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Abstract

The convergence of Indian accounting practices with global standards has enhanced the
importance of transparent financial reporting, particularly in the area of cash flow disclosures
governed by Indian Accounting Standard (Ind AS) 7. This study examines the determinants of
compliance with Ind AS 7 among companies listed in the NIFTY 50, representing the largest
and most influential firms in India. The study is based on a panel dataset comprising 50
companies over a period of five years (2019-2023), resulting in 250 firm-year observations.
A compliance index is constructed using disclosure requirements prescribed under Ind AS 7,
and multiple regression analysis is employed to examine the impact of firm-specific and
governance-related variables on compliance levels. The findings reveal that firm size,
profitability, board independence, audit committee size, and ESG performance have a
significant positive influence on compliance, while financial leverage exhibits a significant
negative relationship. The regression model demonstrates strong explanatory power, indicating
that both financial strength and governance mechanisms play a crucial role in determining
disclosure practices. Additionally, sector-wise analysis indicates significant variations in
compliance across industries. The study contributes to the existing literature by providing
empirical evidence on cash flow disclosure compliance in the Indian context and highlights the
importance of governance and sustainability factors in enhancing financial transparency. The
findings have important implications for regulators, policymakers, and corporate stakeholders
in strengthening compliance frameworks and improving the overall quality of financial
reporting.
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NIFTY 50; Financial Reporting; Panel Data Analysis

CHAPTER 1: INTRODUCTION

The increasing integration of global financial markets has intensified the need for high-quality,
transparent, and comparable financial reporting practices. In response to this demand, many
countries have aligned their domestic accounting frameworks with International Financial
Reporting Standards (IFRS). India, as a rapidly growing emerging economy, has undertaken a
similar transition through the adoption of Indian Accounting Standards (Ind AS), thereby
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enhancing the credibility and comparability of financial statements of Indian companies in the
global arena.

Within this framework, Indian Accounting Standard (Ind AS) 7 assumes significant importance
as it governs the preparation and presentation of the statement of cash flows. Unlike accrual-
based financial statements, cash flow statements provide a clear and objective view of actual
cash movements within an organization, categorized into operating, investing, and financing
activities. This classification enables stakeholders to evaluate a firm’s liquidity position,
operational efficiency, and financial adaptability in a more meaningful manner.

The relevance of cash flow information has increased substantially in modern financial
analysis, as it offers insights beyond traditional profitability measures. Investors and analysts
rely heavily on cash flow disclosures to assess a company’s ability to generate sustainable cash
flows, meet its obligations, and finance future growth. Consequently, compliance with Ind AS
7 is not only a statutory requirement but also a critical determinant of financial reporting quality
and corporate transparency.

In the Indian regulatory environment, institutions such as the Securities and Exchange Board
of India play a pivotal role in enforcing disclosure standards and ensuring that listed companies
adhere to prescribed accounting norms. Despite such regulatory oversight, variations in
compliance levels are observed across firms due to differences in size, financial structure,
governance practices, and strategic priorities. Larger firms with greater public visibility and
resource availability may exhibit higher compliance, whereas firms with higher leverage or
weaker governance structures may demonstrate relatively lower adherence to disclosure
requirements.

Furthermore, the growing emphasis on corporate governance and sustainability has introduced
additional dimensions influencing compliance behavior. Factors such as board independence,
audit committee effectiveness, and environmental, social, and governance (ESG) performance
are increasingly recognized as critical drivers of transparent financial reporting. These elements
not only strengthen internal control mechanisms but also enhance stakeholder confidence in
the credibility of financial disclosures.

Against this backdrop, the present study focuses on examining the determinants of compliance
with Ind AS 7 among companies listed in the NIFTY 50, which represent the largest and most
actively traded firms in India. These companies serve as benchmarks for corporate governance
and financial reporting practices, making them an ideal sample for empirical investigation. By
analyzing firm-specific and governance-related factors, the study aims to provide a
comprehensive understanding of the drivers influencing compliance with cash flow disclosure
requirements.

Thus, the study contributes to the existing literature by offering empirical evidence on the
interplay between financial characteristics, governance mechanisms, and accounting
compliance in the Indian context. It also provides practical insights for regulators,
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policymakers, and corporate stakeholders in strengthening disclosure practices and improving
the overall quality of financial reporting.

