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ABSTRACT

The growing urgency of climate change and environmental sustainability has highlighted the need for
integrating environmental costs into corporate financial reporting. Traditional accounting systems often
fail to capture the full impact of environmental activities, limiting transparency and decision-making for
stakeholders. Since 2020, research has emphasized the importance of green accounting as a framework
for incorporating environmental costs, liabilities, and sustainability measures into financial statements.
This literature review explores how green accounting practices enhance accountability, improve
corporate social responsibility, and support long-term value creation. Evidence suggests that companies
adopting green accounting frameworks not only meet regulatory requirements but also gain competitive
advantages by building stakeholder trust and demonstrating environmental stewardship. However,
challenges such as standardization, measurement complexity, and implementation costs remain
significant barriers. By synthesizing recent studies, this paper provides insights into the effectiveness and
limitations of integrating environmental costs into financial reporting, offering implications for
policymakers, managers, and investors in the era of sustainable finance.

Keywords: Green Accounting, Environmental Costs, Financial Reporting, Sustainability, Corporate
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ABSTRAK

Peningkatan urgensi perubahan iklim dan keberlanjutan lingkungan telah menyoroti kebutuhan untuk
mengintegrasikan biaya lingkungan ke dalam pelaporan keuangan korporasi. Sistem akuntansi tradisional
seringkali gagal menangkap dampak penuh dari aktivitas lingkungan, sehingga membatasi transparansi
dan pengambilan keputusan bagi pemangku kepentingan. Sejak 2020, penelitian menekankan pentingnya
akuntansi hijau sebagai kerangka kerja untuk memasukkan biaya lingkungan, kewajiban, dan langkah-
langkah keberlanjutan ke dalam laporan keuangan. Tinjauan literatur ini mengeksplorasi bagaimana
praktik akuntansi hijau meningkatkan akuntabilitas, memperbaiki tanggung jawab sosial korporat, dan
mendukung penciptaan nilai jangka panjang. Bukti menunjukkan bahwa perusahaan yang mengadopsi
kerangka kerja akuntansi hijau tidak hanya memenuhi persyaratan regulasi tetapi juga memperoleh
keunggulan kompetitif dengan membangun kepercayaan pemangku kepentingan dan menunjukkan
pengelolaan lingkungan yang baik. Namun, tantangan seperti standarisasi, kompleksitas pengukuran, dan
biaya implementasi tetap menjadi hambatan signifikan. Dengan mensintesis studi-studi terbaru, makalah
ini memberikan wawasan tentang efektivitas dan batasan integrasi biaya lingkungan ke dalam pelaporan
keuangan, serta implikasi bagi pembuat kebijakan, manajer, dan investor di era keuangan berkelanjutan.
Kata Kunci: Akuntansi Hijau, Biaya Lingkungan, Pelaporan Keuangan, Keberlanjutan, Akuntabilitas
Korporat

INTRODUCTION waste management, limiting

In recent years, environmental transparency for stakeholders
sustainability has become a central issue (Sundarasen et al., 2024; Alnaim &
in corporate governance and financial Metwally, 2024; Mukwarami et al.,
management. Traditional accounting 2023). As climate-related risks continue
systems often overlook environmental to grow, integrating environmental costs
costs such as pollution, S depletion, and into financial reporting has emerged as
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a crucial component of responsible
business practices.

Green accounting offers a
framework for capturing the
environmental dimensions of business
activities. By quantifying environmental
costs and liabilities, green accounting
provides decision-makers with more
accurate insights into the true financial
performance of organizations. This
integration allows companies to align
financial  strategies  with  broader
sustainability goals. The demand for
green accounting has been accelerated
by increasing regulatory pressures and
stakeholder expectations. Governments
and international organizations now
encourage or require disclosure of
environmental information in corporate
reports (Li et al., 2024; Su et al., 2023;
Khan & Ali, 2023). At the same time,
investors and consumers are pushing

companies to demonstrate
accountability for their ecological
footprints.

