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 “When you can measure what you are speaking about, and express it in 
numbers, you know something about it; but when you cannot measure it, 
when you cannot express it in numbers, your knowledge is of a meager and 
unsatisfactory kind” (Lord Kelvin). The environmental performance 
evaluation of a company can be done in the conditions and according to the 
procedures promoted by the Environment Management Systems Standards 
– ISO 14031. The paper tries to provide insight into the way environmental 
information and especially environmental investments influence the market 
value of companies. In order to quantify this influence we expressed market 
value of equity as a function of book value equity, accounting earning and 
environmental performance, as main variables. This recommendation 
assumes that environmental information has value relevance since it is 
likely to affect the expected future earnings of companies. 
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1. INTRODUCTION 
 
More and more enterprises (companies) have become aware of the fact 

that they have to take into consideration dealing with the impacts of their 
activities on the environment. This is why the creation of an efficient and 
functional system for environmental management becomes a priority. Such 
a system would have the goal to reduce the impact upon the environment. 
The most important benefit of this system for environmental management is 
that it forces the organization to approach systematically this ecological 
problem (Michel Capron, 2004). The motivations for implementing this 
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system are of strategic, economic, managerial and judicial origin. The 
efficiency of the system assures a better performance through the positive 
impact that it could have on several aspects: 

• costs cuts; 
• risk management; 
• enhance credibility; 
• increase competitiveness; 
• business relations; 
• personnel motivation; 

The ISO 14001 standard has the general official aim of environmental 
protection maintenance as well as pollution prevention corroborated with 
socio-economic needs. The specific aim of this standard is to offer 
organizations all the required elements for creation of an efficient system, 
which can be integrated into the global management of the enterprise and 
which is able to allow the achievement of the established ecologic and 
economic objectives. Considering the growing of competition on both 
internal and European markets, once Romania has joined European Union, 
and also the ever increasing requirements regarding consumer protection, 
Romanian businesses find themselves having to asses the European and 
International environmental standards and get initiated into the matter of 
“green investments“. Another incentive in this direction is due to the 
entities’ desire to access European market (the European Union internal 
market), promoting Romanian products and services within it, developing 
important investments by implementing environmental and quality 
management. Since around 60% of the integration costs are represented by 
environmental costs we find it appropriate to state that environmental 
aspects represent an important factor within the necessary future 
investments in our country. 

Considering the financial resources for environmental investments we 
could mention the following categories: Investments which are being 
financed from the own resources (development funds, reinvested profit) of 
the enterprise; Investments which use European and Governmental grants 
(structural funds); Investments which use external resources (bank credits, 
loans). 

In order to harmonize the Romanian environmental reporting with the 
European environmental legislation it is estimated that the level of 
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necessary investments regarding air, water and wastage will rise at about 
120 billions €. Since 2007 Romania benefits from different European funs 
but this also imposes higher efforts coming from the private sector where 
environmental practices are concern by raising the level of environmental 
investments through the implementation of environmental management 
systems. Another way of approaching this topic could easily perceive the 
environmental commitment of each entity as a duty of common sense since 
environmental investments conclude with outcomes like reduction of the 
material consumption, eliminating wastage, reducing the number industrial 
accidents, and therefore we should all think about leaving a world which 
offers better living conditions for the next generations. 

There is also a strong relationship between economic development and 
the environment. On one hand the economic development has ecological 
consequences on the environment and the environmental protection aspects 
also affect economic development through ecological restrictions. 
Environmental investments in Romania represent a sector which is yet in its 
yearly stages of development. The main incentive factors for environmental 
investments are: the process of integration in the European Union, the 
privatization of state owned manufacturing enterprises and businesses in 
other sectors which will impose a severe analysis regarding the way 
environmental policies are being applied and the way environment 
protection management systems are being implemented. 

In Romania the environment investment activities aim to reach the 
following objectives: Protection against floods, eliminating and reducing the 
effects of natural disasters caused by freshets and avoiding loses of human 
lives; Complex fitting out of hydrological containers in order to rehabilitate 
the existent water supplies and create new ones which will fulfil the 
demands of the population within lean areas; Developing a lasting and 
homogeneousness management of the forestry fund; Investments which aim 
the ecological reconstruction and conservation of the biodiversity of 
environmental factors. 

