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ABSTRACT

This study examines the impact of firm characteristics specifically firm size, firm age, and
profitability on the level of financial disclosure among Non-Banking Financial Companies
(NBFCs) in India. The objective is to assess how these factors influence disclosure level,
measured through a disclosure index based on key items related to corporate
governance, financial performance, and regulatory compliance. Data from 10 prominent
NBFCs, including Bajaj Finance and HDFC Ltd etc., were collected from their Annual
Reports for 2023. Multiple regression analysis was used to evaluate the effect of firm size,
firm age, and profitability (measured by ROA and net profit margin) on the disclosure
score. Descriptive statistics show wide variation in firm size (mean: ¥1134.70 crore), firm
age (mean: 28.9 years), and ROA (mean: 3.63%). The disclosure score ranges from 0.46
to 0.82, with a mean of 0.67. Regression results indicate that firm size (§ = 0.025, p < 0.05)
and firm age ( = 0.015, p < 0.01) significantly positively influence disclosure, while ROA
(B=0.020, p < 0.05) shows a smaller impact. The net profit margin was not significant (p
> 0.05). The model explains 72% of the variance in disclosure scores (R* = 0.72),
highlighting the importance of these firm characteristics in promoting financial
transparency among NBFCs.

Keywords: NBFC, Disclosure Index, Disclosure Score and Firm Characteristics

1. INTRODUCTION

The role of Non-Banking Financial Companies (NBFCs) in India's financial
ecosystem has become increasingly prominent, particularly in providing financial
services to segments that traditional banks often overlook. NBFCs contribute
significantly to economic growth by extending credit to rural areas, small and
medium-sized enterprises (SMEs), and individuals who may not have access to
banking services. Given the sector's growing importance, the need for enhanced
disclosure practices has gained significant attention from regulators and market
participants (Reserve Bank of India, 2022). Disclosure practices are essential as
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they ensure transparency, reduce information asymmetry, and help stakeholders,
including investors and regulators; make informed decisions (Healy & Palepu,
2001). Corporate disclosures, both voluntary and mandatory, provide crucial
insights into a firm's financial health, risk management practices, and corporate
governance standards. The level of disclosure, however, can vary widely among
firms, and this variation often depends on specific firm characteristics, such as size,
age, and profitability (Sengupta, 2004).

Research has consistently shown that larger firms tend to have more
comprehensive disclosure practices due to increased scrutiny from regulators and
investors (Watts & Zimmerman, 1986). Larger firms also face higher agency costs,
leading to a greater need for transparency (Jensen & Meckling, 1976). Similarly,
older firms may exhibit more established disclosure practices due to their longer
presence in the market and better-developed governance structures. However, the
relationship between profitability and disclosure is less clear, as profitable firms
may have varying incentives for disclosure depending on their strategic goals and
market positioning (Lang & Lundholm, 1993). In India, NBFCs are subject to
regulatory requirements set by the Reserve Bank of India (RBI), which mandates
certain disclosure standards to ensure the stability of the financial system (Reserve
Bank of India, 2022). Despite these requirements, there is evidence that disclosure
practices among NBFCs vary significantly, influenced by firm-specific
characteristics. This study seeks to explore the relationship between firm
characteristics such as firm size, age, and profitability and the level of disclosure
among NBFCs in India. The analysis is conducted using a disclosure index, which
quantifies the extent of disclosure in annual reports and enables a comparison
across firms.

The findings of this study will have implications for regulators, policymakers,
and investors by providing insights into the determinants of transparency within
the NBFC sector. By understanding how firm characteristics impact disclosure
levels, regulators can design policies to encourage better disclosure practices,
particularly among smaller or younger NBFCs that may currently lag in
transparency.

2. PROBLEM STATEMENT

Despite the critical role of NBFCs in India's financial sector, there is a lack of
research focusing on the determinants of disclosure practices within this sector.
Specifically, the impact of firm characteristics like size, age, and profitability on
disclosure levels has not been extensively studied. This gap makes it difficult to
understand the factors driving transparency in NBFCs, which can have implications
for investors, regulators, and other stakeholders.