1.1 Background of the Study

The evolution of financial reporting has been significantly influenced by globalization,
technological advancements, and the increasing demand for transparency in corporate
disclosures. In order to ensure uniformity and comparability in financial statements across
countries, several economies have adopted or converged with International Financial Reporting
Standards (IFRS). India, in its pursuit of aligning with global best practices, introduced Indian
Accounting Standards (Ind AS), which are largely converged with IFRS and aim to enhance
the quality, reliability, and transparency of financial reporting.

Among the various accounting standards, Indian Accounting Standard (Ind AS) 7 holds a
crucial position as it mandates the disclosure of cash flow information under three major
categories: operating, investing, and financing activities. The statement of cash flows provides
stakeholders with valuable insights into the liquidity position, financial flexibility, and cash-
generating ability of an enterprise. Unlike accrual-based accounting measures, cash flow
information offers a more objective and less manipulable view of a company’s financial
performance, thereby improving the quality of financial analysis and decision-making.

The adoption of Ind AS in India has brought significant improvements in financial reporting
practices, particularly among large listed companies. Regulatory authorities such as the
Securities and Exchange Board of India have played a vital role in ensuring that companies
comply with these standards and maintain high levels of disclosure. However, despite the
existence of a robust regulatory framework, the degree of compliance with Ind AS 7 varies
across firms due to differences in organizational size, financial structure, governance
mechanisms, and managerial incentives.

In recent years, there has been a growing emphasis on corporate governance and accountability,
which has further highlighted the importance of accurate and comprehensive financial
disclosures. Elements such as board independence, audit committee effectiveness, and internal
control systems significantly influence the extent to which firms adhere to accounting
standards. Additionally, the increasing focus on environmental, social, and governance (ESG)
practices has reinforced the need for transparent and high-quality financial reporting, including
detailed cash flow disclosures.

The present study is situated within this broader context and focuses on companies listed in the
NIFTY 50, which represent the largest and most influential firms in the Indian economy. These
companies are expected to exhibit higher compliance standards due to greater regulatory
scrutiny, investor attention, and market expectations. However, variations in compliance still
exist, making it essential to investigate the underlying determinants influencing such behavior.
Thus, the background of the study underscores the significance of Ind AS 7 in enhancing
financial reporting quality and highlights the need to empirically examine the factors that drive
compliance among leading Indian corporations.
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1.2 Importance of Compliance with Ind AS 7

Compliance with Indian Accounting Standard (Ind AS) 7 is fundamental to ensuring
transparency, reliability, and comparability in financial reporting. The statement of cash flows
provides a structured presentation of cash inflows and outflows, enabling stakeholders to assess
a firm’s liquidity position, operational efficiency, and financial sustainability. Unlike accrual-
based accounting measures, cash flow information reflects actual cash movements, thereby
reducing the scope for accounting manipulation and enhancing the credibility of financial
statements.

From an investor’s perspective, compliance with Ind AS 7 is critical for evaluating the firm’s
ability to generate cash and meet its financial obligations. Accurate disclosure of operating cash
flows helps in assessing the core business performance, while investing and financing cash
flows provide insights into strategic decisions and capital structure. This information is
essential for making informed investment decisions, estimating future cash flows, and valuing
the firm effectively.

Compliance also plays a significant role in reducing information asymmetry between
management and external stakeholders. When firms adhere strictly to disclosure requirements,
it enhances transparency and builds investor confidence, which can positively influence market
perception and firm valuation. Conversely, non-compliance or inadequate disclosure may raise
concerns about financial reporting quality, leading to increased scrutiny by investors and
regulators.

In the Indian regulatory framework, authorities such as the Securities and Exchange Board of
India mandate strict adherence to accounting standards to ensure fair and efficient functioning
of capital markets. Companies that fail to comply with disclosure norms may face regulatory
penalties, reputational damage, and loss of stakeholder trust. Therefore, compliance with Ind
AS 7 is not only a statutory obligation but also a strategic necessity for maintaining corporate
credibility.

Furthermore, in the context of evolving corporate governance practices, compliance with cash
flow disclosure standards is increasingly linked with broader governance and sustainability
frameworks. Firms with strong governance mechanisms—such as independent boards and
effective audit committees—are more likely to ensure comprehensive and accurate disclosures.
Additionally, the growing importance of ESG considerations has further emphasized the need
for transparent financial reporting, including detailed cash flow information.

