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Readability (and beyond) of Financial Disclosures & Earnings Management 

,

1. Introduction 

W;*)%(8%,6$#=,'$*#$,9*/%$7/.$%,&.++%&/&,/07/,=7(7+%$&,=7&?,7);%$&%,*(6#$=7/*#(,A:,#A6.&87/*(+,

6*(7(8*79,)*&89#&.$%&<,3*,DXJJYH,&0#>&,/07/,+$%7/%$,8#='9%C*/:,7(),9%(+/0,#6,6*(7(8*79,$%'#$/&,7$%,

7&&#8*7/%),>*/0,9#>%$,9%;%9,#6,6*$=,%7$(*(+&,7(),*/&,'%$&*&/%(8%<,@0*&,*&,8#==%(&.$7/%,>*/0,/0%,

*(8#='9%/%, $%;%97/*#(,0:'#/0%&*&, #6, Z9##=6*%9), DXJJXHB,>0*80, &/7/%&, /07/, /0%, 8#='9%C*/:, 7(),

9%(+/0,#6,)*&89#&.$%&,=7?%,/0%,%C/$78/*#(,#6,
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DZ#\7(*8,G,@0%;%(#/B,XJIcH<,@0.&B,*/^&,*='%$7/*;%,/#,9##?,A%:#(),$%7)7A*9*/:,7(),%C'9#$%,#/0%$,

/%C/.79,7//$*A./%&,7&,'#/%(/*79,#./8#=%&,#6,%7$(*(+&,=7(7+%=%(/<,

`%,*(;%&/*+7/%,/0%,7&&#8*7/*#(,#6,%7$(*(+&,=7(7+%=%(/,>*/0,)*66%$%(/,9*(+.*&/*8,6%7/.$%&,

'$%&%(/,*(,EFG-,&%8/*#(,#6,IJKL&,6*9%),>*/0,/0%,O%8.$*/:,WC807(+%,"#==*&&*#(,DOW"H,#6,/0%,1O,

6#$,/0%,'%$*#),#6,IMMVKXJXJ<,E#$%,&'%8*6*8799:B,>%,%C'9#$%,0#>,6*$=&,/07/,=7(7+%,788$.79,A7&%),

7(), $%79, 78/*;*/:KA7&%), %7$(*(+&, /#, 780*%;%, #$, _.&/, &.$'7&&, '$*#$, '%$*#), %7$(*(+&, 79/%$, /0%,

$%7)7A*9*/:B, 9%C*879, )*;%$&*/:B, &%(/*=%(/, 7(), .(8%$/7*(/:, #6, /%C/.79, )*&89#&.$%&<, R.$, 6*()*(+&,

&.++%&/,/07/,=7(7+%$&,#A6.&87/%,*(6#$=7/*#(,(#/,#(9:,A:,807(+*(+,$%7)7A*9*/:,#6,)*&89#&.$%&,A./,

79&#,A:,79/%$*(+,9%C*879,)*;%$&*/:B,&%(/*=%(/,7(),.(8%$/7*(/:,#6,EFG-,/%C/&<,
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,

H3: Firm-years with (i) zero or very small increase in earnings, and (ii) income-increasing and high 

income-increasing discretionary accruals or real activity-based earnings management tend to 

disclose MD&As with less negative and more/less positive words 

,

1&7+%, #6, &/$#(+, =#)79, >#$)&, *(, EFG-&, $%6%$&, /#, /0%, /%()%(8:, #6, 6*$=&, /#, )*&'97:, /0%*$,

#;%$8#(6*)%(8%,*(,*(;%&/#$&^,=*(),D3#.+0$7(,G,E8F#(79)B,XJIVH<,R(,/0%,#/0%$,07()B,*(89.&*#(,#6,

>%7?,=#)79,#$,.(8%$/7*(,>#$)&,*()*87/%,7A#./,6*$=&^,.(8%$/7*(,6./.$%<,`%,8#(_%8/.$%,/07/,6*$=&,

/07/,=7(7+%, %7$(*(+&, /#, 780*%;%, #$, &.$'7&&, '$*#$, :%7$^&, %7$(*(+&B,>#.9), .&%,=#$%, #6, &/$#(+,

=#)79,>#$)&,7(),9%&&,#6,>%7?,=#)79,#$,.(8%$/7*(,>#$)&<,]%(8%B,>%,6$7=%,#.$,97&/,0:'#/0%&*&,

7&4,

,

H4: Firm-years with (i) zero or very small increase in earnings, and (ii) income-increasing and high 

income-increasing discretionary accruals or real activity-based earnings management tend to 

