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Purpose: The disclosure of complex information in financial statements
reduces readability, thereby hindering investors’ ability to process the
information. This study investigates the moderating role of company life
cycle on the relationship between audit report readability and financial
statement readability.

Methodology: To test the research hypotheses, financial statements were
extracted from the Tehran Stock Exchange website, related databases,
Rahavard Novin software, and Stock Exchange Comprehensive Data. Data
for companies were collected from 2015 to 2022. EViews software was
used to analyze the relationship between the variables.

Findings: The findings indicate a positive and significant relationship
between auditor report readability and financial statement readability.
Conversely, the company life cycle exhibits a negative and significant
association with financial statement readability. Importantly, the negative
interaction effect between company life cycle (specifically, the growth
stage) and auditor report readability suggests that the positive influence of
clear auditor reports on financial statement clarity is diminished in
companies experiencing growth.

Originality: Since the comparability of financial statements improves with
the improvement of the life cycle in the maturity stage, it is expected that
the readability of financial reporting will also enhance accordingly.
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Introduction

his study aims to investigate the

moderating role of the company life

cycle on the relationship between
audit report readability and financial
statement readability and examines how
and to what extent different stages of the life
cycle affect this relationship. The goal is to
provide insights into how to improve the
quality of companies' financial information
at different stages of the life cycle and
.increase the transparency of their reporting
As information usage has expanded,
concerns have arisen about efficient
disclosure, textual coherence, and the
effectiveness of reports for different
audiences (Lehavy et al., 2011; Hesarzadeh
& Rajabalizadeh, 2019). In developed
countries such as the United States,
regulatory bodies (Securities and Exchange
Commission) have developed guidelines to
facilitate the understanding of financial
reports by investors (Firtel, 1999). The
United States Securities and Exchange
Commission takes complex corporate
reports seriously and in 1967 formed a
group to improve the readability of
disclosures. The Witt Report (1969)
recommended that companies avoid
publishing long and complex reports (Ajina
etal., 2016). The Chairman of the Securities
and Exchange Commission, Christopher
Cox, also emphasized the use of clarity
criteria for simple communication. Rezvani
& Parandak (2019) believe that the Iranian
Securities and Exchange Commission
should also develop a guideline like the US
Securities and Exchange Commission’s
“Plain English” guideline to increase the
readability of financial statements for
investors and listed companies and reduce
audit costs. Given the importance of
financial statement readability in economic
decision-making, it is essential to identify
the factors affecting it. This study examines
the moderating role of the company life
cycle on the relationship between audit
report readability and financial statement
readability.

Methodology

This research is a post-event study,
classified as positive accounting research,
conducted using real data extracted from the
financial statements of companies listed on
the Tehran Stock Exchange.
Methodologically, this study is descriptive
and correlational, as it aims to examine the
relationship between independent and
dependent variables.

To collect the required information, the
library method and document review were
first used. In this regard, theoretical
foundations and research literature were
collected by studying specialized books and
journals. Then, the necessary data were
extracted to test the hypotheses.

After collecting, the data were transferred to
Excel software and after performing the
necessary calculations, they were prepared
for final analysis. Finally, the EViews
econometric software was used to analyze
the data.

Results

The results showed that the readability of
the auditor's report has a positive and
significant effect on the readability of
financial statements, and the company's life
cycle has a negative and significant effect
on the readability of financial statements.
However, these two coefficients are not
very interpretable due to the existence of
interaction effects. By examining the
interaction effects of the company's life
cycle and the readability of the audit report,
it is observed that this coefficient is -0.009.
Also, the t-statistic indicates the
significance of the interaction effect
coefficient at the 95% probability level.
Given that the interaction effect coefficient
is negative and the auditor's report's
readability coefficient is positive, it can be
said that the company's life cycle (growth
cycle) weakens the positive effects of the
auditor's report's readability on the
readability of financial statements.
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Conclusions

The study shows that there is a positive and
significant  relationship  between the
readability of the auditor's report and the
readability of financial statements. This
indicates that the effectiveness of the audit
report is closely related to how its content is
understood. When audit reports are clear
and concise, it enhances communication
between auditors and users of financial
information. This effective communication
is crucial to ensuring that stakeholders can
accurately interpret the financial health of a
company based on the reports provided. In
addition, auditors tend to emphasize the
importance of improving the readability of
financial statements, especially when faced
with increasing complexity and ambiguity
in the text. In situations where financial
statements are complex or difficult to
navigate, auditors advocate for better
disclosure practices to enhance clarity. This
insistence on improving readability is not
only in the auditors’ own interests, but also
ensures that users can understand the
essential information needed to make
informed decisions. Ultimately, increasing
the readability of audit reports and financial
statements fosters a more transparent and
effective financial communication process.
The results of testing this hypothesis are
consistent with the results of the research of
Lo et al. (2018), Boubaker et al. (2019),
and Salehi et al. (2022).

The results of the second and third
hypotheses of the research show that there
is a negative and significant relationship
between the company life cycle and the
readability of financial statements, and the
company life cycle moderates the
relationship between the readability of the
auditor's report and the readability of
financial statements. This finding, which is
contrary to our initial expectations,
emphasizes a complex interaction between
the life cycle stage and the readability of
financial reporting. Each stage of a
company's life cycle is influenced by
distinct  factors, including strategic

initiatives, available resources, and the
competitive environment. These elements
contribute to different organizational
structures and systems and create specific
representational issues that ultimately shape
the financial reporting process (Habib &
Hassan, 2017). This dynamic environment
complicates the comparison of companies
at different stages of the life cycle, as each
stage brings its own unique context and
challenges. In the maturity stage,
companies tend to establish strong
organizational structures, strengthen their
internal controls, and employ skilled
personnel (Coulton & Ruddock, 2011;
Hanks, 1990; Krishnan et al., 2021). These
developments facilitate the preparation of
more comparable financial statements, as
mature firms typically experience stable
cash flows and consistent profitability
(Dickinson, 2011; Habib & Hassan, 2019).
Such stability allows managers to estimate
future revenues and expenses more
accurately, thus increasing comparability
within the industry. However, it is
important to note that the presence of
skilled employees in mature firms can also
lead to more effective opportunistic
earnings management practices. This
capability may improve the readability of
financial statements at this stage, but over
time, as employees become more skilled,
the incidence of opportunistic behavior may
decrease. Consequently, while mature firms
may have the means to produce clearer
reports, the nuances of earnings
management can still complicate their
overall readability. The result obtained
from testing this hypothesis is indirectly
inconsistent with the results of research by
Biswas et al. (2022).
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