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Abstract

This paper critically examines the impact of segment reporting on investor decision-making in Indian
listed companies. With the adoption of Ind AS 108, firms are mandated to disclose financial information
based on operating segments, aligning with international standards. The study reviews the evolution of
segment reporting practices in India, the regulatory framework governing disclosures, and the quality and
consistency of reported segment data. It highlights how well-structured segment information enhances
transparency, reduces information asymmetry, and supports informed investment choices. Using evidence
from Indian corporate disclosures during the 2010-2016 period, the paper identifies significant disparities
in segment reporting practices, with only 62% of Nifty 100 companies complying fully with prescribed
segment details. Furthermore, only 22% of retail investors were found to consider segment data in their
decision-making process. The paper also discusses the methodological approach employed in synthesizing
past literature and regulatory reports to evaluate the effectiveness of segment disclosures. It concludes by
offering actionable recommendations for improving the quality of segment reporting, such as enhanced
standardization, better narrative disclosures, and investor education. This review contributes to the broader
discourse on financial reporting reforms in emerging markets and underlines the importance of robust
segmental transparency for improving investor confidence and corporate governance.
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1. Introduction

In the dynamic landscape of corporate finance and investor relations, transparency in financial reporting
has emerged as a cornerstone of informed decision-making. Among various disclosure practices, segment
reporting holds a distinct position, as it offers insights into the performance of distinct components of a
diversified business. This reporting mechanism, mandated under Accounting Standard (AS) 17 and
subsequently Ind AS 108, facilitates a more granular understanding of a firm’s operations, thereby
enabling investors to evaluate financial health and future prospects more accurately (ICAI, 2015).

Segment reporting is particularly relevant in the Indian context, where conglomerates operate across
multiple industries and geographies. According to a study by Bansal and Sharma (2016), nearly 68% of
Nifty 100 companies disclosed more than one business segment, underlining the growing importance of
segment-specific data. For example, Reliance Industries Limited, a diversified entity, reported distinct
segments such as refining, petrochemicals, retail, and telecommunications in its 2016—17 annual report,
providing investors with clarity on each vertical’s contribution to the overall business.

From an investment perspective, decisions hinge upon the predictability of returns and risk assessment,
both of which are enhanced by detailed segment information. A survey conducted by the National
Council of Applied Economic Research (NCAER) in 2015 found that 73% of institutional investors
in India consider segment profitability as a key metric while making equity investment decisions.
Moreover, according to CMIE data, firms with consistent and transparent segment reporting practices
observed an average market capitalization growth of 11.2% between 2013 and 2017, compared to
6.7% for those with limited disclosures.

Inadequate segment information can obscure underperforming business units, leading to skewed
valuations and potential losses for investors. As highlighted by Barth, Cram, and Nelson (2001), financial

IJCRT1136018 | International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org | 123


http://www.ijcrt.org/

www.ijcrt.org © 2018 IJCRT | Volume 6, Issue 1 February 2018 | ISSN: 2320-2882

statements lacking disaggregated data often fail to reveal value-relevant information, a concern that
remains pertinent in emerging markets like India.

Given this background, the present study seeks to examine the extent to which segment reporting
influences investor decision-making in Indian listed companies. By analysing segment disclosure
practices and linking them to investor behaviour and market responses, the study aims to contribute
meaningful insights to corporate disclosure literature and policymaking.

2. Review of Literature

A substantial body of literature underscores the significance of segment reporting in enhancing corporate
transparency and aiding investor decisions. Early research in this domain highlighted that aggregated
financial data often fails to reflect the true economic performance of diversified firms, leading to valuation
errors and increased information asymmetry (Berger & Hann, 2003). Disaggregated segment disclosures,
by contrast, help in identifying profitable and underperforming business units, thus serving as critical
inputs for financial analysts and investors.

Globally, the introduction of International Financial Reporting Standard (IFRS) 8 in 2006, which
mandates operating segment disclosures based on the internal reporting structure, generated mixed
reactions. Nichols, Street, and Gray (2000) observed that while segment reporting under IFRS increased
the quantity of disclosed information, the quality and comparability across firms remained inconsistent.
In the U.S. context, Lobo, Paugam, and Zhang (2013) found that firms with detailed segment disclosures
experienced lower analyst forecast errors and narrower bid-ask spreads.

In India, academic attention to segment reporting intensified post the implementation of AS-17 in 2001.
Gupta and Sharma (2012) analysed 150 Indian listed companies and noted that only 52% of them
complied fully with the qualitative aspects of AS-17, revealing significant gaps in disclosure practices.
Similarly, Arora and Sharma (2014) examined BSE 500 firms and concluded that segment disclosures
were often vague, with 35% of firms reporting only revenue data without corresponding segment
assets or liabilities, limiting the utility of such information for investment analysis.

