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Abstract: The global awareness for the environment and the need for stakeholder reporting is increasing and 

the relevance of stable corporate governance framework have generated the requirement for further research 

into the field of environmental disclosure for stakeholders and its assimilation within corporate governance 

framework. This paper is primarily concerned with analyzing the literature research of corporate environmental 

reporting and disclosure practices and its association with corporate values. The paper has focused on three 

theories .i.e. Legitimacy theory, Stakeholders theory and Institutional theory. The major objective of the study is 

to study the published literature about the amount and content of environmental matters disclosed by the firms 

in their annual reports and study the relationship between environmental disclosure practices and the corporate 

value after examining the environmental data provided by firms. The study has concluded that the extent of 

environmental disclosure differs across companies and there were the mixed outcomes of the relationship 

between corporate environmental disclosure practices and the firm value. So, the study has further suggested 

that companies should adopt a systematic manner of environmental reporting and disclosure matters. 
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I. INTRODUCTION 
In early 1990’s, as a result of enduring existence of acid rain, ozone depletion, global warming, 

groundwater decrease, bio-diversity loss, topsoil erosion, deforestation and production of industrial waste, 

scientists conceded that humanity has been facing serious environmental calamity/catastrophe. The corporate 

houses are considered responsible for these catastrophes or calamities because of their production process and 

most of the natural resources being used by the corporate houses (Welford & Starkey, 1996). In the global 

economy, governing environmental importance has become an essential part of business; bad environmental 

achievement can destroy firm’s public appearance and decrease its financial performance (Dasgupta, 1997). 

Today companies must give full concentration to operating their environmental actions, although capital and 

labor were prior propounded to be limiting factors for improvement (Solow, 1957; Narayanan, 2001) but in 

today’s scenario environment has been considered as a limiting factor for improvement of tomorrow (UNEP et 

al, 2003) and a new conception of resource conservation and environmental consumerism is rising (Ike & 

Dorinda, 1998). In the last few decades there has been an increase in consciousness of not only the harshness but 

also the diversification of environmental issues (Sahay,  2004) additionally, the extension of awareness about 

eco-systems has bring about the interest of the environmental outcome of product achievement, production 

development and business proceedings.  

Corporate Environmental Reporting (CER) 

It can be defined as the form of measuring, revealing and reporting to internal as well as external 

stakeholders about the environmental work of the firm for acquiring the target of sustainability development and 

allow such stakeholders to evaluate their connection with the reporting body (FEE, 2000; GRI, 2006). The 

essential aspects of CER are: input or output stock of environmental effects, association with stakeholders, the 

sustainable development plan, financial suggestions of environmental activity and management policies and 

systems. Corporate environmental reporting (CER) give material on a firm’s performance against ‘triple bottom 

line’ norm (UNEP, 2002b). Environmental reporting serve as a technique to show environmental performance, 

giving environmental information to the stakeholders and show firm’s interest on environmental matters 

(Shearer, 2002). The environmental information has been presented in different modes like in the form of annual 

report (Grey et al, 1995), in the form of sustainability report (GRI, 2006), on the firm’s website (Tagesson et al, 

2009) or in the form of standalone report (FEE, 2000).  Environmental report not only been conferred as 

voluntary report (Grey et al, 1996), as required by stakeholders but also as compulsory report to government 

organizations (Van der laan, 2004; Fallan and Fallan, 2009). In developed countries, environmental reporting is 

generally governed by standards and guidelines like European Federation of Accountant (FEE, 2000), GRI 
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(GRI, 2002), and International Financial Reporting Standards (IFRS). In spite of that, hardly any Indian firms 

have used these guidelines for environmental reporting viz. Tata steel, ITC, Reliance and Jubilant Organosys. 

 

II. THEORETICAL FRAMEWORK 
The option of an applicable theory in examining the corporate environmental reporting is critical 

because theory is a mental framework (Grey et al, 2010) that affects the practice. Even though, theory benefits 

to “strongly provide to channel consideration, classify experience, refine knowledge, anchor analysis and adapt 

information” (Gladwin, Newsburry and Reiskin, 1997) in corporate environmental reporting (CER), it is 

incredible someone will reach at a specific theory. Such a quest is even whimsical but it is not meaningless 

