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Objective: This study aims to examine the relationships between financial
reporting readability and the cost of capital of companies listed in the
Iranian capital market using econometric and machine learning (ML)
approaches.

Methodology: The present study is applied in terms of purpose and
descriptive-analytical in terms of methodology. The research data were
collected from two sources: experts and companies listed in the Iranian
capital market. A non-random snowball sampling method was used to select
experts, while a systematic elimination method was applied to select
companies. Data were analyzed using content analysis, thematic analysis,
machine learning-based modeling, and econometrics. To validate the
findings, the Delphi method and fuzzy logic were employed to rank
readability metrics and factors affecting the cost of capital.

Findings: The results indicated that financial reporting readability metrics
and cost of capital factors were classified into seven main themes and fifty-
one sub-themes. The most significant readability indices included Flesch
Reading Ease, Fog Index, report length, Flesch-Kincaid Index, and the Fog
Index. Additionally, ten key factors influencing the cost of capital were
identified, with the most important being return on equity (ROE), earnings
volatility, return on assets (ROA), profitability, return on investment (ROI),
and information quality.

Conclusion: The study revealed that financial reporting readability directly
impacts the cost of capital, and the use of machine learning approaches can
help identify and analyze this effect more precisely.

Keywords: Financial reporting readability, cost of capital, machine
learning, content analysis, econometrics.
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EXTENDED ABSTRACT
Introduction

Financial reporting readability plays a critical role in corporate financial communication,
influencing stakeholders' decisions, including investors, creditors, and regulatory bodies. The complexity
of financial reports can hinder the effective dissemination of financial information, potentially leading to
increased information asymmetry and higher capital costs for firms (Ortiz-Molina & Phillips, 2014; Patnaik,
2016; Peters & Taylor, 2016). Studies have shown that investors and creditors prefer more readable financial
reports, as they facilitate better understanding and decision-making processes (Gehan et al., 2021; Rjiba et
al., 2021). Moreover, the quality and readability of financial disclosures are positively correlated with
financial transparency and firm performance (Lim et al., 2018; Lo et al., 2017). Poor readability in financial
reports can result in higher perceived risks and costs of capital, as investors may demand risk premiums
to compensate for uncertainties associated with complex and difficult-to-interpret information (Tran,
2022).

Prior literature has explored various readability indices such as the Flesch Reading Ease, the Fog
Index, and the Flesch-Kincaid Index to measure the complexity of financial reports and their impact on
firm performance and capital costs (Lo et al., 2017; Rjiba et al., 2021; Tran, 2022). However, there remains
a lack of consensus on the most effective readability metrics and their direct influence on financial
outcomes. This study aims to bridge this gap by identifying key readability metrics and examining their
relationship with the cost of capital in companies listed in the Iranian capital market. Through the
integration of econometric and machine learning approaches, this research provides a comprehensive
understanding of how financial report readability affects firms' financial health.

Methodology

This research adopts an applied and descriptive-analytical approach to investigate the relationship
between financial reporting readability and the cost of capital. The data were collected from two sources:
financial reports of companies listed on the Iranian capital market and expert opinions from professionals
in the field. A non-random snowball sampling technique was employed to gather expert opinions, while a
systematic elimination method was used to select the companies for analysis.

The study applied a combination of content analysis and thematic analysis to identify relevant
readability metrics and cost of capital factors. Furthermore, machine learning-based modeling and
econometric techniques were utilized to analyze the data and uncover relationships. The Delphi method
and fuzzy logic were used to validate the identified readability indices and cost of capital factors, ensuring
the robustness of the findings. Statistical analysis was conducted using SPSS version 23, focusing on
descriptive statistics and covariance analysis to assess the impact of readability on financial costs.

Findings

The analysis identified seven main themes and fifty-one sub-themes related to financial reporting
readability and the cost of capital. The most critical readability indices included the Flesch Reading Ease,
the Fog Index, the length of the report, and the Flesch-Kincaid Index. These indices were found to
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significantly impact financial decision-making processes by affecting how stakeholders perceive and
interpret financial information.

Regarding factors influencing the cost of capital, the study highlighted ten key determinants,
including return on equity (ROE), earnings volatility, return on assets (ROA), profitability, return on
investment (ROI), and information quality. The findings suggest that companies with higher readability
scores tend to experience lower costs of capital, indicating that stakeholders respond positively to more
transparent and accessible financial information.

The machine learning models used in the study confirmed the predictive power of readability
metrics in determining capital costs. The results demonstrated that firms with complex and lengthy
financial reports faced higher capital costs, reinforcing the importance of simplifying financial disclosures
to enhance transparency and reduce financial uncertainty.

Discussion and Conclusion

The study's findings emphasize the significant role of financial reporting readability in determining
a company's cost of capital. Readability not only affects stakeholders' comprehension and decision-
making but also influences market perceptions and investor confidence. Firms that prioritize readability
in their financial disclosures are likely to experience lower financing costs and improved stakeholder trust.

By leveraging machine learning techniques, the research provided a more precise analysis of how
readability impacts financial outcomes, highlighting the importance of incorporating technological
advancements in financial reporting practices. The study recommends that companies adopt standardized
readability measures and implement best practices to enhance the transparency and accessibility of
financial reports.

Furthermore, regulatory bodies and standard-setting organizations should consider integrating
readability criteria into financial reporting standards to ensure greater consistency and comparability
across firms. Enhancing the readability of financial reports can serve as a strategic tool for firms to attract
investors, reduce information asymmetry, and optimize their cost of capital.

Overall, the study contributes to the growing body of literature on financial reporting readability
by providing empirical evidence of its impact on firms' financial performance. The findings underscore
the need for a concerted effort from firms, regulators, and investors to promote better readability practices,
ultimately leading to a more efficient and transparent financial environment.
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