A sector-wise analysis by Singh and Kansal (2015) indicated that companies in capital-intensive sectors
such as infrastructure and manufacturing were more forthcoming in segment reporting than those in
service-based industries. Their study also revealed a positive association between the extent of segment
disclosure and institutional investor holdings in India, suggesting a preference for transparent firms.

From a behavioural perspective, Botosan (1997) argued that voluntary disclosure, including segment-level
data, reduces information asymmetry and cost of capital, a view supported in the Indian context by Ramesh
and Goel (2016), who reported a 0.9% reduction in weighted average cost of capital for firms
consistently disclosing operating segment results.

Despite these contributions, Indian literature remains relatively sparse in empirically linking segment
reporting with actual investor decisions. This gap necessitates further exploration, particularly in the
context of evolving accounting standards and increasing investor activism in India.

3. Regulatory Framework for Segment Reporting in India

The regulatory environment governing segment reporting in India has evolved significantly over the last
two decades, reflecting a broader shift toward financial transparency and alignment with international
practices. The two primary standards governing segment disclosures in India are the Accounting
Standard 17 (AS-17) issued by the Institute of Chartered Accountants of India (ICAI) and Indian
Accounting Standard 108 (Ind AS 108), which converges with IFRS 8.

AS-17, introduced in 2001, mandates the disclosure of financial information about different business and
geographical segments based on risks and returns. The standard applies to companies listed on stock
exchanges and those with turnover exceeding Rs. 50 crore (ICAI, 2001). Key disclosure requirements
under AS-17 include segment revenue, results, assets, liabilities, and capital expenditure. However,
compliance has historically varied. A study by Sharma and Kaur (2013) on 120 BSE-listed companies
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found that only 61% disclosed segment liabilities, despite it being a mandated requirement, revealing
partial adherence to the standard.

With the adoption of Ind AS in 2016, India transitioned toward a principle-based system. Ind AS 108
replaced AS-17 for applicable entities and introduced a management approach to segment reporting.
Unlike AS-17, which relied on risk-return matrices, Ind AS 108 requires companies to disclose segments
based on internal reports reviewed by the chief operating decision maker (CODM), thereby aligning
reporting with operational realities (ICAI, 2015). This approach offers more relevant and timely
information to investors, though it reduces comparability across firms due to variations in internal
structures.

According to a survey by Deloitte India (2016), 74% of early Ind AS adopters found Ind AS 108 more
reflective of their internal performance measurement, but 41% expressed concern over increased
discretion and reduced consistency in disclosure formats. Furthermore, SEBI (Securities and Exchange
Board of India), through Clause 32 of the Listing Agreement and later Regulation 33 of the LODR
Regulations, has reinforced the requirement of segment-wise reporting in quarterly and annual financial
statements, enhancing disclosure frequency.

Importantly, empirical data from the NSE shows that by FY 2016, over 80% of the top 200 companies
were reporting under AS-17 or Ind AS 108, with a visible shift toward operational segmentation over
static risk-return classification. This regulatory evolution reflects India’s attempt to balance global
harmonization with domestic operational contexts, thereby shaping the quality of financial information
available to investors.

4. Methodology

This study adopts a qualitative review-based methodology to critically examine the impact of segment
reporting on investor decision-making, with a specific focus on Indian listed companies. The review
methodology is designed to synthesize existing scholarly literature, policy documents, accounting
standards, and empirical evidence from multiple sources published up to the year 2016, thereby
maintaining historical consistency and scholarly relevance.

The review draws from both national and international peer-reviewed journals, regulatory publications,
and industry reports to offer a comprehensive understanding of the subject. Key academic databases such
as JSTOR, EBSCOhost, ScienceDirect, ProQuest, and Google Scholar were utilized to identify relevant
literature. Keywords such as “segment reporting,” “investor behaviour,” “AS-17,” “Ind AS 108,”
“financial disclosure,” “India,” and “investment decision-making” were employed. The inclusion criteria
were limited to studies written in English and published between 2000 and 2016.

In total, over 65 primary and secondary sources were reviewed. Out of these, approximately 40 peer-
reviewed journal articles, 15 regulatory reports and guidelines (such as those from SEBI, ICAI, and the
Ministry of Corporate Affairs), and 10 industry-specific empirical studies were included in the final
synthesis. The sources were evaluated for authenticity, data quality, analytical rigor, and relevance to the
Indian corporate environment.

A thematic analysis approach was applied to organize the review. Literature was categorized into four
major thematic areas:

(1) Evolution and structure of segment reporting standards,

(2) Compliance and disclosure quality,

(3) Empirical linkage between segment reporting and investor decision-making, and
(4) Comparative perspectives with global practices.

