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Abstract: The purpose of this study is to examine the influence of earnings management on the
readability of annual reports while also examining the moderating role of a female director. In
particular, the readability of a company’s annual report will be seen from the management perspective
using the FOG index on the annual reports of companies listed on the Indonesia Stock Exchange
during 2015–2018 (excluding the financial sector), with a total sample of 996. This research confirms
that companies that conduct earnings management can make complex company annual reports that
are difficult to read as these companies tend to hide earnings management practices. Thus, the users
of annual reports will find it difficult to identify these practices. This study confirms the mathematical
theory of communication that annual reports are a communication tool for companies and, therefore,
must be free from financial manipulation such as earnings management because this action will give
a bad signal. Moreover, the moderating effect of female directors was not proven. This implies that
female directors in Indonesia had not been able to moderate the readability of annual reports; one
possibility might be due to the composition of female directors, which was relatively small.

Keywords: female directors; earnings management; annual report readability

1. Introduction

The Financial Services Authority (OJK) Regulation Number 29/POJK.04/2016 states
that the annual report of public listed companies is an essential source of information
for investors or shareholders and serves as one of the primary considerations in making
investment decisions and means of supervision for the issuers or public listed companies.
Xu et al. (2018) state that the clarity of a company’s annual report is important to ensure
that investors can generally understand the information in the report when aiming for
better decision-making. Therefore, the annual report plays a big role. A company’s annual
report is a useful communication tool; in addition to numbers, narratives and disclosures,
it is essential to illustrate the direction of the company (Dalwai et al. 2021). The annual
report is one of the documents available to stakeholders that present a firm’s financial
performance and other information; therefore, readability is one of the factors that need
to be considered. An easy-to-read (readable) annual report has been given the attention
of practitioners, academicians, and regulators. Efforts were made by the International
Accounting Standard Board (IASB) in October 2017 to release reports on structural changes
and the simplification of language in financial reporting so that readability and clarity
can increased without losing information. The International Accounting Standards Board
states that ineffective financial information can make investors fail to identify relevant
information and lose valuable information that is presented in the financial statements,
and this will limit investors in making investment decisions. The annual report must be
readable so that effective communication is created and stakeholders can understand the
meaning of the narrative of the annual report (Hrasky and Smith 2006).

One example of ineffective communication can be seen from annual reports that are
not easy to read. Scott in Colquhoun (2018) reviewed the annual reports of US compa-
nies and found that companies facing litigation presented an annual report that was 8.8%
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unclear (foggier); this implied that one of the annual report factors became difficult to
read because the company was in trouble or that certain matters were hidden by the com-
pany. Information and negative actions by company managers can not only be aimed at
hiding information, but managers can also make reports (texts) more challenging to read
or use manipulative language; the adverse action was similar to earnings management
(Ajina et al. 2016). This indicated that when company managers practice earnings manage-
ment, they tend to present annual reports that are unreadable because the managers try to
make it difficult for investors to identify the earnings management activities undertaken.

Earnings management is a practice undertaken by managers to achieve the desired
profit levels of the company. Good corporate governance should be able to minimize
earnings management, as stated by Gavious et al. (2012). Corporate governance cannot
be separated from gender diversity; every company has male and female gender leaders.
Liu et al. (2016) have stated that men and women have different risk perceptions due to
inherent genetic differences and that more women are risk-averse than men. The compo-
sition of women in senior positions in companies has increased, especially in Indonesia.
According to a survey conducted by Grant Thornton in 2016, 36% of senior positions in com-
panies are held by women. It shows that developing countries have begun to outperform
developed countries in terms of leadership diversity (Priherdityo 2016).

Gender diversity should benefit companies, and the female presence can reduce
earnings management actions and not only reduce earnings management. However,
Clatworthy and Peel (2013) show that companies with a more significant female presence
on board will produce better reports and be more disciplined. This study was in line with
Ginesti et al. (2018), who proved that women have a positive influence on the transparency
of annual reports produced by companies; in other words, the annual reports produced are
readable because women are more effective in carrying out company-related activities. The
presence of women indirectly indicates that women can influence company performance
and the quality of the report’s results. This is in line with Fan et al. (2019), who stated that
women are more ethical than men in their behavior, professional judgment, and monitoring.

The quality and credibility of firms’ financial and non-financial reporting is a funda-
mental issue that has gained increasing interest from researchers in recent years; this is be-
cause of the importance of information in financial reports for investors (Ghaleb et al. 2021).
Some previous studies, such as Ajina et al. (2016), found that companies that conducted
earnings management produced more unreadable annual reports. Richards and Van Staden
(2015) investigated the implications of the implementation of IFRS on the readability of
annual reports in New Zealand and found that IFRS adoption reduced the readability of
the annual reports.

