Journal of Financial Management Strategy <&
Alzahra University
YVol. 9, No. 33, Summer 2021 "

ALZAMRA
pp. 201-223 ﬁmnsm

Modeling the Moderating Role of Corporate Governance in
the Relationship between Financial Reporting Readability
and Agency Cost

Research Paper

Mohammad Norouzi!, Kaveh Azinfar?, Ebrahim Abbasi3, Iman Dadashi4

Received:  2019/26/02 Accepted:  2019/14/07

Abstract

Today, in developing countries, corporate governance mechanisms are seen as a
regulatory factor for the company. According to the representation theory, the first
problem with representation is the existence of a conflict of interests between the
shareholder and the manager. The listed companies are of a high level of disclosure
quality because it can reduce the asymmetry of information that shareholders face and
help them better manage it. Therefore, one of the factors that can affect the cost of
corporate representation is the readability financial reporting. Therefore, based on this
argument, the present study uses a structural equation modeling approach to examine
the relationship between financial reporting readiness and the cost of corporate
representation and the study of the effect of corporate governance moderation on this
relationship. In so doing, three indicators of Flash, Gunning Fugue Index and Text
Length Index were used to measure financial reporting readability of the company. The
statistical sample of this study consists of 696 Year-Company accepted companies in
Tehran Stock Exchange between 2012 and 2017. Following reassuring the
appropriateness of the measurement and structural models of the research, the findings
suggest that readability of financial reporting reduces the cost of corporate
representation. In addition, the results show that corporate governance exacerbates the
negative relationship between Financial Reporting Readability and Agency Cost.
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