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Abstract

Purpose — The impact of the intellectual capital disclosure (ICD) on the cost of equity capital (COEC) is not well
established in the aspect of the Indian scenario. So the objective of this paper is to examine not only the overall
effect of ICD but also the individual effect of human capital disclosure (HCD), relational capital disclosure (RCD)
and structural capital disclosure (SCD) on COEC.

Design/methodology/approach — This research work is conducted by regressing COEC, firm size, leverage,
industry type and disclosure index. The disclosure index is prepared based on content analysis of disclosure
made in the annual reports of a sample of 50 companies listed in the Nifty 50 index for the year 2018-2019. But
in this paper 20 companies are eliminated due to their negative COEC and rest 30 companies are used as the
sample companies for this study.

Findings — The outcome of this study indicates a negative association between the disclosure of intellectual
capital (IC) as a whole and the COEC. But a negative association only for two components (human capital and
structural capital) with the COEC is found only when the association of COEC with the categories of ICD is
considered.

Originality/value — This is the first study that examines the nexus between the level of ICD and its impact on
the COEC in India context.

Keywords Disclosure, IC disclosure, Cost of equity capital, IC disclosure index

Paper type Research paper

1. Introduction

In the globalization era, corporate governance is considered as an important part in analyzing
the corporation. To fulfill the improved regulation and responsible corporate governance
becomes more complex and dynamic (Glosten and Milgrom, 1985). The practices and quality
of public disclosure of corporate governance of a corporation have been provided more
importance to the stakeholders to know what is reported and how. To reduce risk and
uncertainty associated with their investment, the stakeholders not only demand a large
volume of information but also want good corporate governance as well as more corporate
transparency through corporate information. So, disclosure is considered as an important
element of good corporate governance as well as transparency about the corporate
performance, operations, transactions and risk management (Barry and Brown, 1985;
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Diamond and Verryecchia, 1991). Here disclosure refers to the publication of information
relating to the business unit. According to the American Accounting Association, disclosure
is a movement of information from private to public. In his study, Botosan (1997) argued that
there is a negative correlation between the disclosure level and the cost of equity capital
(COEC). Because it has been unanimously agreed that due to lack of disclosure and improper
governance practice the stakeholders especially investors are faced with more risk and low
confidence level arising from the information asymmetry and hence demands more return.
By disclosing information in its annual report a firm communicates with its stakeholders
about market liquidity (Glosten and Milgrom, 1985) as well as non-diversifiable estimation
risk (Botosan, 2006).

In a highly competitive economic scenario, knowledge and information are considered as
one of the crucial factors in a firm’s value-creation process. Firms realize that to compete in
such competition they have to be knowledgeable, innovative and full of organizational
resources (Edvinsson and Malone, 1997). One of the approaches used in the assessment and
measurement of knowledge-based assets is intellectual capital disclosure (ICD) (Guthrie and
Petty, 2000). By disclosing such intellectual capital (IC), firms enhance their competitive
power. IC may be defined as the intangible assets which create the value of the firm through
the strength of internal information system, technological skills, skills of employees, the trust
of customers and other such similar assets. By the various school of study IC is regarded as
the hidden value which performs as the fuel to competitions (Edvinsson and Malone, 1997;
Lev, 2001). According to Sullivan (2000), IC is defined as the knowledge which can be
translated into future profit. But the traditional financial statement does not show all the
information about the IC. To minimize the information asymmetry regarding this IC, a new
form of corporate voluntary disclosure has emerged which is known as ICD (Rahman
et al, 2019).