3. OBJECTIVE OF THE STUDY

The primary objective of this study is to investigate the relationship between
firm characteristics such as size, age, and profitability and the disclosure levels of
NBFCs in India. Using a disclosure index, this study will calculate the disclosure
scores of a sample of NBFCs and analyze how these scores correlate with their firm-
specific characteristics.
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4. WORKING HYPOTHESIS
The working hypotheses for this study are:

e H1: There is a positive relationship between firm size and the level of
disclosure among NBFCs.

o H2: There is a positive relationship between firm age and the level of
disclosure among NBFCs.

o H3: Profitability is positively associated with the level of disclosure among
NBECs.

5. SIGNIFICANCE OF THE STUDY

This study contributes to the existing body of knowledge by addressing the gap
in understanding the determinants of disclosure practices among NBFCs in India.
The findings are expected to be valuable to regulators aiming to enhance
transparency, investors seeking more reliable information, and policymakers who
wish to ensure greater accountability in the NBFC sector. Additionally, the study
may serve as a basis for future research in other sectors or regions (Jensen &
Meckling, 1976; Sengupta, 2004).

6. LITERATURE REVIEW

The examination of corporate disclosure practices has gained significant
attention over the past few years, particularly with the growing emphasis on
transparency in financial reporting. In recent studies, disclosure levels have been
linked to various firm characteristics, such as size, age, profitability, and governance
structures. These studies provide insights into how different factors influence
disclosure practices, particularly in the financial services sector, including Non-
Banking Financial Companies (NBFCs).

A review of recent literature indicates that firm size continues to play a crucial
role in determining the level of disclosure. Larger firms are found to disclose more
information, likely due to higher regulatory scrutiny and the need to maintain
market confidence. For example, Rajak and Pandey (2021) argue that large NBFCs
in India are more likely to adopt enhanced disclosure practices because they are
under constant observation by regulators, investors, and rating agencies. This is
consistent with the broader literature on agency theory, which suggests that larger
firms are more prone to agency conflicts and, therefore, tend to be more transparent
to mitigate information asymmetry (Chakraborty & Banerjee, 2022).

In terms of profitability, the evidence is more mixed. Several studies from the
last five years have examined whether more profitable firms tend to disclose more
information. Das and Goswami (2020) found that profitable NBFCs are more likely
to engage in voluntary disclosures to signal their financial health to investors and
creditors. However, Kumar and Sharma (2022) found no significant relationship
between profitability and disclosure levels, suggesting that the decision to disclose
may be driven by other strategic considerations rather than financial performance
alone.

The relationship between firm age and disclosure practices has also been
explored in recent studies. Older firms, due to their established market presence
and longer history of regulatory compliance, are generally expected to have more
enhanced disclosure practices. This is supported by the findings of Sen and Dutta
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(2021), who note that older NBFCs tend to have more developed governance
structures, which in turn leads to better compliance with disclosure requirements.
However, newer firms, particularly those backed by technology, may also embrace
transparency as a strategy to gain investor trust, as noted by Bhatt and Roy (2023)
in their study of fintech NBFCs.

Recent research has also emphasized the impact of regulatory changes on
disclosure practices. The Reserve Bank of India (RBI) has introduced several
reforms aimed at improving transparency in the financial sector, particularly
following the IL&FS crisis in 2018. This regulatory push has compelled NBFCs to
enhance their disclosure practices, irrespective of firm-specific characteristics (RBI,
2021). Kumar et al. (2023) highlight that these regulatory reforms have led to a
marked increase in the quality of disclosures across NBFCs, with smaller and less
profitable firms showing noticeable improvements in their reporting practices.
Digital transformation and the adoption of new technologies have affected
disclosure practices. According to Mehta and Singh (2023), NBFCs that invest in
digital tools for financial reporting tend to have more comprehensive and timely
disclosures. These technologies allow firms to meet regulatory requirements more
efficiently while also enhancing their voluntary disclosures to attract investors.

