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Abstract  

The study examined the mediating effect of corporate governance on the relationship between 

environmental accounting disclosure and the quality of financial reports of quoted manufacturing firms in 

Nigerian. Several researches over the years on environmental accounting disclosure and performance have 

often been inconclusive and contradictory; without much assessment of the mediating role of code of 

corporate governance in enhancing the quality of financial reports. In view of this, the study examined the 

extent to which corporate governance mediates the effect of the components of environmental accounting 

disclosure on the quality of financial reports of quoted manufacturing firms in Nigeria. To achieve this, 

content analysis was used for the study. Forty-six (46) quoted manufacturing firms were selected, while the 

OLS was used for the hypothesis test. The results show that code of corporate governance mediate the effect 

of environmental fines and penalties, environmental waste management and environmental compensation 

to enhance the quality of financial reports. The inculcation of the board committee on environmental risk 

management also enhances the quality of financial reporting.  
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1.0 INTRODUCTION

The link between environmental accounting disclosure and financial reporting has attracted considerable 

research attention even before the new millennium. Disclosure on environmental accounting information 

that is corroborated with good corporate governance play important role in meeting the decision making 

needs of stakeholders. According to Kocmanova, Hrebicek and Docekalova (2011), the practice of 

transparency and disclosure in companies highlight the importance of corporate governance in contributing 

to both corporate prosperity and responsibility. This is so because environmental impacts are of increasing 

importance and the contents of financial reports on such matters are more than just a matter of compliance 

with the laws. It is no doubt that management has a primary responsibility to shareholders and other 

stakeholders, and their continued relevance depends on their ability to generate returns on investment and 

to ensure sustainable business conduct (Gomez, Przychoden & Przychoden, 2016). 

 

As a corollary, organizational survival often depends on the natural environment and its accompanying 

resources and energy are indispensable for economic growth. This is where the conundrum resides because, 

this same environment is under threat of depletion and the voracious consumption of the natural resources 
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in ‘this day and age’ would “compromise the ability of future generation to meet their own needs” 
(Beredugo & Mefor, 2012). 

 

The primary way firms could address this exposure is by slowing and reversing this threat in their operations 

and supplies chain, as well as disclosing their environmental activities in the financial reports based on 

materiality. These activities cannot be done in isolation of the board of directors that provides strategic 

directions through supervisory roles played in evaluating performance and upholding transparency. Off 

course, stakeholders are expressing upsurge curiosity in backing up responsible business practices and 

demanding increased disclosure on the environment accounting information as a boost to the quality of 

organizational financial reports in Nigeria and the world at large (Chokor, 1988). 

 

Arguably, the consciousness of improving the understandability, reliability and relevance of a financial 

report in relations to environmental exigencies is contingent on the adoption of good corporate governance 

as well as the establishment of board committee on environmental risk management that would instigate 

effective disclosures regarding activities on environmental restorations, fine and penalty, waste 

management and environmental compensation as a means of not only addressing all types of pollutions, 

life threatening flooding, excessive material usage and indiscriminate disposal of wastes (toxic and solid) 

but to also enhance effective decision making by stakeholders. 

 

Statement of the Problem 

It is no longer news that manufacturing firms mostly experiences restrain from host communities and 

government alike for objectionable environmental conduct, which mostly persist unabatedly. The best 

they have always done is to make lopsided disclosures on environmental donations and sponsorship, 

while little or no information is usually disclosed on major environmental transactions in their financial 

reports. 

 

Several researches on environmental accounting disclosure and performance have also been conducted over 

the years. The findings are often inconclusive and contradictory; without much assessment of the mediating 

role of code corporate governance in enhancing the quality of financial reports. It is against this backdrop, 

the study examines the mediating effect of corporate governance on the relationship between environmental 

accounting disclosure and the quality of financial reports of quoted manufacturing firm in Nigeria. 

 

Objectives of the Study 

To examine the extent to which corporate governance mediates the effect of the components of 
environmental accounting disclosure on the quality of financial reports of quoted manufacturing firms in 
Nigeria. 
     

