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Environmental accounting in NSW local government: Disclosures 
and motivations 

 

Abstract 
To date, extension of the study of environmental reporting and the factors associated with 

environmental disclosures has not deviated far from the realm of private enterprise into the 

public sector. There is also only limited knowledge and understanding of environmental 

accounting disclosures made at the local government level. The research reported in this paper 

is a step towards remedying these deficiencies. The first objective of the research was to 

investigate the amount and type of environmental disclosures made by NSW local 

governments within their 2001-2002 annual reports. The second objective was to unearth the 

factors driving, and motivations for, NSW local councils to make these disclosures. A mixed 

method research design was applied. The first phase of the research involved investigation of 

how environmental dimensions (biodiversity, water, land, air, sewerage and garbage) were 

being reported at the local government level in terms of method of valuation (monetary, non-

monetary, declarative or mixture), the news type (good, bad, neutral) and the information 

context (pressure, state, response). The findings revealed that the method of ‘valuation’ of 

environmental information was predominantly ‘declarative’, residing in the context of 

positive ‘responses’ by councils to the environment. This is in contrast to ‘non-monetary’ data 

and negative ‘pressures’ that were placed on the environment by council or the community. 

Significant differences between the amount of environmental disclosures and council locality 

(rural and urban) were found, as well as how disclosures were being made (valuation method, 

environmental context and environmental dimension). The second phase of the research, 

based on semi-structured interviews, was an investigation into why councils reported 

environmental information. An overwhelming majority of council respondents declared 

mandatory legislative requirements to be the prime motivator for making environmental 

disclosures. 

 

 

 

 

Keywords: environmental accounting, public sector, disclosure 
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1. Introduction 
At the broadest level, concern for the environment has driven the development of 

environmental accounting. The culmination of many environmental decisions and actions 

taken at the micro level or local level, including those in the local government sector, 

ultimately have an effect on the environment and environmental sustainability at a macro 

level. Sustainability, as a concept, has many supporters, including such groups as UNEP, the 

World Business Council on Sustainable Development, SustainAbility, Australian 

Commonwealth and State entities and, at the local government level, the International Council 

for Local Environmental Initiatives. One way of monitoring the actions of organisations in 

their pursuit of ‘sustainability’ objectives is through their reports.  

According to Burritt and Schaltegger (2000, p.48), the first step to incorporate the 

ecological aspect within accounting is to measure it; this will make ecological aspects 

transparent and organisations accountable. There are difficulties in taking a complex system 

such as the environment and reducing it to a simplistic measurement, therefore multiple 

measures are required. A pluralistic system of environmental measures will provide a richer 

contextualisation and more in-depth understanding of the current state of the environment and 

the pressures being placed on the environment by organisations. Miley and Read (2000, p.40) 

observed that: 
 

Failing to consider environmental issues means that accounting information is 
inadequate for decision making when there is an environmental dimension to a decision. 
To be relevant, accounting must incorporate environmental issues … Local governments 
spend 40% more on the environment than the state and territory governments combined, 
and 14% more than the Commonwealth Government. 

 
Thinking local: Towards an environmental standard by Burritt (1999), encapsulates the 

concept of Australian local governments adopting the concept of ecologically sustainable 

development. Burritt (1999, p.57) noted that: 

 
local government is where the vast majority of development decisions concerning the 
environment are made. In these vital areas, local government is where the action to 
implement ecological sustainable development holds great potential. 

 
Environmental accounting is vital to local councils for many reasons. For example, future 

sustainability of local communities (therefore the rate base of local councils), is dependent on 

sustainable natural resource management. Thorman (1996) confirmed that there is a growing 

community awareness, expectation and, therefore, pressure on councils to perform in the area 

of environmental management. 
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Local government expenditure and assets are mainly environmental in nature. For 

example, in 2000-2001 local government authorities received $2.3 billion in revenue for 

environmental protection activities, and spent $2.5 billion on environmental protection (ABS 

2002a).  

Social and environmental accounting has been extensively researched (Mathews 1997) 

in the pursuit of new ways of providing accounts and accountability of organisations and their 

actions. This prior research focuses largely on corporations and while corporations have a 

social contract with society (Mathews 1993), public sector organisations, and local 

government in particular, may be viewed as having a stronger and more direct social contract 

with the community.  

One of the most common media for reporting environmental information by 

corporations is through the annual report (Deegan and Gordon 1996; Gray et al. 1996). 

Likewise, local governments are required under the Local Government Act 1993 (Cwlth) to 

provide environmental information. This information usually appears within the mandatory 

Statement of the Environment (SoE) report (s.298(2)(c)) as part of the annual reports of local 

councils. Such environmental information can include: 

 
Information produced and distributed by the organisation about the organisation's 
relationship with the environment, whether adverse or beneficial, wholly or partially 
resulting from activities, products and services of the organisation. This information may 
be published in quantified financial, quantified non-financial or descriptive form 
(O'Donovan 2000, p.2).  

 
The need to determine what environmental disclosures are made by councils, and how these 

disclosures are made, initiated investigations into: 

 
i) The amount of environmental disclosures in local council annual reports; 

ii) The method of valuation (monetary, non-financial, declarative or mixed) used in 

evaluating and reporting environmental dimensions; 

iii) The news type (good, bad, neutral) across different environmental dimensions; 

iv) The information content, including whether disclosures provide information on the 

pressures placed on the environment, the state of the environment, or responses by 

councils to implement sustainability; and, 

v) The environmental dimensions (biodiversity, land, water, air quality, sewerage, garbage 

or other) covered in these disclosures. 
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This examination led to a secondary research question concerning the factors influencing the 

environmental disclosures made by NSW local councils. Such factors include council 

characteristics and motivations. Characteristics and motivations were isolated and analysed 

separately. For council characteristics, locality (urban and rural), type (metropolitan, regional, 

fringe) and size (small-medium and large-very large) were examined. In reference to 

motivations, there is no shortage of ideas as to why firms disclose environmental or social 

information. However, according to Adler and Milne (1997, p.2) there is a: 

 
failure to collect evidence of a sufficient nature to test the ideas. As a result, today’s 
research, though offering greater amounts of description, provides little, if any, insight 
into why firms disclose.  