The ’70 represent a crucial moment when environmental issues are 
generated, given the negative effects of the forced industrialization of 
Romanian economy on the environment. In 1992 at the Conference for 
Environment and Development of the United Nations, the International 
Standards regarding the Environmental Management (ISO 14000) were 
adopted, along with concrete action strategies and platforms which to 
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facilitate the protection of the environment within all countries in order to 
promote a lasting development program. In Romania the environmental 
policies were first established during the 90’s by the former Ministry of the 
Environment. The national objectives regarding the environmental field 
were adopted in 1992, “The National Strategy for Environmental 
Protection” being revised in 1996 and 2002. Since 2000 the national 
environmental policies aspire to match European standards and objectives, 
the environmental aspects becoming an important component of Romania’s 
general policy. The European Parliament report from April 2002 gave the 
following main directions regarding the natural environment: the entities’ 
obligation to present social and ecological reports; the listed entities’ 
obligation to publish reports on the social and ecological environment; 
auditing the social and ecological reports; in the future – mandatory 
publishing of environmental reports for all entities. 

In order to create environmental reports, the entities have the 
possibility to choose the indicators which are considered to be most relevant 
and significant for each of them. Regarding the current national legislation, 
O.M.F.P. 1752/2005 does not impose the publishing of environmental 
information by the Romanian entities. Still publishing this type of reports 
would be necessary especially for those entities which are listed and whose 
activities involve significant environmental aspects which should be 
reflected through accounting. Determining the impact of environmental 
investments on the market value of entities would offer a good image on the 
way that environmental aspects can affect the performances of those 
entities. In the case of Romanian entities implementing this study is a bit 
more difficult since there are no regulations in this field, the financial 
statements contain no environmental aspects, there are no environmental 
reports published on a regular basis and there are no eco balance sheets or 
indicators which evaluate the environmental performances that could be 
used. 

 
2. LITERATURE REVIEW 

 
Our research starts from the idea that financial performance is not the 

only factor to explain market values of entities and that, by integrating 
environmental information, the value relevance of financial statements can 
be increased. We have used different studies regarding the value relevance 
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of non-financial information. The importance of intangible resources and 
environmental factors is a factor of growing importance in most western 
economies. Empirical evidence shows that these intangible factors induce 
significant reactions within the capital market, this impact being proven for 
stock prices through the information examined by different analysts (Lev 
and Sougiannis,1996; Aboody and Lev, 1998; Deng, Lev and Narin, 1999; 
Lev and Sougiannis, 1999; Dempsey, Gatti, Grinnell and Cats-Baril, 1997). 
There is also a stream of value relevance studies of intangible assets, such as 
brand assets, that are not disclosed in financial statements (Kallapurand 
Kwan, 2004). The capital markets especially need reliable information to 
derive expectations regarding future profits, a need which is articulated in 
the demand for decision usefulness of external reporting. Purely financial  
models include the Amir and Lev (1996) study on the wireless 
communications industry, the Deng et al. (1999) study on high-tech entities, 
and the studies by Trueman et al. (2000) and Rajgopal et al. (2003) on the 
valuation of internet stocks. Company’s market value is based on future 
profitability. Efficient capital markets should provide the best available 
unbiased estimates regarding present value of discounted future cash flows 
(Fama, 1970). Also a company’s value can be disaggregated into its tangible 
and intangible assets. Previous studies on enterprise valuation have been 
focused on both components and the factors that affect these components. 
We extend the standard economic technique of decomposing a company’s 
market value by extracting the environmental performance from the 
intangible assets component of company’s assets. The classic framework for 
understanding the financial value of environmental information is the 
market efficiency hypothesis. Here the assumption is that all known 
determinants of stock returns are incorporated into stock prices, and prices 
are continuously updated to reflect new information. If prices do not move 
when new information is revealed, then the market is already efficient with 
respect to that information. Campbell (Campbell 1991) points out that 
because stock returns are unpredictable under the strict random walk theory, 
unexpected movements in stock prices are due only to news about future 
dividends (i.e. cash flow news). This study examines the extent to which a 
company’s environmental reputation is appraised by the market. The 
question which needs to be answered is: ”Does superior environmental 
performance indicate increased shareholder value?” An emerging body of 
evidence suggests it does. After a generation of experiences regarding 
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environmental issues, regulations and management efforts, an active debate 
has emerged over whether environmental activities are value-adding or 
value-destroying. The debate divides into two theories: the Cost Center and 
Value Creation. "The Cost Center" argument basically states that 
environmental regulations impose a burden on companies, pulling capital 
away from other activities that result in economic benefits. Consequently, 
the relationship between environmental performance and market value of a 
company is expected to be negative. The "Value Creation" argument, on the 
other hand, is a relatively new theory which proposes that environmental 
management potentially can create shareholder value. This latter viewpoint 
considers that environment represents a new lens through which companies 
can identify and realize new sources of competitive advantage and improved 
financial returns.  

