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Variables Mean s.D 5% percentile 25% percentile Median 75" percentile 05% percentile

COE 0.1089 0.02704 0.0711 00891 01036 0.1243 0.1721
FONG 218039 22416 186970 20.3568 21.5746 2129629 258299
LEVERAGE 244634 16.8293 1.24%1 11.8955 237217 33.6683

MTH 2.5495 1.4551 085 1.48 Z1§ 3.25

YRIGTH 103214 239202 -23.81094 -2.2782 10,0923 21.0131

SIZE 13 5454 20949 10,4578 12.0507 13.2360 14 8670

This table provides summary statistics of vanables used in this paper. The sample contams 1013 firm-year observations from 2002 to 2006. COE 15 our measure of the implied cost of equity
capital and is defined as the arithmetic average of implied cost of equity estimates obtained from the four models presented in the Appendix. FOG is the Fog index of the annual report calculated
as (average words per sentence + percent of complex words)=0.4. LEVERAGE is the firm leverage defined as the ratio of total debt to total assets. MTH is the market-to-book ratio defined as the
ratio of market value to book value of equity. YRIGTH is long-term growth in expected earnings defined as the FB/E/S five-year eamings growth rate. S/ZE is the firm size defined as the natural
logarithm of total assets.
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Variable FOG LEVERAGE MTB YR5GTH SIZE

COE 1 00814 0.0657" -0.0311* 00816 -0.2178"

FOG 0.0959 1 0.0473 0.0796" 0.0221 00338

LEVERAGE 0.0670" 20,0377 1 0.2009° 0.051% 0.3322°

MTE -0.2396* 0.0439 776" 1 02242° -0.1036*

YR3IGTH -0. 1089 0.0063 0 01902 1 -0.0373
SIZE -0.2045 00431 0.2850° 01229 AL001s 1

This table reports correlation coefficients between variables applied in the study. COE is our measure of the implied cost of equity capital and 1s defined as the anthmetic average of implied cost
of equity estimates obtamed from the four models presented in the Appendix. FOG is the Fog index of the annual report calculated as (average words per sentence + percent of complex
words)=0.4. LEVERAGE s the firm leverage defined as the ratio of total debt to total assets. MTH is the market-to-book ratio defined as the ratio of market value to book value of equity.
LEVERAGE is the firm leverage defined as the ratio of long term debt to total capital. YRIGTH is long-term growth in expected eamings defined as the I'B/E/S five-year earnings growth rate.
SIZE 1 the firm size defined as the natural logarithm of total assets. Pearson (Spearman) correlations are below (above) the diagonal,

“statistical significance at the 1% level.

" statistical significance at the 5% level.

" statistical significance at the 10% level
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Baseline regression Full regression Economuc impact (Eq. {2))
Independent varinble Expected sign Eq. (1} Eq.(2) Eq. (3)
FoG t 01013 01114 0029
(5.3909) (6.2907)
FOG HIGH d 0.3336°
(5.0745)

LEVERAGE t 00207 0.0209* 00045
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This table reports the results of the effect of annual report readability on the cost of equity capital using the Fama and MacBeth (1973) cross-sectional regressions, adjusted for Newey and West
(1987) autocorrelation with one lag. The dependent variable (CCIE) is defined as the anthmetic average of implied cost of equity estimates obtained from the four models presented in the
Appendix, multiplied by 10°. The main test variable (FOG) is the Fog index of the annual report calculated as (average words per sentence + percent of complex words)=0.4. For robustness, we
use FOG HIGH as an additional proxy for annual report readability. This variable is defined as a dummy variable that equals one if FOG 18 higher than the median Fog index and zero otherwise.
LEVERAGE is the firm leverage defined as the ratio of total debt to total assets. MTH is the market-to-book ratio defined as the ratio of market value to book value of equity. YRIGTH is long-
term growth in expected eamings defined as the VB/E/S five-year earnings growth rate. SIZE 1s the firm size defined as the natural logarithm of total assets. Indusiry (based on Campbell (1996)
classification) are also included. The r-statistics reported in parentheses are based on the autocorrelation-adjusted Fama and MacBeth (1973) standard errors.
* siatistical significance at the 1% level.