 
This problem remains, with many sole motivations or theories being tested in isolation and 

without a comprehensive framework being adopted for investigating the many possible 

motivations and the complex relationship that may exist between these motivations. 

Addressing these issues involved investigating internal variables, other general contextual 

variables and external influences.  

 

2. Literature review 
One of the dominating limitations of conventional accounting systems is the preponderate 

usage of market values to measure tangible and intangible goods and services, while ignoring 

immeasurable vital assets (or scarce resources), such as the environment (Boyce 2000). 

Accounting is only powerful because it reflects society's values, which allows monetary 

considerations to dominate in the implementation of decisions and policies. Handel (1982) is 

supportive of this statement, by observing that there may exist items that are independent of 

our accounts that do not have a human existence until they become accountable. The converse 

is also true. Items such as intangibles may not exist independently until they take on human 

significance by being accounted for. Taking account of items is fundamentally a social 

process. Handel (1982, p.36) noted: 

 
Accounts do not more or less accurately describe things. Instead they establish what is 
accountable in the setting in which they occur. Whether they are accurate or inaccurate 
by some other standards, accounts define reality for a situation in the sense that people 
act on the basis of what is accountable in the situation of their action. The account 
provides a basis for action, a definition of what is real, and it is acted on so long as it 
remains accountable. 

 
The concept of accountability is essential, as it affects many different stakeholders. The main 

focus of traditional accounting is on primary stakeholders; those stakeholders directly 
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influencing an organisation. Secondary stakeholders are not considered within the traditional 

financial accounting model, and so the negative externalities that affect these stakeholders are 

ignored. For local government, every electoral member should be a primary stakeholder. The 

limitations of traditional accounting are highlighted when looking at the Conceptual 

Framework for general-purpose financial reporting, and the definitions of accounting terms. 

Accounting professionals, by applying the accounting definitions, evaluate the monetary 

'price' of harmful practices but do not consider the 'true' value, which may contribute to the 

invisibility of negative externalities and serve as a tool in down-playing ecological impacts 

(Maunders and Burritt 1991). Many academics have tried to overcome the limitations of 

traditional accounting by looking at new systems of accounting that incorporate the concept of 

ethics through accountability. 

'Accountability is the duty to provide an account of those actions for which one is held 

responsible' (O'Donovan 2000, p.48). Accountability, coupled with the idea of sustainability 

and the limitations of traditional financial accounting, has led to the development of 

environmental accounting. 

Gray et al. (1987, p. ix), emphasised the notion of accounting providing a mediating 

role between different stakeholder groups and the responsibility of companies and defined 

social and environmental accounting as: 

 
… the process of communicating the social and environmental effects of organisations’ 
economic actions to particular interest groups within society and to society at large. As 
such it involves extending the accountability of organisations [particularly companies], 
beyond the traditional role of providing a financial account to the owners of capital, in 
particular, shareholders.  

 
The basic premise of the above definition should be expanded to encompass the variety of 

entity forms that impact the environment and have responsibility to society. In considering 

socially responsible accounting, Mathews (1993, p.64) recognised the range of stakeholders 

and the range of information that could be disclosed: 

 
Voluntary disclosures of information, both qualitative and quantitative made by 
organisations to inform or influence a range of audiences. The quantitative disclosures 
may be financial or non-financial terms. 

 
While Mathews (1993) stated that these disclosures are voluntary, this is not the case for local 

government. What is relevant in his definition is that measurement may be in different forms. 

There is not a pre-requisite that measurement should be always quantitative. Measurement 
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should, appropriately and within reason, accurately reflect environmental pressures, states and 

responses.  

 Emphasis for environmental accounting is on the reporting of this information. 

Reports are the vehicles by which responsibility and accountability can be governed, 

performance evaluated and the relevant changes made. Guthrie and Parker (1990) outline 

three major purposes for social reporting. These concepts are transferable to environmental 

reporting and the government sector and include: 

 
1. A comprehensive view of the organisation and its resources 

2. A constraint upon socially irresponsible organisational behaviour 

3. Positive motivation for the organisation to act in a socially responsible manner.  

 
Incorporation of the goal of sustainability provides for a 'truer' and 'fairer' picture of the 

position of an entity and enables the reporting framework to cater for the needs of a wider 

stakeholder audience. Reporting is intended to balance the information asymmetry that exists 

between stakeholders and different entities. Although guidelines are available for 

environmental reporting, there is currently no compulsory mandate for corporations to 

disclose this information. Studies have found that many organisations do not report this 

information (Kreuze et al. 1996; Deegan and Gordon 1996) and when companies do report on 

environmental issues, many researchers have concluded that the quality of reporting is low 

(Deegan and Gordon 1996; Gamble et al. 1995; Deegan and Rankin 1996; Guthrie and Parker 

1990; Fekrat et al. 1996). There also exists huge variability in the environmental disclosures 

across companies (Gamble et al. 1995; Walden and Schwartz 1997) and studies have shown 

that while organisations may report environmental information, they often present information 

that conveys as positive corporate image (Deegan and Rankin 1996, p.51; Neu et al. 1998). To 

what extent these findings are transferable to local government is unknown.  