Overall, the literature from the last five years underscores the importance of
firm size, regulatory pressure, and digital transformation in shaping the disclosure
practices of NBFCs. However, the evidence on profitability and firm age remains
mixed, suggesting that further research is needed to fully understand the nuances
of how these characteristics influence disclosure behavior.

7. RESEARCH GAP

Despite the growing body of literature on disclosure practices in the financial
sector, limited research specifically examines the relationship between firm
characteristics and disclosure levels within Non-Banking Financial Companies
(NBFCs) in India. While studies have explored the impact of size, age, and
profitability on disclosure in general, their findings are often inconsistent,
particularly concerning NBFCs (Das & Goswami, 2020; Kumar & Sharma, 2022).
Additionally, although regulatory changes post-2018 has improved transparency in
the NBFC sector, there is a lack of empirical research examining how these reforms
interact with firm-specific characteristics to shape disclosure practices (Kumar et
al,, 2023; RBI, 2021). Furthermore, the role of digital transformation in enhancing
disclosure has been highlighted, yet its integration with traditional firm
characteristics remains underexplored (Mehta & Singh, 2023). Thus, this study
addresses these gaps by analyzing how firm characteristics such as size, age, and
profitability influence disclosure levels in NBFCs, using a disclosure index for a more
granular analysis.

8. THEORETICAL FRAMEWORK

The theoretical foundation of this study is built on two key theories that explain
the relationship between firm characteristics and disclosure levels: Agency Theory
and Signaling Theory.

8.1. AGENCY THEORY

Agency theory suggests that there is a conflict of interest between the owners
(principals) and managers (agents) of a firm, leading to information asymmetry
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(Jensen & Meckling, 1976). In the context of Non-Banking Financial Companies
(NBFCs), disclosure practices serve as a mechanism to reduce this asymmetry.
Larger firms, for example, are subject to greater regulatory scrutiny and have a more
complex ownership structure, which increases the potential for agency conflicts
(Chakraborty & Banerjee, 2022). Therefore, these firms are more likely to engage
in comprehensive disclosures to mitigate these conflicts and align the interests of
shareholders and management. Similarly, older firms may have more established
governance structures, allowing them to better manage agency conflicts through
robust disclosure practices (Sen & Dutta, 2021). Furthermore, as regulatory
environments evolve, such as with the Reserve Bank of India’s post-2018 reforms,
firms are compelled to enhance their disclosure levels to comply with governance
requirements (RBI, 2021).

8.2. SIGNALING THEORY

Signaling theory posits that firms with superior performance or attributes will
voluntarily disclose more information to signal their quality to the market (Spence,
1973). This is particularly relevant in the context of NBFCs, where more profitable
firms may voluntarily disclose more information to distinguish themselves from less
profitable competitors (Das & Goswami, 2020). By disclosing detailed financial
and governance information, these firms can signal their financial health and
stability to investors and creditors, thereby attracting more investment and
favorable borrowing terms (Kumar & Sharma, 2022). In the digital age, firms that
adopt advanced technologies for reporting are better positioned to leverage
disclosure as a signaling tool. Digital transformation allows firms to produce more
timely and accurate disclosures, enhancing their ability to communicate
transparency and accountability (Mehta & Singh, 2023). This is particularly
important for newer firms that lack the credibility of established NBFCs but can use
disclosure to signal their commitment to good governance and compliance.

8.3. INTEGRATION OF THEORIES

Both agency and signaling theories are complementary in explaining the
disclosure behavior of NBFCs. Agency theory highlights the role of firm size and age
in shaping disclosure practices as mechanisms to reduce information asymmetry,
while signaling theory emphasizes profitability and digital transformation as
drivers of voluntary disclosure to enhance market perception. Regulatory
frameworks, particularly those implemented by the Reserve Bank of India, also play
a crucial role in moderating these relationships by setting baseline disclosure
requirements (Kumar et al., 2023).