Lo et al. (2017) found that companies that conduct earnings management produce
more unreadable annual reports; this study also added female directors as a moderating
variable that influences earnings management and the readability of annual reports. The
readability of the annual report is important for further research; according to Gosselin et al.
(2021), corporate disclosure readability involves a variety of actors (managers, investors,
stakeholders, society, etc.). Besides that, readability can evaluate the usefulness of the
information presented and can identify complex disclosures caused by obfuscation from
managers. The objective of this study is to examine the influence of earnings management
on the readability of annual reports while also examining the presence of female directors,
who will weaken the relationship between earnings management and annual report read-
ability, using (1) the mathematical theory of communication, which is one of the examples
of communication theory for accounting, and (2) gender socialization theory, because this
theory predicts both men and women have different views, values, and attitudes in the
workplace. Women tend to have a responsible character at work, so the company’s annual
reports should be more readable.

Management discussions and analysis reports were chosen in this study because they
are reports for shareholders that are accompanied by financial statements; these reports
contain the operational and financial activities of the company, things that are the cause of
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material changes in financial statements, such as a reduction in asset value. The sample
in this study was a public company in Indonesia with a two-tier system; this research
identified the role of female directors based on the board of commissioners and the board
of directors so that the results of this study can illustrate the actual overall conditions.
Moreover, research related to women directors has been carried out in developed countries
with a corporate governance system that is different from Indonesia, namely, a one-tier
system, while in Indonesia, the system is two-tier. By looking at this case, it is interesting
to study the Indonesian context with a sample of female directors. The contribution of
this research paper is the examination of the presence of female directors as a moderating
variable between earnings management and annual report readability. In addition, Ma and
Ma (2017) have stated that emerging markets play a crucial role in the world economy, so,
hopefully, this research can provide new findings for investors when making decisions.

This research confirms that earnings management practices undertaken by companies
will produce complex and difficult-to-read annual reports; additionally, this study does
not support the moderating effect of female directors on earnings management and the
readability of annual reports. The paper is divided into six sections, of which this introduc-
tion is the first. Section 2 gives a literature review, Section 3 the hypothesis development,
and Section 4 the research method. Section 5 discusses the results. Section 6 contains the
conclusion, limitations, and further research directions.

2. Literature Review
2.1. Mathematical Theory of Communication

This theory was first introduced by Shannon (1948), who stated that the mathematical
theory of communication is one example of communication theories. This theory explains
that the problem in communication is the process of delivering a message or information
because a certain purpose must exist in the message. So far, communication theory has been
used in various fields of science, such as psychology, biophysics, and linguistics. However,
the theory of communication for accounting has not been explored as communication
theory. This theory can be used to develop certain studies on accounting topics (Bedford
and Baladouni 1962) because accounting is a process of communication. Communication
has long been known for its financial reporting function. Communication occurs in financial
reporting if the meaning intended by the source of information reaches the intended
destination (Smith and Smith 1971). Communication can be referred to as mathematics
because it can be studied, counted, and measured; this research applies the mathematical
theory of communication because this theory emphasizes how precisely and effectively the
message or information conveyed can influence subsequent actions. One form of message
or information conveyed by the company is in the form of an annual report. Annual reports
that are submitted can be both readable and difficult to read, and this will affect the actions
of users or stakeholders related to, for example, decision-making. According to Boubaker
et al. (2019), reading and interpreting a large body of text requires considerable cognitive
efforts on the part of a reader to analyze the information contained in annual reports.

2.2. Gender Socialization Theory

Dawson (1992) explains that in gender socialization theory, both men and women
have different views, values, and attitudes in the workplace; this is formed in childhood
as feminine and masculine personalities develop in childhood. This gender difference has
different results in the output produced, for example, in leadership style, decision-making,
and communication skills (Roxas and Stoneback 2004). Some accounting literature has
also discussed gender differences in companies; for example, Ibrahim and Tomic (2009)
have said that women pay more attention to the needs of the people around them, have a
sensitivity to ethical issues, are proven to be more receptive to a code of ethics compared
to men, and are not oriented on power. Harris et al. (2019) argued that women are more
likely to avoid risk when making investment choices. Gavious et al. (2012) emphasized
that gender socialization theory can capture corporate management behavior. In gender
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socialization theory, Harris et al. (2019) explained that men prefer to engage in more risky
decisions, whereas women will tend to comply with the ethical standards that apply in
the company. Some of the characteristics that have been described and found in previous
studies have led to the emergence of expectations that the presence of female directors
can influence a company’s operational activities and decisions to be taken. Harjoto et al.
(2020) found that the presence of women in companies influences the readability of CSR
reports and helps firms enhance their social objectives. Therefore, this study expects female
directors will produce annual reports that are readable compared to male directors because
women tend to behave ethically, so they will hide nothing. The use of gender socialization
theory in this study is based on the emphasis that there are significant differences regarding
the attitudes of men and women; this can be seen in the previous studies that have been
described. Some characteristics of women are considered to have a good influence on
companies, such as having high ethics and discipline compared to men.

