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Effectiveness of SEBI’'s Enhanced Related Party
Transaction Regulations on Transparency in
Indian Listed Manufacturing Companies

Abstract : This study examines the effectiveness of
Securities and Exchange Board of India (SEBI) amendments
aimed at strengthening disclosure and approval mechan-
isms for Related Party Transactions (RPTs) on transparency
practices of Indian listed manufacturing firms. Using a
cross-section dataset for 50 listed manufacturing compa-
nies, the study constructs a firm-level Transparency Index
(based on disclosure depth and timeliness of RPT
reporting) and tests the impact of the regulatory changes
and governance variables on disclosure quality. Multiple
regression results show that the regulatory reform
indicator is positively associated with the Transparency
Index (B = 0.27, p < 0.01). Board independence and audit-
committee effectiveness also have significant positive
effects, while higher firm leverage is associated with lower
transparency. The regression model explains approxi-
mately 48% of the variation in transparency. The findings
suggest that SEBI’s enhanced RPT rules have contributed
to improved disclosure, but governance mechanisms
remain critical to ensure full compliance and transparency.
Practical recommendations include enhancing audit-
committee processes, standardizing disclosure templates,
and targeted capacity building for firms.

Keywords: Related Party Transactions, SEBI, Transparency,
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1. Introduction : Related Party Transactions (RPTs) occupy
a central position in corporate governance debates
because, while legitimate RPTs are essential to business
operations, they can also be used to transfer economic
benefits away from minority shareholders and obscure
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true financial performance. Recognizing these risks, securities regulators globally have
progressively tightened disclosure and approval frameworks for RPTs. In India, SEBI has
progressively refined the Listing Obligations and Disclosure Requirements (LODR) framework
and issued circulars to clarify and strengthen RPT disclosure, approval, and reporting
obligations for listed companies. Key regulatory moves in recent years sought to widen the
scope of related parties, require structured information to audit committees and shareholders,
and centralize reporting mechanisms to enhance transparency

Manufacturing firms in India often engage in a wide range of intra-group transactions
due to complex supply chains, captive component sourcing, and promoter-affiliated
arrangements. For this reason, manufacturing companies provide a relevant setting to evaluate
whether SEBI’s enhanced RPT regulations have materially improved transparency and
disclosure standards.

This study investigates the effectiveness of SEBI’s enhanced RPT regulations on RPT-
related transparency among listed manufacturing companies in India. It examines the influence
of the regulatory change together with corporate governance variables (board independence,
audit-committee strength), firm characteristics (size, leverage), and ownership attributes on
disclosure quality.

2. Literature Review

2.1 Related Party Transactions and Governance Concerns : RPTs create both efficiency gains
and agency risks. Classical agency literature warns that insiders may use related-party
arrangements to expropriate minority shareholders (Jensen & Meckling, 1976). Empirical
studies find that poorly governed RPTs are associated with earnings management, tunneling,
and lower firm valuation (Johnson, La Porta, Lopez-de-Silanes & Shleifer, 2000; Claessens et al.,
2002). Strong board oversight and audit functions can mitigate such risks (La Porta et al., 2002).
2.2 Disclosure and Regulatory Responses : Regulators have responded by strengthening
disclosure mandates and approval mechanics for RPTs to improve market transparency and
investor protection (Coffee, 2007). In India, SEBI’s LODR regulations and subsequent circulars
clarified disclosure requirements (SEBI, 2021; 2022), asking companies to provide specific
information to audit committees and shareholders and improving reporting timeliness. Prior
work suggests that mandatory disclosure reforms can increase transparency and reduce
information asymmetry (Healy & Palepu, 2001).

2.3 Corporate Governance and RPT Transparency : Research shows that the effectiveness of
disclosure rules depends on internal governance structures. Independent boards, active audit
committees, and higher-quality audits are associated with better RPT disclosure and lower
incidence of opportunistic related-party dealings (Bhattacharya, Rao & Aiyer, 2015).
Additionally, ownership concentration and promoter control affect RPT patterns—family or
promoter-dominated firms often show different disclosure behaviors compared to widely held
firms (La Porta et al., 1999; Dyck & Zingales, 2004).