2.0 LITERATURE REVIEW 

This study is underpinned on the legitimacy theory that prescribes congruence between organization’s value 
system and that of the larger social system. The theory argues that organisations should seek to ensure that 

they operate within the bounds and norms of society. This falls within the realm of favourable 

environmental management and by extension environmental accounting.  
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Environmental accounting involves measuring the environmental performance of an organization, 

including government bodies and manufacturers in economic terms. Peskin (1989) viewed environmental 

accounting as a tool that can be used to determine less tangible and external costs for projects and activities, 

such as bio-diversity, human health and aesthetic values. It is also aimed at broader issues such as 

implementing sustainable business practice to conserve natural resources for future generations. 

Environmental accounting must, therefore, be designed so that it provides information enabling users, 

access to environmental behaviour of the company and its economic consequence (Kolk, 1999). To include 

environmental information in the accounting system of a company is one way to start to include sustainable 

development in everyday business decisions (USEPA, 1995). This is not devoid of relevant environmental 

cost. 

 

Environmental cost accounting directly places a cost on every environmental aspect and determines the cost 

of all types of related action (Yakhou & Dorweiler, 2004). This includes cost of recycling materials, clearing 

costs and closure costs. They are incurred in preventing, reducing or repairing damages to the environment. 

According to Wright and Noe (2006) environmental losses are costs, which bring no benefits to the 

business. They include fines, penalties, compensation and disposal losses. In Harrington (2000), 

environmental cost is the environmental damage costs to the environment and its users as a result of 

alternative competing use. This cost entails all environmental related expenditure. 

 

Environmental Accounting Information Disclosure for Quality Financial Reports 

Dragomir and Anghel-ilcu (2011) identified the basic components of environmental accounting disclosure. 

However, there is no unique best component of good environmental disclosures that can be adopted by all 

companies. Companies are expected to design and implement strategies in the light of regulatory framework 

that will produce an efficient, qualitative and result-oriented outcome, for quality financial reporting in the 

interest of stakeholders. 

 

Effective environmental cost disclosure should be designed in line with the circumstance surrounding each 

entity and continuously reviewed according to the changing circumstance of the time. However, for 

companies which intend to compete internationally, the following are recommended as basic environmental 

cost disclosures components: Environmental restoration, environmental fines and penalties, environmental 

donations and sponsorship, environmental compensation and environmental waste management. 

 

Environmental Restoration provisions are recorded when the company has obligations to undertake 

restoration, rehabilitation and environmental work, especially, when environmental disturbance is caused 

by the development or on-going production at the companies site. Price-water house coopers (2004) 

considers that, whenever environmental degradation is outside the industrial parameters for the use of a 

certain asset, the supplementary expenses should be incurred immediately. Provisions for clean-up costs 

are persistent elements, that is, they are recognized at one point in time and may be found unaltered for 

several financial years in the statement of financial position. 
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In relation to Environmental Fines and Penalties (EFP), which are costs borne by an organization for the 

violation of the rule and regulation guiding specific environmental issues. Penalty and associated costs 

incurred as expense are expected to be fully disclosed in the organizations’ financial statements. In a similar 
vein, environmental compensation which forms part of environmental accounting variables entails 

obligation to pay for compensation of "damages" suffered by individuals, their property, and businesses 

due to use or release of toxic substances or other pollutants. These liabilities may occur even if a company 

is in compliance with all applicable environmental standards. Compensation liabilities may involve costs 

for remediation of contaminated property as well as provision of alternate water supplies, thus somewhat 

overlapping the remediation category.  

 

Another important variable worthy of note is on Environmental Waste Management. This involves properly 

disposing what is no longer useful (Rose, 2002). According to Ghush, (2009) waste is inevitable human 

activities. They are either a by-product of initial production process or they arise when objects or materials 

are discarded after they have been used. Disposing of waste has a huge environmental impact and can cause 

serious environmental problems. Novick (2009) enumerated the accounting for waste management in any 

community, town or city as follows: associate cost on the reduction in the speed of sanitation related 

diseases, reduction on occurrence of non- communicable diseases and reduction on environmental pollution 

(degradation of land, water and air). However, the cost incurred by the organization reduces the 

organizations performance but these are expenses that should be better incurred to further accomplish the 

aim of satisfying consumer both in the production of goods and services and engaging in environmentally 

friendly activities.  

 

Qualitative Characteristics of financial reporting 

The IASB (2008) defines quality financial reporting in terms of the fundamental and enhancing qualitative 

characteristics. The IASB have operationalise the qualitative characteristics in line with relevance for 

fundamental qualitative characteristics. Others include understandability, comparability and verifiability 

enhancing qualitative characteristics (IASB, 2008). 