" statistical significance at the 3% level.
“statistical sigmficance at the 10% level.
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Baseline regression Full regression

Independent varable Expected sign Eq (1) Eq {2} Eqi3)
FOG + 0.1002" 01120
(2.3615) (2.6253)

FOG_HIGH + 0.2961°

(2.1704)

LEVERAGE + 0.0196" 0.0198*
(3.7921) (3.7460)

MTE - -0.4991" -0.4985°
(-5.3986) {-5.3739)

YR5GTH us -0.0062 00061
(-1.5383) (-1.4628)

SIZE - -0.2478" -0.3267° -0.3240°
(-3.7582) (-3.9603) (-5.9675)

Intercept 2 12.6817° 14.2956° 16.5906
(9.1031) (10.8529) (18.3699)

Industry dummies Yes Yes Yes
N 1013 1013 1013

R-squared 0.1086 0.2041 0.1986
F 9.64" 16.38° 15.77*

This table portrays the results of the effect of annual report readability on the cost of equity capital. The dependent variable (COE) is defined as the arithmetic average of implied cost of equity
estimates obtamed from the four models presented in the Appendix, multiplied by 107, The mamn test variable (FOG) is the Fog Index of the annual report calculated as (average words per
sentence + percent of complex words)=0.4. For robusiness, we use FOG_HIGH as an additional proxy for annual report readabihity. This vanable is defined as a dummy variable that equals one
if FO( is higher than the median Fog index and zero otherwise. LEVERAGE is the firm leverage defined as the ratio of total debt to total assets. MTE is the market-to-book ratio defined as the
ratio of market value 1o book value of equaty. YRIGTH 1s long-term growth n expected earmngs defined as the VB/E/S five-year earmings growth rate. SIZE is the firm size defined as the natural
loganthm of total assets. Industry dummies based on Campbell (1996) classification are also included. The r-statistics reported in parentheses are based on standard errors adjusted by a two-
dimensional cluster at the firm and year levels.

ance at the 1% level.
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“ statistical s cance at the 10% level.

(s g ol b )3 48, 90 (sais 4bgs) e ayle oo aisa 5 AVl b5 oUlss — 4 g
Gl aeil 6
e LT 090 (o) (ol medges L2l 1) Gl 903 paiz (lozmls Ol oy sl 350 o0l 50

& eplw lojo 5 anze g VL L5 U3 G 6 alail) 53 05l GugSae Code @)k e slo 65

36petersen (2009); Thompson (2011); Cameron et al(2011) .
37Kothari




O sl sl ane Ol s 4wl jo b &S0 4 conl s Wiz e 0 pd (0 S0 S (o ek

5 Jsaz 5 (1) aloles ol ol Bl 03T ¢ 51,55 (2alS ol S welass | 55 (slzdl LUlss abaus

5 Coie LAGGED_FOG yyo S oo )5S FOG asls 6yl pyolio 5l oolil b 1) (ypem S, gl
692 SIS meSiae Code Yhoim| a5 S oo 5)sT0l el cal el s Lins o )3 5 ailiul a5l jaS o

s dalllas ol o
P55 R o9 4SS (3l (sl glo SiSS (b 5 (rhae (Kol J5S 6l Lo e
s &S sas o lis 5 Jgax 51 (3) Aol 5 2) doles Prais-Winsten 3 Newey-West s,51 5 sla

Independent variable

Eq. (1) using lagged
FOG

Eq. (2) Newey and

West regression

Eq. (3) Prass-Winsten

regrssion

Eq. (4) using meadian

regression

Eq. (5) excluding
utility firms

FOG

LAGGED FONG
LEVERAGE
MTE

YRGTH

SIZE

Intercept

013t
(4.4434)
0.0180°
(3.6514)
-0.4664"
(-10.0014)
-0L0099
{-1.4300)
-0.2404°
(-11.6661)
12.8106*
(24.3454)

0.1097
(2.8419)

0.0195*
(3.4134)
-0.4815
(-5.5387)
-0.0075"
(-2.0389)
-0.3268"
(-6.6894)
14.7674*
(12.8485)

0.0813"
(2.4195)

0.0147"
(2.1068)

-(.3954%
(-4.THET)
-0.0052¢

(-1.8016)

(12.8663)

0.1030°
(3.3554)

00170
(3.2399)
-0.5040°
(-X.4085)
-0.0051"
(-1.474T)
-0.2948"
(-4.9511)
13.4636%
(10.7141)

0.1302%
(6.3931)

.0226°
(7.1498)
-0.5090°
(-7.8165)
-0.0092
{-1.9892)
0.3186*
(-9.9545)
13,6927
(15.0957)

N
R-squared

Pseudo R-squared

F

699
0.2877

36.65"

1013

11.53"

1013
0.5703

8.06"

1013

01215

986
02640

20.57"