The researchers and practitioners categorize IC into three major heads — human capital,
structural capital which is also termed as organizational capital and relational capital (Petty
and Guthrie, 2000; Beattie and Thomson, 2007). Human capital may be defined as the
knowledge, skill, ability and efficiency of an individual employee which can be developed by
giving continuous training and development program (Bontis, 2001). On the other side
structural capital is generated by the employees of the organization by their intellectual
effort, organizational culture, strategies, processes, working systems and information
(Martinez-Torres, 2006). Above mentioned two capitals are related to internally but the last
one, 1.e. relational capital, is related to the external world. Relational capital is associated with
customer loyalty, image, reputations, branding, customer satisfaction and suppliers’ relation,
relation with other organization or environmental activities. Beattie and Thomson (2007)
defined the relational capital as all the resources or assets connected with customers,
suppliers, other organization and the external world of the firm.

Researchers opined that in the absence of any explicit measurement method of intangible
assets, IC is measured by expanding the disclosure level of IC in the firm’s annual reports
(Guthrie and Petty, 2000). Madhani (2015) also argued that the new day’s managers are
conscious of the benefits of well-presented annual reports. The companies that disclose
frequently and heavily about the IC information can get a competitive advantage to quit
their competitors. However, in the Indian context, research is scarce regarding the impact of
non-financial disclosure, specifically IC, as compared to financial disclosure in India.

The present study undertakes the initiative to analyze this unlighted portion. Thus, the
primary objective of our study is to test the impact of ICD on the firm’s COEC of listed
companies under the NSE in the perspective of the Indian scenario. In this study, Nifty 50
companies are considered because the Nifty 50 is a well-diversified 50 companies accounting
for 13 sectors of the Indian economy. But out of 50 companies, 30 companies are taken as the
sample companies because the calculated COEC of 20 companies is giving negative results. In



the study, the ICD level is measured based on ICD index which is prepared by a disclosure
checklist of 45 items (Bukh et al,, 2005; Li et al., 2008) through content analysis of disclosure
made in the annual report of Nifty 50 companies for the year 2018-19. Although the result of
this study shows that there is a lower level of disclosure of IC information by the Indian firms,
the COEC is negatively associated with the overall ICD level in general and human capital and
structural capital in particular.

The remaining part of this paper is framed as follows.

Section 2 deals with the review of prior studies and the formulation of the research
objective. Section 3 indicates about the hypothesis of the present study whereas Section 4
discusses the research methodology. Section 5 shows the research model, Section 6 represents
the result of our study and Section 7 concludes the paper by mentioning some limitation of
this paper.

2. Literature reviews

From the past few decades, several investigations had taken place by several theoretician and
researchers on such relationship between disclosure and cost of equity. The theoretician
provided evidence in support of disclosure effect on the cost of equity. They argued that with
the extension of disclosure, information asymmetry reduces and therefore the cost of capital
of the firm also reduces (Espinosa and Trombetta, 2007). Barry and Brown (1985) and Handa
and Linn (1993) argued that more disclosure may decrease the cost of capital by decreasing
the estimated non-diversifiable risk. As per agency theory, information asymmetry can be
mitigated by disclosing better corporate report (Boubaker et al, 2015).

Researchers like Amihud and Meldenson (1986) argued in their study that informed
investor claims comparatively lower return than the uninformed investors to compensate for
the risk associated with such information gap and thus reducing equity cost. However, Healy
and Palepu (2001) indicated the motives of disclosing corporate information voluntarily to
mitigate the estimation risk and eventually to reduce the cost of capital of the companies. The
study results of Botosan and Plumlee (2002) argued that the equity cost and disclosure of
financial information are negatively associated. Although the study stated that there is no
association between the COEC and investors relation activities. In a study, Healy and Palepu
(2001) examined the risk, raised from the information inadequacy or low-quality reporting
and asserted that risk associated with the information is either diversifiable or taken over by
the other risk factors and hence not priced. Easley ef al. (2002) suggested that information risk
is to be treated as a priced factor and different mechanisms for pricing of information risk and
Easley and O’'Hara (2004) showed that better quality reporting helps the investors to mitigate
information risk which is faced by them. Francis et a/. (2005) investigated on a sample of firms
from 34 countries and argued that firms operating in industries and needs greater external
finance have a high level of voluntary disclosure and that disclosure policy of the firm’s leads
to a lower cost of capital. The study results of Espinosa and Trombetta (2007) also provided
evidence toward the negative relationship between the cost of equity and voluntary
disclosure on the light of financial information for Spanish firm for the period 1999-2002.
Lopes and Alencar (2010) also investigated the correlation between voluntary disclosure and
the cost of capital for the firms having lower corporate governance. The result showed that
firms would have enjoyed more benefits by disclosing additional and reliable information to
create a separate identity from the country’s norms and the firms easily collect the external
sources of funds. However, they found that there is an explicit relation between non-financial
disclosure and cost of capital.