3. Hypothesis Development

Healy and Wahlen (1999) concluded that earnings management is a process where
company managers can use their discretion to mislead stakeholders or, in other words,
influence their contractual results with the company owners. It can be said that management
has a large role in the release of the company’s financial information. Thus, there is a need
for a vigilant attitude from investors in analyzing the information so that there are no
mistakes when investing their funds in the company. In addition, management also plays
a large role in the financial statements, where they are alleged to have certain objectives,
including wanting to show their personal performance and increase their personal income
through the bonuses they will get. If this continues, it will be detrimental to the company
itself because uncertain information will result in wrong decision-making.

Corporate governance is an essential factor for shareholders and all stakeholders; with
financial scandals, investor confidence will decrease. One of the reasons for the emergence
of financial scandals is the desire of company management to maximize their interests
(Ajina et al. 2016). If seen from an opportunistic perspective, earnings management actions
are processes undertaken by company management to increase their profits and interests;
for example, Ross (1977) explains that the agents (management) have personal information
that is intentionally not disclosed; this leads to information asymmetry. According to
Durana et al. (2021), managers purposely conduct earnings management to achieve the
required status of the enterprise, and the consequence is to provide a positive perspective to
the public. One of the techniques used by managers is to bias-report earnings in a specified
direction using real company activities or discretionary accruals (Sosnowski 2021). This
opportunistic action (earnings management) influences the annual report readability pro-
duced by the company. Adelberg (1979) found that when placing company management in
control of accounting communication processes related to the management’s performance,
management will tend to hide the failures that have occurred and try to show success. The
mathematical theory of communication explains that a problem in communication occurs
when, in the process of delivering a message or information, the message does not have
the purpose conveyed by the entity. Referring to previous studies, a company’s annual
report, which is expected to be objective and impartial, must be free from manipulative
actions performed by the management. Therefore, any manipulative actions conducted by
the management will influence the readability of the reports.

Lo et al. (2017) found that companies that manipulate earnings, both in the previ-
ous year and the current year, produce complex and complicated management analysis
and discussion reports. Ajina et al. (2016) found that companies that were proven to
conduct earnings management had the highest FOG index values or low readability of
their analysis reports and management discussions; this confirmed that when managers
see a decrease in results, they will increase the complexity of the annual report. Earnings
management actions can be categorized as the cheating or lying actions of the company’s
management because it creates a difference between the actual performance and the re-
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ported performance. Moreover, earnings management also violates the company’s code of
ethics. Companies that are proven to conduct earnings management will produce reports
that are more complex and complicated. The reports are difficult to read as, according to
Hancock et al. (2008), the truth is more accessible compared to lies, and liars will produce
more words during communication. Based on the previous discussion, the hypothesis in
this study is:

Hypothesis 1 (H1). Earnings management reduces the readability of annual reports.

The board of directors is a corporate governance mechanism that influences the process
of decision-making. The functions of the board of directors, such as appointing an audit
committee or deciding on the directors, will increase the accuracy of the accrual estimate
that is made by the managers; if managers have the incentive to deviate from fulfilling
or exceeding the revenue benchmarks in the previous year, an effective board can control
the tendency of these managers (Srinidhi et al. 2011). Corporate governance mechanisms
such as dispersed ownership and audit committee size also result in easy-to-read annual
reports (Dalwai et al. 2021). Gender diversity or differences in behavior between men
and women follow the gender socialization theory, which emphasizes that both men and
women have different views and attitudes in the workplace. Mastella et al. (2021) found
that the presence of female directors on the board had a positive relationship with firm
performance; hence, it does not rule out the possibility that investors would also prefer
companies that are more gender diverse so that they can receive higher yields. Kaplan et al.
(2009) said that it seems unlikely that women will act in an immoral way for financial gain.
These studies show that women tend not to engage in unethical behavior to get financial
rewards. Therefore, it is expected that female directors will lessen manipulative actions
that impact the annual report’s readability.

Furthermore, Lawrence (2013) argued that the readability of the company’s reports or
the company’s disclosures is essential in reducing information asymmetry and increasing
stakeholder perceptions of the company. According to Rjiba et al. (2021), annual report
disclosure constitutes an important channel through which managers analyze past perfor-
mance and communicate future firm prospects to market participants. Roxas and Stoneback
(2004), with regards to the gender socialization theory, said that gender differences will
produce different outputs, including in terms of communication. Female directors will in-
fluence their company’s annual report because they are directly involved in the company’s
management, supporting and assisting in the preparation of the reports, as postulated
by Pucheta-mart et al. (2016). Thus, female directors are involved in the delivery of the
company’s financial information to the market. From the findings of previous studies, it
can be concluded that the presence of female directors as a moderating variable can weaken
the relationship of earnings management and annual report readability. The hypothesis in
this study is:

Hypothesis 2 (H2). Female directors moderate the effect of earnings management on annual
report readability.