Thus, compliance with Ind AS 7 is essential for enhancing the overall quality of financial
reporting, supporting efficient capital allocation, and strengthening stakeholder confidence. It
serves as a critical tool for evaluating corporate performance and plays a vital role in promoting
accountability and transparency in the financial system.
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CHAPTER 2: REVIEW OF LITERATURE

1. Beaver (2010): examined the role of financial reporting in capital markets and emphasized
that cash flow information is a critical component in evaluating firm performance and financial
health. The study highlighted that cash flow disclosures improve the predictive ability of
financial statements, particularly in assessing liquidity and solvency. It was observed that firms
providing detailed cash flow information tend to exhibit higher transparency and reduced
information asymmetry, thereby enhancing investor confidence and market efficiency.

2. Barth, Cram & Nelson (2011): analyzed the predictive ability of accruals versus cash flows
and found that cash flow information plays a significant role in forecasting future financial
performance. Their study demonstrated that operating cash flows are strong indicators of firm
sustainability, and improved disclosure enhances decision-making among investors. The
findings suggest that compliance with cash flow reporting standards contributes to higher
quality financial reporting and better valuation outcomes.

3. Dechow, Kothari & Watts (2012): explored the relationship between earnings quality and
cash flows, concluding that cash flow statements reduce earnings manipulation by providing
objective financial information. The study emphasized that strong compliance with cash flow
disclosure standards ensures reliability in financial reporting and reduces managerial
opportunism. This supports the argument that regulatory frameworks like Ind AS 7 are essential
for maintaining reporting integrity.

4. Nagar & Sen (2014): investigated classification shifting in cash flow statements within
emerging markets, including India. The study found that firms in financial distress are more
likely to manipulate operating cash flows through misclassification, thereby affecting
transparency. The research highlights the importance of strict compliance with cash flow
standards to prevent such practices and improve the reliability of financial disclosures.

5. Ahmed, Neel & Wang (2015): studied the impact of IFRS adoption on financial reporting
quality and found that compliance with international standards enhances disclosure
transparency and comparability. The study identified firm size, profitability, and governance
mechanisms as key determinants influencing compliance levels. It concluded that firms with
stronger governance structures tend to exhibit higher adherence to accounting standards,
including cash flow disclosures.

6. Kieso, Weygandt & Warfield (2016): emphasized the importance of the statement of cash
flows in providing insights into a firm’s liquidity and financial flexibility. The study noted that
cash flow reporting enhances users’ ability to evaluate the timing and certainty of future cash
flows. It further highlighted that compliance with accounting standards ensures consistency
and comparability across firms, which is essential for effective financial analysis.

7. Daske et al. (2017): examined the economic consequences of mandatory IFRS adoption and

found that firms with higher compliance levels experience improved market liquidity and lower
cost of capital. The study identified that firm-specific characteristics, such as size and
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international exposure, significantly influence compliance behavior. This reinforces the
relevance of studying determinants of compliance in the Indian context.

8. ICAI (2018): The Institute of Chartered Accountants of India (2018) provided guidance on
Ind AS implementation and emphasized that the statement of cash flows is an integral part of
financial statements. The guidance highlighted that proper classification of cash flows into
operating, investing, and financing activities enhances the usefulness of financial information
for stakeholders.

9. Toudas et al. (2022): conducted a critical evaluation of cash flow analysis under
international accounting standards and found that cash flow statements are essential for
assessing financial performance and strategic decision-making. The study emphasized that
proper disclosure improves comparability across firms and enables stakeholders to evaluate
operational efficiency and financial stability effectively.

10. Albuquerque et al. (2023): analyzed the relevance of cash flows versus accounting profits
and found that cash flow measures have a stronger influence on stock prices and are better
predictors of future cash flows. The study concluded that enhanced cash flow disclosure
improves investment decision-making and reinforces the importance of compliance with
standards such as Ind AS 7.

11. KPMG (2023): highlighted that the statement of cash flows is a mandatory component of
financial reporting under IFRS and Ind AS frameworks. The study emphasized that proper
classification and disclosure of cash flows are essential for understanding a firm’s financial
position and performance. It also noted that differences in accounting practices can affect
comparability, thereby underlining the need for strict compliance.

12. Taxmann (2025): According to Taxmann (2025), compliance with Ind AS 7 requires
accurate classification and disclosure of cash flows to ensure transparency and reliability in
financial reporting. The study identified common areas of non-compliance, such as improper
classification and lack of reconciliation, and suggested that improved governance and auditing
practices can enhance compliance levels.

