading and indicates whether the 

reading can be read and understood from the 

intended reader [7]. The result of the readability 

index is the prediction of the reader's education 

level needed to understand the text measured from 

the year of education, with the level of education in 

the United States. The higher the level of educa-

tion needed, the more difficult the text to read. 

The readability formula has limitations. The 

readability formula only focuses on analyzing 

syntactic difficulties. Furthermore, the readability 

formula also cannot determine the level of interest, 

knowledge, education and experience that affect 

understanding [2]. Technical documents may be 

easier to read by someone with an understanding 

of specialized vocabulary, and a knowledge base 

that is not shared by general readers [37]. Read-

ability formula uses "average" readers to calculate 

the level of difficulty in reading the writing. There 

is also show problems if the readability formula is 

used with technical material, because this can 

result in a level of difficulty that is too high [10]. 

Although not without its own limitations, the 

readability formula is popularly used in accounting 

for reasons of convenience and can be verified [35]. 

Readability formula is an objective method in 

predicting the possibility of a narrative can be 

understood by the reader [7]. If the readability 

formula is used correctly, the readability formula 

can be a reliable tool in determining the difficulty 

level of the narrative [31]. Until now, research on 

the complexity of annual reports still uses the 

readability formula approach, while acknowledging 

the limitations of the approach. The study of read-

ability generally focuses on elements of the com-

pany's annual report, specifically, the management 

discussion section and notes to financial state-

ments [7], [10], [17], [27]. 

 

Hypothesis Development 

 

The results of previous studies indicate mixed 

evidence of the relationship between IFRS adop-

tion and the readability of annual reports [15], [31]. 

It is found that IFRS adoption affected the read-

ability of NZX50 company annual disclosures [31]. 

Disclosure of annual reports in the period after 

IFRS adoption becomes more difficult to read. The 

readability of annual reports also compared bet-
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ween 57 companies adopting IFRS and 943 com-

panies that did not adopt [15]. The results show 

that the readability of annual reports based on 

IFRS is significantly lower compared to financial 

statements prepared based on local accounting 

standards. However, the results of the study show 

that notes on Australian companies' financial 

statements are easier to read after the period of 

IFRS adoption, although the reports have increas-

ed in length. From previous research, it can be 

concluded that the results regarding the relation-

ship between IFRS adoption indicate mixed evi-

dence. 

Research on the readability of financial state-

ment disclosures uses the readability formula to 

predict the difficulty level of the text. Frequently 

used formulas, such as the Flesch-Kincaid index 

and the Fog index, predict the level of education 

needed to understand a text. The readability for-

mula is a function of the length of the word 

(calculated from the number of syllables in one 

word) and the length of the sentence (calculated 

from the number of words in a sentence), so that 

longer text does not always result in worse read-

ability. Longer text can be easier to read if the text 

is arranged in short sentences. Flesch (n.d.) argues 

that sentence lengths and word lengths are related 

to readers' short-term memory. The longer the 

sentence, the harder it is to process a sentence, so 

that the burden of the reader increases, and the 

readability of a text decreases. Therefore, a longer 

text can be easier to read if the text is composed of 

short sentences and words. This explains why 

previous research shows a mixed result between 

the effect of IFRS adoption and the readability of 

annual report disclosures. In addition, the disclo-

sures required in IFRS are quantitative and quali-

tative. Quantitative disclosures can be presented in 

the form of tables or explanations in the form of 

paragraphs in the notes to financial statements. 

Disclosures under IFRS only require the type and 

nature of information to be disclosed, without 

regulating how the information must be disclosed. 

In other words, companies can make more disc-

losures but are easier to read, if the disclosures are 

arranged in such a way using shorter sentence. 

Therefore, expectations regarding the level of read-

ability after the period of IFRS adoption cannot be 

determined. 

Because the results of different previous stu-

dies and expectations cannot be determined, it is 

difficult to form the direction of the hypothesis. 

Therefore, this study predicts the hypothesis as 

follows: 

H1:  Adoption of IFRS has an effect on the level of 

readability of disclosures in the annual report. 

