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Measuring the Impact of Annual Financial Reports Readability on the Cost of Capital: An Empirical
Study on Non-Financial Companies Listed on Kuwait Stock Exchange
Abstract:
Study objective

Measuring the impact of annual financial reports readability on the cost of capital in non-financial
companies listed on Kuwait Stock Exchange.

Design and methodology:

The study used content analysis to examine financial annual reports readability of listed companies
in the Kuwaiti capital market during the period from 2019 to 2021, making a total of 270 observations
to test the study hypotheses reflecting the impact of financial annual reports readability on the cost of
capital. Multiple regression was used in the analysis of the study results.

Findings and recommendations:

The results of study showed that readability of annual financial reports is influenced by many factors
including management characteristics, company strategy and performance, earning management
practices, audit quality. The study results also showed a negative and significant relation between
annual financial report readability and the cost of capital. Based on these results, the study highly
recommends the motivating of companies to disclose only the necessary information with the
consideration of linguistic characteristics and the writing style of the annual financial reports. The study
also recommends, the evaluation of the companies’ current disclosure model to limit unnecessary
disclosures in order to reduce any factors decreasing their readability.

Limitations:

The study results are limited to examining the impact of annual financial reports readability on the
cost of capital in non-financial companies listed on Kuwait Stock Exchange during the period from
2019 to 2021.

Practical Implications:

This study shall be of interest to Kuwaiti requlatory and professional bodies as it will help in addressing
the problem of increasing the volume of annual reports and their reduced readability, the study finding
will also help in the developing of an accounting standard that can specify the necessary information
that should be disclosed, their linguistic features and writing style that should be adhered to when
preparing annual financial reports.

Originality:

This study contributes to the accounting literature by analyzing in an integrated approach the
relationship between the readability of annual financial reports and the cost of capital in the Kuwaiti
business environment, as an example of emerging economies in the MENA region.

Keywords:
Annual financial reports readability, indices for measuring financial reports readability, cost of capital,
Kuwaiti business environment.
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**,_ Correlation is significant at the 0.01 level (1-tailed).
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