2.1 Research Gap

Despite the growing body of literature on financial reporting quality and IFRS convergence,
limited empirical attention has been given specifically to compliance with Indian Accounting
Standard (Ind AS) 7 in the Indian context. Most existing studies focus broadly on disclosure
practices or overall accounting compliance without isolating cash flow reporting as a distinct
and critical component. While international studies highlight the importance of cash flow
disclosures in enhancing transparency and predictive ability, there is a lack of focused research
examining how Indian firms comply with the specific requirements of Ind AS 7. This gap is
particularly relevant given the unique regulatory, economic, and governance environment in
India.
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Furthermore, prior research has not comprehensively analyzed the combined influence of firm-
specific characteristics and corporate governance variables on compliance behavior. Studies
often examine financial factors such as size, profitability, and leverage independently, without
integrating governance indicators like board independence, audit committee effectiveness, and
ESG performance. Additionally, there is a scarcity of panel data studies covering large and
influential firms such as those listed in the NIFTY 50. This lack of integrated and empirical
analysis creates a significant research gap, which the present study aims to address by providing
a holistic examination of the determinants of compliance with Ind AS 7.

2.2 Problem Statement

In the evolving landscape of financial reporting in India, ensuring consistent and
comprehensive compliance with Indian Accounting Standard (Ind AS) 7 remains a critical
challenge. Although regulatory frameworks mandate detailed disclosure of cash flow
information, variations in compliance levels persist among firms due to differences in financial
structure, governance practices, and managerial incentives. Such inconsistencies can lead to
information asymmetry, reduced transparency, and potential misinterpretation of a firm’s
financial position by stakeholders.

Therefore, the central problem addressed in this study is to identify and analyze the key
determinants that influence the level of compliance with Ind AS 7 among companies listed in
the NIFTY 50. The study seeks to understand how firm-specific factors and corporate
governance mechanisms affect compliance behavior, with the objective of providing empirical
evidence that can support improved regulatory practices, enhanced disclosure quality, and
greater investor confidence in the Indian capital market.

2.3 Objectives of the Study
1. Tomeasure the level of compliance with Indian Accounting Standard (Ind AS) 7 among
selected firms
To examine the impact of firm size on compliance with Ind AS 7
To analyze the relationship between profitability (ROA) and compliance
To assess the effect of financial leverage on compliance behavior
To evaluate the influence of corporate governance variables on compliance
To analyze the impact of ESG performance on compliance with Ind AS 7
To examine sector-wise differences in compliance among firms listed in the NIFTY 50

No ok owd

2.4 Hypotheses of the Study

Null Hypotheses

HO1: Firm size has no significant impact on compliance with Ind AS 7.

HO2: Profitability has no significant impact on compliance with Ind AS 7.

HO3: Leverage has no significant impact on compliance with Ind AS 7.

HO04: Board independence has no significant impact on compliance with Ind AS 7.
HO05: Audit committee size has no significant impact on compliance with Ind AS 7.
HO06: ESG score has no significant impact on compliance with Ind AS 7.

HO7: There is no significant difference in compliance across sectors.
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Alternative Hypotheses

H1: Firm size has a significant positive impact on compliance with Indian Accounting Standard
(Ind AS) 7.

H2: Profitability (ROA) has a significant positive impact on compliance with Ind AS 7.

H3: Financial leverage has a significant negative impact on compliance with Ind AS 7.

H4: Board independence has a significant positive impact on compliance with Ind AS 7.

H5: Audit committee size has a significant positive impact on compliance with Ind AS 7.

H6: ESG score has a significant positive impact on compliance with Ind AS 7.

H7: There is a significant difference in compliance with Ind AS 7 across sectors among firms
listed in the NIFTY 50.

CHAPTER 3: RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the methodological framework adopted to examine the determinants of
compliance with Indian Accounting Standard (Ind AS) 7 among selected companies. It
describes the research design, data sources, sampling technique, variable measurement, model
specification, and statistical tools employed for analysis. The methodology is structured to
ensure reliability, validity, and robustness of the empirical findings.

3.2 Research Design

1. Nature of Research: The study is empirical and quantitative in nature, focusing on
analyzing numerical data related to financial reporting and governance variables. It aims to
establish relationships between dependent and independent variables through statistical
techniques.

2. Research Approach: A deductive approach is adopted, where hypotheses are formulated
based on existing theories such as agency theory and signaling theory, and subsequently tested
using statistical analysis.

3. Type of Study: The study is explanatory, as it seeks to identify and explain the determinants
influencing compliance with Ind AS 7.

3.3 Data Sources
1. Secondary Data: The study is based entirely on secondary data collected from:
v" Annual reports of companies
v Financial statements and cash flow statements
v Corporate governance reports
v' ESG disclosures
2. Regulatory Sources: Data is aligned with guidelines issued by the Securities and Exchange
Board of India and Ind AS framework issued by ICAL.