RESEARCH METHOD 

 

The data used in this study are secondary 

data in the form of annual reports of companies 

listed on the Stock Exchange in 2010-2014, with 

the exception of 2012. Financial data is taken from 

Thomson Reuters Eikon and annual reports for 

each company. This study has a population in the 

form of financial statements of public companies 

listed on the Indonesia Stock Exchange (IDX) from 

2010-2014. This research period covers the year 

before and after IFRS was fully adopted in Indo-

nesia. Indonesia began to fully adopt IFRS into the 

PSAK starting in 2012. Therefore, 2012 was 

excluded because it was the first year IFRS was 

fully adopted in Indonesia. Years 2010-2011 repre-

sent the period before IFRS adoption and 2013-

2014 as the year after IFRS adoption. The criteria 

used in the selection of samples are as follows: (1) 

companies listed on the IDX in 2010-2014; (2) 

issuing complete financial statements in a row in 

2010-2011 and 2013-2014; (3) publish financial 

statements in English; (4) not including companies 

engaged in the banking or financial services indus-

try; (5) does not have a negative equity balance. 

The research model used is the linear regression 

model as follows: 

                    (    )      (        )   
   (          )       (    )   

   (        )      

 

 

The dependent variable is readability of dis-

closure of annual reports. In line with [18], the 

readability of annual reports is measured by proxy 

Fog index readability and annual report length. 

Readability index gives a score in the form of 

education years that the reader must take to 

understand the text. The level of education used is 

the level of school education in the United States, 

where school is taken for 12 years and under-

graduate courses are taken for 4 years. The read-

ability index measurement only applies to text in 

English; therefore, this study uses English-langu-

age financial report in the disclosure section of 

financial statements. The result of the readability 

index calculation is the estimation of the education 

year that the reader needs to take to understand 

the text, so that the higher the readability index 

value, the more difficult it is for a text to be read. 

Reading experts determine that technical material 

should not produce a score higher than 14, and 

business material is not higher than level 12. The 

way to calculate the Fog readability index is as 

follows: 

Fog =  0.4 × (Number of words per sentence + 

percentage of complicated words) 
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where the number of words per sentence is 

calculated by dividing the total number of words in 

a text divided by the number of sentences in the 

text. Complex words are defined as words with 

more than three syllables. The percentage of com-

plicated words is calculated by dividing the number 

of words that have three syllables or more with the 

number of words contained in the text to be 

measured. For example, the sentence "Cost is 

determined by the weighted average method" has 8 

words, 1 sentence and 2 complicated words. Mea-

surements with the Fog index produce a score of 

13.2, which means 13 years of education are 

needed to understand the sentence. In addition to 

the Fog readability index, this study also uses 

disclosure length as a readability proxy variable. 

To get the readability value from the dis-

closure of financial statements, financial report 

files are downloaded first in PDF format. After the 

financial statements have been downloaded, the 

disclosure section is converted in text format (plain 

text format) with Adobe Reader Pro software. In 

the conversion process, the text file is cleaned so 

that it can be read by the readability index count-

ing software, and the text in non-paragraph forms 

(such as tables) is omitted. The process of calcu-

lating readability index is done with the Lingua :: 

EN :: Fathom package in the Perl programming 

language. 

This study uses the independent variable of 

IFRS adoption. This independent variable is 

dummy variable that scores 1 for the years 2013-

2014 and 0 for the years 2010-2011. In addition, 

this study uses control variables: Company size 

(Size), leverage, business instability (Volatility), 

and industry classification (Industry). Company 

size is defined as the natural logarithm of market 

value (in thousands) in the fiscal year. Company 

size can capture many aspects of the company's 

operational and business environment [18]. Larger 

companies have longer and more complicated 

disclosures [5]. The measurement of company size 

in this study refer to [1]. 

Leverage shows the proportion of the com-

pany's debt to equity. Leverage has positive rela-

tionship with the level of disclosure, because after 

IFRS implementation additional disclosures are 

needed related to financial instruments, agree-

ments loans and risks. It is found that there was a 

significant positive relationship between company 

leverage and disclosure [5].  