4. Methods

In this study, the population used was all companies listed on the Indonesia Stock
Exchange (IDX) from 2015–2018, excluding the financial sector. The data were obtained
from Thomson Reuters and the annual reports of the companies. Therefore, after excluding
observations without sufficient data to calculate the FOG index, earnings management
proxies, missing data, and control variables, the primary sample was reduced from 2232 ob-
servations to 996 observations to test the study hypotheses.

The following is a research model that is divided into several equations to answer each
hypothesis. Research Model 1 presents a research model for Hypothesis 1, and Research
Model 2 presents a research model for Hypothesis 2. The data analysis carried out in this
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study was descriptive statistics; descriptive statistics were used to describe the variables
(mean, maximum, minimum, and standard deviation). This research used panel regression
analysis, and the Hausman test was used to choose between fixed-effect and random-effect
models. A significance test was conducted to see the level of significance and direction of
the dependent variable. The test carried out was the F-stat test. A model can be considered
significant if the F-stat value is less than 10% (marginal), 5%, or 1%.

Readit = β1 + β2 EMit + β2 FemDIRit + β3 BoardSIZEit + β4 LEVit + β5 SIZEit+ β6 LOSSit + β7 INDSTit + εit (1)

Readit = β1 + β2 EMit + β3 FemDIRit + β4 FemDIR * EMit + β5 BoardSIZEit + β6 LEVit + β7 SIZEit + β8 LOSSit +
β9 INDSTit + εit

(2)

where Readit is the readability of the annual report, EMit is the absolute value of the
discretionary accruals, FemDIRit is female directors, FemDIR*EMit is the moderating
variable, BoardSIZEit is the total board, LEVit is leverage, and SIZEit is company size.
LOSSit is reported minus net income, and INDSTit is the control industry. Table 1 indicates
the operationalization of the variables in which all the variables are measured.

Table 1. Measurement of the variables.

Variables Measurement

Female directors The total number of women on the board of directors is
divided by the number of directors

Earnings management Accrual basis using a model of Kothari et al. (2005)

Annual report readability Following (Li 2008) regarding readability using the FOG index

Leverage Total liabilities scaled by total assets

Loss Dummy variable; 1 if net income is negative (-)

Board size Total number of board directors

Industry
Dummy variable; if the company is simplified into energy,

goods (production), industrials, primary resources, or
services, the scores are 1

To determine the effect of the diversity of female directors, this study referred to
Ginesti et al. (2018). The first concern is the diversity of boards, so the total number
of women on the board of directors is divided by the total number of directors on the
company’s board of directors. This study measured earnings management on an accrual
basis using a model by Kothari et al. (2005); this model modifies and perfects the previous
model by Jones (1991) by incorporating ROA (return on assets) into the model because it
fits and illustrates the effectiveness of company performance. Kothari et al. (2005) added
return on assets (ROA) to the modified Jones measurement model to maintain the match
value of the company’s performance with the value of discretionary accruals contained in
the accrual value of the company. In addition, research related to discretionary accruals
often uses a performance approach; ROA is used to measure company performance.

TACi,t

Ai,t−1
= ∝0

(
1

Ai,t−1

)
+ ∝1

(
∆REVi,t − ∆RECi,t

Ai,t−1

)
+ ∝2

(
PPEi,t

Ai,t−1

)
+ ∝3 (ROAi,t−1) + εi,t

Following Li (2008) regarding readability using the FOG index, this study will use the
FOG index in calculating the readability score of the management discussion and analysis
report based on the length of the report. The readability index measurement only applies
to texts in English; therefore, this study used the English-language section in the disclosure
of financial statements.

FOG = 0.4 × (words per sentence + percent of complex words)
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The evaluation criteria of the FOG index are the scores obtained: scores of 14–18 mean
that the report (text) is difficult to read (unreadable); scores of 12–14 show the ideal (text)
report; scores of 10–12 show that the report (text) is acceptable; scores of 8–10 show that
the report (text) contains information that is not meaningful. Gosselin et al. (2021) stated
that in the accounting literature, the FOG index is one of the most widely used indexes
for analyzing annual report readability. The control variables in this study were company
size, leverage, loss, board size, and industry, where company size is measured as the
natural logarithm of total assets for firm i in year t; leverage is measured as total liabilities
scaled by total asset loss, the measured dummy variable, which is 1 if net income is
negative and board size measured as the total number of board directors. For the industry
dummy variable, if the company was simplified into energy, goods (production), industrials,
primary resources, or services, the scores are 1.

This research used panel regression analysis; the Hausman test was used to choose
between fixed-effect and random-effect models. The results of the Hausman test for the
model showed that the random-effect model was more feasible for research models. The
multicollinearity test showed a VIF value <10 except for the size variable. To overcome
this, treatment was carried out in the form of centering by reducing the value of the SIZE
variable with the mean value. After treatment centering was done, the VIF value of size
variables had a value of less than 10, and the mean VIF value also dropped, so that all
independent variables were free from the multicollinearity problem. Table 2 illustrates the
descriptive statistics of all samples.

Table 2. Descriptive statistics.