The financial benefits of environmentally friendly practices are 
derived from pollution level studies. Proposals of ‘it pays to be green’ say 
that there is a causal link between environmental and financial performance 
and use event studies to demonstrate financial gains or returns from ‘acting 
green’. Event studies offer the strongest econometric results when they are 
limited to one or at most five trading days after the event to ensure that 
confounding news does not obscure the effect of interest. According to these 
event studies most environmental events are cash flow news, as evidenced 
by a short-lived negative market reaction. In fact we should not expect the 
market response to be sustained, unless markets are slow to incorporate 
environmental cash flow news into stock price, as has been documented in 
the post earnings drift literature. Pollution reduction is said to produce 
future cost savings and minimize future environmental liabilities (Porter and 
van der Linde, 1995; Reinhardt, 1999). Most of the early work in this area 
was based on a series of industry studies published by the Council on 
Economic Priorities in the early 1970s, studies which dealt with the 
pollution control records of the petroleum refining, steel, pulp and paper, 
and electric utility industries. An early pollution control related study was 
the Belkaoui (1976) study of the relationship between market reaction and 
disclosed pollution control expenditures. Spicer (1978) found that 
expenditures for pollution control were associated with financial 
performance among pulp and paper entities. Freedman and Jaggi (1986) 
researched the relationship between market value and pollution disclosures, 
and Cormier et al. (1993) and Bhat (1999) the relationship between financial 
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variables, market values, and pollution levels. Regarding the studies which 
examined the effect of environmental performance on the market value of 
publicly traded entities, most of them have examined the contemporaneous 
effect of negative environmental “events” on stock prices. Klassen and 
McLaughlin (1996) found significant negative abnormal returns when 
entities had bad environmental news such as oil spills, and positive returns 
when entities received environmental awards. Similar results for negative 
environmental events were reported by Karpoff, Lott and Rankine (1999) 
and Jones and Rubin (1999). Attempts to isolate the effects of pollution 
control on future net cash flows and to account for inter-company 
differences beyond environmental efforts have proven to be a challenge for 
accounting research. However we should keep in mind that isolating an 
environmental event within a narrow window, important differences 
between companies can be controlled; the events under study, however, are 
only partially environmental and their dynamics are unknown. Long-term 
models evaluating the relationship between company performance and stock 
performance draw from various schools of research, such as accounting, 
asset pricing and organizational behaviour, yet most suffer from model 
misspecification. Examination of a variety of "green" and "non-green" 
portfolios suggests that companies with outstanding environmental 
performance generally out-perform financially.  While these results suggest 
a directional relationship between superior environmental performance and 
shareholder returns, we dare to state that they are far from conclusive. Each 
of the studies and many of the investment funds suffer from one or more of 
the following problems: excessively short time frames of analysis or 
operation, backward-looking environmental indicators, imperfect financial 
measures, and heavy reliance on particular investment styles.   