The third control variable is volatility. Stock 

price volatility is an indicator of business insta-

bility, and measured by a standard deviation from 

closing stock prices adjusted weekly for each rele-

vant year. The closing stock price is taken from 

Yahoo Finance for each company observed and 

imported into Microsoft Excel to calculate standard 

deviation for each year. There is a positive relation-

ship between stock price volatility and Fog values 

from company disclosures [18]. 

Companies in certain industries may have 

reports more complex disclosures. In this study, 

indicator variables are made for each company 

industry classification, with value (1) for companies 

operating in particular industry and (0) for com-

panies that do not operate in the particular indus-

try [18]. Industrial classification referring to [31], 

with the industrial sector energy, goods, industrial, 

primary, and services. 

Data analysis conducted in this study is 

descriptive statistics and inferential statistics Des-

criptive statistics are used to describe and describe 

the variables in this study. The analytical tool used 

is the average value (mean), maximum and mini-

mum values and standard deviation (standard 

deviation). Inferential statistics are used to draw 

conclusions from the results of research. Inferential 

statistics are carried out by testing research models 

and statistical testing [25]. 

  

RESULTS AND DISCUSSION 
 

The results of descriptive statistics can be 

seen in table 1. The Fog index produces estimates 

of the level of education needed to understand the 

text, measured in years of education. This means 

that the higher the Fog value, the harder the text 

to read. 
 

Table 1. Descriptive Statistics 

Variable Obser-

vation 

Mean Std. 

Deviation 

Min Max 

Pre-IFRS 

Fog Index 104 15,148 1,546 12,83 20,18 

Disclosure Length 104 20.250 8.252 8.411 51.732 

Post-IFRS 

Fog Index 104 15,588 1,992 13,26 20,4 

Disclosure Length 104 24.189 8.699 10.990 49.377 

Control Variable 

Size 208 15,330 1,906 10,597 19,487 

Leverage 208 1,166 3,725 0 47,751 

Volatility 208 308,194 472,415 0,138 3.681,561 

 

The Fog index show a mean score of 15.148 

before the period of IFRS adoption, and 15.588 

after the period of IFRS adoption. This means the 

reader with two years college education is needed 

to understand financial statement disclosures, or in 

other words, financial statement disclosures in 

Indonesia are difficult to read. When viewed from 

the minimum and maximum values, it can be seen 

that the readability index value has a high diver-

sity, ranging from 12.83 or the equivalent to last 

year high school, up to 20.4 or equivalent to post-

graduate students. These results are consistent 
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with the findings of previous studies which found 

that disclosure of annual reports after IFRS adop-

tion is difficult to read, with readability indices 

ranging from bad to very bad [7], [18], [33]. This 

study also measures readability based on length of 

disclosure. The average length of disclosure in the 

period before adoption was 20,250 words, and 

24,189 words in the period after IFRS adoption. 

Data distribution also increases after the adoption 

period, indicated by standard deviation which in-

creases in the period after adoption. 

Table 1 above also shows descriptive statistics 

for control variables. Each variable has a large 

range of values, which indicates the diversity of 

companies included in this observation. The sam-

ple size of the company in this study has a large 

distribution, with a standard deviation of Rp 46 

trillion. Another control variable used in this study 

is stock volatility, which is an indicator of changes 

in stock prices. The higher the volatility of the 

stock, the higher the stock price fluctuates. The 

leverage variable describes the proportion of corpo-

rate debt to shareholders' capital, with the average 

sample company having a debt of 1.16 times the 

value of its capital, meaning that the average 

company in this sample has a debt of 1.16 times 

the total capital. When viewed by industry classi-

fication, companies with the services sector are the 

most companies in the sample of this study 

(amounting to 32.7%), followed by companies in the 

industrial sector at 25%. Consumer goods sector 

companies, primary sectors and the energy sector 

have a proportion of 23.1%, 11.5% and 7.7% of the 

total sample companies.  