This theoretical framework underpins the present study’s examination of how
firm characteristics such as size, age, and profitability influence the disclosure levels
of NBFCs in India. By using a disclosure index to quantify the extent of information
disclosed, this study will provide empirical evidence on how these theoretical
concepts manifest in practice.

9. RESEARCH METHODOLOGY

This study aims to analyze the relationship between firm characteristics and
disclosure levels of Non-Banking Financial Companies (NBFCs) in India, using a
disclosure index. The following subsections detail the methodology applied in the
research.
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9.1. SAMPLE SELECTION

The sample consists of 10 prominent NBFCs in India, including well-known
firms like Bajaj Finance, HDFC Ltd, Muthoot Finance, and Cholamandalam etc.
These firms were selected based on their relevance in the Indian NBFC sector and
availability of data. The dataset includes financial information such as total assets,
return on assets (ROA), net profit margin, and disclosure scores from their final
accounts for the year 2023. The data for this study is extracted from public financial
statements and annual reports available on official company websites and public
financial databases.

9.2. VARIABLES AND MEASUREMENT

The dependent variable in the study is the Disclosure Score, which is
calculated using a disclosure index. This index includes both mandatory and
voluntary disclosure items, focusing on areas such as corporate governance, risk
management, and compliance. Each firm is scored on a scale of 0 to 1, where 0
represents no disclosure and 1 represents full disclosure for the items in the index.

The independent variables are firm characteristics:

e Firm Size: Measured by the total assets of the firm (X Crore).

e Firm Age: Measured as the number of years since the firm’s incorporation.
¢ Profitability: Measured using ROA (%) and Net Profit Margin (%).

And Dependent Variable (DV):

e Disclosure Score (0-1 scale)
Statistical Analysis:

The analysis employs multiple regression techniques using SPSS 2016 software
to determine the impact of firm characteristics on disclosure levels. The regression
model used is:

e Model Equation:

Disclosure Score = 30 + 31 x Firm Size + 32 x Firm Age + 33 x Profitability
+e

Where:

e Disclosure Score is the dependent variable,

e B0 is the intercept,

e 1, B2, B3 are the coefficients for the independent variables,

e ‘€’ isthe error term.

10. DATA ANALYSIS AND RESULTS
10.1. FIRM CHARACTERISTICS AND DISCLOSURE SCORES OF
SELECTED FINANCIAL FIRMS:
This table provides data on firm characteristics, such as total assets, age, and

profitability, alongside their respective Disclosure Scores, highlighting the
variations in disclosure practices among selected financial firms.
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Table 1

Table 1 Firm Characteristics and Disclosure Scores of Selected Financial Firms

Firm Name Total Assets Firm Age ROA Net Profit Disclosure
X Crore Years % Margin (% Score (0-1

***Bajaj Finance

HDFC Ltd 797 16 4.8 13.18 0.77

Muthoot Finance 672 14 3.19 13.59 0.75

Shriram 1343 37 4.72 16.56 0.55
Transport

Manappuram
Finance

L&T Finance 1023 36 3.42 19.64 0.46

Aditya Birla 1490 4.36 18.96
Capital

Sundaram Finance 1614 1.92 16.4
Mahindra Finance 862 21 2.83 19.95

Cholamandalam 764 38 2.93 17.28 0.68
Source: Compiled by author using data’s from final accounts for the year 2023.

Interpretation: The table shows the firm characteristics and Disclosure Scores
of selected financial firms, highlighting their compliance with disclosure standards
related to corporate governance, risk management, and compliance. Disclosure
Scores, ranging from 0 to 1, do not consistently correlate with firm size, age, or
profitability, indicating that these factors alone do not determine a firm'’s disclosure
level. Bajaj Finance and Sundaram Finance have high disclosure scores (0.82 and
0.78, respectively), reflecting strong compliance, whereas firms like L&T Finance
(0.46) and Manappuram Finance (0.52) score lower, suggesting areas for
improvement. This suggests that firm' disclosure practices vary widely, influenced
by more than just their basic characteristics.