The majority of the studies using different measures of environmental 
performance, such as pollution control information, pollution levels and 
adoption of global environmental standards find a positive relationship 
between environmental information and market reactions/investment return. 
Still there remains the cost concerned school which sees high environmental 
performance as increased costs, consequently decreased earnings and 
therefore lower market value which suggest a negative relationship between 
the two (environmental performance and market value of a company) (e.g. 
Jaggi and Freedman 1992; Walley and Whitehead, 1994). Studies which 
found a negative relationship between environmental performance and 
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market value (Hassel L., Nilsson H., Nyquist S., 2005) offer the following 
explanation: investors perceive that environmental performance is used for 
the window dressing of book values and financial performance; investors 
perceive that environmental responsibility activities are made at the expense 
of increased profits, and rational investors react negatively because of 
expected reductions in profitability with no corresponding reduction in risk 
and the market is short-term oriented, and investors do not consider longer-
term environmental information when making investment decisions. Hence, 
investors do not reward companies that are rated highly in terms of 
environmental performance. The amount of capital invested in 
environmental and ethical funds does not seem to be large enough to reward 
high environmental performance. Of course, even for these funds 
environmental performance might be a subordinate investment criterion. 
After summarizing the available literature on the proposed topic we could 
easily conclude that the value relevance of environmental information in 
combination with financial statement information is still an open question 
that needs to be further researched and refined. 

 
3. THE SYSTEM TO REFLECT THE RELATION BETWEEN 

ENVIRONMENTAL PERFORMANCE AND MARKET VALUE 
 
The process of environmental performance evaluation does not 

represent a fixed and exact method, but the concentration upon the main 
aspect regarding the environment is very important. Environmental 
Performance Evaluation (EPE) is based on the adage, “what gets measured 
gets managed”. The EPE methodology is presented in the ISO 14031 
standard together with its benefits and objectives, implementation steps.  

“Environmental Performance Evaluation (EPE) is an internal 
management process that provides information to facilitate management 
decisions regarding an organization’s environmental performance.” It has 
been used globally by organizations to improve environmental performance.  

With an EPE system an organization can determine any required 
actions to achieve its environmental goals, targets and objectives and can 
identify significant environmental aspects. 

The objectives of implementing an EPE program include: 
demonstrating compliance with regulations;  determining proper allocation 
of resources and determining whether environmental targets are being met; 
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providing a basis for environmental performance; understanding the impact 
of the organization on the environment; 

ISO 14031 is applicable to any environmental management system, 
including those that are not based on ISO 14001. ISO 14031 was written to 
support Section 4.4.1 of ISO 14001, which calls for an organization to 
record information to track its environmental performance. However, ISO 
14001 does not require that ISO 14031 be used to accomplish this, and there 
may be other means of doing so. An organization with an environmental 
management system in place can make a comparison between its 
performance and its environmental policy, targets, criteria established by the 
management system. Organizations without an environmental management 
system may use EPE to: analyse its environmental issues; determine which 
issues it will consider significant; establish environmental performance 
criteria; and assess its performance against these criteria.  

ISO 14031 defines and presents in detail three basic types of indicators 
which might be used in order to support environmental management: 

- environmental condition indicators (ECI) and 
• environmental performance indicators (EPI), which are 

subdivided into: management performance indicators 
(MPI); operational performance indicators (OPI).  

ECIs provide information about the local, regional, national or global 
condition of the environment. This information helps an organization to 
understand the actual or potential impact of its environmental aspects, and 
to planning and implementation of EPE. 

Management performance indicators (MPIs) represent one type of 
EPI, and they provide information to support the evaluation of management 
efforts to influence the environmental performance of the organization’s 
operations. MPIs relate to the policy, people, planning activities, practices, 
procedures, decisions and actions at all levels of the organization. 

Operational performance indicators (OPIs) are a type of EPI, and 
provide management with information on the environmental performance of 
the organization’s operations.  OPIs relate to: inputs: materials (processed, 
recycled, reused, or raw materials; natural resources), energy and services; 
the supply of inputs to the organization’s operations; the design, installation, 
operation (including  emergency events and non-routine operation), and 
maintenance of the physical facilities and equipment of the organization. 
outputs: products (main products, by-products, recycled and reused 
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materials), services, wastes (solid, liquid, hazardous, non-hazardous, 
recyclable, reusable), and emissions (emissions to air, effluents to water or 
land, noise, vibration, heat, radiation, light) resulting from the 
organization’s operations; the delivery of outputs resulting from the 
organization’s operations. 

