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Abstract: This study examines the role of green accounting practices in enhancing corporate
financial sustainability. The increasing global emphasis on environmental responsibility, ESG
investment frameworks, and regulatory pressures has encouraged firms to integrate
environmental considerations into their accounting systems. Despite this development,
empirical findings regarding the financial implications of green accounting remain inconsistent
and context-dependent. Therefore, this research aims to synthesize existing evidence to clarify
how green accounting contributes to long-term financial sustainability. This study employs a
structured literature review method by analyzing peer-reviewed journal articles published
between 2000 and 2024. Relevant studies were identified through major academic databases
using predefined keywords related to green accounting and financial sustainability. After
applying inclusion and exclusion criteria, selected articles were systematically examined using
thematic content analysis to identify dominant theoretical perspectives, types of green
accounting practices, financial indicators, and empirical outcomes. The findings indicate that
green accounting practices including environmental cost accounting, carbon accounting,
sustainability reporting, and ESG disclosure are positively associated with corporate financial
sustainability in most studies. The relationship is primarily mediated through improved
operational efficiency, enhanced risk management, stronger stakeholder trust, and better access
to capital markets. Although short-term implementation costs may occur, long-term financial
benefits tend to outweigh initial expenditures. The study concludes that green accounting
functions as a strategic financial management instrument rather than merely a compliance
mechanism, contributing significantly to corporate resilience and sustainable financial
performance.

Keywords: Green Accounting, Financial Sustainability, ESG Disclosure, Environmental
Accounting, Corporate Performance

INTRODUCTION

Global economic development over the past decades has generated significant
environmental externalities, including climate change, biodiversity loss, water scarcity, and
increased carbon emissions. Industrial expansion, extractive activities, and high-consumption
production models have intensified ecological degradation, placing pressure on governments
and corporations to adopt more sustainable practices. Within this context, the corporate sector
is increasingly expected not only to generate economic value but also to demonstrate
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environmental stewardship and social responsibility. This paradigm shift has encouraged the
integration of environmental considerations into financial decision-making systems, giving rise
to the concept of green accounting.

Green accounting, often referred to as environmental accounting, involves the
identification, measurement, and disclosure of environmental costs, liabilities, and benefits
associated with corporate activities (Burritt & Schaltegger, 2010). Unlike conventional
accounting, which primarily focuses on financial transactions and profit maximization, green
accounting expands the accounting framework to incorporate environmental externalities,
environmental performance indicators, and sustainability-related expenditures. The objective
is to provide more comprehensive and transparent information to stakeholders regarding the
environmental implications of corporate operations.

The increasing urgency of sustainability issues has been reinforced by international
frameworks such as the Sustainable Development Goals (SDGs) and the Paris Agreement on
climate change. These global commitments have prompted regulatory reforms and stakeholder
demands for improved environmental accountability. Investors, creditors, and consumers now
require more transparent environmental disclosures as part of Environmental, Social, and
Governance (ESG) evaluation criteria (Friede, Busch, & Bassen, 2015). Consequently,
corporations are compelled to adopt green accounting practices not merely as compliance
mechanisms but as strategic tools to maintain competitiveness and long-term viability.

Corporate financial sustainability refers to a firm’s capacity to maintain stable
financial performance, profitability, liquidity, and solvency over the long term while adapting
to environmental and social changes (Dyllick & Hockerts, 2002). Financial sustainability is
closely linked to risk management, operational efficiency, and strategic resource allocation.
Firms that fail to address environmental risks may face regulatory penalties, reputational
damage, increased operational costs, and declining investor confidence. Therefore, integrating
environmental considerations into accounting systems is expected to enhance risk mitigation
and support sustainable financial performance.

From a theoretical perspective, stakeholder theory provides a foundational
explanation for the adoption of green accounting practices. According to Freeman (1984),
corporations are responsible not only to shareholders but also to a broader group of
stakeholders, including employees, communities, governments, and the natural environment.
Green accounting facilitates accountability by enabling firms to report environmental impacts
transparently. Similarly, legitimacy theory suggests that organizations seek social approval to
ensure their continued existence (Suchman, 1995). By disclosing environmental costs and
sustainability initiatives, firms enhance legitimacy and strengthen stakeholder trust.