Variable Mean Std Dev Minimum Maximum

Readability 19.876 2.69 12.72 32.49

EarnManag 0.058 0.061 0.00011 0.6004

Female on Commissioner 0.12 0.18 0 0.75

Female Director 0.13 0.175 0 0.666

Leverage 0.53 0.25 0.0086 3.02

Size 28.92 1.531 24.56 33.47

Loss 0.210 0.408 0 1

BoardSize Commissioner 4.386 1.71 2 12

BoardSize Director 5.069 1.96 2 18

5. Empirical Results

As shown in Table 2, the average score of discretionary accruals measured using
Kothari et al. (2005) was 0.058. Furthermore, concerning the readability level of annual
reports in Indonesia, especially in the analysis and management discussion reports, as
measured by the FOG index, the average value of the readability level of annual reports was
equal to 19,876, indicating that the company’s reports were difficult to read. The average
number of directors in companies in Indonesia was quite large (18 people), with an average
of 12 people on the board of commissioners; however, the presence of female directors in
companies in Indonesia was at an average of 13% and 12% for the board of commissioners.
This showed that the presence of female directors was still minuscule. This provokes a
question of whether these small proportions of female directors have been functioning
correctly or not.

In Model 1 as shown in Table 3 regarding the effect of earnings management on the
readability of annual reports, the effect was proven to be positive and significant at 10%.
This result indicates that when a company carries out earning management, it will produce
reports that are difficult to read or complex. Companies that are identified as practicing
earnings management will try to increase the complexity of their annual reports so that
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the reports become unreadable. Therefore, in the first model, H1 was accepted. This is
in line with Bloomfield (2008), who stated that companies with good performance have
an easier communication task compared to companies that perform poorly; managers
with poor performance tend to compile complex and lengthy annual reports with more
words; this is because the managers will try to distract users of the annual report from the
bad news by discussing other good news. These results also confirm the mathematical
theory of communication, namely, in communicating, there must be a message with a
specific purpose. The mathematical theory of communication states that the annual report
produced by the company has a purpose that is addressed to users of the annual report;
when the annual report prepared by the company becomes unreadable, it is because
there are results that are hidden. It can be ascertained that the intentions and objectives
of the annual report are not delivered properly and correctly to the users of the annual
report. This result is in line with the studies conducted earlier by Ajina et al. (2016) and
Lo et al. (2017). Furthermore, this is supported by the latest research from Abshari and
Rahman (2020), who examined the effect of real earnings management on the readability of
annual reports and found that there is a management motive in presenting annual reports.

Table 3. Hypothesis testing (board of commissioners).

Research Model Model 1 Model 2

Variable Coefficient P > [t] Coefficient P > [t]

EarnManag 1.319 0.07 * 1.615 0.06 *

Female on Commissioner −0.143 0.40 0.045 0.47

FemDir * EM −3.266 0.28

Leverage −0.655 0.06 * −0.658 0.06 *

Size 0.346 0.00 *** 0.348 0.000 ***

Loss 0.247 0.09 * 0.247 0.09 *

BoardSize Commissioner 0.033 0.31 0.032 0.32

N 996 996

Year Yes Yes

Industry Yes Yes

R2 within 0.013 0.013

Prob > chi2 0.0039 0.0060
*** Significance 1%. * Significance 10%.

Further, testing in Model 2 as indicated in Table 4 regarding the moderating effect
of female directors on the board of commissioners toward earnings management and
annual report readability was not successful. In other words, the model rejected H2.
This result was not in line with gender socialization theory. The result was in line with
Lara et al. (2017), who stated that in the process of reporting, a company’s financial state-
ments would be more effective if there were independent female directors; the sample of
this research only looked at the proportion of female directors, so the result was found to
be irrelevant. Moreover, the result of this research did not follow the hypothesis because,
in Indonesia, the presence of female directors is still low; although the number of female
directors in Indonesia has increased, as found in the Grant Thornton survey, it does not yet
have a reliable influence on the readability of annual reports; in comparison, the presence
of female directors in many other countries has been overwhelming. Similar results were
also found for the boards of directors (as can be seen in Table 4). The first hypothesis, that
earnings management can reduce the readability of annual reports, was accepted; however,
the presence of female directors in the company did not make an impact on the readability
of annual reports. As previously explained, this could be due to several factors, such as
the low presence of female directors, so that the monitoring and preparation of the annual
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report are still dominated by other parties. Size of company proved to have a significant
positive effect at the 1% level. This shows that large companies in Indonesia provide annual
reports that are difficult to read because they have more complex operational activities.
The leverage variable was proven to have a significant adverse effect at the 10% level. This
shows that companies with higher debt levels will increase the readability of their annual
reports as stakeholders will demand more disclosure from companies that have higher
debt levels; hence, the reports can be more convincing. Loss had a significant positive effect
at the 10% level; this shows that companies making a loss will provide annual reports that
are difficult to read. The value of R2 within this study illustrates that other independent
variables can affect annual report readability; this is a value in line with Ginesti et al. (2018)
and Hidayatullah and Setyaningrum (2018).

