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ABSTRACT

This study aims to determine the effect of readability based on the length of the annual
report and the value relevance of the financial information on agency costs. The sample used
in this study were 263 firm-year from Kompas100 index. Data were analyzed using multiple
linear regression method. The result of this study indicate that the higher the number of pages,
words and characters, which reflects the poor readability of the annual report, has a negative
effect on the asset turnover ratio, which is an inverse proxy for agency costs. Furthermore, the
presence of the analyst coverage variable is able to moderate the positive effect between the
number of pages, words and characters in the annual report on the asset turnover ratio.
However, no significant effect was found during both test between value relevance to asset
turnover ratio and that are moderated by analyst coverage.
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INTRODUCTION

All public companies listed on the Indonesia
Stock Exchange (IDX) are obliged to disclose com-
pany information through annual reports. The
information from the annual report allows investors
to understand the company's financial condition,
performance and cash flow. Through the available
information, investors can evaluate the growth and
competence of the company's management [11].
Currently, annual reports are starting to develop
and contain more information in the form of narra-
tive texts. Annual reports with narrative texts are
able to represent an average of 80% of mandatory
disclosures from the company's annual report than
quantitative data [19]. The increasing use of narra-
tive information that is too much has become a
concern for investors and capital holders.

Christopher Cox, who is a former chairman of
the board of the SEC stated that investors are
turning away from reading the annual report
because of the increasing use of verbosity and
jargons [20]. This problem was also mentioned by
Warren Buffet who revealed that he often had diffi-
culty understanding what was said in the annual
report. He also speculated that the writers and
authors of the report did not understand what they
were writing or even deliberately confused the rea-
ders of the report [20].

The shift in the annual report which is incre-
asingly dominated by narrative information makes
the report longer. The annual report also includes
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more professional terms, special notes and non-
financial information that makes it difficult for
investors to understand its content [11]. This con-
dition causes information from within the company
1s not conveyed properly and causes the emergence
of information asymmetry between management
and stakeholders. As a result, investors will find it
difficult to effectively control the actions taken by
management through the information presented in
the annual report, resulting in agency costs due to
management behavior that prioritizes or maximizes
the personal interests of managers rather than
companies and investors.

Based on the description above, it is very im-
portant if the information in the annual report is
easy to read, understandable and the level of
readability is measurable. A letter form Otoritas
Jasa Keuangan (OJK) of the Republic of Indonesia
number 16/SEOJK.04/2021 part 2 point 3 states
that the annual report must be made in such a way
that it is easy to read. The importance of the role of
report readability is also mentioned in PSAK No. 1
(2019) regarding the presentation of financial state-
ments point 17 b which states that presenting infor-
mation, including accounting policies, by presenting
information that is relevant, reliable, comparable
and easy to understand. According to Chall reada-
bility is a combination of various factors that involve
interest, clarity and is easily understood by the
reader [11].

There are many measurements of readability
that apply in the world and are often used in several
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studies. However, Indonesian and English are two
different languages so that commonly used mea-
surements such as the Fog Index, Flesch Reading
Ease and Flesch-Kincaid Indices are not appro-
priate in measuring the readability of Indonesian
report. In this study, the researcher used the most
basic measurement based on the length of the
annual report in the form of the number of pages,
words and characters in measuring the readability
level of the annual report [11].

Apart from various measures of readability,
there are several studies that have revealed the
consequences of readability on agency costs. One
research states that companies with a higher level
of readability of annual reports will have lower
agency costs [11]. There is another study which
shows that readability based on the length of the
annual report does not have a significant relation-
ship with agency costs [3]. Therefore, this research
is important in testing and analyzing this relation-
ship.

In addition to the readability of the annual
report, the quality of accounting information also
has its own role in the agency relationship and
agency costs. Good-quality financial reporting helps
investors to better assess firm value, performance
and to make good investment decisions [1]. The
relevant accounting information will allows investor
to measure firm value properly so that investors
able to make their own predictions rationally about
the future return on security [15]. Therefore, the
function of accounting information presented in
financial reporting depends on the quality of finan-
cial reporting itself, which in this study uses value
relevance.