 Relevance is operationalized in terms of predictive and confirmatory value (McDaniel et al., 2002). 

 Faithful representation entails economic phenomena that purports complete, neutral, and free from 

material error (Mianes & Wahlen, 2006). 

 Understandability this is measured using transparency and clearness of the information presented in 

annual reports (Jonas & Blanchet, 2000; IASB, 2006).  

 Comparability this enables users to identify similarities in and differences between two sets of 

economic phenomena 

 

Code of Corporate Governance  

Good corporate governance critically establishes a lay down procedures for the effective and efficient 

management of corporation’s total portfolio of assets with the intent of not only satisfying shareholders 
needs but those of stakeholders as well. This meticulous approach takes all stakeholders needs into 

consideration. In Nigeria the security and exchange commission (SEC) in 2011 issued an amended code of 

corporate governance to facilitate proper corporate practices. This code defines the minimum set of 

standards of good corporate governance expected of quoted firms. By extension, some of the major 
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component of the code also deals with environmental accounting performance and disclosure which has the 

capacity of influencing quality financial reports. 

 

Board Committee on environmental risk management  

Board committees have an oversight role to play in the financial reporting process as well as in reporting 

on environmental and governance impacts. Organizations that are conscious of their environmental 

accounting performance and disclosure could better achieve this by ensuring that the members of the board 

of directors oversee environmental accounting issues. By this a board committee on environmental risk 

management and disclosure would ensure adherence to good environmental accounting practice and 

disclosure. 

 

Review of Empirical Studies 

Onyali, Okafor and Egolum (2014) carried out a study on the assessment of environmental information 

disclosure practices of selected Nigeria manufacturing companies. In view of this, content analysis was 

adopted in analyzing the annual reports of the selected firms with regards to their environmental disclosure 

practices. Furthermore, a survey was carried out in order to ascertain whether the environmental disclosure 

practice of firms in Nigeria has improved. The findings of the study indicated that the environmental 

disclosure practices of firms in Nigeria is still adhoc and contains little or no quantifiable data.  

 
Beredugo and Mefor (2012) examined the impact of environmental accounting and reporting on sustainable 

development in Nigeria. The study evaluated the relationship between environmental accounting and 

reporting and sustainable development in Nigeria. The study contrast significantly with the present study 

which examined the effect of environmental accounting on the quality of accounting disclosure of shipping 

lines in Nigeria. The study also contrasts in the area of data analysis. The present study employed the use 

of multiple regression analysis to establish the effect between the dependent and the independent variables.  

 
3.0 METHODOLOGY 

The study used content analysis. The population of the study comprises 52 quoted manufacturing firms in 

2018. The operations of the firms were on consumer goods (28 companies) and industrial sectors (24 

companies). The Yamane formula was applied to guide the sample size determination. In all, 46 

manufacturing firms was judgmentally selected and used on the ground of financial strength and sufficiency 

of environmental accounting information. This Environmental accounting information include: the 

environmental fine and penalty, donations and sponsorship, restoration, waste management and 

compensation. Data were strictly obtained from the annual reports of the companies selected for the study 

through an in-depth examination with the aid of measurement check-list (Contents analysis method). 

 
Model specification  

The empirical model is specified as follows:  

QFR = β0 + β1EFP*CG + β2ER*CCG + β3EWM*CCG + β4EC*CCG + et    -  - (1) 

QFR = β0 + β1EFP*CG + β2ER*CCG + β3EWM*CCG + β4EC*CCG + Β5BCERM + et    - (2) 

QFR = Qualitative characteristics of financial report 

EFP*CCG = Mediating influence of Code of Corporate Governance on Environmental Fines and Penalties 

ER*CCG =   Mediating influence of Code of Corporate Governance on Environmental Restoration  
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EWM*CCG =   Environmental Waste Management  

EC*CCG = Mediating influence of Code of Corporate Governance on Environmental Compensation  

CCG =   Code of Corporate Governance by Securities and Exchange Commission 

BCERM = Board Committee on environmental risk management  

et = Error term in year t. 

 

Method of Data Analysis 

The Ordinary Least Square was used for the hypothesis test. A disclosure index (Checklist) of 24 items 

comprising 20 in line with Global Reporting Initiative (2011) and four (4) on SEC corporate governance 

were developed. The data was captured using a disclosure checklist with the scale 0-2, where 0 = none 

disclosure, 1 = partial disclosure and 2 = Full disclosure. The SEC code of corporate governance was also 

measured using ‘2’ if fully observed; ‘1’ partially observed and ‘0’ otherwise. 
 