Table 4. Hypothesis testing (board of directors).

Research Model Model 1 Model 2

Variable Coefficient P > [t] Coefficient P > [t]

EarnManag 1.256 0.08 * 1.644 0.07 *

Female on Directors 0.674 0.12 0.868 0.09

FemDir * EM −2.591 0.28

Leverage −0.675 0.05 * −0.685 0.06 *

Size 0.373 0.00 *** 0.375 0.00 ***

Loss 0.241 0.09 * 0.244 0.08 *

BoardSize Directors 0.003 0.47 0.001 0.48

N 996 996

Year Yes Yes

Industry Yes Yes

R2 within 0.015 0.015

Prob > chi2 0.0027 0.0043
*** Significance 1%. * Significance 10%.

6. Conclusions

This research confirms that earnings management practices undertaken by companies
will produce complex and difficult-to-read annual reports. There is a positive significance
between earnings management and the readability of annual reports using the FOG index.
This result is in line with the studies conducted earlier by Ajina et al. (2016) and Lo et al.
(2017). From the result, when companies engage in earnings management practices, they
will try to increase the complexity of their annual reports, especially on statements of
analysis and management discussion reports, to hide the practices that they have under-
taken. Hancock et al. (2008) stated that communicating a lie will be more difficult than
the truth as liars tend to use more words. This result is interesting for regulators when
reviewing the disclosure of a company’s annual report; readability is something that needs
further attention.

This study does not support the moderating effect of female directors on earnings
management and the readability of annual reports. This result could have been caused
by the presence of women directors being limited; the supervision of female directors,
especially in the financial reporting process, is still low. It was found in this research that
the presence of female directors in Indonesia is still very low and that it has not been able to
directly influence annual report readability because the small numbers can be said to have
no power, being a minority in the company. Hence, this result was different from previous
research conducted in other countries because the other countries had a high presence of
female directors who were able to affect or increase the readability of annual reports.
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This research is inseparable from its limitations, such as the measurement of annual
report readability that only used the FOG index. In further research, other measurements
besides the FOG index, such as the BOG index and the Flesch index, can be used. Fur-
ther research can extend the research year so that it can capture the variation of annual
report readability and use other models related to earnings management measurement
as additional analysis; the results found can be compared. The use of female director
percentages as a sample also had the weakness that not all directors had a direct influence
on the company’s financial statements; hence, there was a possibility that it was one of the
causes of the hypothesis in this research being rejected. Further research can explore the
background of female directors, such as their educational background, financial expertise,
and work experience. In addition, another factor or independent variable that can be
further investigated is the complexity of the company and the company’s business strategy.

Author Contributions: Conceptualization, E.O. and E.R.S.; methodology, E.R.S.; validation, E.R.S.;
formal analysis, E.O.; investigation, E.R.S.; resources, E.O.; data curation, E.O.; writing—original
draft preparation, E.O.; writing—review and editing, E.R.S.; supervision, E.R.S. All authors have read
and agreed to the published version of the manuscript.

Funding: This research was funded partly by the Directorate of Research and Community Engage-
ment Universitas Indonesia based on Contract Number: BA-045/UN2.RST/PPM.00.03.01/2020.

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Conflicts of Interest: The authors declare no conflict of interest.

References
Abshari, Firhan Razki, and Annisaa Rahman. 2020. Manajemen laba riil dan keterbacaan laporan tahunan. Jurnal Akuntansi Kontemporer

12: 35–43. [CrossRef]
Adelberg, Arthur Harris. 1979. Narrative Disclosures Contained in Financial Reports: Means of Communication or Manipulation?

Accounting and Business Research 9: 179–90.
Ajina, Ajina, Mhamed Laouiti, and Badreddine Msolli. 2016. Guiding through the Fog: Does annual report readability reveal earnings

management? Research in International Business and Finance 38: 509–16.
Bedford, Norton M., and Vahe Baladouni. 1962. A Communication Theory Approach to Accountancy Author. The Accounting Review

37: 650–59.
Bloomfield, Robert. 2008. Annual report readability, current earnings, and earnings persistence. Journal of Accounting and Economics 45:

248–52.
Boubaker, Sabri, Dimitrios Gounopoulos, and Hatem Rjiba. 2019. Annual report readability and stock liquidity. Financial Markets,

Institutions and Instruments 28: 159–86. [CrossRef]
Clatworthy, Mark A., and Michael J. Peel. 2013. The impact of voluntary audit and governance characteristics on accounting errors in

private companies. Journal of Accounting and Public Policy 32: 1–25.
Colquhoun, Lachlan. 2018. The Annual Report: Is Shorter Better?|INTHEBLACK. Intheblack. September 14. Available online:

https://www.intheblack.com/articles/2018/09/14/annual-report-shorter-better (accessed on 10 April 2019).
Dalwai, Tamanna, Syeeda Shafiya Mohammadi, Gaitri Chugh, and Mahdi Salehi. 2021. Does intellectual capital and corporate

governance have an impact on annual report readability? Evidence from an emerging market. International Journal of Emerging
Markets. [CrossRef]

Dawson, Leslie M. 1992. Will Feminization Change the Ethics of the Sales Profession? Journal of Personal Selling & Sales Management XII:
21–32.