***Hypothetical Calculation of the Disclosure Score for Bajaj Finance:

The Disclosure Score of 0.82 for Bajaj Finance is based on a qualitative
assessment using a disclosure index that evaluates both mandatory and voluntary
disclosure items related to corporate governance, risk management, and
compliance. The general process can be understood through the following
hypothetical scoring framework.

Steps to Calculate the Disclosure Score

1) Identify Items in the Disclosure Index: The index contains 44 items such
as Board Composition, Risk Management Policies, Compliance with Laws,
Environmental Disclosures, etc, and each scored on a scale as follows:

e Full Disclosure = 1 point
e Partial Disclosure = 0.5 points
e No Disclosure = 0 points
2) Scoring Each Item for Bajaj Finance:
o Full Disclosure: Bajaj Finance fully discloses 32 items.
e Partial Disclosure: Bajaj Finance partially discloses 8 items.
¢ No Disclosure: Bajaj Finance does not disclose 4 items.
3) Calculate Total Score:

e Full Disclosure: 32 items x 1 point = 32 points.
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e Partial Disclosure: 8 items x 0.5 points = 4 points.
e No Disclosure: 4 items x 0 points = 0 points.

Total score = 32 + 4 + 0 = 36 points.

4) Normalize the Score: To bring this score to a 0-1 scale, divide by the
maximum possible score:

Disclosure Score = Total Score / Maximum Possible Score = 36/44 = 0.82.

10.2. DATA AND DESCRIPTIVE STATISTICS

The descriptive statistics highlight variability in firm size, age, and profitability,
which will be further explored through the regression analysis. Descriptive statistics
were calculated to understand the general characteristics of the sample. The mean
total assets of the NBFCs are X1,134.70 crore, while the average firm age is 28.9
years. The average ROA is 3.63%, with a mean net profit margin of 15.36%. The
mean disclosure score across the sample is 0.67, indicating a moderate level of
transparency among the NBFCs.

Table 2

Table 2 Descriptive Statistics of Firm Characteristics and Disclosure Scores

Variable Mean Median Standard Deviation Min Max
Firm Age (Years 28.9 35.5 10.21 14 38
ROA (% 3.63 3.56 0.94 1.92 4.8

Net Profit Margin (% 15.36 16.48 4.06 8.05 19.95

Disclosure Score (0-1 0.67 0.715 0.46 0.82
Source: Compiled by author using SPSS-16 software.

Interpretation: This table presents the descriptive statistics for firm
characteristics and Disclosure Scores of the selected financial firms. The average
total assets of the firms are X1,134.7 crore, with a standard deviation of ¥378.48
crore, indicating variability in firm size. The average firm age is approximately 28.9
years, with ages ranging from 14 to 38 years. Profitability metrics show an average
ROA of 3.63% and a mean Net Profit Margin of 15.36%, highlighting moderate
profitability levels. The Disclosure Score, which measures the extent of compliance
with disclosure standards, has a mean of 0.67 and ranges from 0.46 to 0.82,
reflecting differences in the firms' disclosure practices. The standard deviation of
0.13 suggests that there is some variability in disclosure levels among the firms, with
most scores clustering around the mean.

10.3. REGRESSION ANALYSIS RESULTS OF FIRM
CHARACTERISTICS ON DISCLOSURE SCORE:
This table presents the results of a regression analysis assessing the impact of
firm characteristics, including size, age, and profitability, on their Disclosure Scores.

The findings highlight which factors significantly influence the level of disclosure
among the firms studied.

Table 3

Table 3 Regression Analysis Results of Firm Characteristics on Disclosure Score

Variable Coefficient (f Standard Error t-Statistic p-Value

Intercept . <0.01
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Firm Size 0.025 0.01 2.5 <0.05

Firm Age 0.015 0.005 3 <0.01

Profitability (ROA) 0.02 0.008 2.5 <0.05
R-Squared 0.72

Source: Compiled by author using SPSS-16 software.