The value relevance of an accounting infor-
mation will demonstrate the effectiveness and
usefulness of the information in making optimal
economic decisions for investor. The results of
research in 2016 state that there is a negative
relationship between the relevance of information
and agency costs [14]. These results prove that if the
value relevance of information, which is one part of
the quality of information, is better, it will reduce
agency costs and reduce costs in decision making.
Although previously stated research found a nega-
tive relationship between relevance and agency
costs, the researcher considers it important to test
both relationships because the relevance model
used in the current study uses the Price Model [17].
This model is able to investigating the association of
accounting information such as earning per share,
book value and operating cash flow on company’s
stock prices [9].

Readability and value relevance are very
important so that the purpose of the annual report,
which is the delivery of company information, can be

achieved and is useful for report users in making
decisions. According to research in 2018, companies
with more readable annual reports have better
quality of information disclosure, can reduce the
level of information asymmetry faced by share-
holders and help them better at monitoring mana-
gement activities [11]. Furthermore, relevant
accounting information is information that is useful
in decisions making for investors. The point is that
when investors use existing accounting information
as a basis for making decisions, it means that inves-
tors believe in the truth of the information [12].

Based on the results from previous research
[11] and [14], and various other studies, it can be
concluded that it is very important to examine and
analyze the relationship between readability of
annual reports and value relevance to agency costs.
This study used asset turnover ratio (ATR) to proxy
the level and existence of agency costs within a
company. Although asset turnover ratio considered
an inverse proxy of agency costs, asset turnover
ratio can provide a relative and quantitative mea-
sure of the effectiveness of firm investment decisions
and the ability of the firm’s management to direct
asset to their most productive use [6].

In addition to the readability of annual reports
and value relevance, corporate governance mecha-
nisms can also reduce management's opportunistic
behavior and reduce agency costs. The governance
mechanism referred to in this study is analyst
coverage. There is an alternative view that analyst
is able to deter misreporting and control misbe-
havior within a company by servings as monitors
alongside traditional corporate governance mecha-
nisms [8].

Analyst have the means and motive to be
monitors of management behavior. Unlike investors
and most stakeholders, analyst are trained to ana-
lyze the financial information produced by compa-
nies and they have privileged access to management
in the company. Furthermore, analyst could look
reckless and their reputation suffer if their reports
and recommendations were based on manipulated
number [4]. A research in 2006 argue that there is a
negative relationship between the number of
analysts in a company and the level of asymmetry
faced by the company, it will also affect the com-
pany's funding decisions [2]. Furthermore, the test
results are also able to show that companies with
more analyst coverage tend to prefer to issue equity
compared to debt [2].

Based on the description above, this study
aims to examine and analyze the effect of reada-
bility of annual reports and value relevance with the
analyst coverage mechanism as a moderating
variable on agency costs in Indonesia. Most of
readability related studies are based on the context
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of the English speaking countries, and only few have
explored the economic consequences of annual
report readability in Indonesia. This studies also
mainly focus on the role of analyst coverage as a
financial and information intermediaries between
investor as a principal and management. Due to the
presence of analyst, investor will have a better
understanding of management performance and
competence through financial and non-financial
information in the annual report, reducing asym-
metric information between the two parties and
consequently reducing the agency cost that may
happen because of the agency problem.

The study took a sample of companies included
in the Kompasl00 index on the IDX during the
period 2016 to 2019. The sample selection was
carried out considering that the companies listed on
the Kompas100 index already cover several types of
sub-sectors from various types of industries. Accord-
ing to Kompas.id, companies that are members of
Kompas100 are companies with stocks that have
good fundamentals and performance. Not only that,
the company has a market capitalization value of
around 70-80% of the total capitalization value of all
shares traded on the IDX. The use of the Kom-
pas100 index is expected to be able to represent the
role of readability and value relevance in the annual
reports of all companies listed on the IDX during
2016 to 2019.

The effect of readability of annual reports on
agency costs

In agency theory, there is a separation between
ownership (capital holders) and control of a
company that is run by management. But there is
an assumption in agency theory which states that
all individuals have a tendency to act in their own
interests, even though there is a responsibility to the
principal. One of the reasons is because agents have
better and more complete information about the
company's values and business processes than
external parties such as investors, capital holders,
financial and non-financial institutions, and so on. If
investors do not have access to the same information
that management has, investors will find it difficult
to value new and innovative investment, as well as
difficulties in assessing the inherent risk in com-
pany’s operations and the company's current posi-
tion [18].