To support the review, quantitative summaries from previous empirical studies were incorporated. For
instance, figures such as compliance ratios (e.g., 61% compliance with segment liability disclosure per
Sharma & Kaur, 2013) and changes in investor behaviour due to improved reporting (e.g., 0.9% cost of
capital reduction per Ramesh & Goel, 2016) have been integrated for analytical depth.
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This method allows for a critical and multi-dimensional understanding of how segment reporting functions
within the Indian capital market, laying the groundwork for policy suggestions and further empirical
research.

5. Segment Reporting Practices in Indian Listed Companies

Segment reporting practices among Indian listed companies have undergone substantial development
since the formal adoption of AS-17 in 2001, and later, Ind AS 108 in 2016. However, these practices vary
widely in terms of completeness, quality, and consistency, often influenced by company size, industry
type, ownership structure, and regulatory awareness.

A detailed survey by Gupta and Sharma (2012), involving 150 NSE-listed companies across diverse
sectors, revealed that only 68% of companies disclosed complete segment revenue, assets, and liabilities
as mandated. Even within this group, qualitative explanations were often lacking, with 31% failing to
provide adequate reconciliations with consolidated financial statements. This variation reduces the
comparability and decision-making utility of the disclosures for investors.

Sectoral disparities are also evident. Companies in manufacturing and infrastructure sectors tend to be
more compliant, likely due to their capital-intensive and multi-operational structures. A study by Singh
and Kansal (2015) on BSE 200 firms found that over 80% of manufacturing companies disclosed both
business and geographic segments, while only 45% of IT and service-based firms adhered to the dual-
segment classification. This discrepancy is partially attributed to the centralized revenue generation
models of service firms, which complicate meaningful segment segregation.

Voluntary disclosure trends have shown modest improvement. A report by CRISIL (2014) noted that
among Nifty 50 companies, nearly 72% provided forward-looking segment commentary beyond
mandatory financials, indicating a growing recognition of investor information needs. However, smaller
firms continue to treat segment reporting as a compliance formality rather than a transparency tool.

Ownership and governance also play a pivotal role. Kumar and Sahu (2013) found that companies with
institutional investor holdings above 25% demonstrated significantly better disclosure practices,
particularly in segment-wise risk analysis and profitability insights. Conversely, family-owned, or closely-
held businesses showed lower disclosure scores, often citing competitive sensitivity as a reason for
limiting details.

The transition to Ind AS 108 in 2016 has prompted a structural shift, with an increasing number of
companies reporting operating segments based on internal management reports. While this has improved
relevance, it has also introduced inconsistencies in inter-firm comparison, especially in sectors with
complex internal reporting hierarchies (ICAI, 2016).

Thus, while segment reporting practices in Indian listed companies have improved, significant gaps
remain in depth, clarity, and comparability, warranting regulatory and institutional focus to make
disclosures more investor-centric.

6. Impact of Segment Reporting on Investor Decision-Making

Segment reporting plays a pivotal role in enhancing the transparency and granularity of financial
information, thereby influencing investor behaviour in multifaceted ways. By disaggregating performance
across business lines and geographic segments, such reporting enables investors to assess risk-return
profiles, operational efficiency, and capital allocation with greater precision.

Empirical evidence indicates a strong correlation between quality of segment disclosure and investment
decisions. According to Ramesh and Goel (2016), firms with detailed segment reports experienced an
average 0.9% reduction in cost of capital, as investors perceived them to be more transparent and less
risky. This finding aligns with global trends, where companies offering richer segment-level data tend to
attract long-term institutional investors (Berger & Hann, 2003).

In India, investor reliance on segment reporting has grown, especially among foreign institutional
investors (FIIs) and mutual funds, who actively use such data to compare profitability across sectors. A

IJCRT1136018 | International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org | 126


http://www.ijcrt.org/

www.ijcrt.org © 2018 IJCRT | Volume 6, Issue 1 February 2018 | ISSN: 2320-2882

study by Mukherjee (2015) of 85 actively traded companies found that 68% of institutional investment
decisions were influenced by segment-level performance metrics, particularly Return on Capital
Employed (ROCE) and segment-specific revenue growth.

Segment disclosures also enhance predictive ability. Research by Gupta and Singh (2014) revealed that
firms providing forward-looking segment narratives had 23% higher analyst coverage and 19% more
accurate earnings forecasts, leading to more informed and confident investment strategies.

Moreover, segment reporting reduces information asymmetry. A 2013 study by NSE Centre for
Excellence in Corporate Governance highlighted that companies offering transparent segment-level
disclosures had lower bid-ask spreads and higher trading volumes, indicating increased investor trust and
market efficiency.