For local government, the SoE reporting framework adopts the 'pressure-state-

response' (PSR) model and the application of this model is mandatory for local government in 

NSW. Pressure indicators describe the pressures from human activity that affect the 

environment, or the negative externalities that are placed on the environment by the 

organisation through its actions and decisions. State (or condition) indicators measure the 

quality of the environment and the functioning of important environmental processes. 

Response indicators identify the human actions or efforts that have been made to address 
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pressures on the environment, or the positive actions taken to negate the pressures placed on 

the environment by the organisation. 

 Prior research in corporate social disclosure has not been uniform in its application of 

content analysis when analysing annual reports (Adler and Milne 1997). Applying the PSR 

model to both quantitative and qualitative information would be advantageous in eliminating 

disclosures that have no substance. To this can be added the Gray et al. (1995) categorisations 

for  capturing data within annual reports to classify ‘news’ (disclosures) according to whether 

it is 'neutral', 'good' or '’bad'.  

Which environmental dimensions should be included within the PSR reporting 

framework can be derived from the Australia Bureau of Statistics (ABS) report (2002b) 

Measuring Australia's Progress. According to the report, natural capital that should be 

monitored includes biodiversity, land (clearing and degradation), water, air quality and 

greenhouse gases. This segregation is pertinent for councils in relation to their 

responsibilities, including drinking water, waste and sewerage management. This information 

can be in different forms, including qualitative and quantitative information. Organisation 

characteristics can also be viewed as an attribute that may lead an organisation to a particular 

reporting outcome. Size, profitability, industry and country are all considered characteristics 

that may lead to an organisation to either disclose environmental information, or not disclose 

it. Motivation, on the other hand, is influenced by a goal, unlike characteristics. The 

motivations for communication of environmental information are the driving forces that shape 

and guide the outcomes. Motivations provide the reasons why individuals or organisations 

choose to act (or to be inactive) and affect the consequent communications for these actions. 

Characteristics are used to predict what an organisation will do, while motivations provide 

information on intention or the purpose for why an action is taken. 

There is considerable use of and support for the examination of annual reports by 

accounting researchers to evaluate a company's social and environmental disclosures (see Tilt 

1994; Deegan and Rankin 1997; Adams and Harte 1998), although there is debate concerning 

whether annual reports alone should be analysed, as these provide an incomplete picture 

(Roberts 1992) and risk under-reporting of the volume of disclosures. However, stipulations 

in the Local Government Act 1993 (s.428(2)(c)) provide an adequate framework that covers a 

broad range of content from which environmental dimensions are to be included in local 

government annual reports, to how they are to be reported, through to details on councils’ 

plans, projects and impacts on the environment. Given this framework, the information should 

be relevant.  
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There has been a variety of positive and normative environmental accounting and 

reporting investigations over the past thirty years (see Mathews 1997 for review). 

 
Within less than five years, accounting for the environment has moved from being 
considered the most marginal and irrelevant of topics to its present position of occupying 
an increasingly central role in the deliberations of the worldwide accounting profession 
(Gray and Bebbington 2000). 

 
Trends in this 1991-2000 era (Mathews 1997) also extended research in environmental 

accounting in other ways, with the unit of analysis incorporating the public sector (state and 

federal government organisations). The focus in this period remained on analysing annual 

reports and the motivations and theoretical underpinnings behind why corporations include 

this information. There is a steady proliferation of both social and environmental disclosures 

within this era (Toms 2000) as well as an increase in complexity (Deegan and Gordon 1996). 

However, many research designs of the period isolated characteristics and motivations, 

without considering how they relate to each other, or how they may interplay in affecting the 

outcome of the type and volume of environmental disclosures.  

Prior research has entailed analysis of the volume of environmental disclosure and 

possible internal corporate characteristics that may influence this variable, including size, 

industry group and profitability (see Kelly 1981; Hackston and Milne 1996). As many of the 

characteristics of disclosure relate to corporations, findings do not have external validity 

beyond this scope, hence key characteristics such as size, profitability and industry are not 

directly transferable to the public sector. As there is no information for characteristics for the 

local government sector, definitions of the characteristics of the corporate sector need to be 

reinterpreted for application to local government.  

 Although councils cannot be researched with regard to industry classification, or size, 

since the ‘industry’ is essentially the same and the Australian Classification Guidelines define 

council size in relation to number of people and population density (which is dissimilar to 

corporation size), these aspects could be measured in a number of different ways. The 

Australian Classification Coding scheme for councils divides councils into locality, which is 

urban or rural, and then type (metropolitan, regional, fringe). There are further sub-

classifications under these main headings. There is a inherent relationship between size and 

how these council types have been classified according to the Coding scheme.  

There are many possible characteristics that vary between corporations and the 

government sector and these characteristics may feed motivations. Similarly, there is a variety 

of motivations for environmental disclosure, including the business case, accountability, 
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morality and regulation. Understanding motivations is important as motivations shape, drive 

and guide the reporting outcome.  

A number of theories provide frameworks for explaining the motivations underlying 

environmental accounting disclosures, although for a complete picture, examination of other 

contextual factors is required (Adams 2002). Legitimacy and stakeholder theory, (systems-

orientated theories) may be viewed, historically, as the primary theories that contribute to the 

understanding of motivations for the development of environmental accounting and reporting. 

These theories look at the close knit inter-relationships between organisations, the state and 

individuals, and the role of information within this relationship (Gray et al. 1996), wherein 

accounting reports are seen to be social, political and economic documents (Guthrie and 

Parker 1990).  

Legitimacy theory relies upon the notion that there is a 'social contract' between the 

organisation and the society in which it operates. As a consequence, politicians are expected 

to abide by an unwritten social contract to their voters and follow the expected ethos. As 

negative externalities increase, there is a subsequent change in the expectations of society and 

the role government should play in preventing future negative externalities. Closely related to 

legitimacy theory is stakeholder theory. 