The existence of financial reports is expected to
convey information to shareholders who do not have
the same information as the company's manage-
ment. Therefore, the clarity of financial statements
1s important so that investors can understand the
information contained in these financial statements
and can be used for decision making [20]. [11]

argues that easier-to-read annual reports have
better disclosure quality, which can reduce the level
of information asymmetry faced by shareholders
and help shareholders to monitor management
better. It can be said that an easy-to-read annual
report can be useful in reducing the asymmetry of
existing information, thereby increasing oversight
of the company's management performance and
reducing agency costs.

The results of research in 2018 states that
there is a negative and significant relationship bet-
ween readability and agency costs. Companies with
a higher level of readability of annual reports have
lower agency costs [11]. From the explanation
above, the first hypothesis to be tested is as follows:
H1: companies with higher readability on annual
report will have lower agency costs.

The effect of value relevance on agency costs

In agency theory, there is a separation between
capital holders and the control of a company that is
run by management. But there is an assumption in
agency theory which states that all individuals have
a tendency to act in their own interests, even though
there is a responsibility to the principal. These
actions and uncertainty factors cannot be observed
directly by investors so that an accounting mecha-
nism is needed to report and monitor the perfor-
mance of these agents [14]. Through research [13]
related to agency theory, it is revealed that infor-
mation disclosure can help reduce agency conflict.

The capital market relies on credible financial
information [1]. A good quality annual reports and
financial reports can help investors measure the
value and performance of the company so that
better investment decisions can be made. However,
the existence of agency problems can result in the
content of accounting information in financial
statements being useless, so that this can weaken
the relationship between accounting information
and the value of company shares. Therefore, the
function of accounting information presented in
financial statements depends on the quality of
financial reporting itself. This is also supported by
[1], who argues that there are three important
elements of earnings quality, namely relevance,
earnings management and audit quality. Relevance
is one of two basic qualities that can make account-
ing information useful for decision making [10]. The
relationship between relevance to agency problems
has also been explored in several literatures such as:
Namazi and Rezaei (2016), Bushman and Smith
(2001), and Chuang, et al. (2010) [14]. It can be said
that relevance, which is one of the basic qualities of
financial reporting, can be an important factor in
decision making and has a negative relationship
with information asymmetry, thereby reducing
agency costs.
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The results of previous research in 2016 state
that there is a negative and significant relationship
between earnings quality criteria, one of which is
relevance to agency costs [14]. From the explanation
above, the second hypothesis to be tested:

Hs: Companies with a higher level of value rele-
vance will have lower agency costs.

Analyst coverage strengthens the relation-
ship between readability of annual reports
and agency costs

Disclosure of information in the form of annual
reports is an important communication bridge
between management and capital holders due to the
separation between ownership and control of the
company [11]. Furthermore, [11] argues that easier-
to-read annual reports have better disclosure
quality, which can reduce the level of information
asymmetry faced by shareholders and help share-
holders to monitor management better. In addition
to readability, analyst coverage is also negatively
related to information asymmetry faced by com-
panies [2]. According to [2] financial analysts can
play an important role in information asymmetry
because analysts are able to collect complex infor-
mation and convert it into a form that is more easily
understood by investors.

The relationship between analyst coverage and
information asymmetry has also been investigated
by [2] which states that companies that have a lot of
analyst coverage prefer to issue equity rather than
debt and companies are not too dependent on favo-
rable market conditions (Market timing behavior) to
issue equity. If there is less analyst coverage in the
company, which causes information asymmetry
within the company, it may open incentives and
opportunities for management to take market con-
ditions into consideration to issue equity, especially
when there is an overvaluation [2]. Furthermore,
[11] states that the negative relationship between
readability and agency costs is stronger in compa-
nies that have a moderating variable in the form of
corporate governance, one of which is analyst
coverage. From the explanation above, the third
hypothesis to be tested:

H;: Analyst coverage strengthens the negative
effect between readability and agency cost.