Before test the hypothesis, we conducted a 

mean different test to see the direction and signi-

ficance of each dependent variable measurement. 

We compare readability index before and after 

IFRS adoption using Wilcoxon Signed Ranks, and 

t-test with paired samples.  

 
Table 2. Mean Difference Test 

Measure-

ment 

Wilcoxon Test T-test 

Significance Direction Significance Direction 

Fog Index Significance 

at α = 0,05 

Increase Significance 

at α = 0,01 

Increase 

Disclosure 

Length 

Significance 

at α = 0,01 

Increase Significance 

at α = 0,01 

Increase 

 

From the results of the mean difference tests 

above, it can be seen that each readability mea-

surement, both with the Fog Index and the length 

of disclosure, experienced significant and unidirec-

tional changes. This shows that there has been a 

decrease in the level of readability after the period 

of IFRS adoption. The hypothesis testing shown in 

table 3. 

Table 3. Hypothesis Testing 

Fog 
Expected 

Sign 
Coefficient P-value 

IFRS + 0,456 0,003*** 

Size + 0,101 0,224 

Leverage + -0,036 0,207 

Volatility + 0,001 0,000*** 

Energy  1,255 0,091* 

Industrial  -0,388 0,420 

Primary  0,416 0,516 

Services  -0,112 0,809 

Constant  13,783 0,000 

Observation 208 * Significance at α = 10% 

** Significance at α = 5% 

*** Significance at α = 1% 

Prob > Chi2 0,0096 

R-squared within 0,0596 
 

Description: Fog: readability index which is a Fog index, 

IFRS: dummy variable that describes IFRS adoption 

period, value 1 for the period after adoption and 

previous 0, Size: company size calculated from the 

company's natural equity market logarithm, Leverage: 

composition of interest bearing loans from the company, 

Volatility: the instability of the company's stock price 

which is calculated by the standard deviation of the 

weekly closing price of company shares, Energy, 

Industrial, Primary and Services: a dummy variable to 

describe each industry in which the company operates. 

 

Table 3 shows the results of regression testing 

with a random effect model. Readability index 

measures the level of education needed to 

understand the text, so the higher the readability 

index, the more difficult the text to read. Therefore, 

the positive coefficient indicates the existence of a 

negative relationship between the IFRS adoption 

with the readability of the disclosure of the annual 

report. Based on the regression results above, it 

can be seen that there is a relationship between 

IFRS adoption and the difficulty level of the text 

which is significant at the level of 1%. In other 

words, IFRS adoption has an impact on the dis-

closure of financial statements that are increa-

singly difficult to read. The results of hypothesis 

testing indicate a positive relationship with the 

level of education needed to understand the text. 

Because the higher the level of education needed, 

the more difficult the text to read, the positive rela-

tionship above shows a negative (inverse) relation-

ship with readability. The results that show a 

negative relationship between the readability of 

financial statement disclosures and IFRS adoption 

are in line with the research of [15] and [31]. 

One characteristic of IFRS is that it requires 

more disclosure both quantitatively and qualitati-

vely [21]. Qualitative disclosures are carried out 

with explanations in the form of narratives. 

Disclosures required by the IFRS regulate the type 

of information disclosed, and not from the selection 

of sentences. Therefore, financial report preparers 
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still have the freedom to choose sentences. Because 

the readability formula is a function of sentence 

length and word length, this can occur if the 

preparers of financial statements uses longer 

sentences in disclosure after the period of IFRS 

adoption. It can also be concluded that there is a 

trade-off between the representational faithfulness 

with understandability. This can be seen from the 

negative relationship between IFRS adoption and 

the readability of disclosures. Financial statements 

after the period of IFRS adoption require not only 

more disclosure, but are more complicated and 

require more competent users who are higher in 

understanding financial statements. 
This test also uses control variables that can 

affect the readability of financial statement disclo-
sures. The test results in table 3 show that there 
are insignificant between the size and leverage 
with the readability of annual report disclosures, 
with the exception of volatility variables and the 
classification of the energy sector industry. This 
shows that companies with more volatile stock 
prices and companies in the energy industry have 
more complicated financial reports. 