4.0       DISCUSSION OF THE RESULTS  

The results show the mediating influence of the code of corporate governance on the relationship 

environmental disclosures index and the quality of financial reporting. This was based on the 4 line items 

of each variable in the checklist used from the GRI and Code of Corporate Governance by Securities and 

Exchange Commission. This was computed from the 2018 annual reports of 46 manufacturing companies 

selected for the study.  

 

The environmental accounting information disclosure was divided into four variables namely; 

environmental fines and penalties (EFP), Environmental Restoration (ER), Environmental Waste 

Management (EWM) and Environmental Compensation (EC). The mediating variable used was the 

application of code of corporate governance, while the control variable was board committee on 

environmental risk management. Each of these components was evaluated using relevant questions and the 

disclosure scored using the developed scale.  

Table 1: Result of Descriptive Analysis 

 EFP ER EWM EC CCG BCERM QFR 

 Mean 4.739 3.934 4.30 4.326 3.869 4.195 5.239 

 Std. Deviation 1.705 1.597 1.56 1.801 1.529 1.759 .7940 

Skewness 2.29 2.42 3.52 2.14 1.19 2.30 .094 

Std. Error of 

Skewness 
.350 .350 .350 .350 .350 .350 .350 

 Kurtosis 1.063 2.551 2.571 2.489 2.412 -1.775 -1.452 

Std. Error of 

Kurtosis 
.688 .688 .688 .688 .688 .688 .688 

Minimum 2.00 1.00 1.00 1.00 1.00 1.00 4.00 

Maximum 7.00 6.00 8.00 8.00 7.00 7.00 7.00 

 Observations            46            46            46             46             46 

             

46 

               

46 

Source: Researcher’s Eviews Output 2019 
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The quality of financial reports on the other hand, was measured using the qualitative characteristics model 

which was decompose into Relevance, Faithful Representation, Understandability, Comparability and 

Timeliness. Table 1.1 is the descriptive statistics for the variables of the study, which are Environmental 

Fines & Penalty (EFP), Environmental Restoration (ER), Environmental Waste Management (EWM) and 

Environmental Compensation (EC) and Quality of Financial Reports (QFR). The minimum values of 1.00 

were obtained for ER, EWM, EC, CCG and BCERM respectively while the minimum EFP and QFR 

computed were 2.00 and 4.00 respectively. The maximum values of all the variables ranges between 6.00 

and 7.00. The mean of 4.73, 3.93, 4.30, 4.32, 3.86, 4.19 and 5.23 were obtained for EFP, ER, EWM, EC, 

CCG, BCERM and QFR respectively. The Variance Inflation Factor (VIF) value was below 10 indicating 

the absence of multicollinearity and this suggest that the data set of the variables were fit for the analysis.  

 

Test of Hypothesis  

H01: Corporate governance has no significant mediating influence on the effect of the components of 

environmental accounting disclosure on the quality of financial reports among the manufacturing firms in 

Nigeria. 

 

The regression analysis was used to test this hypothesis. The result is presented thus;  

Table 1.2a: ANOVA Result summary for the Regression excluding BCERM 

Model 

Sum of 

Squares df Mean Square F Sig. 

1 Regression 3.331 5 .666 8.603 .021a 

Residual 25.038 40 .626   

Total 28.370 45    

a. Dependent Variable: QFR 

b. Predictors: (Constant), EFP*CCG, ER*CCG, EWM*CCG, EC*CCG 

Source: Researchers’ Eviews analysis 2019 

 

The ANOVA result presented in table 1.2a before the introduction of the control variable: board committee 

on environmental risk management (BCERM) shows that the F-calculated of 8.603 was significant at 0.05. 

This indicated that corporate governance has a mediating influence on the effect of EFP, ER, EWM and EC 

on QFR.  

 

From the ANOVA result presented in Table 1.2b, after the introduction of the control variable: board 

committee on environmental risk management (BCERM) shows that the F-calculated increased from8.603 

to 13.886 at a p-value of 0.05. The result also shows that corporate governance has a mediating influence 

on the effect of EFP, ER, EWM, EC & BCERM on QFR. This signifies that the regression model of QFR 

with EFP*CCG, ER*CCG, EWM*CCG, EC*CCG and BCERM was statistically adequate to jointly predict 

the dependent variable, Quality of Financial Reports (QFR).  