Analyst coverage strengthens the relation-
ship between value relevance and agency
costs

Financial reporting can help users who do not
have the ability to obtain all the financial infor-
mation they need from an entity, so that these users
rely on the information provided in financial
statements [10]. The providers of capital (both

investors and creditors) of course want the infor-
mation contained in the annual reports to be useful
in decision making, so that basic qualities are
needed in the annual report, one of which is the
value relevance. It can be said that relevance, which
is one of the basic qualities of financial reporting,
can be an important factor in decision making and
has a negative effect on agency problems in the form
of information asymmetry, thereby reducing agency
costs.

In addition to value relevance, analyst cove-
rage is also negatively related to information asym-
metry faced by the company [2]. According to [2]
financial analysts can play an important role in
information asymmetry because analyst coverage is
able to provide information that is not widely known
by market participants, such as the results of
discussions and meetings with management or the
results of visits to the company's operational sites.
This role is very important for investors and market
participants in obtaining information and monitor-
ing management performance. It can be concluded
that the existence of analyst coverage is able to
strengthen the negative relationship between value
relevance and agency costs because of the services
offered from the analyst coverage. From the expla-
nation above, the fourth hypothesis to be tested:

H,: Analyst coverage strengthens the negative
effect between value relevance and agency
costs

RESEARCH METHOD
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Figure 1. Research Model

This research design uses a quantitative
approach with the data source in the form of
secondary data obtained from the annual report.
This study uses a population of all companies that
included in the Kompas100 index in the Indonesia
Stock Exchange (IDX) during the 2016-2019
observation period. The sampling technique used in
this research is purposive sampling. The deter-
mination of the criteria is as follows: 1) Companies
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for 4 consecutive years (2016-2019) are included in
the Kompasl00 index, and 2) Companies have
complete data according to the needs of the
variables studied.

Table 1. Sampling result

Number of firm-
year observations

Companies that included in the 451
Kompas100 index
Companies that do not meet the
criteria:
1. For 4 consecutive years (2016- (143)

2019) are included in the

Kompas100 index.
2. Have complete data according to (20)

the needs of the variables studied.
Total sample 288
Observation period : 2016-2019 4 year

Source: IDX (treated)

The sample in this study contained 288 firm-
year within the 4 year observation period. In order
to fulfill the normality test so that a significance
value > 0.05 was obtained there were some outlier
data the were excluded, as a result, the total
remaining sample used in this study was 263 firm-
year samples.

The independent variables in this study were
the readability of the annual report (K1, K2 and K3)
and value relevance (R). The dependent variable in
this study is agency costs (ATR). The moderating
variable in this study is analyst coverage (A). The
control variables in this study are size, leverage and
profitability.

The following is the measurement of each
variable in this study:

e Readability of the annual report (K1; K2; K3)
K1, = Ln_pages;;
K2;; = Ln_words;;
K3;; = Ln_characters;;

Ln_pages;; Natural logarithm of the num-
ber of pages in company’s an-
nual reports at the year t

Ln_words;; Natural logarithm of the num-

ber of words in company’s
annual reports at the year t
Ln_characters;, Natural logarithm of the num-
ber of characters in company’s
annual reports at the year t

e Value relevance (R)
P11 = Bo + B1BVPS; + BEPS; +

ﬁ3CF0PSit + €t
Company share price at the year t+1
Book value divided by number of
shares at the year t

Piiiq
BVPS,,

EPS;; Income after tax divided by number
of shares at the year t
CFOPS;; Operational cash flow divided by

number of shares at the year t

e Agency cost (ATR)
Total revenue;;
ATR; =

Average total assets;;

Total revenue;; Company’s total reve-
nue at the year t

Average total assets;; Company’s average
total asset at the year
t

e Analyst coverage (A)

A Whether or not there is analyst coverage
in the company at the year t. If there is,
uses dummy 1, but if there is no data
about analyst coverage in the company,
then 0.

e Size, Leverage dan Profitability

Size;; Natural logarithm of company’s
total assets at the year t

Leverage;; Company’s total debt divided
by total assets at the year t

Profitability;,; Company’s net income divided

by total assets at the year t

To test the four hypotheses in this study, the
researcher used a multivariate dependency analysis
technique with multiple linear regression analysis.
Multivariate analysis with multiple linear
regression method was used because this study
used numerical data and in this study involved 4
independent variables and 1 dependent variable,
where there is correlation between the independent
variable and the dependent variable. So the
researchers made an equation model to measure
whether the 4 independent variables that existed
had an effect on the dependent variable. The
following is a model of multiple linear regression:
ATR = a + BK + B,R + B3A+ B (KX A) +

Bs(R X A) + BeSize + ByLeverage +
BgProfitability + ¢

ATR = Agency cost

K = Readability of the annual report (KI;
K2, K3)

R = Value relevance

A = Analyst Coverage

Size = Company’s total assets

Leverage = Company’s total debt divided by

total assets
Profitability= Company’s net income divided by
total assets
£ = errorterm
RESULTS AND DISCUSSION
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The results of descriptive statistics in this

study can be seen in table 2.