Above discussion revealed that disclosure affects the equity costs by reducing
information asymmetries and estimation risk. This proposition also supports the findings
of Diamond and Verrecchia (1991). However, the above studies mainly explained the impact
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of disclosure on the COEC considering traditional financial information. Other than financial
information, empirical research also deals with the effects of non-financial information
disclosure by the companies. In this line of research, the findings of Dhaliwal et al (2011)
confirm that CSR disclosure by the companies minimizes the equity costs. Plumlee et al (2015)
examined the impact of environmental disclosure and found a negative relationship between
environment-related information disclosure and cost of equity. However, Clarkson et al. (2013)
found that the relationship between environmental disclosure and cost of equity is
statistically insignificant. The impact of carbon footprint disclosure on equity costs is
examined by Albarrak ef al. (2019) and their findings suggest that carbon footprint disclosure
negatively impacts on the cost of equity. Garcia-Sanchez et al. (2017), Zhou et al (2017), Vitolla
et al. (2020) underline about the disclosure through integrated report reduces the cost of
equity of different companies.

Researchers also examined the impact of IC related information disclosure and their
impact on equity cost. In the knowledge economy, IC plays a vital role in long term value
creation of companies. To gain such long term value-creation idea stakeholders are now
demanding IC related information from the companies. An early study in this area by Hail
(2002) empirically proved that the cost of equity is negatively correlated with the voluntary
disclosure of IC information in annual reports of 73 Swiss firms. Orens et al. (2009) stated that
the disclosure of IC information minimizes information asymmetries among stakeholders and
lowers equity cost of the company. Kristandl and Bontis (2007) reported that forward-
oriented information has a negative relationship with the COEC. A similar type of result is
reported by Mangena et al. (2010) in a study on 126 British firms. Boujelbene and Affes (2013)
examine the impact of information about major three components of IC namely human
capital, structural capital and relational capital and their study reveal that information about
human and structural capital have negative impact on the cost of equity but in case of
relational capital, there has no impact. Mangena ef al. (2014) reported that COEC is negative
with the ICD of 125 UK firms and IC and financial disclosure interacts together in shaping the
effects of COEC. However, the study results of Stropnik ef al (2017) revealed that lenders of
Slovenian private organizations do not consider IC information for potential future
cash flows.

From the above literature review, it is revealed that there is a direct nexus between non-financial
information disclosure and cost of equity as well as firm value. Regarding ICD, which is the core
theme in this study, very few studies examined the above nexus and they found a negative relation
between ICD and equity costs. Therefore, the main objective of this study is to analyze the effect of
ICD on the COEC of highly valued (market value) Indian companies. The study confined to Indian
companies because till now no companies examined such relationship through various empirical
studies prove that Indian companies are intellectually efficient (Ghosh and Mondal, 2009; Mondal
and Ghosh 2012).