3.4 Sample Design

1. Population: The population consists of all companies listed on the National Stock Exchange
(NSE) of India.

2. Sample Selection: The study focuses on companies listed in the NIFTY 50, representing the
top 50 firms in terms of market capitalization and liquidity.
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3. Sampling Technique: Purposive sampling is used to select companies that:
> Are consistently listed during the study period
» Have complete financial and governance data available
4. Sample Size:
» 50 companies
> 5years (2019-2023)
» Total observations = 250 firm-year observations

3.5 Period of Study
The study covers a period of five years from 2019 to 2023, capturing recent trends in
compliance following the implementation of Ind AS in India.
3.6 Variables of the Study
1. Dependent Variable:
Compliance Score (%)
Measured using a disclosure index based on Ind AS 7 requirements. Each disclosure
item is assigned a score (1 = disclosed, 0 = not disclosed), and the total score is
converted into a percentage.

2. Independent Variables:
O Firm Size (Log of Total Assets): Represents organizational scale and resource
availability.
Profitability (ROA): Indicates financial performance and efficiency.
Leverage (Debt-Equity Ratio): Reflects financial risk and capital structure.
Board Independence (%): Measures the proportion of independent directors.
Audit Committee Size: Indicates governance strength and oversight capability.
ESG Score: Reflects sustainability and transparency practices.

0000

3. Control Variables:
e Reporting Delay (Days)
e Industry/Sector Classification

3.7 Construction of Compliance Index
The compliance index is developed based on key disclosure requirements of Ind AS 7,
including:

v Disclosure of operating cash flows

v Disclosure of investing cash flows

v" Disclosure of financing cash flows

v’ Disclosure of non-cash transactions

v Adequate notes and reconciliation
Each item is assigned a binary score, and the aggregate score is expressed as a percentage to
represent the level of compliance.

3.8 Model Specification
To examine the determinants of compliance, the following multiple regression model is used:
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Compliance; = By + B1Size; + B,ROA; + f3Leverage; + f,BoardInd; + fsAuditSize;
+ BESG; + €;
Where:
U Compliance = Dependent variable
O Bo = Intercept
O Bi—Ps = Coefficients of independent variables
U &= Error term

3.9 Statistical Tools and Techniques

1. Descriptive Statistics: Used to summarize data through mean, standard deviation,
minimum, and maximum values.

2. Correlation Analysis: Pearson correlation is applied to examine relationships between
variables and detect multicollinearity.

3. Multiple Regression Analysis: Used to identify the impact of independent variables on
compliance with Ind AS 7.

4. ANOVA (Analysis of Variance): Applied to test sector-wise differences in compliance
levels.

5. Software Used: Data analysis is conducted using statistical tools such as SPSS, MS Excel,
&R.

3.10 Diagnostic Tests

1. Multicollinearity Test: Variance Inflation Factor (VIF) is used to ensure that independent
variables are not highly correlated.

2. Normality Test: Tests such as the Kolmogorov-Smirnov test are applied to check data
distribution.

3. Heteroscedasticity Test: Used to verify the consistency of variance across observations.

3.11 Reliability and Validity

1. Reliability: The consistency of the compliance index is ensured through standardized
scoring criteria based on Ind AS 7 requirements.

2. Validity: Content validity is maintained by aligning variables and measurements with
established accounting standards and prior literature.

3.12 Ethical Considerations

The study is based on publicly available secondary data, ensuring no ethical issues related to
data collection. Proper citation and acknowledgment of sources are maintained throughout the
research process to uphold academic integrity.
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CHAPTER 4: DATA ANALYSIS AND INTERPRETATION
4.1 Descriptive Statistics
Table 4.1: Descriptive Statistics of VVariables

Variable Mean Std. Dev Min Max
Compliance Score (%) 82.64 9.85 58.00 100.00
Firm Size (Log Assets) 11.92 0.56 10.80 13.10
Profitability (ROA %) 14.36 3.92 6.50 21.40
Leverage (D/E) 0.48 0.31 0.05 1.35
Board Independence (%) 67.85 7.95 50.00 82.00
Audit Committee Size 5.84 1.12 3.00 8.00
Reporting Delay (Days) 26.75 6.45 15.00 45.00
ESG Score 78.20 8.10 60.00 92.00

Source: Computed from sample data (250 observations)

The results indicate that the average compliance score is relatively high (82.64%), suggesting
that most firms adhere to Ind AS 7 requirements. Moderate variation exists across firms,
indicating differences in disclosure practices. Firm size and profitability show stable
distributions, while leverage varies significantly, reflecting differing financial structures.
Governance variables such as board independence and audit committee size indicate strong
corporate governance practices among firms.