(Grey et al, 2010; Gladwin, Kennelly & Krause, 1995). The theoretical framework of the study rests on 

legitimacy theory, stakeholder theory and institutional theory. These theories are discussed below: 

i) Legitimacy Theory- The theory of legitimacy is meaningful in examining the association between firms and 

their environment. According to (Parsons, 1960), legitimacy as “the evaluation of activity in terms of common 

values in the situation of the involvement of the activity in the society”. According to (Maurer, 1971), 

legitimating is the measure whereby a firm defends to associate or subordinate structure its right to prevail; that 

is to pursue import, convert and export energy information. Legitimacy theory is extensively applied in the 

social and environmental disclosure literature to describe corporate environmental reporting (CER) practices 

(Lu, Abeysekera and Cortese, 2015). In the words of (Tilling, 2008), legitimacy theory attempts an effective tool 

for consideration voluntary environmental and social disclosures made by firms and this consideration would 

maintain a vehicle for engaging in demanding public argument. According to (Bansal and Roth, 2000), gives the 

instances of legitimating as obeying with legislation set up an environmental committee or the position of 

environmental manger to inspect the company’s environmental effect, establishing committees with regional 

society image, operating environmental audits, establishing a necessity feedback system and regulate the 

company with environmental lawyers. Legitimacy theory focus on the approach of a social commitment, 

suggesting that a firm’s continuity is reliant on the amount to which the firm engage within the obligated and 

benchmarks of society (Brown and Deegan, 1998). The debate underlying legitimacy theory is that firms can 

only sustain if companies are running within the structure of society’s standards and principles. Firms may 

reveal environmental and social information voluntarily in order to manage their legitimacy (O’Donovan, 1999). 

Therefore, corporate environmental and social disclosure purpose is to legitimize firm behavior by giving 

information expected to affect the society’s attitude about the company. In the words of (Patten, 1992), based on 

legitimacy theory, environmental and social exposures are a medium applied by the firms to effect the public 

policy system, either precisely by addressing public or legislative matters or indirectly by projecting firm’s 

appearance as socially concern. According to (Ashforth and Gibbs, 1990), basic presumption of legitimacy 

theory is the opinion that a firm’s activity can have an effect on the surrounding environment in which the firm 

perform and if the surrounding environment is effecting by the activities of firms then the society may 

negatively revert by refusing the firm’s product or straining for government interference. The assumption behind 

legitimacy theory describes the conception of ‘social contract’ (Patten, 1992). The presence of a firm is 

vulnerable if it is observed as breaching the implicit social contract and this is commonly considered to appear 

whenever the society members are not convinced with the performance of the concerned firm (Milne and Patten, 

2002). Failing to observe with society prospects points to cancellation of the contract (Deegan and Rankin, 

1996) instead, a pressure group might legitimize improved conduct from the company through putting strain on 

it to meet assumptions through regulation (Buhr, 1998). Thus, legitimacy theory plans a kind of pressure on the 

companies to acknowledge to the society’s prospects (Gutherie and Parker, 1989). These society’s prospects are 

fulfilled by further exposure of environmental and social matters (Wilmshurst and Frost, 2000). 

ii) Stakeholders Theory- There are different attempts have been made regarding the definition of stakeholders. 

According to (Freeman and Reed, 1983), stakeholders as “the groups who have a concern in the activities of the 

firm”. In the words of (Freeman, 1984), further analyze or define the stakeholders as “any group or an individual 

who has a concern in the actions of the company reason being stakeholders can be influenced by the actions of 

the company”. According to (Carroll, 1999), stakeholders as “any particular or group who can be influenced by 

the activities, judgment, guidelines, proceedings and targets of the firms”. Stakeholders can be analyzed by the 

authority of their interest which is confirm by a liaison of transaction between themselves and the firm and so 

stakeholders consist of creditors, stockholders, employees, suppliers, managers, customers and the general 

public. Stakeholder theory has been extensively engaged in literature as contributing substantial confirmation 

for both corporate environmental and social disclosure practices and corporate governance system. Stakeholder 

theory contains the perception and description of the association between the firm’s performance and its effect 

on the stakeholders (Ansoff, 1965). So the firm’s enduring presence need the support of the stakeholders and 

their confirmation must be sought and the actions of the firms adapted to acquire that confirmation. The more 

influential the stakeholders the greater the firm must confirm (Gray et al, 1995a). In the words of (Grey et al, 