This table reports results of the robustness checks. The first equation uses the lagged values of FOG as main test variable. The second and third equations perform the Newey-West and Prais-
‘Winsten regressions, respectively. The fourth eq a median reg ion. The fifth equation excludes urtility firms from the analysis. FOG is the Fog Index of the annual report
calculated as {average words per sentence + percent of complex words)<0.4. LEVERAGE is the firm leverage defined as the ratio of total debt 1o total ¢ T8 is the market-to-book ratio
the ratio of market value to book value of equity. YREIGTH is long-term growth in expected eamings defined as the VB/E'S five-year earn wih rate. SIZE is the firm size
natural logarithm of total assets. Industry dummies based on Campbell (1996) classification are included in all equations. For the first and fifth equations, the r-statistics reported in

on the autocorrelation-adjusted Fama and MacBeth (1973) standard errors,

“ statistical significance at the 10% level.

6l ose3l = 5 sz
4SS Lagie (50 55 asgerme p eS8 O gl ools S5 Cod Lo bl oSyl 5l (6 5 ol (sl o
5 bl lallas «ygmm S ) ol o il go JBlam 4 1 5llae osilasdl wilasjo fyome (sl 4 45 w9l
Sk g 5o 0ads (5,158 ol sl co dawbre S5 20 bl 5 g dazme (6,05 diged jl ooliiwl b
it S S Lo &y Yl ams o ()La3 45wl oo )55l Lo adgl ol g 23525 L Boee S Jgar
ly ol gams Sy e duds g a5 51 (SIC 4900-4999 o5) o, Sleas 2ildS LS 5l G colys (o

sl ool Jleaxl 4y e e85 05 ol sde lo canlw aSol 4 i uols pll 1) IS ol Lo Leuoges 1SS




L lo 4l a5 a2 oo Lid 5 Jaaz 51 (B) dolas 058 o0 colan JgilB J¥Yo L ( Suules slo SIS
S o e 5,5 g 1305

S5 Az 7

2 AVl (515 SUlgs 3 ead Cuwpgd &S 15 288 51 sl diges ;0 2006-2002 6,95 Jobo ;o axlllas oyl
S S oo Al gunlyd Lo gl cilidie Sy Jelge S8 5l (g diled (oo oy 1) ol ilop 3o
axdly nl Wgd (o0 9y & 9y YL (5 arloyu s anzr b pllssl o a¥le 555 L gl w850 ws (oo (LS
oy ol 5 an o Sl (6 AVl (31 Ga5lo g 5 ymeds 45 L o] ShaiS oo cillae 5 j5a bl

& sl 5o 5y 02l 3 g s AVl 55 ol )5 i i IS Ayle s oS WS S5 S

ooyl oilez a5 Sle winges dite (2011) o IKen ¢ (g5led coisl ol Sldow 51 Sledlbl s JLis

wisled (o8 (g Gham (S oS T Ly Sty o Khdow el lgss YL

o JoSS oz waled L1y oal odgen (295 A4S (6 Al cpl o oS8 ladl e ple> 55, p b

ules oo S8 Ao s il metlive g 5,0 4y 5 S

References

Aboody, I, Hughes. J., L, 1., 2005. Eamings quality. insider tmding, and cost of capital. Journal of
Agcounting Rescarch 43, 651-673

Amg, N Guedhame, O, Mishra, D, 2008 Multiple large sharcholders, control contests, and implied
cost of equity. Journal of Corporate Finance 14, 721-T37

Bamry. C.B.. Brown, 5.)., 1985, Differential Information and Security Market Equilibrivm. Journal of
Financial and Quantitative Analysis 20, 407-422

Bawa, ¥V.5., Brown, 5.1, Klein, B.W., 1979, Estimation risk and optimal postfolio chowee. NORTH-
HOLLAND PUBL. €O, N. Y., 190 PP

Berger, P., 201 1. Challenges and opportunities i disclosure research: A discussion of ‘“the financial
reporting environment: Review of the recent Iterature’. Journal of Accounting snd Economics

Beyer, A, Cohen, DA, Lys, TZ., Walther, BR.. 2010, The financial reporting environment: Review
of the recent literature. Journal of Accounting end Economics 50, 296-343

Bhattacharya, U, Daouk, H., Welker, M., 2003, The world price of eamings opacity. Accounting
Review TR, 641-678

Biddle. G.. Hilary, G.. Verdi, R 2009, How does financial reporting gquality relate to investment
efficicney? Journal of Accounting and Economics 48, 112-131