Durana, Pavol, Romualdas Ginevicius, Marinz Urbanski, Irana Podhorska, and Milos Tumpach. 2021. Parallels and differences in
earnings management of the Visegrad four and the baltics. Journal of Competitiveness 13: 39–55. [CrossRef]

Fan, Yaoyao, Yuxiang Jiang, Xuezhi Zhang, and Yue Zhou. 2019. Women on boards and bank earnings management: From zero to hero.
Journal of Banking and Finance 107: 105607. [CrossRef]

Gavious, Ilanit, Einav Segev, and Rami Yosef. 2012. Female directors and earnings management in high-technology firms. Pacific
Accounting Review 24: 4–32.

Ghaleb, Belal Ali Abdulraheem, Sumaia Ayesh Qaderi, Ahmad Almashaqbeh, and Ameen Qasem. 2021. Corporate social responsibility,
board gender diversity and real earnings management: The case of Jordan. Cogent Business & Management 8: 1883222.

Ginesti, Gianluca, Carlo Drago, Riccardo Macchioni, and Giuseppe Sannino. 2018. Female board participation and annual report
readability in firms with boardroom connections. Gender in Management 33: 296–314. [CrossRef]

http://doi.org/10.33508/jako.v12i1.2211
http://doi.org/10.1111/fmii.12110
https://www.intheblack.com/articles/2018/09/14/annual-report-shorter-better
http://doi.org/10.1108/IJOEM-08-2020-0965
http://doi.org/10.7441/joc.2021.03.03
http://doi.org/10.1016/j.jbankfin.2019.105607
http://doi.org/10.1108/GM-07-2017-0079


Int. J. Financial Stud. 2022, 10, 73 11 of 11

Gosselin, Anne Marie, Julien Le Maux, and Nadia Smaili. 2021. Readability of Accounting Disclosures: A Comprehensive Review and
Research Agenda*. Accounting Perspectives 20: 543–81. [CrossRef]

Hancock, Jeffrey T., Lauren E. Curry, and Michael Woodworth. 2008. On Lying and Being Lied To: A Linguistic Analysis of Deception
in Computer-Mediated Communication. Discourse Processes 45: 1–23. [CrossRef]

Harjoto, Maretno A., Indirani Laksmana, and W. Eric Lee. 2020. Female leadership in corporate social responsibility reporting: Effects
on writing, readability and future social performance. Advances in Accounting 49: 100475. [CrossRef]

Harris, Oneil, J. Bradley Karl, and Ericka Lawrence. 2019. CEO compensation and earnings management: Does gender really matters?
Journal of Business Research 98: 1–14. [CrossRef]

Healy, Paul M., and James M. Wahlen. 1999. A Review of the Earnings Management Literature and Its implications for standard setting.
Accounting Horizons 13: 365–83. [CrossRef]

Hidayatullah, Irfan, and Dy Setyaningrum. 2018. Pengaruh Adopsi IFRS terhadap Keterbacaan Laporan Tahunan: Studi Empiris
Perusahaan Publik Indonesia. Paper presented at SImposium Nasional Akuntansi XXI, Kalimantan Timur, Indonesia, September
5–7.

Hrasky, Sue, and Bernadette Smith. 2006. Concise corporate reporting: Communication or symbolism? Corporate Communications: An
International Journal 13: 418–32. [CrossRef]

Ibrahim, Nabil, and Igor M. Tomic. 2009. Managers ’ Attitudes Toward Codes of Ethics: Are There Gender Differences? Journal of
Business Ethics 902009: 343–53. [CrossRef]

Jones, Jennifer J. 1991. Earnings Management During Import Relief Investigations. Journal of Accounting Research 29: 193–228. [CrossRef]
Kaplan, Steveb, Kart Pany, Janet Samuels, and Jian Zhang. 2009. An examination of the association between gender and reporting

intentions for fraudulent financial reporting. Journal of Business Ethics 87: 15–30. [CrossRef]
Kothari, S. P., Aandrew J. Leone, and Charles E. Wasley. 2005. Performance matched discretionary accrual measures. Journal of

Accounting and Economics 39: 163–97. [CrossRef]
Lara, Juan, Beatriz Osma, Araceli Mora, and Mariano Scapin. 2017. The monitoring role of female directors over accounting quality.

Journal of Corporate Finance 45: 651–68. [CrossRef]
Lawrence, Alastair. 2013. Individual investors and financial disclosure. Journal of Accounting and Economics 56: 130–47. [CrossRef]
Li, Feng. 2008. Annual report readability, current earnings, and earnings persistence. Journal of Accounting and Economics 45: 221–247.