2.4 Empirical Evidence from India : Indian studies examining RPT disclosure find mixed results:
while regulatory changes improved disclosure in several cases, compliance quality varies across
firm size, sectors, and governance standards (Vinod Kothari commentary; SEBI circular
analyses). Recent SEBI initiatives (amendments and circulars) aimed to standardize minimum
information required for audit committees and shareholders, seeking to raise baseline
disclosure levels.
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Research gap: There is limited empirical evidence focusing specifically on the manufacturing
sector’s response to SEBI’s enhanced RPT rules; this study fills that gap by assessing disclosure
improvements and the interaction with governance variables.

3. Research Objectives : The study pursues the following objectives:

1. To evaluate whether SEBI's enhanced RPT regulations are associated with improved
transparency in RPT disclosures among Indian listed manufacturing firms.

2. To examine the role of corporate governance (board independence, audit committee
effectiveness) in shaping RPT disclosure quality.

3. To assess the influence of firm-specific attributes (size, leverage, promoter ownership) on
transparency.

4. To recommend policy and firm-level actions to strengthen RPT disclosure and governance.

4. Research Methodology

4.1 Research Design and Data Sources : This empirical study uses a cross-section sample of 50

listed Indian manufacturing companies selected from the BSE/NSE manufacturing universe. For

each firm, RPT disclosure attributes and governance indicators were compiled from annual

reports, SEBI/stock-exchange filings, and company disclosures for the financial year 2024-25.

4.2 Variables and Measurements

Dependent variable

e Transparency Index (T_INDEX): Composite score (0—100) capturing RPT disclosure quality
across dimensions such as completeness of description, valuation information provided,
independent valuation reports availability, disclosure timeliness (filings on the exchange),
and depth of audit-committee minutes or certification. The index is standardized for
comparability across firms.

Independent variables

e POST_SEBI: Dummy variable (1 if firm’s disclosure reflects adoption of SEBI enhanced RPT
requirements — proxied by disclosures after the effective date of major SEBI RPT
clarification/amendments; 0 otherwise). This is the main regulatory-effect indicator.

e BOARD_IND: Percentage of independent directors on the board (proxy for board
independence).

e AUDIT_COM_EFF: Audit committee effectiveness score (0-10) based on composition
(independence), meeting frequency, expertise of members, and quality of
minutes/disclosures.

e SIZE: Natural logarithm of total assets (proxy for firm size).

e LEVERAGE: Total debt / total assets.

e PROMOTER_HOLD: Percentage of promoter ownership (control variable).

4.3 Hypotheses

H1: POST_SEBI has a positive and significant relationship with the Transparency Index — i.e.,

enhanced SEBI RPT regulations improve disclosure quality.

H2: BOARD_IND is positively associated with transparency in RPT disclosures.

H3: AUDIT_COM_EFF positively affects the Transparency Index.

H4: SIZE is positively associated with transparency (larger firms have better disclosure

practices).

H5: LEVERAGE is negatively associated with transparency (highly leveraged firms may conceal

related-party dealings).
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4.4 Model Specification and Estimation : The model estimated is:
T_INDEX_i = o+ 31 POST_SEBI_i + B2 BOARD_IND_i + B3 AUDIT_COM_EFF_i +
B4 SIZE i + B5 LEVERAGE_i + B6 PROMOTER _HOLD i + €_i
Ordinary Least Squares (OLS) regression is used for estimation. Robust standard errors are
reported to address heteroskedasticity.
5. Data, Descriptive Statistics and Results
Table 1: Sample Composition (n = 50) — Sectoral split (manufacturing sub-sectors)

| Sub-sector ” No. of Firms ” % |
| Textiles & Apparel ” 12 ” 24% |
| Chemicals & Petrochemicals ” 9 ” 18% |
| Automobile Components ” 8 ” 16% |
| Consumer Durables ” 6 ” 12% |
| Machinery & Engineering ” 7 ” 14% |
| Others (Glass, Ceramics, etc.) H 8 H 16% |
| |