ISO 14031 also includes supplemental guidance on:  
§ identifying the views of interested parties about the EPE;  
§ what do you have to take into account when selecting indicators for 

EPE; 
§ examples of approaches for selecting indicators for EPE and 

examples of indicators for EPE. 
 
 Table 1 - Examples of Performance Indicators and Metrics for EPE 
Operating Performance 
Indicator (OPI)  

Management Performance 
Indicator (MPI)  

Environmental Condition 
Indicator (ECI)  

Raw material used per 
unit of product (kg/unit)  

Environmental costs or 
budget ($/year)  

Contaminant concentrations in 

ambient air (μg/m
3

)  
Energy used annually per 
unit of product (MJ/1000 
L product)  

Percentage of environmental 
targets achieved (%)  

Frequency of photochemical 
smog events (#/year)  

Energy conserved (MJ)  Number employees trained 
(% #trained/to be trained)  

Contaminant concentration in 
ground- or surface water 
(mg/L)  

Number of emergency 
events or unplanned 
shutdowns (#/year)  

Number of audit findings (#)  Change in groundwater level 
(m)  

Hours of preventive 
maintenance (hours/year)  

Number of audit findings 
addressed (#)  

Number of coliform bacteria 
per litter of potable water  

Average fuel 
consumption of vehicle 
fleet (L/100 km)  

Time spent to correct audit 
findings (person-hours)  

Contaminant concentration in 
surface soil (mg/kg)  

Percentage of product 
content that can be 
recycled (%)  

Number of environmental 
incidents (#/year)  

Area of contaminated land 
rehabilitated (hectares/year)  

Hazardous waste 
generated per unit of 
product (kg/unit)  

Time spent responding to 
environmental incidents 
(person-hours per year)  

Concentration of a 
contaminant in the tissue of a 
specific local species (μg/kg)  

Emissions of specific 
pollutants to air (tonnes 
CO

2
/year)  

Number of complaints from 
public or employees (#/year)  

Population of an specific 
animal species within a 

defined area (#/m
2

)  
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Operating Performance 
Indicator (OPI)  

Management Performance 
Indicator (MPI)  

Environmental Condition 
Indicator (ECI)  

Noise measured at 
specific receptor (dB)  

Number of fines or violation 
notices (#/year)  

Increase in algae blooms (%)  

Wastewater discharged 
per unit of product (1000 
L/unit)  

Number of suppliers 
contacted about 
environmental management 
(#/year)  

Number of hospital admissions 
for asthma during smog season 
(#/year)  

Hazardous waste 
eliminated by pollution 
prevention (kg/year)  

Cost of pollution prevention 
projects ($/year)  

Number of fish deaths in a 
specific watercourse (#/year)  

Number of days air 
emissions limits were 
exceeded (days/year)  

Management levels with 
specific environmental 
responsibilities (#)  

Employee blood lead levels 
(μg/100 mL)  

(Putnam,D., ISO 14031: Environmental Performance Evaluation: 4) 
 