 

 

 

 



528 
 

Table 1.2b: ANOVA Result summary for the Regression including BCERM 

Model

Sum of 

Squares Df Mean Square F Sig. 

1 Regression 3.334 6 .556 13.886 .001a 

Residual 25.036 39 .642   

Total 28.370 45    

a. Dependent Variable: QFR 

b. Predictors: (Constant), EFP*CCG, ER*CCG, EWM*CCG, EC*CCG, BCERM 

Source: Researchers’ Eviews analysis 2019 

 

In Table 2, the regression result shows that as EFP*CCG (β= 0.524, Std. Error = 0.115, t-calc. = 2.121, p= 

0.014) and EC*CCG (β= 0.379, Std. Error = 0.027, t-calc. = 6.185, p= 0.000) increases, QFR (Quality of 

Financial Reports) increases. This implies that EFP*CCG and EC*CCG have positive effect on the quality 

of financial reports; while EWM*CCG (β= 0.066, Std. Error = 0.023, t-calc. = -5.782, p= 0.00) had a 

negative significant effect on the quality of financial report of manufacturing firms. ER*CCG (β= -.485, 

Std. Error = 0.154, t-calc. = -1.563, p= 0.126) had an insignificant effect on the quality of Financial Reports; 

BCERM (β= .384, Std. Error = 0.154, t-calc. = 4.853, p= 0.000) also shows a positive significant effect on 

the quality of financial report. 

 

The result of the standardized beta reveals that if other variables are held constant, for every N1 increase in 

the mediating influence of CCG on EFP and EC, the Quality of Financial Reports will increase by N0.524 

and N0.379 while for every N1 decrease in the mediating influence of CCG on EWM, Quality of Financial 

Reports will increase by N0.066. 

 

The results reveal that corporate governance significantly mediate the effects of EFP, EWM and EC on the 

quality of financial reports of manufacturing firms in Nigeria, while the result shows an insignificant 

mediating influence of code of corporate governance on the relationship between ER and the quality of 

financial reports. 

 

Thus, the null hypothesis is accepted on the mediating influence of corporate governance on the effect of 

EFP, EWM and EC on the quality of financial reports of manufacturing firms in Nigeria except for ER. 
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   Table 2:  Regression of QFR with the mediating effect of CCG on EFP, ER, EWM, EC & BCERM 

Dependent Variable: QFR  

Method: Ordinary Least Squares   

Date: 12/08/19   Time: 12:01   

Sample: 2018   

Periods included: 1   

Cross-sections included: 46   

Total observations: 46  

Variable Coefficient Std. Error t-Statistic Prob.   

(Constant) 5.087 .390 13.038 .000 

EFP*CCG .244 .115 2.121 .014 

ER*CCG -.241 .154 -1.563 .126 

EWM*CCG -.133 .023 -5.782 .000 

EC*CCG .167 .027 6.185 .000 

BCERM .199 .041 4.853 .000 

                         Source: Researchers’ Eviews analysis 2019 

 

5.0 CONCLUSION AND RECOMMENDATIONS 

The study examined the extent to which corporate governance mediate the effect of the components of 

environmental accounting disclosure on the quality of financial reports of quoted manufacturing firms in 

Nigeria. The study applied the ordinary least square, while data were collected from the “2018” annual 
reports of 46 quoted companies. The results show that corporate governance significantly mediate the 

effects of EFP, EWM and EC on the quality of financial reports of manufacturing firms in Nigeria. The 

application of board committee on environmental risk management in conjunction with the components of 

environmental accounting disclosure significantly affect the quality of financial reports of quoted 

manufacturing firms in Nigeria 

 

Based on the findings and results of the analysis, the study concludes that code of corporate governance 

mediate the effect of environmental fines and penalties, environmental restoration, environmental waste 

management, environmental compensation to enhance the quality of financial reports. The inculcation of 

the board committee on environmental risk management also enhances the quality of financial reporting. 

The implication of this result is that, the adoption and practicability of good corporate governance and the 

establishment of a board committee to adequately supervise the management and disclosure of 

environmental risk would further boast the will ultimately improve the quality of financial reports prepared 

by the manufacturing firms in Nigeria. 
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