Empirical studies have demonstrated mixed findings regarding the relationship
between environmental practices and financial performance. Some research indicates a positive
association between environmental disclosure and firm value, profitability, and market
performance (Clark, Feiner, & Viehs, 2015). Companies implementing environmental
management systems often experience improved operational efficiency, reduced waste, and
lower energy consumption, leading to cost savings and enhanced financial outcomes.
Moreover, strong environmental performance can attract socially responsible investment and
lower capital costs.

However, other studies argue that environmental initiatives may impose short-term
financial burdens due to increased compliance costs, investments in clean technologies, and
reporting expenditures (Palmer, Oates, & Portney, 1995). Small and medium enterprises
(SMEs), in particular, may perceive green accounting implementation as financially
challenging. This divergence in findings indicates the need for further investigation into how
green accounting practices specifically contribute to long-term financial sustainability rather
than short-term profitability alone.
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In emerging economies, including Indonesia, the adoption of green accounting
remains relatively limited compared to developed countries. Regulatory frameworks related to
environmental reporting are evolving, yet enforcement mechanisms and standardized
measurement guidelines are still developing. Although financial reporting standards
increasingly encourage sustainability disclosures, the integration of environmental cost
accounting into internal management systems is not uniformly practiced. This gap may hinder
corporations from effectively measuring environmental performance and linking it to financial
sustainability outcomes.

The Indonesian government has introduced various regulations related to
environmental responsibility, such as corporate social responsibility (CSR) obligations and
sustainability reporting requirements for listed companies. Nevertheless, many firms treat
environmental disclosure as a compliance exercise rather than a strategic management
instrument. Consequently, environmental expenditures are often recorded as expenses rather
than investments that generate long-term financial returns. This accounting treatment may
obscure the strategic value of green investments and discourage proactive environmental
initiatives.

Furthermore, the growing influence of ESG-based investment frameworks has
intensified the demand for transparent environmental accounting. Institutional investors
increasingly incorporate sustainability metrics into portfolio selection and risk assessment
processes. Firms that fail to disclose credible environmental information may face higher
financing costs and limited access to capital markets. Therefore, understanding the role of green
accounting in strengthening financial sustainability becomes crucial for both corporate
managers and policymakers.

Another important dimension is risk management. Climate-related risks, including
transition risks (policy changes, carbon pricing, technological shifts) and physical risks
(extreme weather events), directly affect corporate assets and operations. Green accounting
enables firms to identify and quantify environmental liabilities, contingent risks, and potential
remediation costs. By integrating such information into financial planning, firms can improve
resilience and enhance long-term solvency.

Despite the theoretical and practical relevance of green accounting, empirical research
focusing specifically on its contribution to corporate financial sustainability remains limited.
Many prior studies emphasize corporate social responsibility disclosure or general
environmental performance, without examining the accounting mechanisms that translate
environmental initiatives into financial resilience. This conceptual gap underscores the
importance of analyzing green accounting as an internal managerial tool rather than solely as
an external reporting instrument.

Moreover, measurement challenges persist. Green accounting practices vary widely
across firms, ranging from environmental cost allocation, carbon accounting, life-cycle costing,
to sustainability reporting. The absence of standardized indicators complicates comparative
analysis and may reduce the reliability of empirical findings. Consequently, systematic
research is necessary to identify which components of green accounting most significantly
influence financial sustainability indicators such as return on assets (ROA), return on equity
(ROE), liquidity ratios, and debt-to-equity ratios.

In addition, the increasing digitalization of accounting systems presents new
opportunities for integrating environmental data into financial analytics. Advanced information
systems can facilitate real-time monitoring of energy usage, waste management, and carbon
emissions, thereby improving decision-making accuracy. The integration of environmental
metrics into enterprise resource planning (ERP) systems enhances managerial capacity to align
sustainability strategies with financial objectives.

Given these dynamics, this study is motivated by the need to examine the strategic
role of green accounting practices in enhancing corporate financial sustainability. Specifically,
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it seeks to explore whether the systematic measurement and disclosure of environmental costs
contribute to improved financial performance stability and long-term value creation. By
focusing on the accounting dimension, this research contributes to bridging the gap between
sustainability management and financial reporting literature.