However, the effectiveness of segment reporting in guiding investor decisions is contingent on the quality,
consistency, and interpretability of disclosures. Fragmented segment definitions, selective reporting, and
inadequate reconciliations often undermine the utility of the data (Sharma & Kaur, 2013).

In conclusion, segment reporting significantly shapes investor decision-making in India by enhancing
analytical depth, reducing uncertainty, and promoting market discipline. Yet, its full potential can only be
realized when disclosures are standardized, detailed, and investor-oriented.

7. Challenges in Segment Reporting and Its Interpretation by Investors

Despite its potential benefits, segment reporting in Indian listed companies is beset by numerous
challenges that limit its effectiveness and investor utility. One of the primary issues lies in the
inconsistency of segment identification. Under Ind AS 108, segments are based on internal management
reporting, which, while aligning with managerial decision-making, leads to non-comparability across
firms (ICAI, 2016). For instance, a study by Mehta and Sharma (2014) found that 42% of companies
revised their segment structure within three years, complicating trend analysis for investors.

Another notable concern is the selective disclosure of segment information, particularly concerning
segment liabilities and capital expenditures. According to RBI (2015) data, only 57% of BSE 500
companies disclosed complete segment liabilities, with smaller firms often citing operational or
competitive reasons for omission. Such omissions restrict a comprehensive evaluation of segment-wise
financial health.

Moreover, arbitrary aggregation of dissimilar activities into a single reportable segment poses
interpretational difficulties. The Confederation of Indian Industry (CII, 2013) reported that over 30% of
conglomerates clubbed unrelated business lines under one segment, thereby reducing disclosure clarity.
This aggregation can mask underperformance or risk concentrations, leading to misinformed investment
judgments.

Investors also face challenges in reconciling segment data with consolidated financials. Reconciliation
statements are either too brief or ambiguous, especially in firms with complex cross-border operations.
Kumar and Jain (2012) observed that 28% of segment disclosures failed to align properly with
consolidated totals, raising doubts about data reliability.

Furthermore, qualitative narrative in segment reporting is often generic. Only around 36% of NSE-listed
firms provided management commentary specific to each segment's operational context or forward
outlook (Gupta & Narang, 2015), limiting the scope for nuanced analysis by investors.

Lastly, retail investors often lack the financial literacy to interpret segmented data effectively. A SEBI
survey (2014) found that only 22% of non-institutional investors considered segment information when
making investment decisions, highlighting a gap in awareness and interpretive capability.

In sum, while segment reporting holds significant promise, its utility is frequently compromised by
definitional ambiguity, disclosure gaps, aggregation practices, and limited interpretive support—factors
that collectively hinder informed investor decision-making.
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8. Conclusion and Recommendations

Segment reporting has emerged as a critical element in enhancing financial transparency and investor
insight within Indian listed companies. By providing disaggregated information on diverse business and
geographic operations, it has contributed to improved risk assessment, valuation accuracy, and investor
confidence (Berger & Hann, 2003). However, as the analysis has shown, the effectiveness of segment
disclosures is closely tied to their quality, consistency, and interpretability.

Despite the adoption of Ind AS 108, significant gaps remain in how Indian firms approach segment
reporting. Only about 62% of Nifty 100 companies consistently disclosed all prescribed segment items,
such as revenue, profit, assets, and liabilities, during the 2014-2016 period (ICAI, 2016). Inadequate
segment granularity, inconsistent classification, and the lack of forward-looking narratives limit investors’
ability to derive meaningful insights from the data (Kumar & Jain, 2012).

To address these shortcomings and realize the full potential of segment reporting, several
recommendations are proposed:

1. Standardization of Segment Definitions: Regulatory bodies such as SEBI and ICAI should issue
detailed guidance on segment identification and aggregation to reduce subjectivity and enhance
comparability across firms (CII, 2013).

2. Mandatory Disclosure of Segment Liabilities and Capital Expenditure: A uniform disclosure
framework should be enforced to ensure that all firms provide key financial metrics across
segments, as this directly impacts investor evaluation of segment-specific solvency and investment
strategy (Mehta & Sharma, 2014).

3. Enhanced Qualitative Disclosures: Companies should be encouraged to supplement quantitative
data with management discussion and analysis (MD&A) on segment operations, competition, and
strategic direction. This would aid in interpreting performance beyond numerical indicators (Gupta
& Narang, 2015).

4. Investor Education Initiatives: SEBI and stock exchanges must conduct targeted investor
awareness programs to improve the interpretation of segment data among retail investors,
especially as only 22% currently utilize such information (SEBI, 2014).

In conclusion, segment reporting, if implemented effectively, has the potential to significantly improve
investment decisions in Indian capital markets. A concerted effort from regulators, corporations, and
investors is essential to bridge the existing gaps and make segment information truly value-enhancing.
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