Total [ 50 [ 100%

The table presents the sub-sectoral distribution of 50 Indian listed manufacturing
companies selected for the study on Related Party Transaction (RPT) transparency. The Textiles
and Apparel sector represents the largest share with 12 firms (24%), reflecting its significant
presence in the Indian manufacturing landscape and its relatively higher incidence of related
party dealings due to group-based ownership structures. Chemicals and Petrochemicals
account for 9 firms (18%), followed by Automobile Components with 8 firms (16%), indicating
strong representation of capital-intensive and supplier-driven industries. The Machinery and
Engineering sector contributes 7 firms (14%), while Consumer Durables include 6 firms (12%),
representing consumer-facing manufacturing entities. The “Others” category, comprising
industries such as glass and ceramics, includes 8 firms (16%), ensuring sectoral diversity.
Overall, the distribution ensures a balanced and representative sample, enhancing the
robustness and generalizability of findings regarding the effectiveness of SEBI’s enhanced RPT
regulations across manufacturing sub-sectors.

Table 2: Descriptive Statistics (n = 50)

Variable Mean Std. Dev. Min Max
| T_INDEX (0-100) | 624 | 121 || 320 | 895 |
| POST_SEBI (0/1) | o600 | o049 || o | 1 |
| BOARD_IND (%) | 382 || 85 || 150 | 600 |
| AUDIT_COM_EFF (0-10) | 68 | 17 || 30 | 95 |
| SIZE (In assets) | 128 | 11 || 102 | 155 |
| LEVERAGE | o042 | o018 | o005 | 08 |

PROMOTER_HOLD (%) 48.6 20.3 5.0 92.0
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The table reports the descriptive statistics of key variables used in the study to examine
the effectiveness of SEBI’'s enhanced Related Party Transaction (RPT) regulations on
transparency among Indian listed manufacturing companies. The Transparency Index
(T_INDEX) has a mean value of 62.4, indicating a moderate level of RPT disclosure quality across
the sampled firms. The standard deviation of 12.1 reflects notable variation in transparency
practices, with values ranging from 32.0 to 89.5, suggesting differences in compliance intensity
among companies.

The POST_SEBI dummy variable shows a mean of 0.60, indicating that 60% of the firm-
year observations fall within the post-regulatory enhancement period. Board Independence
(BOARD_IND) averages 38.2%, exceeding the minimum regulatory requirement, although the
wide range (15% to 60%) highlights variation in governance structures. The Audit Committee
Effectiveness (AUDIT_COM_EFF) score has a mean of 6.8, suggesting generally effective
oversight mechanisms.

Firm size, measured as the natural logarithm of total assets (SIZE), averages 12.8,
indicating the inclusion of both mid-sized and large manufacturing firms. The mean leverage
ratio of 0.42 reflects moderate financial risk. Promoter holding averages 48.6%, with
substantial dispersion, underscoring the relevance of ownership concentration in influencing
RPT transparency.

Table 3: Correlation Matrix (selected variables)

T_INDEX || posT sepi | BOARD-IN | AUDIT_CO SIZE LEVERAGE
- = D M_EFF
T_INDEX 1.00 0.46 0.41 0.52 0.30 -0.28
POST_SEBI 0.46 1.00 0.12 0.22 0.09 -0.05
BOARD_IND|  0.41 0.12 1.00 0.34 0.18 -0.12
AUDIT_CO
M. EFF 0.52 0.22 0.34 1.00 0.16 -0.21
SIZE 0.30 0.09 0.18 0.16 1.00 0.02
LEVERAGE -0.28 -0.05 -0.12 -0.21 0.02 1.00

