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Abstract   

 

This paper examines the impact of green accounting on the financial performance of companies in Nigeria. Based 

on the data extracted from the annual reports of two natural resources companies listed on the Nigerian stock 

exchange for five years (2015- 2019) analysed using ordinary least square (OLS) regression, this study finds that 

environmental accounting (environmental conservation cost) has a significant effect on the financial performance 

of natural resources companies. The paper concluded that proper reporting of green accounting could affect the 

financial performance of companies. 
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1. INTRODUCTION  

 

Business organisations operate in a society where fulfilling economic, social, and environmental concerns is 

paramount to their functions, roles and responsibilities. Since natural resources such as water, land, energy, and 

so many more are the pillars of an economy, an economy cannot be productive without these resources. However, 

resources have depleted, and the excessive use of these resources has environmental impacts such as climate 

change, ozone layer depletion, global warming, hence the need for sustainable accounting and reporting. 

Organisations' ecological impacts attract severe concern from the public, media, competitors, government, and 

other stakeholders. With the reinforcement of environmental guidelines and the surge in environmental awareness 

of individuals in recent years, corporations are duty-bound to spend large sums of money on ecological costs 

through measures such as obtaining ISO14001certification, investing in environmental tools and developing 

environmentally friendly products (Nakao et al., 2007). The Brundtland Commission in 1987 buttressed the 

significance of sustainable development and emphasis the idea of meeting the desires of the present generation 

without compromising the ability of future generations to meet their desires (Brundtland, 1987). The Brundtland 

Commission report implies that Government, Companies and all stakeholders should adequately manage available 

and limited resources to cut waste. Government, companies and other stakeholders need to ensure that both 

financial and environmental matters are considered when making business decisions to improve companies' 

financial performances and not the environmental performance of companies. 

 

In recent years, organisations in industrialised nations have embraced improving the environmental performance 

of their organisations due to the vested interest of their stakeholders and other concerned parties. Many 

stakeholders such as governments, employees, investors, shareholders, and the community are more conscious 

about environmental issues, corporate environmental management, and companies' actions on the environment, 

which directly or indirectly influences the financial performance of firms (Iwata and Okada, 2011). Increasing 
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consciousness of environmental problems brought about by economic activity has led to more political and social 

demands on firms to lessen their ecological impact (Galdeano-Gómez et al., 2008). Accordingly, managers are to 

report the business's financial performance and corporate sustainability performance, encompassing economic, 

social and environmental functions and roles; this ushered in the evolution of Corporate Social Responsibility 

(CSR). Companies now include green/environmental accounting information in their yearly reports. Reporting 

and accounting for the effect of their activities on the environment is very important for business organisations as 

all stakeholders are concerned about the impact of the organisation's social and environmental performance on the 

financial strength of the organisation (Maama and Appiah, 2019). 

 

2.  LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 

2.1  Green accounting  

 

Green accounting, also known as Environmental Accounting or Resource Accounting or Integrated Economic and 

Environmental Accounting, has various meanings. According to Han (2012), Green accounting reports on the 

effect of the companies activities on the environment and the otherwise impact of the environment on the business 

in financial and physical terms. In the view of Kumar, Pranitha and Kumar (2017), green accounting measure 

record and disclose the effect of corporate environmental actions on its financial standing using a set of accounting 

systems. Environmental accounting aims to enable companies to achieve sustainable development and pursue 

efficient and effective environmental conservation activities while maintaining a good relationship with the 

company's community. This process aids organisations in identifying the cost of engaging in environmental 

conservation activities, the benefits gained from conservation activities provided in quantifiable means of 

measurement, and support the communication of the evaluation results carried out to the stakeholders. 

Environmental accounting is a subset of accounting that incorporates economic and ecological information 

conducted on a corporate or national level. Environmental accounting has three sub-discipline categories: Global, 

national and corporate environmental accounting. Global environmental accounting deals with energetics, ecology 

and economics on a global level. National environmental accounting deals with economics, energetics and ecology 

on a national (country) level (Adegbie 2020). 

 

2.2 Financial Performance  

 

Performance is a general term applied to a part or all the activities of an organisation over some time, often 

regarding past or projected cost efficiency, management responsibility or accountability or the like. Performance 

indicates a firm's success, conditions, and compliance (Frich Kohlar cited by Trivedi 2010). According to 

Ehioghiren and Eneh (2019), performance is a group of financial and non-financial indicators that provide all 

stakeholders with information on the company's ability to achieve the objectives set out of that financial year. 

Specifically, financial performance (FP) is the process of measuring the results of a firm's policies and operations 

in monetary terms. It measures a firm's overall financial health over a given period and compares similar firms 

across the same industry (Trivedi 2010).  

 

Although there have been no adequate definitions and arguments on the definition of FP, there have been 

disagreements on the best method to measure CFP (Boaventura et al., 2012; Achim and Borlea, 2014). Financial 

performance is usually measured using various means categorised under accounting-based or market-based 

measures (Russo & Fouts, 1997; King & Lenox, 2001). The accounting-based measure reflects companies' 

internal efficiency. It meets the informational needs of managers, while the market-based measure meets the 

informational needs of the investors as the market value better reflects shareholders' wealth than the accounting 

value (Achim and Borlea, 2014). 