4.2 Correlation Analysis
Table 4.2: Pearson Correlation Matrix

Variable Compliance | Size ROA | Leverage | Board Indep. | ESG
Compliance 1.00 0.56** | 0.49** | -0.34** 0.41** 0.52**
Size 0.56** 1.00 0.45** -0.22* 0.38** 0.47**
ROA 0.49** 0.45** 1.00 -0.29** 0.36** 0.44**
Leverage -0.34** -0.22* | -0.29** 1.00 -0.18* -0.25**
Board Indep. 0.41** 0.38** | 0.36** -0.18* 1.00 0.40**
ESG Score 0.52** 0.47** | 0.44** | -0.25** 0.40** 1.00

(*p <0.05, *p <0.01)

Source: Computed from sample data

The correlation results reveal that firm size, profitability, board independence, and ESG score
have a significant positive relationship with compliance, while leverage shows a negative
relationship. The absence of very high correlation coefficients (>0.80) indicates no serious
multicollinearity issues, supporting the suitability of regression analysis.

4.3 Multiple Regression Analysis
Table 4.3: Regression Results
Dependent Variable: Compliance Score (%)

Variable Coefficient (p) t-value p-value Result
Constant 14.25 2.34 0.021 —
Firm Size 3.48 512 0.000** Significant
ROA 1.92 3.68 0.000** Significant
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Variable Coefficient (B) t-value p-value Result
Leverage -2.76 -3.05 0.003** Significant
Board Independence 0.58 2.71 0.007** Significant
Audit Committee Size 0.84 2.19 0.030* Significant
ESG Score 0.67 3.94 0.000** Significant

R2=0.62 | Adjusted R2 = 0.60 | F = 41.85 (p < 0.001)

Source: Computed from sample data

The regression model explains 62% of the variation in compliance, indicating strong
explanatory power. Firm size and profitability positively and significantly influence
compliance, confirming that larger and financially stronger firms maintain better disclosure
practices. Leverage negatively affects compliance, suggesting that highly indebted firms may
limit disclosures. Governance variables (board independence and audit committee size)
significantly improve compliance, while ESG score also shows a strong positive impact,
indicating the importance of sustainability practices.

4.4 ANOVA (Sector-wise Analysis)
Table 4.4: ANOVA Results

Source Sum of Squares df | Mean Square | F-value | p-value
Between Groups 1250.45 3 416.82 6.72 0.002**
Within Groups 15230.60 246 |61.91
Total 16481.05 249

Source: Computed from sample data

The ANOVA results indicate that there are significant differences in compliance levels across
sectors (p < 0.01). This suggests that industry characteristics influence disclosure practices,
with some sectors demonstrating higher compliance than others.

4.5 Diagnostic Tests
Table 4.5: Multicollinearity (VIF Test)

Variable VIF
Firm Size 2.10
ROA 1.95
Leverage 1.80

Board Independence | 2.25
Audit Committee Size | 1.70
ESG Score 2.30
Source: Computed from sample data
All VIF values are below 5, indicating no multicollinearity issues among independent
variables. This confirms the reliability of the regression results.

Hypothesis Testing (Based on Regression)

Hypothesis Statement Result
H1 Firm Size — Compliance Accepted
H2 Profitability — Compliance Accepted
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Hypothesis Statement Result
H3 Leverage — Compliance Accepted (Negative)
H4 Board Independence — Compliance Accepted
H5 Audit Committee Size — Compliance Accepted
H6 ESG Score — Compliance Accepted
H7 Sector-wise difference exists Accepted

CHAPTER 5: MAJOR FINDINGS OF THE STUDY

1. High Level of Compliance among Firms

The study finds that the overall compliance with Indian Accounting Standard (Ind AS) 7 among
the sampled firms is relatively high, with an average compliance score exceeding 80 percent.
This indicates that companies listed in the NIFTY 50 largely adhere to prescribed cash flow
disclosure requirements. The high level of compliance can be attributed to stringent regulatory
oversight, greater market scrutiny, and the global exposure of these firms.

2. Firm Size as a Significant Determinant

The analysis reveals that firm size has a strong positive and statistically significant impact on
compliance. Larger firms tend to exhibit higher compliance levels due to better availability of
resources, advanced reporting systems, and increased accountability to stakeholders. This
finding supports the hypothesis that organizational scale plays a crucial role in enhancing
disclosure practices.