The second part of system is about assessing performance and 
involves collecting data, converting the data into information, evaluating the 
information, and communicating the results.  It is necessary for an 
organization to collect data on a routine basis in the way to determine values 
for the selected performance indicators.  Much of the needed information 
can be collected from the existing data sources which include: regulations, 
operating permits, EMS procedures and records, reports to government 
agencies, permits, production data, process monitoring data on air and water 
quality, hazardous waste manifests, interviews with employees and 
neighbours operational documents and drawings, environmental budgets, 
storage tank records and spill records.  All data should be obtained in a 
structured and systematic way. This will ensure that interpretations based on 
the data will be complete, reliable and verifiable. All data should be 
reviewed and rated based on criteria for: accuracy, bias, age, verifiability 
and completeness.  Converting the data into information is to screen the data 
for outliers, bimodal distributions, censored data, and to perform any unit 
conversions.  Often using basic descriptive statistics or analysing the data 
graphically aids in extracting information from the raw data. Useful data 
analysis tools include: histograms, control charts and process capability 
analysis.  After obtaining the information, it may be compared to 
performance criteria established by the organization at the beginning. 
Performance criteria can be derived from specifications found in 
regulations, operating permits. 
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Communicating the results is the final task in completing the EPE 
assessment or “do” step of the PDCA cycle. It has to be done for both 
internal and external stakeholders. This is the moment when information is 
put in the hands of those who will be responsible for making improvements.  
Communicating the results will be done thorough a report or statement 
published on a regular basis which may include: organization’s activities, 
products and services; a statement of the organization’s commitment to EPE 
as a tool for environmental management; a statement of its significant 
environmental aspects and related performance indicators; a comparison of 
performance indicators to established criteria and targets; trends in the 
organization’s environmental performance; legislative and regulatory 
compliance; cost savings and financial results; opportunities or 
recommendations to improve environmental performance; and actions 
arising from EPE.  

Reviewing and Improving Performance is the last level of the EPE 
system and it is created to identify opportunities for improving 
environmental performance. Organizations with EMS programs certified to 
ISO 14001 are interested in identifying improvements to the EMS that will 
demonstrate continuous improvement and pollution prevention 
opportunities.  

Improvement efforts may focus on improving data quality, enhancing 
analytical and evaluation capabilities, developing new or more useful 
performance indicators, changing the scope of the program and providing 
additional, or reallocating resources.  

After evaluating environmental performance there can be establised a 
relationship between environmental performance and market value of listed 
companies. 

 
THEORETICAL MODEL AND RELATED REGRESSION 

EQUATIONS 
 According to different studies which strived to relate the 

environmental performance to the market value of entities there can be 
distinguished two main strains: the old belief that social investing incurs a 
cost and the positive thinking regarding this matter which states that using 
environmental performance as a key in selecting companies can potentially 
lead to higher-than-average returns. Social investors are betting that those 
companies will be the strong performers over the long term. The latter also 
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claims that investors who want to align their values with their investments, 
in terms of environmental performance, can do so with the possibility of 
reaping higher returns. All investors may find new opportunities in 
integrating environmental analysis into financial analysis. Still the use of 
environmental performance as a tool requires research of a considerable 
depth on how a company incorporates the environment into product 
planning and work in this field needs to be expanded in order to build more 
conclusive evidence.  An important aspect which needs to be mentioned is 
that financial reporting regulation is an important consideration in the 
production of financial statements. Financial reporting regulation includes 
standards issued by securities markets regulators and the accounting 
profession, as well as the enforcement of these standards. As economic 
conditions change, new financial reporting regulations are issued to enhance 
the completeness of disclosures and/or the meaningfulness of the reported 
information. In June 2001, the European Commission adopted a 
recommendation on the recognition, measurement, and disclosure of 
environmental issues in annual accounts and annual reports. This 
recommendation applies to all companies covered by the EU fourth and 
seventh Company Law Directives (78/660/EEC and 83/349/ EEC), and was 
to be applied to all accounting periods starting within 12 months of the date 
of adoption. The recommendation aims to improve the quality, 
transparency, and comparability of the environmental information that 
companies present in their annual reports (European Commission, 2001). 