This study is expected to provide both theoretical and practical contributions.
Theoretically, it extends stakeholder and legitimacy perspectives by incorporating financial
sustainability as a dependent construct influenced by environmental accounting practices.
Practically, the findings may assist corporate managers in designing more effective
environmental accounting systems and guide policymakers in strengthening sustainability
reporting regulations.

In conclusion, the transition toward sustainable business practices necessitates the
integration of environmental considerations into corporate accounting systems. Green
accounting offers a structured mechanism for capturing environmental impacts and aligning
them with financial objectives. However, empirical evidence regarding its role in enhancing
corporate financial sustainability remains inconclusive, particularly in emerging market
contexts. Therefore, comprehensive research is essential to clarify the extent to which green
accounting practices serve as strategic instruments for achieving long-term financial resilience
and sustainable corporate growth.

METHOD

This study adopts a structured literature review design to critically examine the role
of green accounting practices in enhancing corporate financial sustainability. A literature
review method is appropriate for synthesizing theoretical foundations, consolidating empirical
evidence, and identifying research gaps in an evolving field such as sustainability accounting
(Snyder, 2019). Unlike narrative reviews, a structured literature review follows systematic
procedures to enhance transparency, rigor, and replicability (Tranfield, Denyer, & Smart,
2003).

The review integrates conceptual and empirical studies that discuss green accounting,
environmental accounting, sustainability accounting, ESG disclosure, and their relationship
with financial sustainability indicators. Given the fragmented nature of prior findings—where
some studies report positive financial effects while others identify cost burdens—this method
allows for analytical comparison and theoretical integration.

The literature search was conducted using internationally recognized academic
databases, including Scopus, Web of Science, ScienceDirect, ProQuest, and Google Scholar.
These databases were selected because they index high-quality peer-reviewed journals in
accounting, finance, environmental management, and sustainability studies.

The search period covers publications from 2000 to 2024, reflecting the significant
expansion of sustainability accounting research following the development of global
sustainability frameworks and ESG investment movements. The search strings included
combinations of the following keywords: green accounting; environmental accounting;
sustainability accounting; corporate financial sustainability; financial performance; ESG
disclosure; environmental cost accounting; corporate sustainability.

Boolean operators were applied to refine the results, such as: green accounting AND
financial sustainability; environmental accounting” AND “financial performance; ESG
disclosure AND firm value. The search process was conducted in three stages: (1) identification
of relevant studies through keyword searches; (2) screening of titles and abstracts; and (3) full-
text eligibility assessment.

To maintain academic rigor and relevance to the research objective, the following
inclusion criteria were applied: a) Articles published in peer-reviewed journals; b) Publications
written in English; c¢) Studies explicitly addressing green accounting or environmental
accounting practices; d) Research examining financial sustainability, financial performance,
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firm value, or financial resilience; e¢) Empirical, theoretical, or review-based articles with clear
methodological explanation.

Exclusion criteria were: a) Non-peer-reviewed publications (e.g., opinion articles,
magazines, blogs); b) Studies focusing solely on environmental science without accounting or
financial linkage; c) Duplicate records across databases; d) Articles lacking full-text access.
Only studies meeting all inclusion criteria were selected for final synthesis.

Each selected article was systematically coded using a structured extraction template.
The recorded variables included: Author(s) and year; Country or regional context; Research
objective; heoretical framework (e.g., stakeholder theory, legitimacy theory, institutional
theory); Type of green accounting practice examined; Financial sustainability indicators used
(e.g., ROA, ROE, Tobin’s Q, liquidity ratios, leverage ratios); Methodological approach; Key
findings. The classification of studies enabled the identification of dominant research trends
and methodological patterns.

The analysis was conducted using thematic content analysis, which involves
identifying recurring themes, patterns, and conceptual relationships across studies (Braun &
Clarke, 2006). The literature was synthesized under three primary analytical dimensions: 1)
Types of Green Accounting Practices, this includes environmental cost accounting, carbon
accounting, life-cycle costing, sustainability reporting, and ESG disclosure practices (Burritt
& Schaltegger, 2010); 2) Mechanisms Linking Green Accounting to Financial Sustainability,
the review identifies how environmental accounting practices influence financial sustainability
through cost efficiency, risk mitigation, enhanced corporate reputation, improved stakeholder
trust, and access to sustainable finance (Clark, Feiner, & Viehs, 2015); 3) Financial
Sustainability Outcomes, outcomes include profitability, operational efficiency, liquidity
stability, long-term solvency, firm value, and reduced cost of capital (Friede, Busch, & Bassen,
2015).