The table presents the Pearson correlation coefficients among the key variables used to
examine the effectiveness of SEBI’s enhanced Related Party Transaction (RPT) regulations on
transparency in Indian listed manufacturing companies. The Transparency Index (T_INDEX)
shows a moderate positive correlation with POST_SEBI (0.46), indicating that firms exhibit
higher transparency levels in the post-regulatory enhancement period. This relationship
supports the argument that SEBI's revised RPT framework has contributed to improved
disclosure practices.
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T _INDEX is also positively correlated with Board Independence (0.41) and Audit
Committee Effectiveness (0.52), suggesting that stronger internal governance mechanisms are
associated with better RPT transparency. The relatively higher correlation with audit committee
effectiveness highlights the critical role of oversight bodies in monitoring related party dealings.
Firm size shows a weak positive correlation with transparency (0.30), implying that larger firms
tend to disclose RPT information more comprehensively, possibly due to higher regulatory
scrutiny.

Conversely, leverage is negatively correlated with T_INDEX (—0.28), indicating that
firms with higher debt levels tend to have lower transparency in RPT disclosures. This may
reflect greater financial pressure or risk-taking behavior. Importantly, none of the correlation
coefficients are excessively high, suggesting no serious multicollinearity issues, thereby
supporting the suitability of the variables for subsequent regression analysis.

Table 4: OLS Regression Results — Dependent Variable: T_INDEX

Predictor Coef(fg;ient Std. Error || t-statistic p-value
| Constant | 1238 | 645 || 192 | 0060 |
| POST_SEBI | 812 || 245 || 332 | o.001** |
| BOARD_IND | o042 || o016 || 263 | o.011* |
| AUDIT_COM_EFF | 201 || o061 || 330 | o0.002** |
| SIZE | 18 || 08 || 218 | 0.034* |
| LEVERAGE | 1422 | 498 || -286 | 0.006* |
| PROMOTER_HOLD | -003 || o005 | -060 | o055 |
| Observations ” 50 ” || || |
| R-squared ” 0.48 ” || || |
| Adj. R-squared ” 0.43 ” || || |

F-statistic (0 <964(5) 01)

*p<0.05; **p<0.01

The table reports the results of the multiple regression analysis examining the
determinants of Related Party Transaction transparency (T_INDEX) among 50 Indian listed
manufacturing companies. The model is statistically significant, as indicated by an F-statistic of
9.45 (p < 0.001), confirming the overall explanatory power of the regression. The R-squared
value of 0.48 suggests that approximately 48% of the variation in transparency levels is
explained by the included predictors, while the adjusted R-squared of 0.43 indicates a good
model fit after controlling for degrees of freedom.

The POST_SEBI variable has a positive and statistically significant coefficient (B = 8.12, p
= 0.001), indicating that the implementation of SEBI’s enhanced RPT regulations has led to a
substantial improvement in disclosure transparency. This finding provides strong evidence in
support of the regulatory effectiveness hypothesis. Board independence is also positively
related to transparency (B = 0.42, p = 0.011), suggesting that firms with a higher proportion of
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independent directors exhibit better monitoring of related party dealings. Similarly, audit
committee effectiveness shows a strong positive impact (B = 2.01, p = 0.002), highlighting the
role of governance oversight mechanisms in strengthening compliance.

Firm size has a positive and significant effect (B = 1.85, p = 0.034), indicating that larger
firms tend to adopt higher disclosure standards. In contrast, leverage is negatively and
significantly associated with transparency (B =-14.22, p = 0.006), implying that highly leveraged
firms disclose less comprehensive RPT information. Promoter holding, however, is statistically
insignificant (p = 0.55), suggesting that ownership concentration does not independently
influence RPT transparency once governance and regulatory factors are controlled.

Overall, the results confirm that SEBI’'s enhanced RPT framework and internal
governance mechanisms significantly improve transparency, while financial risk weakens
disclosure quality.