Research since 2020 highlights
that integrating environmental costs into
financial reporting improves corporate
transparency and enhances trust with
stakeholders. Firms adopting these
practices are perceived as more socially
responsible and  forward-thinking,
which strengthens their reputational
capital (Shmelev & Gilardi, 2025. This
reputational advantage can also
translate into competitive benefits in

increasingly  sustainability-conscious
markets.
Beyond reputation, green

accounting supports more sustainable
decision-making within firms. Studies
show that by recognizing environmental
costs, companies are better equipped to
allocate resources efficiently and invest
in eco-friendly innovations (Alyahya &
Agag, 2025). This contributes not only
to environmental stewardship but also
to long-term profitability.
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Nevertheless, significant
challenges hinder the full adoption of
green accounting practices. These
include the absence of standardized
measurement frameworks, difficulties
in valuing environmental impacts, and
the potential increase in reporting costs.
Without consistent standards,
comparisons across industries and
regions remain problematic. Taken
together, the integration of
environmental costs into financial
reporting represents both an opportunity
and a challenge for modern
organizations. Green accounting
provides a pathway toward greater
accountability and sustainability, yet its
effectiveness depends on overcoming
methodological and institutional
barriers (Cheng et al., 2023). This paper
reviews recent literature to assess the
effectiveness, benefits, and limitations
of green accounting from a financial
reporting perspective.

METHODE

This study employs a systematic
literature review approach to analyze
the integration of environmental costs
into financial reporting from a green
accounting  perspective.  Academic
databases such as Scopus, Web of
Science, and Google Scholar were used
to collect relevant literature published
between 2020 and 2023, ensuring that
the review captures recent debates and

practices. Search keywords
included green

accounting, environmental

costs, sustainability reporting,

and financial disclosure. Articles were
selected based on their relevance to
environmental cost integration in
financial reporting, with a focus on
peer-reviewed journals and authoritative

institutional ~ reports. The review
synthesizes  findings  from  both
empirical studies and theoretical
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contributions, providing a
comprehensive understanding of the
benefits, challenges, and implications of
green accounting in contemporary
corporate practice.

RESULT AND DISCUSSION
Enhancing Corporate Transparency
through Green Accounting

The integration of environmental
costs into financial reporting has been
shown to improve corporate
transparency and accountability. By
disclosing information on resource use,
emissions, and environmental liabilities,
firms provide stakeholders with a more
comprehensive view of their
performance (Hu et al.,, 2025). This
transparency strengthens trust between
companies and investors, regulators,
and the public.

Research indicates that
transparent  environmental reporting
also contributes to better investor

decision-making. Stakeholders
increasingly demand  sustainability
disclosures to assess long-term risks and
opportunities (Moussa & Elmarzouky.,
2024). Firms that fail to integrate
environmental  costs  risk  being
perceived as less responsible, which can
negatively affect capital access.

Moreover, studies suggest that
transparency achieved through green
accounting can reduce information
asymmetry between management and
stakeholders. When companies disclose
environmental costs alongside financial
data, stakeholders gain clearer insights
into the true value and sustainability of
operations. This alignment enhances
accountability and legitimacy in the
marketplace.

Supporting Sustainable Decision-

Making and Resource Allocation
Green accounting frameworks

provide firms with tools to recognize

584

the financial
environmental

implications of their

activities. By
internalizing costs such as waste
management or carbon emissions,
companies can make more sustainable
resource allocation decisions (Li et al.,
2025). This ensures that environmental
impacts are not externalized to society
alone.

Studies  show  that  firms
integrating environmental costs into
financial systems are more likely to
invest in eco-efficient technologies and
sustainable innovations. This proactive
stance reduces long-term liabilities
while supporting competitive advantage
in sustainability-driven markets. Thus,
green  accounting  fosters  both
environmental stewardship and
profitability.

Furthermore, environmental cost
recognition  helps  firms identify
inefficiencies in production and supply
chains.  Quantifying  these  costs
highlights areas  where  resource
consumption can be reduced, leading to
operational savings and improved
performance (Muniz et al., 2023). This
illustrates the dual benefit of green
accounting for both sustainability and
economic outcomes.