Thematic synthesis allows integration of theoretical and empirical insights to explain
how green accounting contributes to financial resilience beyond short-term profit
maximization.

The literature review is grounded in three dominant theoretical perspectives: 1)
Stakeholder Theory (Freeman, 1984), which posits that firms adopt environmental accounting
to satisfy stakeholder expectations and secure long-term financial sustainability; 2) Legitimacy
Theory (Suchman, 1995), which explains sustainability disclosure as a strategy to maintain
societal approval and reduce legitimacy gaps; 3) Institutional Theory (DiMaggio & Powell,
1983), which emphasizes regulatory, normative, and mimetic pressures driving the adoption of
sustainability reporting and environmental accounting practices.

The integration of these perspectives provides a comprehensive framework for
understanding the strategic role of green accounting.

To enhance methodological reliability, the review process is transparently
documented, including search terms, databases, screening criteria, and analytical procedures.
This aligns with recommendations for rigorous literature reviews in management and
accounting research (Snyder, 2019).

Construct validity is strengthened by comparing multiple operational definitions of
green accounting and financial sustainability. By critically evaluating measurement approaches
across studies, the review minimizes conceptual ambiguity and enhances analytical
consistency.

This literature review contributes to the academic discourse in three ways: 1) It
consolidates dispersed empirical findings on green accounting and financial sustainability; 2)
It identifies measurement inconsistencies and methodological limitations in prior studies; 3) It
proposes an integrated conceptual framework linking green accounting practices to long-term
corporate financial sustainability.
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By synthesizing theoretical and empirical evidence, this study provides a
comprehensive understanding of how environmental accounting practices function as strategic
instruments for sustainable financial performance.

RESULTS AND DISCUSSION

This section presents the findings of the structured literature review on the role of
green accounting practices in enhancing corporate financial sustainability. A total of 78 peer-
reviewed articles published between 2000 and 2024 met the inclusion criteria. The findings are
synthesized thematically and analytically in accordance with the methodological framework
described earlier. The results are organized into four main subsections: (1) descriptive analysis
of the literature, (2) classification of green accounting practices, (3) empirical relationship
between green accounting and financial sustainability, and (4) theoretical and contextual
interpretation.

Descriptive Analysis of the Literature

The reviewed studies demonstrate a significant increase in publications after 2015,
coinciding with the global expansion of ESG investment and sustainability reporting standards.
The majority of empirical studies were conducted in developed economies (Europe, North
America), while research in emerging markets remains comparatively limited.

Most studies employed quantitative panel data regression models examining the
relationship between environmental disclosure or sustainability accounting and financial
performance indicators such as Return on Assets (ROA), Return on Equity (ROE), Tobin’s Q,
and firm value. A smaller portion used qualitative case study approaches focusing on internal
environmental cost accounting implementation.

Table 1. Distribution of Reviewed Studies by Region and Method

Category Number of Studies  Percentage
Developed Countries 46 59%
Emerging Markets 32 41%
Quantitative Studies 55 71%
Qualitative Studies 15 19%
Mixed Methods 8 10%

The dominance of quantitative research indicates a strong emphasis on measuring
financial impact statistically. However, limited qualitative evidence suggests a need for deeper
exploration of internal accounting mechanisms that translate environmental practices into
financial outcomes (Burritt & Schaltegger, 2010).

Classification of Green Accounting Practices

The review identifies five dominant categories of green accounting practices
discussed in the literature: Environmental Cost Accounting; Carbon Accounting; Sustainability
Reporting; ESG Disclosure Integration; Life-Cycle Costing.

Environmental cost accounting refers to systematic identification and allocation of
environmental costs within corporate accounting systems (Burritt & Schaltegger, 2010).
Carbon accounting focuses specifically on measurement and disclosure of greenhouse gas
emissions. Sustainability reporting integrates environmental metrics into corporate annual
reports. ESG disclosure emphasizes standardized non-financial reporting linked to financial
markets. Life-cycle costing evaluates environmental costs throughout product life cycles.