 

2.3 Hypothesis development  

 

Ahmad, Waseer, Hussain and Ammara (2018) research the relationship between environmental accounting and 

non-financial firms' performance: an empirical analysis of selected firms listed in Pakistan Stock Exchange, 

Pakistan. Their findings revealed that environmental accounting has a significant association with the performance 

of firms. Ehioghiren and Eneh (2019), using data of insurance companies in Nigeria between 2007-2016, find a 

significant positive relationship between corporate social responsibility accounting and return on capital employed 

and net profit margin; however, earnings per share was negatively significant. Likewise, Nnamani, Onyekwelu 

and Ugwu (2017) research the effect of sustainability accounting and reporting on the financial performance of 

firms in the Nigerian brewery sector. The study revealed that sustainability reporting has a positive and significant 

impact on the financial performance of the firms studied.  
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Saman (2019) examined the relationship between environmental accounting and the financial performance of oil 

and gas companies in Nigeria. The research results reveal that the lack of environmental reporting and disclosure 

standards significantly affects the reporting and uniformity of related ecological information in financial 

statements, annual reports, and accounts. The results further revealed that although the financial performance 

variables of ROCE, NPM, EPS, and DPS have a positive relationship with ENVC, the relationship is not 

significant. Oyedokun, Egberioyinemi & Tonademukaila (2019) investigates the effect of environmental 

accounting disclosure on the firm value of Nigeria's industrial goods companies and reports that non-financial 

indicators have a significant positive impact on the firm value while performance indicators have a significant 

negative effect on firm value. In another vein, Nwaimo (2020) studied the impact of environmental cost on 

performances of quoted firms in Sub-Saharan Africa for periods 2007-2016. The results show that waste 

management, community development and employees' health and safety cost has no significant effect on return 

on capital employed, earnings per share and return on equity of quoted firms in Sub Saharan Africa.  

 

3.  RESEARCH METHODOLOGY  

 

3.1 Data collection 

 

Data was collected from the annual reports of 2 natural resources companies, namely Aluminium Extrusion and 

BOC, listed on the Nigerian stock exchange for five years (2015- 2019). These two companies were selected 

based on information on environmental conservation/ protection costs included in the companies' annual reports. 

 

3.2  Model specification 

ECC = β0 + β1ROCE + β2NPM + ε 
 

Where: 

ECC = Environmental Conservation Cost represents Green Accounting, i.e. (air pollution, water pollution, 

recycling, biodiversity, staff welfare cost, community welfare and donations to environmental groups). 

ROCE = Return on Capital Employed 

NPM=  Net Profit Margin 

 
4. DATA ANALYSIS AND INTERPRETATION 

 

4.1 Descriptive statistics  

 

Table 1 shows the descriptive statistics of the variables of the study. The total environmental conservation cost 

(ECC) ranges between  ₦8,344,000 and ₦2,6935,000, while on average, the companies spent  ₦166,238,000 on 

ECC.  The return on capital employed (ROCE) and net profit margin  (NPM) has an average value of 85.16% and 

53.78%, respectively.  
 

Table 1:  Descriptive statistics 

 N Minimum Maximum Mean 

ECC 10 8344000 26935000 16623800. 

ROCE 10 4.76 17.49 8.51 

NPM 10 2.45 12.46 5.38 

Valid N (listwise) 10    

 

4.2 Result of multivariate analysis  
 

The result of the multivariate analysis shows the effect of green accounting measured by environmental 

conservation cost on ROCE. From the coefficient table, the significance value in this study is 0.030, which is 

lower than the cut-off of p < 0.05. Therefore, it signifies a statistically significant relationship between green 

accounting and financial performance. From the table, the R-value is 0.681, when expressed in percentage terms; 

it shows that this model explains 68.1% of the variance in the dependent variable.  

 

5. DISCUSSION OF FINDINGS AND CONCLUSION 

 

The main objective of this paper is to ascertain the degree of the relationship between green accounting and 

financial performance. The study measured the effect of environmental accounting using environmental 

conservation cost (air pollution, water pollution, recycling, biodiversity, staff welfare cost, community welfare 

and donations to environmental groups) on financial performance using return on capital employed (ROCE) and 

net profit margin (NPM). The findings show that environmental conservation cost has a statistically significant 
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impact on the financial performance of natural resources companies in Nigeria. The results reveal that 

environmental accounting impacts the financial performance of companies in Sub-Saharan Africa (Nigeria). The 

study delved into the effect of green accounting on the financial performance of companies in Sub-Saharan Africa 

(Nigeria). The findings revealed that environmental conservation cost measured using (air pollution, water 

pollution, recycling, biodiversity, staff welfare cost, community welfare and donations to environmental groups) 

influence the financial performance of natural resources companies listed on the  Nigerian Stock Exchange 

Market. The researcher recommends that government should make companies report on the impact of their 

activities on the environment in their annual reports. Organizations should endeavour to comply with 

environmental laws and regulations of the country. Companies should produce more environmentally friendly 

products and make use of environmentally friendly technologies. 
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