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ABSTRACT

This study investigates the essential connection between environmental accounting practices and
regulatory compliance, emphasising its consequences for corporate responsibility and sustainability. It
shows how changing government rules that set the standards for openness and responsibility are pushing
companies to include environmental factors in their accounting systems. The study, which is based on a
qualitative analysis of secondary sources, shows that strict rules can make people more likely to follow
them, but problems like not understanding them and not having enough resources often make it hard to
put them into action, especially in places like Nigeria where enforcement is weak. Legitimacy theory is
the study's theoretical framework. It says that organisations use environmental disclosures to make sure
that their actions are in line with what society expects and what the law says, which helps them keep their
reputation and their social license to do business. The results show that environmental accounting
practices have many advantages, such as better strategic decision-making, better corporate performance,
and more value for stakeholders through better risk management and operational efficiency. The study of
existing literature also shows that these practices go beyond just maximising profits by taking into
account a wider range of environmental costs and benefits, even though it is hard to put a price on things
like pollution and biodiversity loss that don't happen in the market. In conclusion, the research emphasises
that strong environmental accounting is essential for attaining sustainable business management. It
suggests that governments set up mandatory frameworks, give financial incentives for eco-friendly
practices, and support educational programs to give all sectors the skills they need to carry out the plans
effectively.

Keywords: Environmental accounting, Regulatory compliance, Sustainability reporting, Environmental
management.

1. INTRODUCTION

Environmental accounting practices are increasingly seen as essential for regulatory compliance and
sustainable business management. These practices include adding environmental factors to accounting
systems, which helps companies follow the rules, be more responsible, and work toward more sustainable
goals. Environmental accounting is a way for companies to be more open and honest in their reporting,
and government rules are a big part of that (Maharani & Sisdianto, 2024). Strict rules can make people
more likely to follow them, but problems like not knowing enough and not having enough resources can
make it hard to put them into action (Maharani & Sisdianto, 2024). Environmental accounting is a part of
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business management strategies, which makes it easier to make choices about the costs and benefits of the
environment (Santos et al., 2024).

This integration helps meet legal requirements and encourages new ideas in product development, which
helps achieve sustainability goals (Yuliarini, Othman & Ismaila, 2017; Ogbotor, 2025). A strong set of
rules is important for keeping accounting practices consistent, and countries like Ghana stress following
international standards. Environmental factors, such as the economy's stability and new technologies,
affect how people do their accounting and how well they follow the rules (Ampedu et al., 2024;
Aroghene, 2022). Although, complicated rules might keep smaller businesses from fully participating in
environmental accounting, which could cause compliance to be uneven across sectors.

Environmental accounting disclosure tells you a lot about a company's policies on the environment, how
it uses resources, how much waste it makes, and how it tries to be more sustainable. This information
helps investors, regulators, and other interested parties figure out how committed a company is to the
environment and what financial risks and opportunities it might have (Mayapada & Lyu, 2025; Odera,
Scott & Gow, 2016; Ogbotor & Nwabudo, 2025). In Nigeria, most environmental reporting is optional,
and different sectors use it to different degrees (Nwaiwu & Oluka, 2018; Erin & Olojede, 2024).

Unlike developed countries with strict environmental rules guiding corporate disclosures, Nigerian firms
report environmental info inconsistently due to weak enforcement and lack of standards (Kabara et al.,
2023; Babalola & Olawuyi, 2022; Ofoegbu, Odoemelam & Okafor, 2018; Aroghene, Obikea & Imene,
2025). This raises concerns about transparency in corporate sustainability. Few Nigerian firms engage in
meaningful environmental reporting (Uwuigbe et al., 2018). Studies on environmental disclosure vs.
financial performance show mixed results (Vitale, Cupertino & Riccaboni, 2023; Wu & Li, 2022; Wang
et al., 2020; Deswanto & Siregar, 2018). Some say comprehensive disclosure attracts investors and boosts
long-term profitability (KPMG, 2017; Xie et al., 2019), while others say it adds costs, reducing
profitability (Emmanuel & Ifeanyichukwu, 2021).