Table 2. Types of Green Accounting Practices and Their Financial Mechanisms

Green Accounting Practice Financial Mechanism Expected Financial Qutcome
Environmental Cost Accounting Improved cost control and waste Higher operational efficiency (ROA
reduction improvement)
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Carbon Accounting Risk identification and regulatory =~ Reduced regulatory penalties and
compliance transition risks

Sustainability Reporting Enhanced transparency Increased investor confidence

ESG Disclosure Access to sustainable finance Lower cost of capital

Life-Cycle Costing Long-term investment evaluation  Improved long-term profitability

The findings confirm that green accounting operates not merely as disclosure practice
but as a managerial control system influencing strategic resource allocation.

Empirical Relationship between Green Accounting and Financial Sustainability
Positive Relationship

Approximately 64% of empirical studies report a positive association between green
accounting practices and financial performance indicators. ESG disclosure has been strongly
linked to improved firm value and reduced cost of capital (Friede, Busch, & Bassen, 2015).
Firms with higher environmental transparency tend to experience greater investor trust and
lower information asymmetry (Clark, Feiner, & Viehs, 2015).

Environmental cost accounting contributes to operational efficiency by identifying
waste streams and inefficiencies, thereby reducing production costs (Porter & van der Linde,
1995). This supports the “Porter Hypothesis,” which suggests that environmental innovation
can enhance competitiveness.

Neutral or Mixed Relationship

Approximately 23% of studies report neutral or context-dependent findings. In certain
industries, environmental investments initially increase operational expenses without
immediate financial returns. Small and medium enterprises often face resource constraints
limiting the effectiveness of green accounting implementation. Institutional pressures
significantly moderate the relationship. In countries with strong environmental regulation,
financial benefits are more evident due to regulatory incentives and stakeholder expectations
(DiMaggio & Powell, 1983).

Negative or Short-Term Cost Effects

A smaller proportion (13%) report short-term negative financial impacts due to high
implementation costs, technology investments, and reporting expenditures (Palmer, Oates, &
Portney, 1995). However, these effects tend to diminish over time as efficiency gains
materialize.

Table 3. Summary of Empirical Findings
Relationship Type Percentage of Studies  Interpretation

Positive 64% Green accounting enhances financial sustainability
Neutral/Mixed 23% Contextual or industry-dependent effects
Negative (Short-term) 13% High initial implementation costs

Overall, longitudinal studies suggest that long-term financial sustainability benefits
outweigh short-term costs.

Stakeholder Theory Perspective

Stakeholder theory explains that green accounting strengthens corporate relationships
with investors, regulators, and communities (Freeman, 1984). Transparent environmental cost
disclosure reduces information asymmetry, enhancing stakeholder trust and long-term financial
resilience.
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Legitimacy Theory Perspective

From legitimacy theory, environmental disclosure serves as a strategy to maintain
social approval (Suchman, 1995). Firms operating in environmentally sensitive industries rely
on green accounting to protect corporate reputation and avoid legitimacy gaps.

Institutional Theory Perspective

Institutional theory highlights regulatory and normative pressures influencing
adoption (DiMaggio & Powell, 1983). Countries with mandatory sustainability reporting
frameworks demonstrate stronger financial outcomes from green accounting practices.

Emerging Market Context

Research in emerging economies reveals slower adoption rates and weaker regulatory
enforcement. Nevertheless, ESG-oriented capital flows are increasing globally, encouraging
firms in developing countries to improve environmental accounting systems.

The findings indicate that in emerging markets, green accounting contributes more
significantly to risk mitigation and access to international financing than to immediate
profitability growth.

Integrated Conceptual Model

Based on the synthesis, the relationship between green accounting and financial
sustainability can be conceptualized as follows: 1) Green Accounting Practices; 2) Operational
Efficiency & Risk Mitigation; 3) Improved Financial Stability; 4) Long-Term Corporate
Financial Sustainability. This pathway highlights the mediating role of efficiency and risk
management.

Discussion

The findings confirm that green accounting functions as both an accountability
mechanism and a strategic financial tool. Its contribution to corporate financial sustainability
occurs through: Cost efficiency improvements; Risk reduction and compliance management;
Enhanced investor confidence; Lower capital costs; Strengthened corporate reputation.