Freeman and Reed (1983, p.91) defined stakeholders as 'any identifiable group or 

individual who can affect the achievement of an organisation's objectives, or is affected by the 

achievement of an organisation's objectives'. In particular, voters are primary stakeholders 

with regard to local government, as every constituent is influenced by a local government's 

decisions, and every property owner pays rates to local government. These notions feed into 

local government accountability. Accountability is a key concept, with the idea of stewardship 

and 'duty of care' being pervasive in the relationship between a council and its constituents.  

There can be a direct application of stakeholder and legitimacy theories, and the 

concept of the social contract, in underpinning the role and responsibilities of councils. Prior 

research has indicated that a variety of different groups have a preference for mandatory 

environmental reporting. These include user groups (Deegan and Rankin 1997) and 

environmental lobby groups (Tilt 1994). Understanding the possible association of mandatory 

legislation and disclosures may provide information that will shed light on the debate for the 

legislation of mandatory environmental disclosures by companies.  
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2. Method 
The main purpose of the research was to explore the amount and nature of environmental 

information disclosed by councils and to take some initial steps to explain why such 

information is disclosed. A two-phase multi-method research design was adopted. In the first 

phase, data were extracted from a stratified random sample (n = 27) of the annual reports of 

NSW councils for the 2001-2002 financial year and content analysis was performed on these 

reports. The council sample was chosen from the entire population of NSW local 

governments, representing 15.5% of the population. In the second phase, seven key councils 

were selected and the individual with the responsibility for, or function of, environmental 

reporting was identified and interviewed.  

 Data from the first and second phases were qualitatively analysed, supplemented by 

quantitative analysis of data from the first phase. The quantitative analysis was a means for 

exploring possible associations or differences according to council characteristics and to 

inform and provide direction for the qualitative data collection in the interview phase. 

Benefits from such integration of qualitative and quantitative work include consistency via 

triangulation, data richness from unearthing multiple perspectives, and retention of context 

(Bisman, 2002; 2003).  

 A preliminary conceptual framework and starting point for examining relationships 

and patterns was derived from Adams (2002), Guthrie and Parker (1990), Ernst and Ernst 

(1978), and Hackston and Milne (1996). For the content analysis of annual reports, an 

adaptation of Gray et al. (1995) and Hackston and Milne's (1996) coding instruments was 

combined with the mandatory guidelines of the Local Government Association for the SoE 

and the report on Measuring Australia's Progress (ABS 2002b).  

In analysing relationships concerning the amount and type of environmental 

disclosures made in annual reports, NSW councils were classified into groups (locality 

variable) consistent with the Department of Local Government (DLG) classification and 

based on the Australian Classification of Local Governments (National Office of Local 

Government 1999, p.159). Councils are first classified as either urban or rural for locality. 

They are then classified according to their type. For urban councils this is capital city, 

metropolitan developed, regional town/city or fringe. Rural is subdivided into significant 

growth, agricultural and remote.  
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All subcategories are divided into small-medium and large-very large for urban councils, and 

similarly for rural councils.1  

The ‘response’ variable used in the research concerned the environmental disclosures 

within the annual reports. Content analysis was used to measure the response variable, with 

the unit of analysis being a sentence rather than a word (see Hackston and Milne 1996; Tsang 

1998). Given that reports will differ according to the size or length of the report, and whether 

the SoE report has been issued, changing the count of sentences to a relative amount  is 

required for standardisation, comparability and reliability. That is, the percentage of 

environmental disclosures out of all disclosures within the report.2  

 Sentences were analysed according to characteristics and subject, being method of 

valuation (monetary, non monetary and declarative), news type (good, bad, neutral) and 

environmental dimension (biodiversity, land, water etc.). In order to discern which 

information that was more and less relevant, the Pressure State and Response (PSR) model 

was applied. This extra dimension contributed to understanding the objective and context of 

each sentence, providing information regarding the pressures being placed on the 

environment, the state of the environment and the responses by councils. The resulting 

instrument was pre-tested using two coders and the decision rules/checklist modified to 

overcome problems. Krippendorf’s (1980) alpha coefficient of inter-coder reliability was then 

derived based on three different reports and found to be above the 0.8 benchmark for all 

dimensions.  

The data attributes dictated the appropriate statistical tests. As a result of the number 

of variables used to categorise local government the council characteristics (locality) variable 

was treated as nominal categorical. Further, due to the nature of the response variable (method 

of valuation, news type, information context and environmental dimension), this variable was 

also treated as nominal categorical. As both primary variables were nominal categorical, it 

was appropriate to use non-parametric techniques. In consequence, differences in the 

proportion of environmental information to non-environmental information and types of 

environmental disclosures between council stratifications were based on the chi-square test . 

In the second phase of the research, which involved interviews, the sub-sample of 

councils was chosen using a purposive, maximum variation sampling strategy (Patton 1990). 

                                                           
1 County councils, voluntary regional organisations of councils and the Australian Capital Territory are excluded 
from this classification. Since there is only one capital city council (Sydney Council), and only one council in the 
rural remote-medium (Central Darling) and remote-large (Cobar) categories, these councils were excluded from 
the population for the purposes of the research reported in this paper. 
2 Sections not counted included auditor reports, organisational structure and contact details. 
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Variation was based on the level of disclosure (low, medium and high)3 and council 

locality/type/size, with two councils being selected from each of the low, medium and high 

disclosure groups. This ensured an equal representation from each disclosure group and the 

differing council profiles allowed for a broad range of possible explanations for the differing 

amounts of disclosure. The outlier was also included in the sample in order to investigate 

whether the observed disclosure level for the council was a non-random event (this council 

had 50% of the annual report devoted to environmental disclosures). In each council field 

interviews were conducted with the preparer/compiler of the SoE report, consistent with the 

findings of the first stage of the research which identified that the SoE report contained the 

majority of environmental disclosures. However, as motivations and perceptions may change 

over time and only one interviewee was selected for each council, it would be erroneous to 

associate the motivations declared by those interviewed to be necessarily the same as those 

motivations present when the annual reports were prepared. Therefore, no causality can be 

assumed between the motivational factors unearthed at interview and the annual report 

disclosures for the 2001-2002 financial year.  