2. Statement of the Problem

Recent research has evaluated how accounting contributes to environmental management and pinpointed
gaps in reporting a firm's external impacts using traditional accounting methods (Bartolomeo et al. 2000;
Bennett, Bouma & Wolters 2002; Bennett & James 2000; Bennett, Rikhardsson & Schaltegger 2003;
Deegan 2003; IFAC 2005). Conventional management accounting has limitations in collecting and
assessing environment-related data, leading to the development of environmental accounting.
Environmental accounting considers environmental and natural resource impacts, stating values of
positive and negative effects and externalities, and incorporates them into traditional accounting like
Balance Sheets and Income Statements. "Environmental Accounting is about measuring and monitoring
your environmental impact - like waste, emissions, spills, consumption, and noise - in a way that is
auditable and traceable. This helps explain and justify performance to internal and external parties, like
you'd do for financial or production ops" (Okoye & Ubaka, 2005).

The issue of environmental accounting practices and regulatory compliance is growing in importance as
organizations aim to integrate sustainability. Effective environmental accounting is central for regulation
compliance and boosting corporate responsibility. Government regulations play a big role in promoting
environmental accounting, with stringent policies enhancing compliance with environmental reporting
(Maharani & Sisdianto, 2024; Erhijakpor & Aroghene, 2025). A strong regulatory environment ensures
transparency and consistency in financial reporting, aligning with international standards (Ampedu et al.,
2024).

Companies struggle with limited understanding and resource constraints that block effective
environmental accounting implementation (Maharani & Sisdianto, 2024; Ogbotor, 2025). In places like
Albania, accounting practices miss capturing full environmental costs, pointing to a regulatory gap (Jupe
et al., 2014). On the flip side, benefits of environmental accounting include better energy efficiency,
waste management, and corporate rep, all boosting sustainability goals. It also helps with decision-making
using accurate data for compliance and management (Khairani & Sisdianto, 2024). While regulations
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push for environmental accounting adoption, they might weigh down smaller firms without enough
resources, showing a need for balanced rules.

The aim of the paper is to explore the relationship between environmental accounting practices and
regulatory compliance. The paper seeks to examine how environmental accounting practices contribute to
ensuring compliance with environmental regulations, enhance corporate responsibility, and support
sustainability goals. It may also discuss the challenges and opportunities that arise from implementing
environmental accounting practices within regulatory frameworks.

3. METHODS

This study examines the relationship between environmental accounting practices and regulatory
compliance through a qualitative research methodology. The study doesn't collect new data; instead, it
uses information from journal articles, conference papers, books, and institutional reports that are already
out there. The study looks through academic databases for studies that are relevant to the work. Then
make use of content analysis to look at the data and find important themes and insights about
environmental accounting practices, what causes them, and how they affect companies that follow the
rules. This method helps you understand the topic very well without using numbers. Based on what is
already known in research, the results are put together to explain how environmental accounting and
regulatory frameworks are related.

4. Theoretical Framework
Organizations operate under a social contract with society, where they strive to meet societal expectations
through sustainability disclosures (Loewe & Zintl, 2021). Businesses are part of a broader social system,
and any shifts in this system - whether real or perceived - can impact their legitimacy and credibility
(Lindblom, 1994). Legitimacy is context-dependent and varies across different settings (Luft Mobus,
2005).
In today's post-industrial landscape, organizations must be agile in responding to evolving societal
expectations tied to time and place (McClymont & Sheppard, 2020). When legitimacy is questioned by
the public, media, government, or lawmakers, adapting becomes crucial for attracting capital, talent, and
customers (Sonpar, Pazzaglia & Kornijenko, 2010). Effective managers anticipate these shifting societal
expectations. Sethi (1975 & 1979) coined the term "legitimacy gap" to describe the divergence between
societal expectations and perceived organizational behavior, warning that this gap widens without
adjustment. Legitimacy falters when institutions fail to align with social norms (Sojo, 2011).
Legitimacy theory posits that corporate disclosures respond to environmental forces (economic, social,
political), legitimizing organizational actions (Mousa et al., 2015). This is a reactive approach, aligning
actions with societal standards. Business social disclosures justify corporate behavior as a response to
environmental pressures (Guthrie & Parker, 1989). Research by Thijssens, Bollen and Hassink (2015)
explored how perceived legitimacy, power, and urgency impact CSR reporting, highlighting the role of
environmental transparency in demonstrating the importance of environmental nongovernmental
organizations (NGOs).
Legitimacy theory in accounting research has faced criticisms due to limited empirical evidence
supporting its application (Deegan, Rankin & Tobin, 2002). The theory is seen as explaining subjective
human views rather than being a predictive tool because legitimacy concepts are abstract and hard to
define (Hybels, 1995; Luft Mobus, 2005). Organizations struggle to demonstrate credibility to all
observers, needing to prioritize influential ones (Suchman, 1995).
Proponents of voluntary disclosure theory (VDT) challenge legitimacy theory, suggesting companies
report positive news to differentiate from weaker performers, focusing on environmental disclosure over
CSR (Bewley & Li, 2000; Clarkson et al., 2008; Hummel & Schlick, 2016). This contrasts with
legitimacy theory's views on environmental performance and transparency. Companies with poor
environmental performance may need to disclose more (Milne & Patten, 2002; Patten, 2019), but without
a model for key observers. Investors don't necessarily reward beneficial social actions (Groening &
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Kanuri, 2013), and publishing such info might lead to unfavorable responses (Gomez-Carrasco &
Michelon, 2017).