3. Hypothesis development

The relation between the disclosure level and the COEC of firms can be explained from the
two streams’ viewpoint. One stream assumes that firms which publish more information
about their operation, activities and financial opportunities reduce information asymmetry
among the users and investors. Otherwise, they stay in an environment of information
asymmetry which leads to an adverse effect on the demand of shares (Diamond and
Verrecchia 1991). Welker (1995) argued that investors avoid investing their money in the
uninformed shares due to uncertainty in trading and potential losses arising from such
trading. Hence, the liquidity of the shares reduces in the share market (Amihud and
Mendelson, 1986). In such a situation investors will pay less forbearing high transaction cost,
as a result, firms will also compel to issue its shares at a discount (Botosan, 2006). Whereas



Handa and Linn (1993) suggest that firms can lower the discount rate of issuing shares by
minimizing the information asymmetry by improving the disclosure level. Moreover, firms
with higher information asymmetry face higher bid-ask spreads due to lower market
liquidity, leads to a higher COEC (Amihud and Mendelson, 1986). Similarly, Diamond and
Verrecchia (1991) and Easley and O’Hara (2004) contend that by improving disclosure, firms
enhance the liquidity of their shares thereby attracting increased demand for the shares,
which not only increases share prices but also enhances the liquidity of the firm’s shares.

The second stream of literature explains the relation between the disclosure level and the
COEC from the viewpoint of the estimation of risk. Botosan (2006) argued that greater
disclosure helps investors in reducing the estimation risk associated with investors’
assessments of a share’s return or payoff distribution. The logic behind it based on available
information investors estimates the parameters of return from the firm’s shares. This
consequently lowers the required rate of return and in turn lower COEC (Barry and Brown,
1985; Handa and Linn, 1993). Barry and Brown (1985) point out that shares for which
investors face information asymmetry, they demand an extra premium for taking the extra
systematic risk. The lack of information leads to higher investors’ risk (Lev, 2001; Healy and
Palepu, 2001). The higher risk perception manifests itself in systematic undervaluation of a
firm’s shares by investors (Francis and Schipper, 1999; Lev, 2001). Hence, firms increasing
disclosure reduce the required rate of return demanded by uninformed investors due to their
uncertainty about the firm and this reduces the cost of capital.

In a knowledge-based economy, IC is considered as a crucial factor for the value-creation
process. IC, which is considered as the total of all intangibles attributes residing in a firm,
enhances the competitive advantages of the firm in the market place (Stewart, 1997). By
disclosing more information about the IC the organizations represent their future wealth creation
capabilities to investors (Botosan, 1997; Edvinsson and Malone, 1997). Beattie and Thomson
(2007) argued that there are so many intangible assets such as employee efficiency, skill,
knowledge, competencies, customer’s relationship and management systems in an organization
but they are not adequately reflected in the traditional financial statement. Such intangible assets
are very essential for the growth of the organization. Due to such inadequacy of traditional
financial statement investments in intangible assets (IC) has given rise to increasing information
asymmetry between firms and users (Holland, 2003) which has increased opportunities for moral
hazard, adverse selection and other opportunistic behavior by managers (Holland, 2006).
Moreover, by reporting IC, firms can enjoy the opportunities to establish the trustworthiness of
stakeholders, to mobilize market liquidity, to enhance reputation, to increase operational
efficiency, employee motivation, morale and allocation of resources. A further benefit is that ICD
reduces the information asymmetry which is faced by the investors in the capital markets and
leads to lowers the cost of capital (Aboody and Lev, 2000; Lev, 2001).

Based on the above discussion, the following hypotheses can be concluded:

Hi. ICD negatively associated with the COEC.

H2a. Human capital disclosure negatively associated with the COEC.
H2b. Relational capital disclosure negatively associated with the COEC.
H2c. Structural capital disclosure negatively associated with the COEC.

4. Research methodology

4.1 Sample selection and data sources

For this study, we analyzed the annual reports for the year 2018-19 of Indian companies
listed in NSE and forming Nifty 50 index. These companies, included in Nifty 50 Index,
captured the most significant market capitalization as on 315" March 2019. Out of 50
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Table 1.
Descriptive statistics

companies, the calculated COEC of 20 companies came out to be negative and thus we have
eliminated those companies from the list. The finally selected sample companies are given in
Table 1 below. Our study confined to one year for calculating ICD trend and ICD index. Since
the trend of disclosure or information disclosed by the firm remains relatively constant over
time (Healy et al., 1995) and to make calculation simple.