Table 2. Descriptive Statistic

Var. N Min. Max. Avrg  Std. Dev.
ATR 263 0.056 2.466 0.667 0.557
K1 263 4.510 7196  5.981 0.559
K2 263  10.132 13.199 12.007 0.555
K3 263 11.946  14.980 13.805 0.563
R 263 -2.787 1.000 0.377 0.804
A 263 0.000 1.000  0.326 0.470
Size 263  27.864 34.887 31.144 1.306
Lev. 263 0.126 0.931 0.510 0.218
Profit. 263 -0.073 0.446 0.067 0.078

Source : Annual report 2015-2019 (treated)

Table 2 describes the minimum, maximum,

mean and standard deviation of all variables in this
study. The following is an explanation of each
descriptive data of each variable used:

1.

Agency costs (ATR)

The proxy of agency costs in this study uses the
asset turnover ratio (ATR), where this figure can
reflect the efficiency of management and com-
panies in using their productive assets to gene-
rate more income. The lowest ATR is PT. Sentul
City Thk. with a value of 0.05675, while the
largest ATR is PT. Unilever Indonesia Tbk. with
a value of 2.46669. The average ATR during the
2016-2019 observation period was 0.66709 with
a standard deviation of 0.55727. The average
ATR value of 0.66709 indicates that the amount
of income that can be generated by Kompas100
companies in Indonesia is 67% of the average
total assets for the current year.

. Readability of the annual report (K1; K2; K3)

The proxy of the readability of the annual report
in this study uses the natural logarithm of the
number of pages (K1), the natural logarithm of
the number of words (K2) and the natural
logarithm of the number of characters (K3),
where these three numbers can reflect the
length and amount of information contained in
the annual report. The lowest K1, K2 and K3 is
PT. Pan Brothers Tbk., PT. Ramayana Lestari
Sentosa Tbk., and PT. Ramayana Lestari Sen-
tosa Tbk., with a value of 4,51086, 10,13222 and
11,94619, respectively. The largest K1, K2 and
K3 are PT. Bank Rakyat Indonesia (Persero)
Tbk., PT. Bank Pembangunan Daerah Jawa
Barat dan Banten (Persero) Tbk., and PT. Jasa
Marga (Persero) Thk. with a values of 7.1967,
13.19964 and 14.98022, respectively. The ave-
rage K1, K2 and K3 during the 2016-2019
observation period were 5.98109, 12.00734 and
13.80551 with standard deviations of 0.56227,
0.55580 and 0.56322, respectively. The average
values of K1, K2 and K3 which are 5.98109 (459

pages), 12.00734 (189779 words) and 13.80551
(1150655 characters) can show how long the
annual report of Kompasl00 companies in
Indonesia is.

3. Value Relevance (R)

The proxy of value relevance (R) in this study
uses the regression equation from the Price
model [17], where this figure can reflect the effect
of information on the current annual report
(confirmatory value) to predict the value of the
company in the future (predictive value). The
lowest R is owned by PT. Indocement Tunggal
Prakarsa Tbk. with a value of -2.78700. The
average R during the 2016-2019 observation
period is 0.37729 with a standard deviation of
0.80497. The greater or closer to 1 the value of R,
meaning the information in the annual report
such as balance sheet, income statement and
cash flow is more capable to predict the value of
the company in the future.

4. Analyst coverage (A)

The proxy of analyst coverage (A) in this study
uses dummy 1 and 0. If the company officially
provides complete information about the analyst
either through the company's official website or
annual report, then 1 and vice versa 0. The ave-
rage A during the 2016-2019 observation period
is of 0.32699 with a standard deviation of
0.47001. The average A value of 0.32699 can
show that only 32.699% (86 firm-years) of the
total 263 firm-year samples provide information
about analysts both on the official website and
the company's annual report.