Legitimacy theory is relevant to environmental accounting practices as it explains how organizations use
environmental disclosures to align their operations with societal expectations, thereby gaining or
maintaining legitimacy (Mousa et al., 2015). In the context of environmental accounting practices and
regulatory compliance, legitimacy theory suggests that companies disclose environmental information to
legitimize their actions to stakeholders, including regulators, investors, and the public. This helps
organizations manage their reputation and ensure they are seen as responsible actors in environmental
management.

In terms of regulatory compliance, legitimacy theory implies that environmental accounting practices are
a tool for organizations to demonstrate adherence to environmental norms and regulations, thus
legitimizing their operations (Guthrie & Parker, 1989). By reporting environmental impacts and
compliance with regulations through environmental accounting practices, organizations can build trust
with stakeholders and enhance their legitimacy. This is crucial in managing risks associated with
environmental liabilities and improving overall corporate sustainability and accountability in the face of
growing environmental concerns and regulatory scrutiny.

5. Conceptualisation of Environmental Accounting Practices
When people think of environmental accounting, they often associate it with fauna, flora, and nature-
related concepts. But environmental accounting actually covers the whole environment the company and
society are in - social, organizational, and natural aspects. It's a new, bold type of accounting that goes
beyond just numbers and results. It aims to inform about the company's environmental setup, its impacts
from generating profits or losses, and shows evidence of social responsibility through results. To get
environmental accounting information, focused on this broader view of the environment, the question
arises: Are accountants pursuing ongoing education to keep up with public and accounting trends?
Environmental accounting practices (EAP) involve methods and processes for organizations to account
for environmental impacts and integrate these into financial reporting. This approach aims to address
business-caused degradation, aligning with the pollutant pay principle where organizations are
accountable for their environmental footprint (Ahmad & Pandey, 2024). EAP boosts transparency and
supports sustainable business, positively influencing corporate performance (Hammami & Zouaoui,
2024).
Environmental accounting for a corporation covers management accounting (estimating pollution
elimination costs and benefits from efficient energy and water use) and financial accounting (evaluating
and reporting environmental liabilities). Environmental accounting reporting builds on conventional
financial accounting, trying to integrate environmental values into the accounting system step by step. A
big issue is how to value balance sheet and income statement items without market prices, like pollution,
landscape quality, biodiversity, and environmental state due to resource depletion/degradation (Merlo &
Boschetti, 1992). These environmental impacts are not well-defined or quantified due to difficulty
determining their positive or negative impact. In accounting terms, cost is "a resource sacrificed or
forgone to achieve a specific objective... usually measured as the monetary amount paid for goods or
services" (Horngren, Datar & Foster 2003, p. 30). Environmental costs have two categories: explicit costs
like tech modification, cleanup, permits, fines, and litigation; and implicit costs like admin, legal counsel,
employee education, and loss of goodwill from environmental disasters (Atkinson, Kaplan & Young,
2004).
EAP stresses accountability to stakeholders beyond just shareholders, reflecting environmental and social
interconnectedness (Demirel & Eskin, 2021). Organizations are encouraged to disclose environmental
impacts, building trust and stakeholder engagement. Effective EAP can enhance financial performance,
like in aviation where environmental policies impact return on assets (Esther & Isaiah, 2023). Integrating
environmental considerations into financial reporting improves corporate global performance through
better resource management and risk reduction (Hammami & Zouaoui, 2024). EAP is shaped by
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regulations and internal management strategies, promoting compliance and sustainability. Aligning
environmental management with business ops creates value and mitigates environmental liability risks
(Yuliarini et al., 2017). While EAP has benefits, implementation can be tough due to varying regulations
and complexity of integrating environmental data into traditional accounting. This shows a need for
ongoing EAP development to boost effectiveness and adoption across sectors.