The annual report is collected either from the respective company’s website or from the
website of NSE. In this research, the annual report is considered as the main source of data.
The prior studies reported that the annual report is very important from the viewpoint of a
firm as well as its users. Through the annual report, firms can provide a signal about their
conditions and the users get relevant information for taking appropriate decision regarding
their investment (Lang and Lundholm, 1993). FAPC (1992) confirms that annual reports are
mostly used by financial analysts while analyzing firms, type of financial statement is only a
supplement. For details about the sample companies please click this link https://drive.
google.com/drive/folders/1wAIZBMMubfhit3IThZw19vnB;j V{JfQJu?usp =sharing.

4.2 Measurement of disclosure level (independent variable)

In this study to measure ICD level, a self-constructed disclosure checklist has been prepared
based on the information disclosed in the annual reports. The selections of items, used in the
checklist of measuring the level of ICD, are developed by considering prior ICD studies
(Botosan, 1997; Bukh et al., 2005). The checklist comprises of 45 items. In calculating the
disclosure level index, a score is given based on the nature of disclosure of a specific item. If
the item is disclosed descriptively, the item scores 1 whereas if the item is disclosed
numerically, the item scores 2 and when the item is disclosed in both, then the item scores 3.
Alternatively, if the item is not disclosed, it scores 0.

The disclosure index is prepared by dividing the sum of actual disclosure scores of each
item of disclosure by the maximum score of all items of the disclosure. Here the actual
disclosure scores are given based on content analysis of disclosure made in the annual reports
and the maximum score is also calculated by multiplying total numbers of items in the
checklist with the maximum score value.

As per the objectives of this study, ICD items are divided into three components, namely
human capital, relational capital and structural capital.

4.3 Measurement of cost of equity capital (dependent variable)
The COEC is the rate of return which equates the present value of expected dividends with
the market share price. The COEC is the minimum rate of return that investors expect to earn
in future (Botosan, 2006).

In the finance literature, there are many alternative methods of estimating the COEC. The
easiest and earliest way of estimating the equity cost is based on average realized returns.
Fama and French (1992) indicated that average realized returns are unable to proxy for the

Mean Std. deviation N
COEC 0.1715 0.1964 30
ICD 0.3511 0.0721 30
HCD 0.4083 0.0811 30
RCD 0.3248 0.0729 30
SCD 0.3120 0.1059 30
SIZE 12.0380 0.7661 30
LEV 0.5355 0.9206 30
IND 0.5000 0.5085 30
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cost of equity by establishing a significant association between the risk and return.
Lakonishok (1993) reported that at least 70 years data would be required to establish a
statistically significant correlation with market beta. Hence the approach is not suitable for
estimating equity cost specifically for limited samples like this study.

Botosan (2006) classified the second class of approaches of establishing the cost of equity
share capital by applying the internal rate of return that equates the present value of future
cash flows with the current market price. This class consists of the residual income model
(Gebharht et al, 1999); the abnormal earning growth model (Gode and Mohanram, 2003); the
price earning growth model (Easton, 2004). All these methods use an extensive level of
accounting forecast in estimating the equity cost (Lee et al., 2004).

The choice of useful method not only depends on the application but also the availability
of data (Gietzmann and Ireland, 2005; Lee et al, 2004). Cooper (2006) suggested that results
should not significantly influence with the use of the method and thus, it is the relative
differences in estimating the COEC among firms, rather than the accuracy of the absolute
measures of equity cost that matters.