Interpretation: This table presents the results of a multiple regression analysis
examining the impact of firm characteristics on the Disclosure Score. The intercept
is statistically significant (p < 0.01), indicating that firms start with a baseline
Disclosure Score of 0.2 when all other variables are zero. Firm Size has a positive
coefficient ( = 0.025) and is significant (p < 0.05), suggesting that larger firms tend
to have higher disclosure levels. Firm Age also positively affects disclosure (§ =
0.015) with high statistical significance (p < 0.01), indicating that older firms are
more likely to comply with disclosure standards. Profitability measured by ROA
shows a significant positive relationship (f = 0.02, p < 0.05), suggesting more
profitable firms disclose more information. However, the Net Profit Margin, though
positive, is not statistically significant (p > 0.05), indicating it does not significantly
impact disclosure. The R-squared value of 0.72 indicates that 72% of the variability
in the Disclosure Score is explained by the model, demonstrating a strong fit.

10.4. HYPOTHESIS TESTING RESULTS

This table summarizes the hypothesis testing results on how firm
characteristics, such as size, age, and profitability, influence the level of disclosure
among NBFCs. The results indicate which factors significantly affect disclosure
practices based on statistical analysis.

Table 4
Table 4 Hypothesis Testing Results

Hypothesis Coefficient t- p- Result Conclusion
Statistic  Value

H;: There is a positive . . Accepted Firm size
relationship between firm significantly
size and the level of impacts
disclosure among NBFCs disclosure (p <
H,: There is a positive 0.015 3 <0.01 Accepted Firm age
relationship between firm significantly
age and the level of impacts
disclosure among NBFCs disclosure (p <
0.01

Hs: Profitability is . . Accepted Profitability
positively associated with (ROA)
the level of disclosure significantly
among NBFCs (Measured impacts

[VANOLN disclosure (p <

Source: Compiled by author using SPSS-16 software.

Interpretation: This table summarizes the hypothesis testing results
regarding the relationship between firm characteristics and the level of disclosure
among Non-Banking Financial Companies (NBFCs). Hypothesis H;, which posits a

ShodhKosh: Journal of Visual and Performing Arts 480


https://www.granthaalayahpublication.org/Arts-Journal/index.php/ShodhKosh

“Relationship between Firm Characteristics and Disclosure Level: A Study with Special Reference to Non-Banking Financial Companies in India"

positive relationship between firm size and disclosure level, is accepted (8 = 0.025,
p < 0.05), confirming thatlarger firms tend to disclose more information. Hypothesis
H,, which suggests a positive link between firm age and disclosure, is also accepted
(B=0.015, p < 0.01), indicating that older firms are more compliant with disclosure
standards. Lastly, Hs;, which examines the relationship between profitability
(measured by ROA) and disclosure, is accepted as well (8 = 0.02, p < 0.05), showing
that more profitable firms tend to have higher disclosure levels. Overall, the results
support the conclusion that firm size, age, and profitability significantly influence
the level of disclosure among NBFCs, enhancing transparency in their reporting
practices.

11. CONCLUSION

The multiple regression analysis demonstrates that firm size, firm age, and
profitability (ROA) are significant predictors of disclosure levels among NBFCs.
Firm size has a coefficient of 0.025 (p < 0.05), indicating that larger firms tend to
have higher disclosure scores. Firm age also shows a significant positive
relationship with disclosure (B = 0.015, p < 0.01), suggesting that older firms are
more likely to adhere to better disclosure practices. Profitability, as measured by
ROA, has a coefficient of 0.020 (p < 0.05), suggesting a positive but smaller impact.

Interestingly, the net profit margin was not found to be a significant predictor
of disclosure (p > 0.05), implying that profitability metrics like ROA may play a
more critical role than profit margins in influencing transparency. The model
explains 72% of the variance in disclosure scores (R?* = 0.72), demonstrating a
strong relationship between these firm characteristics and their disclosure
practices. These findings suggest that larger, older, and more profitable firms tend
to be more transparent, offering insights for regulators to focus on firm
characteristics when promoting better disclosure in the NBFC sector.
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