In addition to using the readability index 
variable, we also conducted a robustness test using 
the disclosure length as a proxy for readability. 
Following [18], researchers used the number of 
words as a measure of the length of financial state-
ment disclosures. Table 4 below shows the results 
of linear regression analysis using length of dis-
closure. 

 
Table 4. Robustness Test 

Variable 
Expected 

Sign 
Coefficient P-value 

IFRS + 0,173 0,000*** 
Size + 0,062 0,000*** 
Leverage - -0,007 0,061* 
Volatility - -0,000 0,410 
Energy + 0,502 0,002** 
Industrial + 0,164 0,143 
Primary + 0,345 0,015** 
Services + 0,259 0,015** 
Constant  0,173 0,000*** 

Observation 208 * Significance at α = 10% 
Prob > Chi2 0.000 ** Significance at α = 5% 
R-squared within 0.327 *** Significance at α = 1% 

 

Description: Length: proxy readability measured by 
length of disclosure, IFRS: dummy variable that 
describes the period of IFRS adoption, value 1 for the 
period after adoption and previous 0, Size: company 
size calculated from the company's natural equity 
market logarithm, Leverage: loan composition interest 
from the company, Volatility: instability in the 
company's stock price calculated by the standard 
deviation of the weekly closing price of the company's 
shares, Energy, Industrial and Services: a dummy 
variable to describe each industry in which the 
company operates 

Based on the regression results above, it can 

be seen that the IFRS adoption variable has a 

significant relationship to the length of financial 

statement disclosures. This is in line with [31]. 

Each control variable, both the size of the company 

variable (size), leverage and the classification of the 

energy sector industry (energy), industrial sector 

(industrial) and services (services) have a signifi-

cant relationship to the length of disclosure. When 

compared with testing the first model with the 

readability index, it can be concluded that several 

control variables used do not significantly affect the 

readability of financial statements, but rather 

affect the length of disclosure. 

 

CONCLUSION 
 

The researcher found that IFRS adoption in 

Indonesia had a negative and significant effect on 

the readability of financial statement disclosures in 

Indonesia. In addition to seeing the effect of IFRS 

adoption on the readability of annual reports, the 

test results also found that control variables did not 

have a significant effect on the readability of 

company financial statement disclosures in Indone-

sia, except for volatility control variables and ener-

gy industry classifications. The researcher also con-

ducted a robustness test using a projection length 

of disclosure as a measure of readability. while the 

test results with a long disclosure proxy indicate 

that there is a significant relationship between the 

variables of firm size, leverage, and industry classi-

fication on the readability of annual report disclo-

sures. 

The results of this study indicate that IFRS 

adoption can result in disclosure of reports that are 

increasingly difficult to read. This study has impli-

cations for users of financial statements in Indo-

nesia. The implication of this study is that financial 

report readers are required to have higher compe-

tence in understanding IFRS-based financial state-

ments. If seen from the readability value of sample 

companies, the level of education equivalent to 

undergraduate students accounting to postgra-

duate is needed in understanding financial state-

ments. In addition to taking education equivalent 

to accounting students, financial report users can 

also take additional education/accounting-related 

training to be able to better understand financial 

statements. In addition, financial report users can 

also use external assistance in understanding finan-

cial statements after the period of IFRS adoption. 

This study has several limitations. First, this 

study uses a readability formula, which only 

considers the length of the word and the length of 

the sentence. In addition, the readability formula 

also does not consider the meaning of the sentence 
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from the text being measured, which can also influ-

ence the understanding of the text [16]. Therefore, 

further research can contribute by: 

1. Using investigations based on survey or content 

analysis to determine changes in the level of 

readability, or using Cloze procedures [34]. 

2. Using more predictor variables, such as audi-

tors, company age, turnover, operating sector 

and senior management indicators, to under-

stand other things that affect the disclosure of 

annual reports. 

3. Conduct separate analysis for each stage of 

IFRS adoption process. 
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