One is to estimate the COEC with the capital assets pricing model (hereafter CAPM) which
estimate the equity cost as the sum of risk-free rate (£ and the product of market beta (f) and
arisk premium (R,,—R)), the excess of market return (%,,,) over the risk-free rate. In respect of
Indian sample, the CAPM is used to measure the COEC to mitigate the limitation of other
methods as well as lack of data. This model has the following form:

K, = R + (R, — Ey)

where,
K, = Cost of equity capital,
Ry = Risk-free rate,
R,, = Market return,
B = Coefficient of non-diversifiable risk

In this study, the average 10 years government securities yields rates, published by RBI, are
considered as the risk-free rate of return. The rest, beta coefficient and market return are
obtained from the MoneyControl website.

4.4 Control variables

Some control variables are incorporated in this research work to get better results of the
correlation between the above mention dependent and independent variables by control their
influences on the COEC.

4.4.1 Size of the firm. It is denoted by Size. In the present study market capitalization has
been used as a measure of size. The size of the firm is considered as a proxy measure of the
level of disclosure of information. Larger firms disclose more information than smaller firms
(El-Bannany, 2013). Thus more informative investors have a better ability to predict the risk,
associated with the firm (Mangena et al, 2010). By staying within the line Inchausti (1997)
suggested that large companies trend to disclosure more progressive and innovative
information to mitigate agency cost than the smaller companies. Hence a negative correlation
exists between the firm size and the COEC (Botosan, 1997; Hail, 2002; Mangena et al., 2010).

4.4.2 Leverage. It is denoted by Lev. In this study, leverage is used as a yardstick of
disclosure of financial leverage. It is measured by the debt-equity. White et al (2007)
suggested that to take more debts firms will publish more information in regards to global
reporting practices. Debt holders, creditors and other external parties demand more
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information to mitigate their risk (Arvidsson, 2003). Where, Jensen and Meckling (1976)
argued that firms with a higher degree of leverage have higher agency cost, arising from
higher financial anxiety. Companies with high leverage are expected to disclose more
information voluntary to measure the risk, associated with it. Consequently, it can be said
that there is a positive association between the cost of capital and the disclosure of financial
leverage (Cheng et al.,, 2006; Orens et al., 2009).

4.4.3 Industry. It is denoted by Ind. Earlier studies conducted by Guthrie and Petty (2000);
Oliveira et al (2006) indicated that industry to which the firm belongs to have a great
influence on the disclosure level not only to improve competition power but also to eliminate
information asymmetry across the industries. The COEC is a positive association with the
degree of information asymmetry (Amihud and Meldenson, 1986; Healy and Palepu, 2001;
Barry and Brown, 1985).

5. Research model
The present paper uses the following two research models for testing hypotheses postulated

above: COEC = B, + ICD + B,Size + psLev + B,Ind + € @

COEC = B, + B,HCD + B,RCD + B, SCD + p,Size + psLev + Bolnd + ¢ ©

where:

COEC = cost of equity capital, ICD = intellectual capital disclosure, HCD = human capital
disclosure, RCD = relational capital disclosure, SCD = structural capital disclosure,
Size = firm size, Lev = leverage, Ind = industry type

6. Research findings

The objective of this research work is to analyze the effect of ICD on the COEC in the
perspective of Indian companies after considering 50 companies listed in Nifty 50. But 20
companies are eliminated due to their negative results of the calculated COEC and the rest 30
companies are conceded for this present study.

6.1 Descriptive statistics
The information about the descriptive statistics is presented in Table 1 of overall ICD and
disclosure of three categories of IC, respectively.

Table 1 shows that Indian firms provide a low level of information about IC in their annual
reports because the mean of total ICD is 35.11 %. The result is consistent for the disclosure of
relational capital (RC) and structural capital (SC) as per the result of Table 2. But the mean
value of human capital (HC) disclosure is 40.83%, indicate that firms seem to disclose
significantly high levels of HC disclosure as compare to the other two categories of IC.
However, the results are consistent with the findings of Mondal and Ghosh (2013, 2014),
Mehrotra ef al. (2017) where they also reported about the lower level of ICD by the Indian
companies. Moreover, this also suggests that firms believe that investors are more interested
to know about the human capital than the relational capital and structural capital.

