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Abstract:

The cost of capital is one of the most important concepts used in
many financial and management decisions that are affected by several
factors. Recent studies have shown that less readability of financial
reports reduces the ability of investors to process and interpret annual
reports, increases information risk and, as a result, the cost of capital.
Furthermore, the relationship between the readability of financial
reporting and the cost of capital depends on the tone of a company's
published reports. Therefore, the purpose of this research is to
investigate the moderating role of the tone of financial reporting on the
relationship between the readability of financial reporting and the cost
of capital of companies. In this regard, )+ © companies admitted to the
Tehran Stock Exchange were selected by systematic elimination
method and examined in the period from Y+ )71 to Y+ YY. To evaluation
and analyze the data, the EViews software was used, and to estimate
the patterns, regression analysis with combined data was used. The
results show that the lower the readability of financial reports, the
higher the cost of capital for companies. In addition, the pessimistic
tone of financial reports has an increasing moderating effect on the
intensity of the relationship between less readability of financial reports
and companies' cost of capital. By focusing on the textual features of
company disclosure, the current research provides a good ground for
research on the determinants of the cost of capital with new evidence
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and furthers researchers' understanding of how non-quantitative
disclosure affects capital market participants. Furthermore, it provides
empirical support for regulators' claims about the importance of
companies providing clear and concise disclosure to their shareholders.

Keywords: Readability of Financial Reporting, Tone of Financial
Reporting, Cost of Capital
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