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Introduction to the Framework

IASB issues the Exposure Draft ED 2021/6

ED2021/6 question 11a addresses the need for clarity
and conciseness in reports

The study responds to question 11a by investigating the
association between IFRS and clarity and conciseness 

It applies a metric-based approach to test and reccommend
practical tools for the application of ED 2021/6



To evaluate the necessity for
regulatory actions outlined in
the IFRS practice statement

exposure draft on the revised
management commentary,

ED 2021/6 (IFRS Foundation,
2021). 

The extent to which regulation
influences changes in narrative

complexity and the need for
such regulatory interventions

has not been thoroughly
examined (de George et al.,

2016; Lang & Stice-Lawrence,
2015)

Objective and Literature Gap



ED 2021/6

The exposure draft
Question 11a poses

the following
question:

‘Chapter 13 proposes to require
information in management

commentary to be complete, balanced,
and accurate and discusses other

attributes that can make that
information more useful. … Do you

agree with these proposals? Why or
why not? If not, what do you suggest

instead and why?’ (ED 2021/6)



ED 2021/6

Management commentary represents the
narrative components of an annual report

and is defined broadly by the exposure draft
[section IN3] as a ‘... report that

complements an entity’s financial
statements’.



Addresses question 11a, raised in the IFRS
practice statement exposure draft on the

revised management commentary [ED 2021/6],
by investigating the association between IFRS

adoption and the clarity and conciseness of
financial narrative disclosures.

The Study......



The Motivation

The IASB, in its 'Disclosure Initiative' discussion paper, recognized the need for
a standard on disclosure complexity due to the use of unclear descriptions or
technical jargon in financial disclosures (IASB, 2017). 

This led to the publication of the IFRS Foundation document in October 2017,
titled ‘Better Communication in Financial Reporting— Making Disclosures
More Meaningful’, aiming to enhance companies' communication
effectiveness, the IASB did not further develop the principles at that time

The latest follow-up aligned with the disclosure attributes is question 11a of ED
2021/6, which this paper addresses



The Motivation

The ED 2021/6 outlines key disclosure attributes, with Clarity and Conciseness
essential for enhancing understandability and fulfilling management commentary's

purpose. Information is more useful when it is clear and concise (par 13.2)

ED 2021/6 paragraph 13.14 defines ‘Clarity and Conciseness’ as: 
“For management commentary to be clear, it needs to use plain language and
avoid jargon and unnecessary technical terminology”.

Paragraph 13.17c notes “For management commentary to be concise “use
simple, clear language and short, clearly structured sentences and paragraphs.” 

Studies show these attributes significantly impact investor and creditor decision-
making (e.g., Bai et al., 2019; Chen et al., 2024; Lawrence, 2013).



The Motivation

The study examines how IFRS adoption impacts disclosure complexity, particularly
in report length and word intricacy. 

We argue that IFRS-aligned disclosures may show increased vocabulary
complexity, thus suggesting less clarity and conciseness and therefore a shift away
from "Clarity and Conciseness" (IFRS Practice Statement ED 2021/6)

The IFRS introduction/revisions to various standards (IFRS 9; 13; 15; 16) over the
years has increasingly enhanced complexity. Users are becoming more reliant on
qualitative disclosures (management commentary is going to become more
important in assisting statement users - sustainability, intangibles, R&D
disclosures)



Literature Review

Our study differs from existing studies on IFRS and complexity/readability
measures. 

The evidence on whether regulation affects the complexity of narratives or
whether regulatory action is needed is limited (de George et al., 2016; Lang &
Stice-Lawrence, 2015; IFRS Foundation, 2021).

We investigate whether observed changes in narrative complexity, as recorded in
the wider literature, would require further regulatory actions on narratives as
outlined in the IFRS management commentary exposure draft. 



Literature Review

We provide evidence of the IFRS effect on firm’s disclosure clarity and
conciseness.

And some studies focus on complexity and its association with other
accounting variables. 

While others are on disclosure quality/quantity effect of IFRS (Garefalakis et
al., 2013; Stent et al.,2013) 



The Hypothesis Arguments

ED 2021/6 page 15, question 11, “Is Clarity and Conciseness of disclosures
important”?

Why should this bother the regulators?

If regulation (IFRS) disclosures are associated with decreased clarity and
conciseness, YES!



The Hypothesis Arguments

Two key theoretical viewpoints drive textual analysis literature – Management
obfuscation and the information hypothesis: 

If obfuscation, IFRS should enhance the quality of narrative disclosures; 

However, if information perspective, then IFRS reports will become lengthier and
may contain more complex narratives. 



The Hypothesis Arguments
Hypothesis - Regulation and Understandability

Informed by A Conceptualised Research Question: Does Regulation
Exacerbates Disclosure Understandability?