1996), the company has many stakeholders so it incur responsibility to all stakeholders, referring to the 

extensive area of obligations attach to corporate managerial. Stakeholder theory suggested a new prospect in the 
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situation of corporate social obligation research by indicating that the demands of shareholders cannot be greet 

without gratifying the demands of other stakeholders (Foster and Jonker, 2005 and Jamali, 2008). So, 

stakeholder theory contributes an effective framework to calculate corporate environmental and social reporting 

action (Sinder et al, 2003). 

iii) Institutional Theory- It has been developed from an identical logical practices to stakeholders’ theory and 

legitimacy theory (Deegan, 2002 and Azlan and Devi, 2008) and counterpart them. Stakeholder theory and 

legitimacy theory analyze that environmental reporting and social practices of a firm may be a reply to strain 

utilize by precise communities or definite stakeholder groups (Islam and Deegan, 2008). Within an institutional 

framework, a prominent company in an industry may affect other companies to accept related practices and this 

is especially appropriate in developing countries like India, Malaysia, Bangladesh, and China etc, where 

environmental disclosure and reporting practices are at a preliminary stage (Thomson and Zarina, 2004). A 

resolution to expose additionally comprehensive environment related matters in annual reports by mangers can 

accordingly be explained as being resolved by institutional efforts (Cormier et al, 2005). 

In institutional theory, an approach of isomorphism is introduced (Di Maggio and Powell, 1983) which 

is a transformation of institutional practices by a firm (Dillard et al, 2004). Isomorphism describes the aspects 

elemental the propensity of firm to turn into similar in structure despite distinct performing technologies (Meyer 

and Rowan, 1977; Di Maggio and Powell, 1983). There are three forces that enforce firms towards 

isomorphism- coercive, normative and mimetic (Di Maggio and Powell, 1983). Institutional theory attempts 

various exclusive observation into firm-environment relations and the manner in which firms proceed to 

institutional practices and determined how non choice practice can develop and continue through the activity of 

manner, convention, assistance or social responsibility in the absence of any ostensible expression that these 

practices provide the firm’s own concern provide the organizational capability and regulation (Oliver, 1991). 

 

III. LITERATURE REVIEW 
1) Prior research on corporate environmental disclosure/reporting practices 

It had been revealed that developed countries disclosed more environmental information as sample of 

top 50 companies had been taken and analyzed the distinction between Australian companies and Malaysian 

companies about the environmental disclosure practices and the results had found that Australian company’s 

disclosures are more comprehensive than Malaysian companies (Yusoff and Glen, 2005). On the other hand 

some developed countries like Greece where environmental reporting and disclosure practices are at a low 

amount (Papaspyropoulos et al, 2010). While in the developing countries like India, Malaysia, Bangladesh and 

China where corporate environmental reporting (CER) and disclosure practices are still at preliminary stage and 

the level of corporate environmental reporting and disclosure practices was very low in the developing countries 

and most of the unfriendly activities to the environment had not been disclosed by the company (Sumiani et al, 

2007;  Ousama and Fatima, 2010;  Oba and Fodia, 2012;  Goyal, 2014;  Asaduzzaman Fakir et al, 2015 and 

Dong and Xu, 2016). In most of the studies it had been analyzed that the information which had been disclosed 

by firms were of qualitative in nature and most of the firms disclose only positive information in their annual 

reports and negative information had been ignored by the firms and only limited information had been disclosed 

like preservation of the environment, plantation and biodiversity. On the other hand, important information like 

consumption of energy and water, waste generation and recycling of waste had not been provided by the 

reporting companies (Shil and Iqbal, 2005; Bose, 2006;  Yusuf et al, 2013 and Bora and Das, 2013). 

There are large number of studies worldwide that discussing the role and importance of environmental 

disclosure and reporting practices in business and association between environmental disclosure and 

environmental performance, as sample of study had been taken from the developed countries like UK and 

Canada and it had been found that the environmental disclosure had a positive and significant effect on the 

firm’s environmental prestige (Hasseldine et al, 2005 and Clarkson et al, 2008).  In the previous literature, it had 

also been examined that the firms had followed various norms and guidelines regarding environment like Global 

Reporting Initiative (GRI), International Standard Organization (ISO) 14001 and Environmental management 

system (EMS) certification in order to measure their compliance and it had been  found that a positive or 

significant relationship exists between the acquisition of authorized EMS or ISO 14001 and eco management 

and the companies that implement Environmental Management Program (EMP) acquire greater achievement in 

applying recycling activities and energy conservation therefore improved environmental performance (Gonzalez 

et al, 2008; Bewley et al, 2000;  Cordano et al, 2010;  Farooque et al, 2014 and Kuzey and Uyar, 2017). 