. Size

The proxy of the control variable Size in this
study uses the natural logarithm of the com-
pany's total assets, where this number can
reflect the size of Kompas100 companies. The
lowest size is owned by PT. Kresna Graha
Investama Tbk. with a value of 27.86460, while
the largest size is owned by PT. Bank Rakyat
Indonesia (Persero) Tbk. with a value of
34,88715. The average size during the 2016-
2019 observation period is 31.14481 with a
standard deviation of 1.30696. The average size
value of 31.14481 can show the average size of
the total assets owned by the Kompasl00
company.

. Leverage

The proxy of the control variable Leverage in this
study uses the total debt divided by the
company's total assets. The lowest leverage is
owned by PT. Vale Indonesia Tbk. with a value
of 0.12642, while the largest Leverage is owned
by PT. Tower Bersama Infrastructure Thk. with
a value of 0.93124. The average Leverage during
the 2016-2019 observation period is 0.51089
with a standard deviation of 0.21804. The
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average leverage value of 0.51089 can show the
average amount of total debt compared to the
total assets of the Kompas100 company is 51.1%.
This also shows that most of the assets of the
Kompasl100 companies have been financed
through debt.
7. Profitability

The proxy of the control variable Profitability in
this study uses net income divided by the
company's total assets. The lowest profitability is
owned by PT. Eagle High Plantations Tbk. with
avalue of -0.07390, while the largest profitability
is owned by PT. Unilever Indonesia Thk. with a
value of 0.44676. The average profitability
during the 2016-2019 observation period is
0.06700 with a standard deviation of 0.07894.
The average profitability value of 0.06700 can
show that the average ability of the Kompas100
company to generate profits using its assets is
only 6.7%.

The results of the coefficient of determination
can be seen in the table below:

Table 3. Coefficient of determination test

Description R Square Adjusted R Square S.E. of reg.

Model (1)  0.5865 0.5735 0.3639
Model (2)  0.5848 0.5718 0.3646
Model (3)  0.5847 0.5717 0.3647

The results of the F test in this study can be
seen in the table below:

Tabel 4. F test

Description F-statistic Prob(F-statistic)
Model (1) 45.0515 0.00000
Model (2) 44.7340 0.00000
Model (3) 44.7169 0.00000

To test the four hypotheses in this study, the
researcher used a multivariate dependency analysis
technique with multiple linear regression analysis.
The results of the t-test of the regression model (1)
using the HAC (Newey-West) covariance method
can be seen in the table below:

Table 5. Hypothesis results (1)

Var. B Std. Error t Prob.
C 4.048 0.654 6.189 0.0000
K1 -0.098 0.057 -1.738 0.0834
R 0.020 0.048 0.420 0.6750
A -2.051 0.441 -4.653 0.0000
KixA 0.327 0.070 4.659 0.0000
RxA -0.054 0.054 -0.997 0.3194
Size -0.099 0.023 -4.309 0.0000
Lev. 0.001 0.123 0.010 0.9915
Prof. 4.667 0.350 13.300 0.0000

The results of the t-test of the regression model
(2) using the HAC (Newey-West) covariance method
can be seen in the table below :

Table 6. Hypothesis results (2)

Var. B Std. Error t Prob.
C 4.604 0.759 6.062 0.0000
K2 -0.129 0.055 -2.343 0.0199
R 0.015 0.048 0.310 0.7565
A -3.702 0.937 -3.953 0.0001
K2xA 0.300 0.076 3.968 0.0001
RxA -0.052 0.054 -0.968 0.3339
Size -0.087 0.021 -4.109 0.0001
Lev. 0.033 0.129 0.252 0.8010
Prof. 4.663 0.343 13.608 0.0000

The results of the t-test of the regression model
(3) using the HAC (Newey-West) covariance method
can be seen in the table below :

Table 7. Hypothesis results (3)

Var. B Std. Error t Prob.
C 4.795 0.818 5.863 0.0000
K3 -0.125 0.055 -2.274 0.0238
R 0.015 0.048 0.316 0.7521
A -4.229 1.064 -3.976 0.0001
K3xA 0.299 0.075 3.987 0.0001
RxA -0.052 0.054 -0.971 0.3323
Size -0.087 0.021 -4.086 0.0001
Lev. 0.030 0.129 0.235 0.8148
Prof. 4.667 0.344 13.587 0.0000