We hypothesise as follows:

Hypothesis 1 (H1): Narrative disclosures associated with IFRS
increase the level of complex narratives, which decreases the clarity

and conciseness of financial disclosures. 



Research Design
IFRS Adoption Expectations: Likely to result in longer, more complex
disclosures, reducing clarity and conciseness.

IFRS Management Commentary Goal: Emphasizes clarity and
conciseness as key disclosure attributes.

Clarity and Concise Measures:
Single-Dimensional Measure (e.g., fog index with length and complex words):
Primarily indicates obfuscation.
Multi-Dimensional Measure: Targets informational aspects, capturing
business and disclosure-specific complexities.

Hypothesis Arguments: IFRS-induced disclosure complexity may
obscure information or provide depth, thus decreasing clarity and
conciseness.



Where Complexity is the dependent variable (length, word complexity
measures or fog readability score of firm i at time t),
Where year_ifrs is estimated using a fixed shift approach - ‘variable
indicating whether an issuer is using IFRS (IFRS = 1) or domestic GAAP
(IFRS = 0) (Moscariello et al., 2014; Almaharmeh and Masa’deh, 2018) 
Regression model incorporates standard controls and firm fixed effects
(Doukakis, 2014; Lang & Stice-Lawrence, 2015).

Research Design
Empirical model: FE model with robust standard errors



Data collection and analysis

Data Collection: We downloaded annual reports for companies listed in the
2012 FTSE ALL SHARE index from their respective company websites 

File Conversion: The annual reports are presented in PDF format. Use the
'pdftotext' program to extract text from pdf for analysis

Text Parsing/Preprocessing: A Perl code is used to parse the text files,
removing text encodings and full stops between two numbers; other non-text
elements. 

Readability/Complexity Analysis: The cleaned text files are inputted into the
Lingua EN Fathom Perl readability module. They are coded to capture
complexity words.



Data Sample: FTSE AllShare Index
Data Screening:  Pre IFRS (2000-2004);
Post IFRS (2006-2010); 
Final Sample: 2,127 fiirm years



Research Design
IFRS Clarity and Concise Definitions (ED 2021/6) mapped with Complexity Variables

We use two clarity
measures.
Word complexity:
labelled as
complex_words

Keyword complexity:
labelled as
complexity_words

Information
Complex words
(L&M, 2014)
Length - increased
disclosure 

Obfuscation
Complexity_words
(L&M, 2023)
Fog Index -
Lang&Stice(2015)

Theoretical
Perspectives 





Graph Illustrating informative complex words occurring in  BAT 2004/2006 reports

Pre and Post IFRS reports - Complexity Graphical representations 

Graph Illustrating obfuscating complex words occurring in BAT 2004/2006 reports



Results 



Results 



Results 

Alternative Specifications of Regression model –

Robustness Tests:
Regression model with alternative time effects

Regression model with industry interaction effects

Regression model with lagged dependent variables

Alternative specification to fixed approach – interactive approach

Alternative sampling using a matched sample analysis



Study’s findings 

The study finds......

Increased Textual Disclosure: Higher word count in reports post-IFRS.

Higher Word Complexity: Reports contain more complex words.

Decrease in Clarity and Conciseness: Rising fog index, length and
complexity indicates a decrease in clarity and conciseness over time.



Study’s findings 

The study’s findings responds to question 11a of ED 2021/6 by
demonstrating that the findings agree with the ED proposal
to ‘require information in management commentary to be
complete, balanced and accurate’ in line with the attributes
of clarity and conciseness detailed in chapter 13. 



Recommendations

Addressing ‘Understandability’: Emphasize clear
guidance on narrative complexity in IFRS disclosures.

Focus for IFRS Regulators: Consider potential revisions
to enhance disclosure clarity and investor usability.



Contributions to Knowledge

We differ from others by applying two measures of word complexity:
complex words component of the fog index and complexity words to
capture the exposure draft definition of clear and concise. 

This allows the study to directly contribute to question 11a of ED 2021/6
and thus provide unique insights for standard-setters and practitioners
on critical areas to enhance disclosure quality in financial reporting
through its focus on complexity at the word level.



Current Stage of the Practice Statement

In September 2024, the staff paper for the IASB project update meeting
noted the following: 

 - the clarity & concise requirements of the Exposure Draft are supported
by this study’s academic evidence while also providing evaluation tools.

-  there is currently no academic evidence on this - this paper provides
this for the revised statement about to be issued in the first half of 2025.

The IASB has decided to finalise the project by making targeted refinements to
the proposals in the Exposure Draft Management Commentary, published in
May 2021



Thank you!