Nevertheless major corporations voluntarily comply with 
environmental regulations and even more than that – they try to display an 
image of being environmentally concerned. This might suggest that there is 
a reward in the marketplace for all these actions, but what we need to fully 
understand and demonstrate is whether this relationship is truly causal. And 
if so the question is the following: “Are highly reputable and profitable 
companies environmentally concerned because they can afford to be or 
because it enhances their reputation?”. While important amounts of money 
are being spent to comply with regulations, some entities voluntarily reduce 
pollution beyond legal limits. Various reasons can be mentioned to explain 
this kind of behaviour (reduced costs from material input usage, due to less 
waste disposal, less public and community pressures, higher 
competitiveness of the company due to consumer demand for “green 
products”), but is environmental reputation actually a proxy for good 
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management since it would be valued in the marketplace? According to our 
research model, financial performance does not alone explain market values 
of entities, but the value relevance of financial statement information can be 
increased if it is combined with environmental information. Since market 
valuation is based on expected future profitability, there is a strong linkage 
between studies that estimate market value and those that examine company 
profitability, the valuation of one company being based on future 
profitability to be more precise.  When referring to the relationship between 
capital markets and corporate environmental performance the problem is not 
only in determining the corresponding relation between the two but also in 
the way it should and can be interpreted. Saying a statistically significant 
contemporaneous correlation between measures of environmental 
performance and financial performance from time t to t+n is found, 
expressing this correlation will depend on whether we believe and can 
demonstrate that environmental expenditures improve company profitability 
in a structural way, thus environmental performance (EP) leads to changes 
in financial performance (FP). Another way of looking at it would say that it 
may be a matter of reverse causality, where profitable entities can afford to 
invest in environmental performance, FP to EA. And not to forget that there 
is always the residual variable referring to another factor R that can affect 
both EP and FP. Our study uses the accounting-based valuation theory 
developed by Ohlson (1995) to model the relationship between market value 
and environmental performance. By value relevance we refer to “the ability 
of accounting or non-accounting measures to capture or summarize 
information that affects equity value” (Trueman et al., 2000; Ali and 
Hwang, 2000). The model expresses the market value of equity as a 
function of a firm’s book value, earnings, and other value-relevant non-
financial information. The variable attempting to mirror the environmental 
performance of Romanian entities was only theoretically described since 
there are no regulations which deal with the recognition, measurement, and 
disclosure of environmental issues in annual accounts and annual reports. 
Our study will be continued after we have managed to implement the above 
mentioned variable which reflects the environmental performance on our 
sample firms. In order to properly ground our sample firms we have chosen 
those firms which are both traded on the capital market and implement 
environmental practices. As we have mentioned before since there are no 
Romanian regulations which impose entities to use the so called “green 
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accounts” there was no available proxy which we could use for 
environmental performance. The negative aspect of the situation is that the 
research requires a certain time of implementation in order to reach the 
necessary data. But the advantage is that after determining our own proxy of 
the environmental performance on the sample entities we will have a higher 
degree of certainty regarding the uniformity of the implemented variable. 
There for the conclusions will be better grounded since the used information 
will be comparable within the sample. An entities’ valuation on the financial 
market is based on future profitability. Value relevance is determined by 
analyzing how environmental performance is reflected in the current 
expectation of future earnings that determine market values. Starting with 
Ohlsons’ valuation model (1995) which expresses the value equity as being 
equal to the present value of all future dividends and following Collins et al. 
(1999) and Lin and Walker (2000), we restate the model in terms of cum-
dividend market value, opening book value, earnings, and other information, 
and present the following empirical analogue of the Ohlson model: 

   MV(t) + DI (t) = β 0  + β 1 BV(t-1)  + β 2 NI (t) + β 3 v(t) + ε(t)                

(1), where DI(t) is the dividend, MV(t) + DI(t)  is the cum-dividend adjusted 
market value, BV(t-1) equals opening book value, and NI(t) is current 
period net income. Equation (1) constitutes the empirical model foundation 
for this study, where the value relevance of environmental performance will 
be empirically investigated through the other information variable, v(t).  

Furthermore we will present the estimated regressions based on 
equation (1). The value relevance of accounting information will solely be 
investigated by estimating the following regression of cum-dividend market 
value on net income: 

 
)1,(

),(),(

−

+

tiBV

tiDItiMV
 = β 0

)1,(

1

−tiBV
 + β 1  + β2

)1,(

),(

−tiBV

tiNI
 + e(i,t)            

(2), where MV(i,t) is the market value of company i, BV(i,t-1) is company 
i’s closing book value of equity available at quarter t - 1 and NI(i,t) is the 
net income for quarter t. MV(i,t) is measured after the end of quarter t. 
Equation (2) actually represents the model presented by equation (1) 
deflated by BV(i,t-1) to control for size differences. The constant term, β 1  