The test results from the regression models 1,
2 and 3 consistently state that the more pages,
words and characters have a negative effect on the
agency costs variable. The higher number of pages,
words and characters in the annual report or in
other words the readability of the annual report is
low, it will make it more difficult for users to obtain
valuable information (requires more time and
costly), the content of the information becomes
tedious, and difficult to understand, and eventually
reduce the reader's interest. As a result, it can
increase information asymmetry towards stake-
holders, especially investors and reduce corporate
information transparency.

Shareholders will have little information about
management competence and performance, which
results in weak oversight of management [11].
Instead of maximizing the value of the company and
shareholders by making the company's assets more
productive, management may bring up their oppor-
tunistic behavior and maximize their own interests
by way of inefficiency in investing, controlling opera-
tional inputs and outputs, and other excessive con-
sumptive behavior, hence company’s asset turnover
ratio will be negatively affected. All of these mana-
gement actions will cause agency costs. The amount
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of these costs is equal to the value lost by mana-
gement who maximize their own interests rather
than the value of the company [21].

The results of this study are also in line with
the reference research conducted by [11] argue that
the more information is disclosed in the annual
report is directly proportional to the length of the
report, resulting in users of the annual report
having a hard time to extract valuable information.
Furthermore, a long annual report will reduce the
interest of its readers, especially with the availabi-
lity of mass information that is easier to understand
about the company. Also stated in [11] that reada-
bility is a combination of various factors that involve
interest, legibility and ease of understanding by the
reader

The test results from the regression models 1,
2 and 3 consistently state that there is no significant
relationship between value relevance and agency
costs variable. Although the calculation of value
relevance in this study uses a Price model that
involves financial information such as book value
per share, earnings per share and cash flow per
share which can influence decision making on its
use, but when carrying out the supervisory function
on management, financial information alone it is
not enough. Secondly, financial information such as
book value, earnings and cash flow is closely related
to and contain management's discretionary accrual
policy. Furthermore there is a lot of non-financial
information that is closely related to management
performance that cannot be ignored nor be under-
estimated, such as: information contained in mana-
gement reports (reports from the board of directors),
information contained in company profiles (vision,
mission, and corporate values/culture; company
milestones; company strategy; management profile;
awards and certificates; and event highlights), infor-
mation contained in MDA, other non-financial
information related to intellectual capital, and so on.

Our explanation above is supported by the
results of 3 regression models where value relevance
does not have a significant relationship with the
asset turnover ratio which reflect the management
performance and an inverse proxy of agency costs.
Second, the readability of the annual report which
has a negative and significant relationship in this
study also shows the importance of non-financial
information in relation to management perfor-
mance and agency costs. Third, the mean of value
relevance in descriptive statistics is only 37% which
shows the ability of financial information to verify
the relationship between the financial information
(balance sheet, income statement and cash flow)
with the company's performance and market value
is only 37%, so that the effect of the financial
information is insufficient. The results of the current

study of course contradict the results of the refe-
rence research [14], where the results of this study
found a negative relationship between relevance
and agency costs.

The test results of regression models 1, 2 and 3
consistently state that the number of pages, words
and characters moderated by analyst coverage has
a positive and significant moderating effect on agen-
cy costs variable.

One particular form of information inter-
mediaries is analyst coverage. Analyst coverage
specifically has knowledge at the company level and
industry level, so they can assess the company's
performance presented in the annual report and
make adjustments. Furthermore, analyst coverage
is able to collect complex information and transform
it into a form that is more easily understood by
investors in the form of analyst reports and recom-
mendations from analysts. So that even though the
annual report (number of pages, words and charac-
ters) is long, analyst coverage can summarize the
information so that it is easier to read and under-
stand with a good level of readability. As a result,
the time, effort and costs required by investors are
smaller and more efficient, speeding up the decision-
making process, shareholders will have a better
understanding of the performance and competence
of management and supervision of management
through the information presented in the annual
report runs better.