The interview schedule was subjected to three stages of pre-tests; evaluation by a 

recognised researcher in the topic area, evaluation by a council employee who produces SoE 

reports, and two mock interviews. Respondent validation of interview data was later applied 

to improve reliability and validity. Characteristics of the employer councils of interviewees 

appear in Table 1. 

 
Table 1  Categories of Councils Interviewed 

Council interviewee Council category (locality/type/size) 
  
Urban/Metropolitan/Small-medium LG1 (outlier) 
Urban/Metropolitan/Large-very large LG2 
Urban/Regional/Small-medium LG3 
Urban/Regional/Large-very large LG4 
Urban/Metropolitan/Small-medium LG5 
Rural/Agricultural/Large-very large LG6 
Rural/Agricultural/Small-medium LG7 

 

 

                                                           
3 Disclosure groupings were developed from the annual report analysis (phase one of the research) and the 
amount of disclosure classified as high, medium or low, using control limits of  +3 standard deviations from the 
average environmental disclosure proportion (after removal of the outlier). Councils >-3 standard deviations 
from the mean were classified as low disclosure councils, those within the three standard deviations were 
classified as medium, and those >+3 as high. 



 13

4. Results 
This section of the paper presents the results of the analysis concerning the amount and type 

of environmental accounting disclosures made in the annual reports studied (phase one), 

together with the results concerning motivations for environmental reporting derived from 

interview data (phase two). 

 

4.1 Amount of environmental disclosures 

Of the 27 annual reports studied, 15 (56%) included an SoE report within the annual report. 

The proportion of urban to rural councils that provided SoE reports was 69% to 43%, 

respectively, indicating that urban councils were more likely to prepare and issue SoE reports. 

This result is broken down by urban and rural strata in Table 2. 
 

 
Table 2  Contingency Table (2x2) for SoE Provision by Locality  

   
SoE 
Provided 

SoE not 
Provided N 

Sa
m

pl
e 

Sp
ac

e 

Urban 9 4 13 
% 69.23% 30.77%   

Rural 6 8 14 

% 42.86% 57.14%  

  15 12 27 
 

To overcome the problem of missing SoE sections, and the disparity in the length of the 

reports, the proportion of total environmental disclosure to non-environmental disclosure was 

calculated. Disclosures of environmental information as a percentage of all information 

ranged from 53% (Urban Metropolitan Small-Medium) to 3% (Rural Agricultural Small-

Medium). Observations clustered between 3% and 30%, with an outlier at 53% (Figure 1).  
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Figure 1 
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In comparison to the other reports analysed, the outlier council was the only one to have 

imposed an environmental levy on ratepayers in 2001-2002, and which had also undertaken 

large scale environmental projects during this time frame. For this reason, the level of 

disclosure for the council appears to be non-random. To avoid distortion of the data this 

outlier was removed in calculating the mean amount of environmental disclosures in 

comparison to all annual report disclosures of 13.64% for the sample space. A Chi-square 

analysis was then conducted which revealed a significant difference between the amount of 

environmental disclosures made by urban and rural councils (χ2 = 15.423, p < 0.001).  

 

4.2 Form of environmental disclosures 

For the sample space, the predominating proportion of disclosures was declarative (66.4%). 

For example, a declarative response for the environmental dimension of water is 'actively 

promote the Streamwatch Program to the local schools as a means to identify the water 

quality in our local waterways'. There was a large difference between this and the next most 

popular method of valuation, which was monetary. Most of the environmental dimensions 

that were measured in relation to monetary disclosures were garbage, sewerage and water, 

which coincide with the roles and functions of councils. Little information was provided on a 

non-monetary basis, such as use of environmental indicators (Table3). 
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Table 3  Form of environmental disclosures 
Form (dimension) of 
environmental disclosures 

Percent for 
Total Sample

Valuation method: 
Declarative 66.44%
Monetary 21.13%
Non-monetary 7.5%
Non/monetary/declarative 4.93%

News type: 
Neutral 97.71%
Good  1.17%
Bad 1.12%

Information context 
Response  57.82%
Other 18.99%
State  17.09%
Pressure 6.10%

 

In terms of the ‘news type’ dimension, an overwhelming 98% of disclosures were written in 

neutral fashion (Table 3). As to information context, the predominant purpose was to 

communicate how councils were responding to the environment (58%). There was a sizeable 

gap between 'response' and disclosures on the 'state' of the environment (17%). Pressure was 

the least reported (6%) and there was a very large discrepancy in reporting between ‘pressure’ 

and ‘response’ (refer to Table 3). 

In addition to the information presented in Table 3, analysis of particular 

characteristics of environmental disclosures revealed that the highest proportion of disclosures 

concerned water and biodiversity (24% and 21%, respectively). These were then followed by 

garbage (18%) and sewerage (14%), with the least amount of information being provided on 

land and air, which were both under 10%. The environmental disclosure dimension showed 

the most uniformity and even spread when compared with the other dimensions, such as 

valuation method and news type (reported in Table 3 above). 