Botosan, C.A. 1997, Dhsclosure Level and the Cost of Equity Capital. The Accounting Review 72,
323349

Hotosan, C.A. Plumlee, M_A, 2002. A Re-Examination of Disclosure Level and the Expected Cost of
Equity Capital. Journal of Accounting Research 441, 21-40)

Botwosan, C. A, Plumlee, M.A., 2005, Assessing elternative proxies for the expected risk premium.
Accounting Review, 21-53




Boubakri, M., Guedhami, O, Mishra, D Saffar, W., 2012, Political connections and the cost of equity
capital. Journal of Corporate Finance 18, 541-559

Cameron, A.C., Gelbach, LB, Miller, DL, 201 1. Robust inference with multrway clustering. Jowmal
of Business & Economic Statistics 24

Campbell, 1.Y., 199%. Understanding nisk and return. Journal of political economy 104, 298-343

Chen, 5. Shevlin. T, Tong. Y .H., 2007. Does the Pricing of Financial Reporting Cuality Change
Around Dividend Changes? Journal of Accounting Research 45, 1-44)

Clauz, J., Thomas, J., 20001, Equity premis as low as three percent? Evidence from analysts' carnings
forecasts for domestic and international stock markets. The Jounal of Finance 56, 1629- 666

Cochrane, 1., 2001. Asset pncing. Princeton University Press

Coles, JL.. Loewenstein, U, Suay, J.. 1995, On equilibrium pricing under parameter uncertainty.
Journal of Financial and Quantitative Analvsis 30, 347-304

Core. LE., 2001, A review of the empirical disclosure literature: discussion. Joumal of Accounting mnd
Economics 31, 441-456

Cox, C., 2007, Closing Remarks to the Second Annual Corporste Governance Summit. Delivered at
the USC Marshall School of Business, Los Angeles, CA. March 23, Available at
hitpeiwww sec. govinews/speech/ 2 W7/ speh)3 2 30T e him.

Dechow, P, Dichev, I, 2002. The quality of accruals and earnings: The role of accrual estimation
crrors. The Accounting Beview 77, 35-59

Drhaliwal, DxA N Heizman, 5., Zhen Li, ©., 2006, Taxes, Leverage, and the Cost of Equity Capital.
Joumal of Accounting Rescarch 44, 691-723

Diamond, D.W.. Verrecchia, RE., 1991, Disclosure, liquidity, and the cost of capital. fournal of
Finance, 1325-135%

Easley. D.. Hvidkjaer. 5., O'Hara, M., 2002. Is mformation risk a determinant of asset returns? The
Jourmal of Finance 57, 2185-2221

Easley, D., O'Hara, M., 2004. Information and the Cost of Capital. The Journal of Finance 59, 1553-
1583

Easton, P.D., 2004, PE ratios, PEG ratios, and estimating the implied expected rate of return on equity
capital. The Accounting Review 79, 73-95

Elton, EJ.. 1999, Presidential address: expected return, realized return, and asset pricing tests. The
Joumnal of Finance 54, 1 199-1220

Fama, E., French, K., 1992, The cross section of expected stock retums. The Joumnal of Finance 47,
427465

Fama, E., French, K., 2002. The equity premuum. The Jounal of Finance 57, 637-659

Fama, E, MacBeth, 1. 1973 Risk, retum, and equilibrivm: Empinical tests. Journal of political
coonomy 81, 607-636

Fama, EF.. French, K R.. 1993, Common nisk factors i the returns on stocks and bonds. loumal of
Financial Economics 33, 3-56

Francis, J.. LaFond, R, Olsson, P, Schipper, K., 2004, Costs of equity and carmings attnbutes.
Accounting Review 79, 967-10010

Francis, ., LaFond, R., Olsson, P., Schipper, K., 2(M5a. The market pricing of sccruals quality.
Joumal of Accounting and Economics 39, 295-327

Francis. LR.. Khurana, LK . Pereira, B, 2005b. Disclosure Incentives and Effects on Cost of Cepital
around the World. The Accounting Review 80, 1125-1162

Gebhardt, W.R., Lee. C.. Swaminathan, B., 2001. Toward an implied cost of capital. Journal of
Accounting Research 39, 135-176

Gode, D, Mohanram, P.. 2003. Inferming the cost of capital using the Ohlson—luctiner model. Review
of Accounting Studies 8, 159-431

Guedhomi, O., Mishra, [, 2009, Excess control, corporate govemance and implied cost of equity:
International evidence. Financial Keview 44, 489-534