The results of this study are also consistent
with [11], where analyst coverage is a governance
mechanism that can help strengthen the effect of
readability of annual reports in reducing agency
costs. The annual report is the main communication
bridge between management and investors. So that
a mechanism is needed in the form of financial and
information intermediaries to increase the credibi-
lity of the information contained in the annual
report. This mechanism is able to provide added
value, especially to investors' knowledge and under-
standing regarding the company's current and
future performance [18].

The test results of regression models 1, 2 and 3
consistently state that the value relevance moderat-
ed by analyst coverage does not significantly mode-
rate agency costs variable. Similar to the discussion
in the second hypothesis, investors in the decision-
making process do not depend solely on financial
figures, but non-financial information is also taken
into consideration. The importance of non-financial
information allows users of annual reports and
analysts to know the strategy and performance of
the company's management and examine the
company's economic capabilities at a qualitative
level. Furthermore, by analyzing non-financial
information such as strategy analysis, it is possible
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to identify the company's profit drivers and key
risks, so that it can help analysts to assess the
sustainability of the company's performance and
make realistic forecasts of future performance [18].
Those various benefits of non-financial information
can not necessarily be found in the financial figures
that occur in the financial statements. Furthermore,
the role of analyst coverage also does not necessarily
make the information more relevant than it already
1s. This is because analysts through their reports
only summarize what is relevant and presented in
the annual report into a more concise and easier-to-
understand form.

CONCLUSION

The issue of readability of annual reports has
been raised and mentioned several times by experts
and scholars in various countries, but few have
explored the impact of readability of annual reports
and the value relevance of financial information on
management performance and agency costs. The
purpose of this study is to examine and analyze the
effect of readability of annual reports and value
relevance with the analyst coverage mechanism as
a moderating variable on agency costs in Indonesia.
This research sample uses 263 firm-year samples of
Kompas 100 companies during the 2016-2019
period.

The number of pages, the number of words and
the number of characters in the annual report has a
negative effect on the asset turnover ratio. The high
number of pages, words and characters in this study
reflects the low level of readability of the annual
report. An annual report with a low level of reada-
bility can increase information asymmetry for stake-
holders (especially investors and shareholders),
reduce company information transparency, reduce
the power and efficiency of supervision on the mana-
gement opportunistic behavior. These problem will
have an impact on asset turnover ratio, where the
asset turnover ratio is low reflects the high agency
costs. This study did not find any significant
relationship between the value relevance of finan-
cial information and the asset turnover ratio.

This study also found that the presence of
analyst coverage was able to moderate the positive
influence between the number of pages, words and
characters in the annual report on the asset turn-
over ratio. Regardless of the number of pages, words
and characters in the annual report, analyst cove-
rage can summarize the information and make
necessary adjustments so that it is easier for inves-
tors to read and understand. As a result, it has an
impact on the low information asymmetry between
management and investors, supervision of manage-
ment through the information presented in the

annual report is stronger and more efficient so that
it affects the high asset turnover ratio which reflects
low agency costs. Furthermore, this study failed to
find any significant effect between value relevance
moderated by analyst coverage and asset turnover
ratio.

This study has several theoretical and practi-
cal implications. First, the result of this study are
expected to become empirical evidences and can be
a reference for further research on the same topic
related to agency cost and the main factors that
influence them such as readability of annual re-
ports, value relevance and analyst coverage. Second,
our result are expected to be useful for financial
intermediaries, information analyzers and advisors,
investors and potential investors to find out how
readability of annual reports, value relevance and
analyst coverage can affect agency costs for compa-
nies in Indonesia.

This study has some limitations, namely first,
this study only uses company that included in
Kompas100 index with only 4 years observation. As
a result, only 263 firm-year sample has been
obtained. Second, the proxy of readability on this
study used the most basic measurement based on
the length of the annual report in the form of the
number of pages, words and characters. There is
still a lack of limits or standards related to this
readability measurement. Third, the measurement
of agency costs in this study only uses the asset
turnover ratio which is an inverse proxy of agency
costs, there are many other measurements that
directly reflect agency costs.

With the limitations in this study, further
study is highly recommended to use other research
object with longer observation period that better at
represent the entire capital market in Indonesia.
Further study is also recommended to try other
measures of readability so that the impact of
readability of annual report in Indonesia can be well
explored. Further study is recommended to try
other measurement of agency cost that is related to
management performance so that studies of agency
cost in Indonesia can also be well explored.
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