Regulatory Pressures and
Institutional Frameworks
The rise of environmental

accounting is closely tied to regulatory
initiatives and institutional frameworks.
Governments and international bodies
are increasingly mandating
environmental disclosures as part of
corporate reporting requirements
(Yavuz et al., 2024). These frameworks
encourage firms to standardize practices

and enhance comparability across
industries.
Compliance  with  regulatory

standards provides companies with
reputational benefits and reduces the
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risk of legal or financial penalties.
Firms that adopt green accounting
practices voluntarily often demonstrate
stronger corporate governance and
social responsibility (Ma et al., 2023).
This signals alignment with global
sustainability agendas such as the UN
Sustainable Development Goals.
However, the literature highlights
that regulatory frameworks remain
fragmented across regions. Differences
in  measurement  standards  and
enforcement mechanisms create
inconsistencies in how environmental
costs are reported. Harmonizing these
frameworks is essential for enhancing
the global adoption of green accounting.

Challenges in Measuring and Valuing
Environmental Costs

Despite its benefits, integrating
environmental costs into financial
reporting  presents  methodological
challenges. Assigning monetary value
to environmental impacts such as
biodiversity loss or carbon emissions is
complex and often subjective (Choi &
Kim, 2025). This lack of standardized
methodologies  limits comparability
across firms and industries.

Research emphasizes that
measurement difficulties are
compounded by data availability issues.
Many companies struggle to collect
reliable environmental data due to
fragmented systems and limited
expertise. These constraints hinder the
accuracy of  environmental  cost
reporting and reduce its effectiveness
for decision-making.

Additionally, the costs of
implementing green accounting systems
may discourage adoption, particularly
among small and medium-sized
enterprises (SMEs). High reporting
expenses and resource demands can act
as barriers to broader integration. These
challenges underscore the need for
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supportive  policies and simplified
frameworks.
Strategic and Competitive

Advantages of Green Accounting

Beyond compliance, integrating
environmental costs can generate
strategic advantages. Firms that adopt
green accounting practices often
experience stronger stakeholder loyalty
and brand reputation, which translate
into long-term competitiveness (Mahar
et al., 2025). Consumers increasingly
prefer companies that demonstrate
environmental responsibility.

Green accounting also supports
risk management by identifying and
quantifying environmental liabilities.
This allows firms to anticipate
regulatory changes and market shifts,
reducing exposure to sustainability-
related risks. Proactive environmental
cost integration thus contributes to
corporate resilience.

Finally, studies indicate that
integrating environmental costs aligns
with investor interests in sustainable
finance. Companies that disclose
comprehensive environmental
information are more likely to attract
responsible investment funds,
enhancing access to capital. This
highlights the financial as well as
ethical value of green accounting
adoption.

CONCLUSIION

The integration of environmental
costs into financial reporting reflects a
significant step  toward aligning
corporate practices with sustainability
goals. By incorporating environmental
impacts such as carbon emissions,
resource  depletion, and  waste
management into financial statements,
firms provide stakeholders with a more
accurate picture  of  long-term
performance. This transparency
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enhances accountability and builds
trust, reinforcing the role of green
accounting as an essential component of
modern financial systems.

At the same time, green
accounting supports more sustainable
decision-making by encouraging firms
to recognize and internalize
environmental costs. Companies
adopting these practices are better
positioned to allocate  resources
efficiently, reduce inefficiencies, and
invest in environmentally responsible
innovations. However, the lack of
standardized methodologies and the
complexity of valuing environmental
impacts continue to pose challenges,
particularly for firms with limited
resources. Addressing these barriers is
crucial for broader adoption across
industries and regions.

Ultimately, the adoption of green

accounting presents both
responsibilities and opportunities for
corporations. While regulatory

pressures drive compliance, forward-
looking firms use environmental cost
integration as a strategic advantage to
enhance reputation, attract sustainable
investment, and strengthen resilience in
volatile markets. Moving forward,
harmonized frameworks and supportive
policies will be necessary to maximize
the effectiveness of green accounting,
ensuring that financial  reporting
contributes not only to corporate
performance but also to global
sustainability objectives.
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