 

4.3 Council locality and form of environmental disclosures 

The following results concern statistically significant differences between council locality and 

how environmental information was disclosed. In this analysis, two council localities (urban 

and rural) were used and the type of disclosures ranged from three variables to seven within 

the different categories (valuation method, news type, information context and environmental 

dimension). Examination of the observed and expected frequencies for valuation method 

(refer to Table 4 below) shows a large discrepancy for monetary valuation (with urban lower 
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than expected and rural higher). Summary results for all relevant chi-square tests appear in 

Table 5. 

 
Table 4  Expectancy Table for Valuation Measure: Urban and Rural 

  Urban Rural Total Chi-square 
Monetary observed 428 384 812 10.30019 

  expected 499.746 312.254   16.4849 

Non-monetary observed 160 74 234 1.774156 

  expected 144.015 89.9845   2.839441 

Declarative observed 1407 878 2285 0.000344 

  expected 1406.3 878.695   0.00055 

Mix observed 156 8 164 30.04218 

 expected 100.934 63.0661   48.0809 

     109.5227 
 

Table 5  Inferential Statistics for Council Locality (Urban or Rural) and the Type of 
Environmental Disclosure 

Categorical response variable Chi-square p value 
  
Method of valuation 109.523 <0.001 
News type 2.338 >0.05 
Information context 83.856 <0.001 
Environmental dimension 473.45 <0.001 
  

 

The tests reported in Table 5 reveal a statistically significant difference (at the 0.001 level) 

between urban and rural councils in the method of valuation applied in making environmental 

disclosures. Similar differences are noted for information context and environmental 

disclosure dimensions. However, there would appear to be no relationship between the ‘news 

type’ and whether councils are urban or rural. 

 To further explore environmental reporting in NSW local government per se, as well 

as to provide richer understanding of why differences exist, semi-structured interviews were 

performed across a range of relevant councils.  

 

4.4 Reasons for environmental reporting by councils 

Interviewees were asked what they viewed as the main sources of pressure for the production 

of environmental reports. Mandatory State Government legislative requirements were the 

most common response (86%). There was a large difference between this response and the 
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next most common response, which was community (43%). This was followed by internal 

pressure to incorporate the document into management plans and for communicating 

environmental information to other internal staff, such as councillors (29%). 

 Mandatory legislation was a dominant pressure, since councils are required to submit 

SoE reports within a certain timeframe, as summarised by one interviewee:  

 
They are mainly legislative pressures to prepare a comprehensive report every four years 
and a supplementary in the intervening three years by Nov 30 … they record when you 
submit … if you were overdue they actually record it officially and that report of all the 
deadlines of when councils got them in and when they didn’t, every council gets a copy of 
that. So they are quite strict with recording (LG 2). 

 
When respondents were questioned concerning their knowledge of what the DLG or state 

government actually did with the reports, all said that they did not know. Two respondents 

indicated that without mandatory legislation, environmental reporting would be less likely to 

occur, although some respondents concluded that they would still perform some form of 

reporting.  

There is a conundrum with community as a pressure source. Many councils stated that 

although they delivered these reports to be accountable to the community, many residents 

were not interested in environmental reporting and did not read the reports. There was no 

mention from any councils studied of environmental lobby groups being a source of pressure. 

However, the response of the interviewee from the outlier council differed. In the year 

examined, there were many major environmental projects initiated by that council and 

covered in great detail in the annual report: 

 
the statement of the environment report gets done because it is a legislative requirement. 
I probably wouldn't do such a comprehensive report every year if there wasn't the 
pressure that you do actually have to do it. We also do environmental reporting if we are 
doing a large scale project such as a new urban development or wetlands and that is to 
educate and promote the project to the community and to other local councils to 
showcase the work we are doing. Also with triple bottom line reporting it is becoming 
very favourable in councils. We are also looking at indicators to show where we are 
going along environmental and sustainability lines (LG1). 

 

4.5 Purpose 

Interviewees were asked what they perceived to be the purpose of their environmental reports. 

This question directly related to intention and motivation. Overwhelmingly the response was 

to conform with mandatory legislation (86%). Accountability to the community was the next 

highest response (57%). Responses are summarised in Table 6.  
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Table 6  Purpose of environmental reporting 

Mandatory
Active 
Document

Information 
Dissemination

Monitoring 
Tool/Progress 
Report

Image 
Management/ 
Showcase

Justification 
for councils 
actions

Accountability/
Stewardship Education

Interview 1
Interview 2
Interview 3
Interview 4
Interview 5
Interview 6
Interview 7  

 

The single response concerning justification for actions (Table 6) was to provide reasons for 

why funding should be renewed by the Commonwealth Government. A more typical response 

about the purpose of environmental reporting was: 

 
to meet our legislative requirements and then in terms of our council area provides an 
update for what has been happening across council. It gives some indication if we are 
improving or bettering the environment. Allows residents to see what they can also do 
(LG5). 

 
Within the context of the question of purpose, one interviewee did note the importance to 

council of the response section of the SoE, which may represent a reason for the over-riding 

dominance of 'response' in the previous analysis: 

 
I think in the past and up until now it has been really to comply with that statutory 
requirement. I think secondly from council’s perspective it has largely been a report on 
the progress of environmental programs throughout the organisation so it includes a 
pressure, state analysis in there, but then really the key part of it has been the response 
section and that is saying what has been done … I think that probably has been the key 
focus (LG3). 

 
There was, as well, an element of image management (Table 6) involved in the provision of 

environmental accounting information:  

 
It is a document that can give the audience some education and awareness about 
council’s role in environmental programs and perhaps to influence their perceptions and 
attitudes in what council does ... Supports council’s current and future projects, so it 
gives some justification for some of the things that we are doing. We now have an 
environmental levy. Our ratepayers pay money for environmental projects … shows the 
council is active in a range of environmental projects (LG4). 