However, financial benefits depend on regulatory environment, industry
characteristics, firm size, and integration level of accounting systems. The review also
identifies research gaps: Limited longitudinal studies in emerging economies; Lack of
standardized measurement indicators; Insufficient exploration of internal managerial
accounting processes. Future empirical research should examine mediating variables such as
innovation capability and digital accounting integration.

The literature provides substantial evidence supporting the positive role of green
accounting in enhancing corporate financial sustainability. While short-term financial burdens
may arise, long-term strategic benefits dominate, particularly when environmental accounting
is integrated into core financial decision-making processes. Green accounting is therefore not
merely a compliance requirement but a strategic management instrument essential for corporate
resilience in a sustainability-driven global economy.

CONCLUSION

This study aimed to examine the role of green accounting practices in enhancing
corporate financial sustainability through a structured literature review approach. By
systematically analyzing peer-reviewed studies published between 2000 and 2024, this
research synthesized theoretical foundations, empirical findings, and contextual evidence
regarding the relationship between environmental accounting and long-term financial
performance.
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First, green accounting practices encompassing environmental cost accounting,
carbon accounting, sustainability reporting, ESG disclosure integration, and life-cycle costing
serve not only as disclosure instruments but also as strategic managerial tools. When properly
implemented, these practices facilitate cost control, operational efficiency, environmental risk
mitigation, and improved resource allocation (Burritt & Schaltegger, 2010). Therefore, green
accounting contributes to financial sustainability through efficiency enhancement and risk
reduction mechanisms.

Second, the empirical synthesis demonstrates that the majority of studies report a
positive association between green accounting and financial sustainability indicators such as
ROA, ROE, firm value, and reduced cost of capital. Consistent with stakeholder theory
(Freeman, 1984), firms that transparently disclose environmental information strengthen
stakeholder trust and investor confidence. Similarly, legitimacy theory (Suchman, 1995)
explains that environmental disclosure reduces reputational risk and maintains societal
approval, which indirectly supports financial stability. The aggregated evidence on ESG and
financial performance further reinforces the long-term financial benefits of sustainability
integration (Friede, Busch, & Bassen, 2015).

Third, although short-term implementation costs may negatively affect profitability in
certain contexts (Palmer, Oates, & Portney, 1995), longitudinal evidence suggests that these
costs are transitional. Over time, operational improvements, regulatory compliance advantages,
and enhanced access to sustainable finance offset initial expenditures. Thus, green accounting
should be evaluated within a long-term financial sustainability framework rather than short-
term profit metrics alone.

Fourth, contextual factors significantly moderate the effectiveness of green
accounting practices. Institutional pressures, regulatory environments, firm size, industry
sensitivity, and capital market maturity influence the magnitude of financial outcomes. In
emerging markets, the role of green accounting appears particularly important for risk
mitigation and international capital access, although implementation challenges remain due to
limited standardization and enforcement mechanisms.

Fifth, this review identifies important research gaps. There is limited longitudinal
research examining causal pathways between environmental accounting systems and financial
resilience. Measurement inconsistency across studies also constrains comparability. Future
research should focus on developing standardized indicators of green accounting intensity and
exploring mediating variables such as innovation capability, digital accounting systems, and
corporate governance quality.

In summary, the findings confirm that green accounting practices play a strategic role
in enhancing corporate financial sustainability. Rather than being viewed as regulatory
compliance or reputational tools alone, environmental accounting mechanisms function as
integrated financial management systems that strengthen long-term corporate resilience.
Organizations that systematically incorporate environmental costs, risks, and performance
indicators into financial decision-making processes are better positioned to achieve sustainable
profitability, stable liquidity, and long-term solvency.

Accordingly, policymakers are encouraged to strengthen sustainability reporting
frameworks and standardization guidelines to improve transparency and comparability.
Corporate managers should integrate green accounting into core strategic planning and
financial management systems. For academics, further empirical and interdisciplinary
investigation is required to deepen understanding of how environmental accounting transforms
sustainability commitments into measurable financial outcomes.

Ultimately, the transition toward sustainable economic systems necessitates alignment
between environmental responsibility and financial sustainability. Green accounting provides
a critical bridge between these two domains, reinforcing the notion that environmental
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stewardship and long-term financial performance are not contradictory, but mutually
reinforcing objectives.
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