6.2 Colinearity statistics

We conducted different tests for multicollinearity and the results are shown in Table 2 and
from the correlation result we can conclude that all the predictors are free from
multicollinearity because all the values are below 0.8. Moreover, the value of variance
inflation factors (VIFs) lies between the ranges of 1.166—1.448 for model-1 and 1.213 to 2.176
for model-2. Hence we can say that all the predictors are free from multicollinearity because



all the values are below 10. According to Myers (1990), if the VIFs are less than 10 the effect of
multicollinearity is insignificant for a regression. Thus, it can be concluded that
multicollinearity is insignificant in the interpretation of our results.

6.3 Regression results

Multiple regression results of model 1 and model 2 are presented in Tables 3(a) and (b)
respectively. In Table 3(a) multiple regression results taking aggregate ICD as an
independent variable and in Table 3(b) three components of IC are taken as independent
variables.

With the help of summary of regression results, shown in Tables 3(a) and (b), we examine
the fitness or goodness of regression equation. The values of F-test, 5.858 and 4.414 for overall
ICD and all categories of ICD, respectively, represent 5% significant level. The adjusted R? is
0.401 for the total IC and 0.414 for all categories of IC. These results interpret that the model
can explain about 40.1 per cent of the variance in the dependent variable for the overall ICD
and 41.4 per cent for all forms of ICD.

The results of the multivariate regression of the association between the COEC and the
level of ICD of the firms are shown in Table 3(a). In this table beta represents the results of
the coefficients of regression of independent variable, using the COEC as the dependent
variable. The table also shows that the regression coefficient of total ICD has a negative
relationship with the COEC. This result supports the H1 though it is not statistically
significant and confirms that IC plays a major role in reducing the COEC. A similar type of
result was also observed by Mangena et al. (2010) among the UK companies and Boujelbene
and Affes (2013) among the French companies.

Whereas, the Table 3(b) shows the results of multiple regression between the COEC and
the disclosure of all categories of IC. In this table, the value of beta also represents the same
interpretation as mentioned earlier that is, results of the coefficients of regression for all
independent variables. The regression coefficients of HC disclosure and SC disclosure are
—0.339and —0.001 respectively which are indicated that there has a negative association of
HCD and SCD with the COEC. However, the negative association of HCD is significant. But
RC disclosure coefficient is 0.138 that indicate a positive relationship between the RC
disclosure and the COEC of sample companies. Hence, these results support hypotheses
H2a and H2c¢ but do not support H2b. Our empirical results also show that control variables
like size, leverage and industry type are significantly and positively related to the cost of
equity.

7. Conclusion

The objective of our study is to analyze the effect of ICD on the COEC in the perspective of selected
Indian companies. Alternatively, the present study is undertaken to examine the correlation
between IC related information disclosure and the COEC of 30 companies and the only one-year
annual report is considered for checking ICD. Simple multiple regression analysis is applied to
examine the nexus between the dependent variable and independent variables. Although the

ICD HCD RCD SCD
COEC —0.47%* —0.48** —0.173*%* —0.361%*
SIZE —0.08* —0.089* —0.017* —0.098*
LEV —0.529%* —0.453%* —0.39%* —0.505%*
IND —0.181*+* —0.226%* —0.064%* —0.169%*

Note(s): Here, “*” indicates significant at 1% level and “**” indicates significant at 5% level respectively
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Table 3.
Regression results

(a) Regression result for model -1

Beta t-statistic VIF
Intercept -1.161
ICD -0172 -1.014 14
SIZE 0.264 1.69%#* 1.166
LEV 0.282 1.63%#* 1.448
IND 0.315 2.01%* 1.187
Adj. R? 0.401
F-Stat 5.858*
D/W stat 2.241
(b) Regression result for model-2