6. Empirical Review

Government rules set standards for businesses to follow when it comes to environmental accounting.
These rules support sustainability and corporate social responsibility. Strict rules make companies'
environmental reporting better, but a lack of knowledge and resources can make it less effective, so the
government and businesses need to work together (Maharani & Sisdianto, 2024). Environmental
accounting practices are incorporated into business operations to enhance value, promote sustainability,
and ensure legal compliance, thereby mitigating risks, securing funding, and cultivating commitments
between regulators and management (Yuliarini et al., 2017).

These practices help with strategic decision-making by figuring out the costs and benefits to the
environment, weighing the risks, and making plans for long-term success (Santos et al., 2024). Following
environmental rules makes decision-making better. For example, sustainable financial reporting and
following the rules can lead to better results, higher performance, and more value for stakeholders
(Amalia et al., 2024). External factors like the economy, new technologies, and social and cultural factors
can affect the quality of financial reporting. This shows that regulatory frameworks need to be constantly
improved to deal with problems and improve accounting practices (Ampedu et al., 2024).

Environmental Accounting Practices (EAP) are methods and processes that help people make decisions,
track how well a company is doing, and make it easier to share information about the environment
(Bebbington, 1997). EAP lets businesses go beyond the usual ideas about maximising profits and look at
performance using a variety of indicators that are related to activities and strategy (Lafontaine, 2002).
According to Christophe (1992), Environmental Accounting is a good way for companies to keep track of
how their activities affect the availability of natural resources.

A lot of research shows that switching to more responsible accounting practices is good for business
(Christophe, 1992; Lafontaine, 2002; Jamil & Ferrer, 2020; Tsang et al., 2023; Ayu et al., 2020).
Environmental accounting came about because of social, economic, and legal factors such as strict rules,
pressure from stakeholders, and the limitations of traditional accounting (Michaud, 2008; Lafontaine,
2002; Wei & Chen, 2021; Tsang et al., 2023; Ayu et al., 2020; Zogning, 2017).

Environmental accounting (EA) helps companies do better by finding and controlling environmental costs
and supporting environmental management systems (Dunk, 2002; Rounaghi, 2019). This can improve
reputation, save money, make operations more efficient, and possibly even make more money (Amalya et
al., 2023; Deb et al., 2022; Benson et al., 2021). Aligning strategies with environmental sustainability can
make a company more valuable (Trumpp & Guenther, 2015).

EAP is very important for improving environmental performance because it gives people the tools they
need to measure, manage, and report on environmental impacts (Berthelot et al., 2003; Appiah et al.,
2020). Including environmental factors in accounting helps with decision-making, competitiveness,
stakeholder engagement, and long-term growth (Ambarsari et al., 2024; Quispe et al., 2024; Sundarasen
et al., 2024; Otieno & Wanjare, 2024; Hossain & Hasan, 2024).

7. CONCLUSION

As companies try to be both financially successful and environmentally responsible, environmental
accounting practices are becoming more and more important. Government rules that change and a
growing focus on corporate social responsibility are two of the main things that drive these practices,
which include different ways of measuring and reporting environmental effects. Companies can go
beyond traditional profit-focused models by taking environmental factors into account in their operations.
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This helps them find and manage environmental costs, reduce risks, and even get better funding
opportunities. In the end, this leads to stronger commitments between regulators and management.

Also, using strong environmental accounting methods greatly improves a company's overall performance
and ability to make strategic decisions. These practices help organisations make better sustainability
plans, run their businesses more efficiently, and become more competitive by making it easier to
understand the costs and benefits of environmental actions. This proactive approach not only helps the
environment, but it also increases stakeholder value and supports long-term growth. This shows that
being environmentally responsible is directly related to long-term business success.

8. RECOMMENDATIONS

i) Environmental accounting should have rules that all governments must follow and enforce. This is
very important for making sure that companies measure and report their environmental impact in the
same way, which makes sure that everyone is open and responsible. A single system would also make it
easier for regulators to check for compliance and for stakeholders to compare how well companies are
doing.

ii) Policymakers should offer companies that actively use and do well with environmental accounting and
performance financial rewards. These could be tax breaks, grants, or subsidies. By connecting economic
benefits to good environmental behaviour, businesses are more likely to invest in sustainable technologies
and practices on their own.

iii) There needs to be a lot of focus on education and professional training to fill in the gaps in knowledge
in the field. Adding environmental accounting to college courses and holding workshops for business
professionals will give them the tools they need to accurately measure their environmental impact and
make smart, long-lasting choices.
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