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Highlights
e The readability of corporate social responsibility (CSR) information has a significant

ﬁ)_?gtlve impact on firms' credit status. o .

e readability of CSR information has a significant negative impact on firms' cost of capital.

This study employs S|]gnallng theory and agency ﬁ]eor%to_explaln the underlying relationship.

e Thisresearch is the first study in Iran to examine the impact of the readability of corporate

social re_spon3|blll1%/ non-financial) reports on corporate financing metrics. o

e Thefindings were r validated and reinforced using the altermative Flesch readability index.

e Itisrecommended that the Securities and Exchange Organization develop guidelines for
the plain-language writing of corporate social responsibility reports.

e Readable reports reduce information risk and enhance market trust. )

e Akey limitation of the study is its focus on firms with voluntary disclosure, which may
introduce a sample selection bias.

Abstract

The disclosure of corporate social responsibility (CSR) information is increasingly
becoming mainstream in corporate reporting. However, limited research has been conducted
on the value and informational content of these disclosures. On the other hand, evidence
suggests that the motivation for CSR disclosure by companies influences their financin
conditions. Accordingly, this study aims to examine the impact of the readability of CS|
information on companies’ credit ratings and cost of capital, specifically as the cost of
borrowing. The research data were collected for 146 companies over aseven-year period from
2016 to 2024, sourced from the Comprehensive Database of Listed Companies 'ngodaI),
disclosed CSR reports on company platforms, interpretive reports, and financial data from the
Rahavard Novin software. The results indicate that the readability of CSR information has a
significant and positive impact on companies’ credit ratings and cost of capital. These findings
were further validated and reinforced through sensitivity analysis tests. Overall, the results
demonstrate that companies with strong CSR performance and readable CSR disclosures can
|mSpro_ve their credit ratings and reduce their cost of capital. In other words, the readablllmt%/_ of
CSR information serves as a signaling tool to the market, reducing financing risks, which
aligns with the principles of signaling theory and the disclosure hypothesis.
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Introduction

Corporate social responsibility (CSR) reporting has become
mainstream, yet the economic value of its readability remains
underexamined. This study investigates how the textual clarity of CSR
disclosures influences firm creditworthiness and cost of equity within
Iran’s emerging market context. Grounded in Signaling Theory and
Agency Theory, we argue that readable CSR reports reduce information
asymmetry and signal managerial transparency, thereby lowering
perceived risk. The hypotheses are: (H1) CSR readability improves credit
status; (H2) CSR readability reduces cost of capital.

Methodology

We employ a quantitative panel research design using data from 146
Tehran Stock Exchange-listed firms (2016-2024; 1,314 firm-year
observations). CSR readability is measured via the Persian-adapted
Gunning Fog Index (FOG-CSR). Credit status (EMS) is calculated using a
multi-factor accounting model, and cost of equity (CE) is derived from the
Gordon Growth Model. Control variables include size, profitability,
leverage, liquidity, governance, and bankruptcy risk. Panel fixed-effects
regression with GLS correction was applied after diagnostic tests
confirmed its suitability.

Results

Descriptive statistics show CSR reports are generally complex (mean
FOG=15.49). Regression results strongly support both hypotheses:

H1: FOG-CSR coefficient = 0.0442 (p=0.0497), confirming that better
readability enhances credit status.

H2: FOG-CSR coefficient = -0.022 (p=0.0234), confirming that better
readability lowers cost of equity.

Robustness checks using the Flesch Readability Index yielded
consistent results, reinforcing the findings.
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Discussion and Conclusion

Readable CSR disclosures serve as credible signals of transparency
and lower risk, leading to tangible financial benefits: improved credit
ratings and reduced financing costs. This study advances the literature
by shifting focus from disclosure quantity to qualitative readability in
non-financial reporting. Practical implications suggest that managers
should prioritize clarity in CSR communication, and regulators should
consider readability guidelines. A key limitation is the sample’s
restriction to voluntary disclosure firms, which may introduce
selection bias. Future research should examine cross-contextual
variations and the role of assurance in enhancing the credibility of
readable reports.
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