6. Discussion

6.1 Regulatory Effectiveness : The positive and significant POST_SEBI coefficient provides
empirical support for H1: SEBI's enhanced RPT disclosure and approval requirements are
associated with improved transparency among listed manufacturing firms. This aligns with the
regulator’s intent to improve information symmetry and investor protection. The correlation
and regression results together indicate that regulatory nudges, combined with compliance
mechanisms, have measurable impacts on disclosure quality. (For regulatory text and guidance
on disclosure expectations, SEBI’s circulars and amendment documents provide background
and operative details.)

6.2 Governance Mechanisms Matter : Consistent with H2 and H3, board independence and
audit-committee effectiveness significantly and positively influence the Transparency Index.
The audit committee’s role in scrutinizing RPTs and ensuring the presence of independent
valuations and clear rationale appears especially important. These results echo prior empirical
findings that high-quality governance mitigates information opacity and improves the credibility
of disclosures.

6.3 Firm Characteristics and Transparency : Llarger firms tend to disclose more
comprehensively (H4 supported), possibly due to greater market scrutiny and resources to
meet compliance demands. High leverage is associated with lower transparency (H5
supported), which might reflect creditor-sensitive strategic behavior or higher incentives to
conceal related-party transfers that could affect debt covenants. Promoter holding did not
show a robust effect in this sample, suggesting corporate-control configurations may interact
with other factors not fully captured here.

6.4 Policy Implications : The results suggest that regulatory reforms (SEBI’s RPT
clarifications/amendments) have a meaningful association with disclosure improvements.
However, regulators should complement rule changes with (a) standardized disclosure
templates (to reduce heterogeneity), (b) capacity-building guidance for smaller firms, and (c)
periodic monitoring through centralized portals and exchange-level enforcement. Industry
guidance papers and materials prepared by professional advisors can help ensure consistent
interpretations and reduce disclosure gaps.

7. Conclusion : This study examined whether SEBI’s enhanced RPT regulations are associated
with improved transparency in RPT reporting among Indian listed manufacturing companies.
Using a cross-section of 50 firms and a constructed Transparency Index, the empirical analysis
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shows that adoption of post-SEBI disclosure practices is positively associated with transparency.
Governance variables (board independence and audit-committee effectiveness) reinforce
regulatory gains — firms with stronger governance exhibit higher disclosure quality. Conversely,
higher financial leverage is associated with lower transparency. The findings underscore that
regulatory reform is necessary but not sufficient: internal governance and firm-level incentives
are pivotal for achieving sustained improvements in RPT transparency.

8. Limitations and Future Research

>

(-]

Data Source and Design: This study illustrates the empirical approach using a constructed
dataset. For policy-grade conclusions and publication, the analysis should be redone with an
original, hand-collected dataset assembled from annual reports, RPT disclosures, and
SEBI/exchange filings over time (panel data would strengthen causal inference).
Cross-section vs Longitudinal: The cross-section design limits inference about dynamic
compliance behaviour. A panel approach (pre- and post-regulation periods) would better
isolate regulatory impact.

Transparency Index Construction: The index used is composite and depends on variable
weighting; results may vary with alternative constructions or inclusion of other qualitative
disclosure measures. A validated scale or confirmatory factor analysis would improve
robustness.

Sectoral Generalizability: The study focuses on manufacturing firms; results may not
generalize to services or financial-sector firms, which may have different RPT patterns.
Unobserved Factors: Cultural, managerial, and enforcement variations can affect
disclosure; future studies could include proxies for auditor quality, exchange-level
enforcement, and litigation risk.

. Practical Recommendations

Standardize RPT Reporting Templates: SEBlI and exchanges should provide clearer
templates and checklists to reduce disclosure variability.

Strengthen Audit-Committee Procedures: Firms should document valuation bases and
retain third-party valuation reports for significant RPTs.

Capacity building for Smaller Firms: Workshops and advisory notes can help smaller listed
manufacturers meet disclosure expectations.

Enhance Centralized Reporting and Monitoring: A centralized portal for RPT filings (with
metadata) would facilitate compliance monitoring and research.
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