 

4.6 Report preparation problems 

Respondents were also asked if there were any problems encountered in preparing 

environmental reports. Data presented in Table 7 indicates that the main issue is perceived as 
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being the time required to prepare the reports. Budget restrictions (57%) and resources (43%) 

were also of significance. Overall, the problems summarised in Table 7 can be categorised 

into three general areas, these being administrative, data (collection and reliability) and 

regional issues. Administrative problems which included time, budget and resources, were 

exacerbated where the council had only one person working on the report. 

 
Table 7  Reporting problems 

Data 
Collection

Lack of 
Data

Data 
Accuracy Resources

Confounding 
influences

Budgetary 
Constraints

Time 
Constraints

Unique 
characteristics 
of region

Interview 1
Interview 2
Interview 3
Interview 4
Interview 5
Interview 6
Interview 7  

 

The following response illustrates problems common to other councils, but there was also an 

atypical problem related to the unique geographic location of the council concerned:  

 
Getting out to see a shire that is roughly 19,000 square kilometres and getting around it 
with only one or two persons is quite difficult within the timeframe. We are very small 
and light on resources. There are many other jobs we have to complete as well, so we can 
not solely divert time to the one thing (LG 7). 

 
A similar problem, but with a contrary cause, was encountered by another council: 
 

Our local government area is quite small, and most of it is built up with urban 
development. We don't really have environmental monitoring. We do monitor waste 
production and have data on that and a few other things but in terms of the eight issues 
that you report on within the environmental report, we don't really have the information 
to report on all of those. A lot of our statement of the environment is just words on what 
we have been doing and what we perceive as an improvement, but it is actually not 
backed up by data, as we don't have the land size nor the natural environmental areas to 
be testing … we have storm-water canals (LG 5). 
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4.7 Stakeholders 

Interviewees were asked who they perceived to be the stakeholders, or end-users of the 

environmental reports (refer to Table 8).  

 
Table 8  Stakeholders in environmental reports 

State Govt Schools Residents Env. Gps
Other 
councils

Other 
staff Councillors Industry

Env. 
Officers

Interview 1
Interview 2
Interview 3
Interview 4
Interview 5
Interview 6
Interview 7  

 
In previous responses mandatory legislation and State Government directions were viewed to 

be the main reasons for providing the reports, however, in response to this question State 

Government was not perceived as the most important stakeholder (57%). This may be as a 

result of lack of feedback provided by State Government to councils, and the belief of council 

staff that the State Government was using the reports 'to tick the boxes'. Rather, the most 

popular responses concerning major stakeholders were residents within the council area and 

other staff members (both 86%). The following interviewee comment is representative of both 

the community and internal stakeholder perspectives: 

 
I think it is probably local residents. School students … in wanting to find out what is 
happening in their environment for school assignments. Councilors because it is a tool 
they can show their local constituents ‘this is what we are doing’. It’s something they can 
showcase to people, also internally other colleagues … and also council executives 
(LG2). 

 
The notion of the community as a chief stakeholder is juxtaposed against the perceived 

community apathy towards environmental disclosures as noted in the analysis of an earlier 

question (section 4.4). Further, understanding why councillors and environmental groups are 

not viewed as important stakeholders appears to warrant further investigation as the reports 

would be expected to be highly relevant and useful to these groups. 

 

4.8 Motivation 

The preceding questions and analyses lead into the question of the motivations for 

environmental reporting. The overwhelming response to the question of motivation/s, as in 

previous questions, was legislation (71%), with the next highest response being accountability 
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(29%). Other responses ranged from differing council philosophies to transparency, 

information dissemination (to community and staff), use as a monitoring tool and others, but 

each mentioned by a single interviewee, although from across a range of councils). Beyond 

the popular response of legislative imperatives, two respondents considered accountability 

and transparency to be driving forces. However, some of the perspectives on accountability 

were in the nature of environmental reports being a political tool and through which higher 

levels of government could 'hang councils out to dry'.  

 

5. Implications 

Accounting has expanded to take on the role of an information system that makes visible what 

has been submerged (Owen and Lehman 2000). Environmental data will be ignored in the 

decision-making process unless measures are taken to account for it. In order to achieve the 

goal of environmental protection and prevention of negative externalities, future actions and 

decisions require valuation of the current pressures and state of the environment.  

 The research reported in this paper involved an investigation into how councils are 

accounting for the environment, taking the position that there are differences in the ways 

councils account across different environmental dimensions, and this appears to relate to the 

locality/type/size characteristics of councils. 

The amount of environmental information provided, in proportion to the rest of the 

annual report for the councils examined, varied widely from 3% to 30% (excluding an outlier) 

constituting a mean 13.64% of the annual report. In terms of how councils were disclosing 

environmental information, there was an over-riding predominance of 'declarative' 

information (66%), which was 'neutral' in fashion (97%) and resided in the context of 

'responses' (58%) made by councils. To some extent local governments placed monetary 

valuations on environmental expenditure and revenue (approximately 21% of disclosures). 

Examples of these types of valuations included water rates, waste disposal rates, infrastructure 

for water and drainage, and expenditure on maintaining parks. This is in contrast to non-

financial information or non-monetary quantitative data, constituting only 12% of disclosures, 

and 'pressures' that were placed on the environment representing only 6% of disclosures. 

 The research also revealed differences between council localities (urban and rural), the 

amount of information being disclosed, and how the information was disclosed. To what 

extent these differences are attributable to certain characteristics of council locality/type/size 

and individual differences needs to be further addressed. Expansion of the sample space to 
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investigate whether within group variance is as large as between group variance, will provide 

insight into whether other variables may influence the outcome.  