Beta I-statistic VIF
Intercept —1.043
HCD —0.339 1.692%* 1.981
RCD 0.138 0.767 1.612
SCD —0.001 —0.005 2.176
SIZE 0.263 1.71%%% 1.68
LEV 0.282 1.64%%* 1.461
IND 0.278 1.778** 1.213
Adj. R? 0414
F-Stat 4.414%*
D/W stat 2141

Note(s): Here, “*” indicates significant at 1% level, “**” indicates significant at 10% level and “***” indicates
significant at 10% level respectively

results of this study show that there is a lower level of disclosure of IC information by the Indian
companies and the COEC is negatively associated with the overall ICD level. But if we consider
the relation of COEC with the categories of ICD, we find that there is a negative association only
for two components (human capital and structural capital) with the COEC. However, the
statistical relationship between RCD with the COEC is not validated our hypothesis.

This study contributes to the literature by providing evidence of the relationship between
the COEC and ICD in the context of Indian companies. The findings of this study are also of
considerable importance to both policymakers and firms. From the results of this study, we
can be concluded that firms having more disclosure level of IC benefit more from a lower
COEC than the firms with a lower level of IC. Moreover, from the increased ICD stakeholders
also benefit in terms of availability of more relevant information and therefore minimizing the
collection cost of private information. This is very significant to the policymakers because it
helps policymakers to evaluate the costs and advantages of disclosure level. Moreover from
the findings of this study, managements are also benefited not only with insights into the
effects of enhancing disclosure of IC information on their COEC but also have an idea into the
ICD categories that are more relevant to investors in valuing firms.

Though the findings of this study facilitate in many ways to the existing literature, there
are some limitations in this study. The first limitation relates to the period of the study. In this
study, the disclosure level of IC is measured for only one year. The second limitation concerns
the calculation of the COEC using the CAPM model. To measure the COEC, we used
calculated beta (#). The third limitation concerns the sample size. It is restricted to 30
companies which are relatively very small and restricted within one year only. Another
limitation of this study is that the study is only concerned with the COEC which is one
component of the overall cost of capital. Because of these limitations of the study care should
be taken before generalization of the findings of the study.



Limitations of the study extend the scope of further research by expending the sample size
covering a long period with a different model for measuring the COEC. Further research work
can also be extended by taking the cost of debt, another part of the overall cost of capital.
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Appendix Effect of ICD

on COEC
Sr. No Name of companies
1 RELIANCE INDUSTRIES LTD
2 TATA CONSULTANCY SERV LT 179
3 HDFC BANK LTD
4 HINDUSTAN UNILEVER LTD.
5 ICICI BANK LTD.
6 KOTAK MAHINDRA BANK LTD
7 INFOSYS LIMITED
8 STATE BANK OF India
9 ITCLTD
10 BAJAJ FINANCE LIMITED
11 AXIS BANK LIMITED
12 LARSEN and TOUBRO LTD.
13 ASIAN PAINTS LIMITED
14 HCL TECHNOLOGIES LTD
15 BAJA] FINSERV LTD.
16 WIPRO LTD
17 INDIAN OIL CORP LTD
18 NTPC LTD
19 AVENUE SUPERMARTS LIMITED
20 BHARAT PETROLEUM CORP LT
21 TITAN COMPANY LIMITED
22 SUN PHARMACEUTICAL IND L
23 POWER GRID CORP. LTD.
24 DABUR India LTD
25 TECH MAHINDRA LIMITED
26 SHREE CEMENT LIMITED
27 BRITANNIA INDUSTRIES LTD
28 PIDILITE INDUSTRIES LTD Table Al.
29 GODRE] CONSUMER PRODUCTS List of sample
30 ICICI LOMBARD GIC LIMITED companies
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