disclose MD&As with higher strong modal and less weak modal and uncertain words 

,

3. Research Design 

V<I,F7/7,

`%, &#.$8%, 799, 7((.79, EFG-, $%'#$/&, 6#$, /0%, '%$*#), #6, IMMV, /#, XJXJ, 6$#=, W9%8/$#(*8, F7/7,

U7/0%$*(+B,-(79:&*&,7(),2%/$*%;79,DWFU-2H,)7/7A7&%,=7*(/7*(%),A:,/0%,OW"<,`%,%C89.)%,799,6*$=&,

A%9#(+*(+,/#,./*9*/*%&,7(),6*(7(8*79,&%$;*8%&, 6$#=,#.$,&7='9%,).%,/#,/0%*$,.(*S.%,6*(7(8*79,7(),

#'%$7/*(+,&/$.8/.$%&,D3#,%/,79<B,XJIQH<,@#,/%&/,#.$,0:'#/0%&%&B,>%,%C/$78/,799,$%9%;7(/,)7/7,6$#=,
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"REb1O@-@,.&*(+,"%(/$79,[()%C,L%:,D"[LH,7&,)#8.=%(/%),*(,WFU-2,6*9*(+&<,`%,6.$/0%$,)$#',6%>,

6*$=K:%7$,#A&%$;7/*#(&,A7&%),#(,7;7*97A*9*/:,#6,)7/7,$%S.*$%),/#,8#(&/$.8/,(%8%&&7$:,;7$*7A9%&<,

a*(799:B,#.$,&7='9%,8#='$*&%&,PQBPNM,6*$=K:%7$,#A&%$;7/*#(&,'%$/7*(*(+,/#,IJBMNJ,.(*S.%,6*$=&<,

`%,.&%,>#$),9*&/&,#6,3#.+0$7(,7(),E8F#(79),DXJIIH,/#,+7.+%,/0%,/#(%,#6,)*&89#&.$%&<,

,

V<X,E%/0#)#9#+:,

@#,/%&/,#.$,0:'#/0%&%&B,>%,$.(,6#.$,$%+$%&&*#(,=#)%9,&'%8*6*87/*#(&,>0*9%,8#(/$#99*(+,6#$,*().&/$:,

7(),:%7$,6*C%),%66%8/&<,@0%&%,7$%4,

,

!"#$#%&'&() = +! + +"-. + ∑ +#012(31'# + 4,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,DIH,

5&6"37&8&9#(&12 = +! + +"-. + ∑ +#012(31'# + 4,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,DXH,

:"2(&;"2( = +! + +"-. + ∑ +#012(31'# + 4,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,DVH,

<29"3(#&2() = +! + +"-. + ∑ +#012(31'#
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;79.%,I,>0%$%, 807(+%,#6,%7$(*(+&,'%$, &07$%, DΔEPSH, *&,=7$+*(799:, d&=799,'#&*/*;%e, D>*/0*(, fgJB,

gJ<JI,/#,gJ<JVhHB,7(),J,#/0%$>*&%<,
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;7$*7A9%&<, WC8%'/, /0%, 8#$$%97/*#(, A%/>%%(, FOG, 7(), MD&A Length,,
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8#='9%C<,
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@#,%C7=*(%,>0%/0%$,#.$,$%&.9/&,7$%,*(69.%(8%),A:,#./9*%$&B,>%,'%$6#$=,7,$#A.&/(%&&,80%8?,A:,

%='9#:*(+,6*C%)K
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, a./.$%,$%&%7$80,87(,6#8.&,#(,)*66%$%(/,#/0%$,A%(80=7$?&B,%<+<,7(79:&/^&,6#$%87&/B,7(),*/&,

*='78/,#(, 9*(+.*&/*8, 6%7/.$%&,#6,EFG-&<, a.$/0%$B, *(;%&/*+7/*(+, /0%&%, 9*(+.*&/*8, 6%7/.$%&, *(, /0%,

8#(/%C/,#6,%7$(*(+&,=7(7+%=%(/,*(,#/0%$,8#.(/$*%&,78$#&&,/0%,+9#A%,>*99,A%,#6,=.80,*(/%$%&/<,
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Table 1: Descriptive Statistics 

,,
RA&%$;7/*#(&,
D6*$=K:%7$H, E%7(, E%)*7(, O/7()7$),

F%;*7/*#(,
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!"#$%&'(&!)%&%**%+,&-*&%"./0/12&3"/"1%3%/,&-/&$0/1402,0+&*%",4.%2&-*&5678&
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Table 3 (Continued.): The effect of earnings management on linguistic features of MD&A disclosures  

Dependent Variable  
Estimated coefficient of the “Earnings Management” indicator variable ("#); "# = 1 when  

  
&)*"#
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Figure 2: Plot of Quantile Regressions 
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  A.2.2 Real activity-based earnings management 

  For real activity-based earnings management, we estimate abnormal discretionary expenses as suggested  

    by    Roychowdhury (2006). It is computed from following equation: 
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