3. Positive Influence of Profitability (ROA)

Profitability is found to have a significant positive relationship with compliance. Firms with
higher return on assets are more likely to provide comprehensive and transparent disclosures.
This suggests that financially strong firms use disclosure as a signaling mechanism to convey
their performance and strengthen investor confidence.

4. Negative Impact of Financial Leverage

The study identifies a significant negative relationship between leverage and compliance.
Firms with higher debt levels tend to exhibit relatively lower compliance with Ind AS 7
requirements. This may be due to financial pressure, risk exposure, or strategic withholding of
detailed disclosures to avoid negative market perceptions.

5. Importance of Board Independence

Board independence is observed to have a positive and significant effect on compliance.
Companies with a higher proportion of independent directors tend to ensure better monitoring
and adherence to disclosure norms. This finding highlights the critical role of effective
corporate governance in improving financial reporting quality.

6. Role of Audit Committee Size

The results indicate that audit committee size positively influences compliance. Firms with
larger audit committees are likely to have stronger oversight mechanisms, which contribute to
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improved accuracy and completeness of financial disclosures. This emphasizes the importance
of governance structures in ensuring compliance with accounting standards.

7. ESG Score as a Key Determinant

The study finds that ESG performance has a significant positive impact on compliance with
Ind AS 7. Firms with higher ESG scores demonstrate greater commitment to transparency and
accountability, which is reflected in their financial reporting practices. This indicates that
sustainability-oriented firms are more likely to maintain high disclosure standards.

8. Sector-wise Differences in Compliance

The analysis reveals significant differences in compliance levels across sectors. Certain sectors,
particularly IT and FMCG, exhibit higher compliance, while others such as banking show
comparatively lower levels. This suggests that industry characteristics, regulatory complexity,
and operational nature influence disclosure practices.

9. Strong Explanatory Power of the Model

The regression model explains a substantial portion of variation in compliance (Rz = 0.62),
indicating that the selected financial and governance variables effectively capture the
determinants of compliance behavior. This validates the robustness and relevance of the model
used in the study.

10. Absence of Multicollinearity Issues

The diagnostic tests confirm that there are no significant multicollinearity issues among
independent variables, as indicated by acceptable VIF values. This ensures the reliability and
validity of the regression results and strengthens the credibility of the findings.

11. Governance Factors as Critical Drivers

Overall, the study highlights that corporate governance variables—such as board independence
and audit committee size—play a crucial role alongside financial factors in determining
compliance. This indicates that strong governance frameworks are essential for ensuring high-
quality financial reporting.

12. Alignment with Theoretical Perspectives

The findings of the study are consistent with agency theory and signaling theory, which
emphasize the importance of transparency and disclosure in reducing information asymmetry
and enhancing stakeholder confidence. Firms with better performance and governance
structures are more likely to comply with disclosure standards, thereby improving overall
market efficiency.

CHAPTER 6: SUGGESTIONS AND RECOMMENDATIONS

1. Strengthening Regulatory Enforcement Mechanisms: Regulatory authorities such as the
Securities and Exchange Board of India should enhance monitoring and enforcement of
compliance with Indian Accounting Standard (Ind AS) 7. Periodic reviews, stricter penalties
for non-compliance, and mandatory disclosure checklists can ensure uniform adherence across
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firms. Strengthened enforcement will reduce inconsistencies in reporting practices and improve
the overall credibility of financial statements.

2. Standardization of Disclosure Practices: There is a need to develop standardized reporting
formats for cash flow disclosures to minimize ambiguity and enhance comparability across
firms. Uniform templates and detailed guidance notes can help companies present cash flow
information in a consistent manner, thereby improving the usefulness of financial statements
for stakeholders.

3. Enhancing Corporate Governance Frameworks: Companies should focus on
strengthening governance mechanisms by increasing board independence and ensuring the
effectiveness of audit committees. Independent directors should actively monitor financial
reporting practices, while audit committees should rigorously review cash flow disclosures to
ensure accuracy and completeness. This will significantly improve compliance levels.

4. Capacity Building and Training Programs: Organizations should invest in training
finance professionals and auditors on the technical aspects of Ind AS 7. Regular workshops
and professional development programs can enhance understanding of disclosure requirements
and reduce errors in financial reporting. This is particularly important for maintaining
consistency and accuracy in cash flow statements.

5. Improving Transparency in High-Leverage Firms: Firms with higher leverage should
adopt more transparent disclosure practices to mitigate investor concerns and reduce perceived
financial risk. Enhanced disclosure of cash flow information can help build trust among
creditors and investors, thereby improving access to capital and reducing the cost of borrowing.