[CrossRef]
Liu, Yu, Zuobao Wei, and Feixue Xie. 2016. CFO gender and earnings management: Evidence from China. Review of Quantitative

Finance and Accounting 46: 881–905. [CrossRef]
Lo, Kin, Felipe Ramos, and Rafael Rogo. 2017. Earnings management and annual report readability. Journal of Accounting and Economics

63: 1–25. [CrossRef]
Ma, Shiguang, and Liangbo Ma. 2017. The association of earnings quality with corporate performance. Pacific Accounting Review 29:

397–422. [CrossRef]
Mastella, Mauro, Daniel Vancin, Marcelo Perlin, and Guilherme Kirch. 2021. Board gender diversity: Performance and risk of Brazilian

fi rms. Gender in Management: An International Journal 38: 2021. [CrossRef]
Priherdityo, Endro. 2016. Wanita Karier Indonesia Terbanyak Keenam di Dunia. Available online: https://www.cnnindonesia.com/

gaya-hidup/20160308121332-277-116053/wanita-karier-indonesia-terbanyak-keenam-di-dunia (accessed on 25 April 2019).
Pucheta-mart, Consuelo, Inmaculada Bel-oms, and Gustau Olcina-sempere. 2016. Corporate governance, female directors and quality

of financial information. Business Ethic 25: 363–85. [CrossRef]
Richards, Glenn, and Chris Van Staden. 2015. The readability impact of international financial reporting standards. Pacific Accounting

Review 27: 176–96. [CrossRef]
Rjiba, Hatem, Samir Saadi, Sabri Boubaker, and Xioya (Sara) Ding. 2021. Annual report readability and the cost of equity capital.

Journal of Corporate Finance 67: 101902. [CrossRef]
Ross, Stephen A. 1977. The determination of financial structure: The incentive-signalling approach. The Bell Journal of Economics 8:

23–40. [CrossRef]
Roxas, Maria L., and Jane Y. Stoneback. 2004. The Importance of Gender Across Cultures in Ethical Decision-Making. Journal of Bus 50:

149–65. [CrossRef]
Shannon, Claude E. 1948. A Mathematical Theory of Communication. The Bell System Technical Journal 27: 379–422. [CrossRef]
Smith, James E., and Nora P. Smith. 1971. A Measure of the Performance of the Communication Function of Financial Reporting. The

Accounting Review 46: 552–61.
Sosnowski, T. 2021. Equilibrium. Quarterly Journal of Economics and Economic Policy 16: 661–77. [CrossRef]
Srinidhi, Bin, Ferdinand A. Gul, and Judy Tsui. 2011. Female Directors and Earnings Quality*. Contemporary Accounting Research 28:

1610–44. [CrossRef]
Xu, Qiao, Guy D. Fernando, and K. Tam. 2018. Executive age and the readability of financial reports. Advances in Accounting 43: 70–81.

[CrossRef]

http://doi.org/10.1111/1911-3838.12275
http://doi.org/10.1080/01638530701739181
http://doi.org/10.1016/j.adiac.2020.100475
http://doi.org/10.1016/j.jbusres.2019.01.013
http://doi.org/10.2308/acch.1999.13.4.365
http://doi.org/10.1108/13563280810914847
http://doi.org/10.1007/s10551-010-0428-y
http://doi.org/10.2307/2491047
http://doi.org/10.1007/s10551-008-9866-1
http://doi.org/10.1016/j.jacceco.2004.11.002
http://doi.org/10.1016/j.jcorpfin.2017.05.016
http://doi.org/10.1016/j.jacceco.2013.05.001
http://doi.org/10.1016/j.jacceco.2008.02.003
http://doi.org/10.1007/s11156-014-0490-0
http://doi.org/10.1016/j.jacceco.2016.09.002
http://doi.org/10.1108/PAR-02-2016-0014
http://doi.org/10.1108/GM-06-2019-0088
https://www.cnnindonesia.com/gaya-hidup/20160308121332-277-116053/wanita-karier-indonesia-terbanyak-keenam-di-dunia
https://www.cnnindonesia.com/gaya-hidup/20160308121332-277-116053/wanita-karier-indonesia-terbanyak-keenam-di-dunia
http://doi.org/10.1111/beer.12123
http://doi.org/10.1108/PAR-08-2013-0086
http://doi.org/10.1016/j.jcorpfin.2021.101902
http://doi.org/10.2307/3003485
http://doi.org/10.1023/B:BUSI.0000022127.51047.ef
http://doi.org/10.1002/j.1538-7305.1948.tb01338.x
http://doi.org/10.24136/eq.2021.024
http://doi.org/10.1111/j.1911-3846.2011.01071.x
http://doi.org/10.1016/j.adiac.2018.09.004

	Introduction 
	Literature Review 
	Mathematical Theory of Communication 
	Gender Socialization Theory 

	Hypothesis Development 
	Methods 
	Empirical Results 
	Conclusions 
	References