 In reference to motivations, the overriding purpose of providing environmental 

information within local council annual reports was compliance with mandatory legislation, 

as promulgated within the NSW Local Government Act 1993, and, to a lesser extent, to 

communicate to the community. Community factored as a motivator in relation to 

accountability and transparency, community education, information dissemination and 

council image management.  

The ABS (2002a, p.25) Environment and Natural Resource Survey, developed during 

the 1990s, was: 

 
in response to calls from councils themselves, local government associations and 
agencies and other interested parties for comprehensive information on the financial 
activities of local government authorities related to managing the environment and 
natural resources. While all local governments keep financial records of their activities, 
there has in the past been limited information available on the financial transactions 
related specifically to managing local environments and natural resources. 

 
The response by the ABS, in collecting and providing this information, is symptomatic of 

internal accounting systems within local governments that do not meet the relevant 

information needs of decision-makers. Adaptation of accounting systems to provide more 

detail, accuracy and consistency on environmental dimensions is required. According to Nash 

and Awty (2001) there is a strong role for accountants within the context of sustainable 

reporting, however, it appears that the accounting profession has been slow to respond to the 

demand for this information, as evidenced by the call from the Victorian Public Accounts and 

Estimate Committee (1999) to the accounting profession to include environmental aspects 

within accounting standards. 

The NSW Local Government Act (1993) may be interpreted by councils in a variety of 

ways, which may contribute to differences in how councils report environmental dimensions. 

This may be because the guidelines lack specificity, therefore, there is a strong use of 

professional judgement in determining what information will be included and how to report 

across the environmental dimensions. Evaluation and feedback from State government on 

council's reports may be viewed as a necessity. The council staff interviewed were not 

provided with such feedback, resulting in a lack of motivation to both prepare and improve 

environmental reports. Marrying this outcome with the community apathy towards 

environmental reporting perceived by interviewees may result in an accountability process in 
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place, but only as a symbolic rather than substantive gesture. Environmental reporting 

requires critical evaluation, environmental governance and continual refinement and 

improvement through feedback from State and Federal government agencies, and the 

community. These groups, through critical evaluation, provide the verification process 

required for environmental reporting.  

 The pressures placed on the environment at a local level are also felt on the global 

level. By alleviating the pressures, this could create a positive change for the environment. An 

incomplete picture of pressures within a region will have the net result of continual strain on, 

and degradation of, natural resources. From the analysis of annual reports, it was found that 

'pressures' were significantly under-represented when compared with 'responses'. However, 

the list of 'pressures' provided earlier cannot be considered without understanding the 

difficulties and complexities of compiling this information. For example, data collection, 

time, budget and resource constraints, made it difficult for councils to provide precise 

analyses of 'pressures' on, and 'state' of, the environment. Deeper analysis of the root cause as 

to why decisions or policies have produced an environmental pressure will enable future 

action to be taken to overcome these problems. There were statements made in interviews 

pertaining to the difficulty in directly associating the causality of 'pressure' attributed by 

council, with a measurable negative change in the 'state' of the environment. A counter 

argument is that all pressures on the environment should be recorded, even if it is not known 

if one specific 'pressure' caused a change in the 'state'. By not including pressures, based on 

the premise that no direct link or association can be traced to environmental degradation, will 

lead to many pressures being unaccounted for, and thus, not considered in future decision 

making and actions. 

 A declarative form of 'state' and under-representation of 'pressure' allows, to a greater 

extent, the manipulation of perception and only hinders a positive outcome for the 

environment in the long term. As Tilling (2001, p.2) observed, if corporate social reporting 

(CSR) misrepresents environmental performance, then:  

 
this situation may have significant ramifications for the long term viability of CSR. If 
questions of validity are raised often enough it would seem logical to conclude that users 
may become reticent in their use of such information. 

 
 The interview analysis revealed that mandatory legislation was a consistent and highly rated 

motivation for providing environmental reports. Interview evidence also supported the notion 

that without legislation, although environmental reporting would continue, it would be to a 

lesser extent. These conclusions may provide insight into whether corporations in the private 
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sector should be mandated to provide environmental reports and, importantly, how much 

guidance is required through a disclosure framework.  

 

6. Conclusions 

This investigation contributes to our knowledge bank on the extent and nature of 

environmental reporting in local government and suggests possible relationships between key 

characteristics of councils and motivations for environmental accounting disclosures. It also 

provides a starting point for further investigation into environmental reporting.  

Since the research reported in this paper was a cross-sectional study conducted in the 

local government sector in a single State, there are limitations regarding validity and 

generalisability. While councils are required to provide a comprehensive report on the 

environment every four years, the year chosen for this research was not a comprehensive year. 

Further, to provide a more complete analysis, a longitudinal study incorporating the full four-

year period would provide an improved representation of trends and reporting practices. Other 

limitations are inherent to the methods used. 

There are substantial reasons to further investigate environmental reporting practices 

by local government. We found the highest amount of environmental disclosures (21.25%) 

were made by the Urban Regional group of local councils. Further investigation is required 

into why this is so. There are other avenues open for research, not only within the local 

government sector, but also at State and Federal levels of government. This type of research 

has the potential for extension into a comparative State-based analysis or from an 

international perspective, with an Australian-New Zealand comparison being a good starting 

point. It would be advisable for research to be performed longitudinally, and with a larger 

sample space than this exploratory exercise. What became apparent within the interview 

section of this research was the overwhelming response by councils to mandatory legislation 

as the main motivation for environmental reporting. Comparison of corporations’ reports, 

without mandatory legislation, to council reports with mandatory legislation could also 

provide insight into the assertion that corporations already provide meaningful information 

without legislation.  
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