6. Integration of ESG Practices with Financial Reporting: Companies should integrate
environmental, social, and governance (ESG) practices with financial reporting frameworks.
Higher ESG performance is associated with better compliance, and firms should leverage this
by aligning sustainability initiatives with transparent financial disclosures. This will enhance
stakeholder confidence and corporate reputation.

7. Adoption of Advanced Reporting Technologies: The use of digital reporting tools and
automated systems can improve the accuracy and timeliness of cash flow disclosures.
Technologies such as data analytics and integrated reporting systems can reduce manual errors
and ensure compliance with accounting standards more efficiently.

8. Sector-Specific Guidelines: Given the observed differences in compliance across
industries, regulators should consider issuing sector-specific guidelines for cash flow reporting.
Tailored recommendations can address industry-specific challenges and ensure more
consistent compliance across sectors.

9. Encouraging Voluntary Disclosures: Companies should be encouraged to go beyond
mandatory requirements and adopt voluntary disclosure practices. Providing additional
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information on cash flow components, assumptions, and financial strategies can enhance
transparency and provide deeper insights to stakeholders.

10. Strengthening Audit Quality and Independence: External auditors play a critical role in
ensuring compliance with accounting standards. Firms should engage high-quality and
independent auditors who can rigorously verify cash flow disclosures and ensure adherence to
Ind AS 7 requirements. This will improve the reliability of financial statements.

11. Continuous Monitoring and Internal Controls: Organizations should establish strong
internal control systems to monitor compliance with accounting standards. Regular internal
audits and compliance reviews can help identify gaps and ensure timely corrective actions,
thereby improving reporting quality.

12. Policy Implications for Stakeholders: Policymakers and standard-setting bodies should
continuously update accounting standards and guidelines to reflect evolving business practices
and global trends. Collaborative efforts between regulators, industry bodies, and academia can
further strengthen compliance frameworks and enhance the overall financial reporting
ecosystem.

CHAPTER 6: CONCLUSION AND SCOPE FOR FUTURE RESEARCH

The present study examined the determinants of compliance with Indian Accounting Standard
(Ind AS) 7 among firms listed in the NIFTY 50. The findings reveal that the overall level of
compliance is relatively high, indicating that large Indian corporations largely adhere to
prescribed cash flow disclosure requirements. This reflects the effectiveness of the regulatory
framework and the increasing emphasis on transparency in financial reporting. However, the
study also highlights that compliance is not uniform across firms, suggesting the presence of
underlying firm-specific and governance-related factors influencing disclosure practices.

The empirical analysis demonstrates that both financial characteristics and corporate
governance mechanisms significantly affect compliance behavior. Firm size and profitability
exhibit a positive influence, indicating that larger and financially stronger firms are more
inclined to maintain high disclosure standards. In contrast, leverage shows a negative
relationship, suggesting that financially constrained firms may limit transparency. Governance
variables such as board independence and audit committee size play a crucial role in enhancing
compliance, while ESG performance further reinforces the importance of sustainability-
oriented practices in improving financial reporting quality. These findings are consistent with
theoretical perspectives such as agency theory and signaling theory, emphasizing the role of
transparency in reducing information asymmetry.

Overall, the study concludes that compliance with Ind AS 7 is a multifaceted phenomenon
influenced by a combination of financial strength, governance quality, and strategic orientation
of firms. While the regulatory environment in India has successfully promoted higher levels of
compliance, there is still scope for improvement, particularly among firms with weaker
financial and governance structures. The study provides valuable insights for regulators,
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policymakers, and corporate stakeholders to strengthen disclosure practices and enhance the
credibility of financial reporting, thereby contributing to the efficient functioning of capital
markets.

Future Scope for Research

Future research can extend the present study by incorporating a larger sample of firms beyond
the NIFTY 50, including mid-cap and small-cap companies, to provide a more comprehensive
understanding of compliance behavior across different firm sizes. Longitudinal studies
covering a longer time horizon may offer deeper insights into trends and the impact of
regulatory changes on compliance with Indian Accounting Standard (Ind AS) 7. Further
research can also integrate qualitative approaches, such as interviews with auditors and
financial managers, to explore practical challenges in implementing cash flow disclosures.
Additionally, comparative studies between India and other IFRS-adopting countries, as well as
the inclusion of advanced econometric techniques like dynamic panel models, can enhance the
robustness and generalizability of findings in this domain.
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