Hail, L., Leuz, . 2006, Internotional differences in the cost of equity capial: Do legal instimtions
und securities regulation matter? Journal of Accounting Rescarch 44, 485-531

Hal, L., Leur, C_. 2008 Cost of capital effects and changes in growth expectations around U5 cross-
listings. Joumal of Financial Economics 93, 425-454

Klein, W, Bawa, V.5, 1976, The effect of estimation nsk on optimal portfolio choice. Joumal of
Financinl Ecomomics 3, 215-231

Kothan, 8, Li. X., Short, LE., 2009, The Effect of Disclosures by Management. Analysts, and
Business Press on Cost of Capital, Retum Yolatility, and Analyst Forecasts: A Study Using
Content Analysis. The Accounting Review 84, 1639-1670

Lambert, B., Leur, C.. Verrecchia, R.. 2007, Accounting information, disclosure, and the cost of
capital. Journal of Accoumting Research 45, 385420

Lawrence, A., 2011. Individoal Investors and Financial Disclosure. Working paper. University of
Toronto

Lee. ¥.-1., 2010. The Effect of Quorterly Report Readability on Information Efficiency of Stock
Prices. Working paper. Mational Tarwen University.

Lehavy, R, Li. F., Merkley, K., 201 1. The Effect of Annual Report Readability on Analyst Following
and the Propertics of Their Earnings Forecasts. The Accounting Review 86, 1087

Levitt, A, 1997 The Imponance of High Quality Accounting Standards. Securities and Exchange
commission, Washington, D.C. September 29




Li, F., 2008, Anmual report readability, current camnings, ond eamings persistence. Joumal of
Accounting and Economics 43, 221-247

Li 8. 2010. Does Mandatory Adoption of International Financial Reporting Standards in the
European Union Reduce the Cost of Equity Capital? The Accounting Review 85, 607-636

Li, X., 2004, Accounting conservatism and cost of capital: International analysis. Working Paper, Fox
School of Business, Temple University

Miller, B.P.. 20010. The Effects of Reporting Complexity on Small and Large Investor Trading.
Accounting Review 85, 2107-2143

Newey, W., West. K., 1987, A simple, positive semi-definite, heteroskedastcity and sutocorrelation
consistent covanance matrix. Econometrica 55, TO3-708

Ohlson, LA, Juettner-Nauroth, B.E., 2005. Expected EPS and EPS growth as determinantsof value.
Review of Accounting Stedies 10, 349-365

Petersen, M., 2009, Estimating standard errors in finance ponel data sets: Companng approaches,
Review of Financial Studses 22, 435480

Ramanna, K., Watts, R.L., 2011 Evidence on the Use of Unvenfiable Estimates in Required Goodwill
Impairment. Review of Accounting Studies Forthcoming

Schapiro, M., 2011, Roundiable on Intermational Financial Reportmg Standards m the United States,
Washington, D.C., July 07.

Thompson, 5.B., 201 1. Smmple formulas for standard errors that cluster by both firm and time. Journal
of Financial Econommcs 99, 1-10

Wysockl, P, 200M. Assessing camings and accruals quality: US and international evidence. Working
paper

ilad SIS L) oS jla g Qg a8 ) 3,9 e @ A 6l



http://iranarze.ir/annual+report+readability+and+cost+equity+capital

\nm»?

< TarjomeFa.Com

)3 PDF b b oS wilos b amp el OKY) odd aary clie (o 51 cdlin o)
3 sle afs gy 5 SEL dlse JlE s 5l 4B S )15 Oy e | e
tdglé oolatul 5 Ve L

oA do= i X B ) v

oSl 03 das i Sllio Cuwd &

ISI sulSil S ¥lo p yivuss )

@)l:-)v\;‘.xc CA‘:*JC&))‘ ol %j&ym q’j.\g,\:-ta-f ¢ b%jc_‘,‘g’b


http://tarjomefa.com/
http://tarjomefa.com/%D8%AF%D8%A7%D9%86%D9%84%D9%88%D8%AF+%D9%85%D9%82%D8%A7%D9%84%D9%87+isi+%D8%A8%D8%A7+%D8%AA%D8%B1%D8%AC%D9%85%D9%87+%D8%B1%D8%A7%DB%8C%DA%AF%D8%A7%D9%86
http://tarjomefa.com/%D8%AC%D8%B3%D8%AA%D8%AC%D9%88-%D8%A8%D9%87-%D8%B1%D9%88%D8%B4-%D8%AA%D8%B1%D8%AC%D9%85%D9%87-%D9%81%D8%A7
http://isidl.com/