While, some companies do not follow the norms and guidelines regarding environment so as a result 

their environmental disclosure score will be differed or low as compared to other firms and it had been  found 

that the selective Turkish firm’s sustainability reporting generally meet the least obligations of the GRI 

standards still there are distinctiveness between company’s score, few companies show more information as 

compared to other one but in the whole voluntarily companies do not expose much information regarding 

sustainability (Aktas et al, 2013). It had been proved in the prior literature about the importance of 

environmental disclosure and reporting practices in firms but still there are some companies where 
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environmental reporting is at a secondary stage and it had been found that highest environmental sensitive 

industries disclose more information than the lowest environmental sensitive industries additionally firms who 

are having foreign collaboration disclose more information than their domestic firms and the items regarding 

environment are disclosed mostly under Sustainability reports and Business responsibility reports (Eresi, 1996;  

Halme and Huse, 1997;  Gupta, 2012 and Jariya, 2015).  

2) Prior research on corporate environmental disclosure and its association with corporate value or 

financial performance 

There are various previous literature studies where researchers had justified that there exists a positive 

and significant relationship between corporate environmental performance and corporate financial performance 

and good environmental performance were positively related with good economic performance and 

environmental disclosures, if firm had a bad environmental performance then it had a negative consequences on 

the financial performance of the firm ( King and lenox, 2001;  Al- Tuwaijri et al , 2004;  Lo and Sheu, 2007;  

Clarkson et al, 2013;  Saka and Oshika, 2014;  Guidara et al, 2015;  Haladu and Nashwan, 2016 and Caesaria 

and Basuki, 2017). On the contrary, there are some previous studies where researchers or experts had argued 

that there exists a negative and insignificant relationship between corporate environmental performance and 

corporate financial performance and it had been found in their studies that a negative and insignificant 

relationship exists between company’s carbon emission and firm value. Whereas, Financial performance is 

negatively related with environmental performance, firm size and stock exchange listing while ISO 14001 is 

positively associated with environmental performance and there was an insignificant association between 

corporate governance and firm’s value but on the other hand, the authors had mentioned that there exists a 

positive and significant association between corporate governance and intellectual capital efficiency which 

indirectly increases firm’s value and financial performance (Sarumpaet, 2005;  Matsumura et al, 2014; Makki 

and Lodhi, 2014;  Giannarakis, 2014 and Nelwan, 2016).  

3) PANEL MODEL 

As suggested by Chen et al (2014), a panel model has been established by developing the 

Environmental Management Responsibility (EMR). According to the authors environmental management 

responsibility can be used to evaluate the environmental behavior of companies in response to many aspects 

which can be expressed as: EMR= f (GC, CP, COR). Where, GC means governmental control, CP represents 

consumer pressure and COR means company characteristics. Firstly, in aspect of the public goods components 

of environmental resources (Chen et al, 2012 and Zhang et al, 2007), government control is an important aspect 

which can affect corporate environmental behavior and when there is an absence of government control, it 

becomes very difficult for the corporate to handle environmental management responsibilities; secondly, 

consumer pressure arise from environmental preferences constitute the primary driving effort for corporate 

environmental behavior (CEB) due to an increase in green consumption; thirdly, company characteristics 

consists of financial status, company size and managerial ownership may also contribute an essential role in 

developing corporate environmental behavior.  

On the basis of literature review, developed panel model included the following five variables: CEB, 

GC, BOD, FV and SH.  According to the analysis above, the basic model specification has been introduced as 

follows: 

CEB= βₒ + GC + BOD + FV + SH 

Where, CEB - Corporate Environmental Behavior 

βₒ - Constant coefficient 

GC – Government control 

BOD – Board of Directors 

FV – Firm value 

SH – Shareholders 

 

IV. CONCLUSION 
It can be concluded that, the environmental conscious firms disclose more environmental data in their 

annual reports as compared to less environmental conscious firms. On the other hand, a strict regulatory 

framework is required in case of developing countries where corporate environmental reporting is in the 

preliminary stage. After analyzing the theoretical framework, it has been found that it is the stakeholders who 

actually force companies to adopt sustainable business structure. Further, for establishing their position among 

the society, it is indispensable for the firms to adopt universal pattern of environmental disclosure practices. 
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