, which corresponds to the coefficient of book value in equation (1), is 
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expected to be positive. The coefficient of deflated net income, β2, is 

expected to be positive as well. Since we want to study the incremental 
value relevance of environmental information, we ought to extend model (2) 
to include a measure of environmental performance, EP:      
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, where EP is our proxy for v(t) in equation (1). We should mention that EP 
is not deflated since our measure of environmental performance is assumed 
to be independent of company size. Based primarily on anecdotal evidence, 
high environmental performance is expected to increase the demand for a 
company’s products and services while at the same time increasing the cost 
of operations. A priori, EP has an impact on both revenues and expenses and 
the future benefits can either be positive or negative. Since no theoretical or 
empirical guidelines exist to suggest whether high environmental 
performance increases or decreases future net income, its effect on market 
value is a priori unknown. Therefore, EP is expected to be value relevant, 

i.e., β 3  will be significantly different from zero, but the sign will be an 

open empirical question. 
 

CONCLUSIONS 
 

After revising the available literature on the chosen topic, analyzing 
the evolution and present stage of environmental aspects in the Romanian 
economy we have described the necessary steps in order to ground our 
framework which relates environmental performances and market value 
within listed entities. After analyzing, systematizing and interpreting the 
information gathered we conclude that our country, like many others 
European countries has the tendency to reflect a negative relationship 
between our main variables. The explanation consists of the following: the 
first obstacle was found in the lack of Romanian regulations regarding the 
environmental reporting issues which might be used in order to reach the 
aimed value of environmental performance, value that consequently affects 
our models outcome on the factors which influence the market value of the 
analyzed entities; the time dimension is also an important variable since 
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Romania is only beginning its real integration in matters which regard the 
European Unions’ structures and systems, this meaning that environmental 
legislation has changed and will continue to do so; a great number of the 
Romanian entities still only relate environmental investments to increased 
costs, without even seeing a glance of the possible returns and therefore are 
only interested to keep themselves at the thickest limit imposed through 
laws; a huge problem in approaching this topic is grounded within the 
environmental education which  spreads both in the internal structures of 
ones entity and through the relationships between different entities; what we 
want to say here is that there should be a change in the entities’ attitude 
towards environmental responsibility which ought to come out of common 
sense since all of us are interested in creating such an environmental 
management system which would lead to smaller quantities of wastes, 
decreased material consumption and fewer accidents; investors perceive that 
environmental performance is used for the window dressing of book values 
and financial performance; rational investors react negatively to 
environmental investments since they only look at the expected reduction in 
profitability with no corresponding in risk; the estimated costs of the 
environmental reports are difficult to measure and the distribution of costs 
and benefits are uneven; the return on the environmental investments can 
only be evaluated and quantified on a long term while the market value is 
often short time oriented; this way it’s understandable why many only see 
the aspects regarding the costs of environmental performance and still 
remind blind in front of future benefits that might be involved on the long 
run; to conclude we could say that the market is short-term oriented and 
investors do not consider longer-term environmental information when 
making investment decisions. 

With these having been said we would still want to underline some 
noteworthy points on relating environmental performances and market value 
of entities. Investors who want to align their values with their investments, 
in terms of environmental performance, can do so with the possibility of 
reaping higher returns. All investors may find new opportunities in 
integrating environmental analysis into financial analysis even if the use of 
environmental performance as a tool requires research of considerable 
depth.  

The research evidence mentioned above suggests that environmental 
efforts could lead to different financial outcomes, as future earnings could 
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be influenced both positively and negatively. Environmental information 
disclosed as performance ratings for the investor community is in this study 
expected to be value relevant and to complement financial information in 
the valuation process. With the hope that the future will bring more 
available data and improved measures of environmental performance, 
continuing the research on this topic, future research should focus on 
developing a theoretical model that explicitly relates environmental 
performance to a company’s sales, earnings, competitive position, and 
ultimately, market value. Therefore, the value relevance of environmental 
information in combination with financial statement information is still an 
open question that needs to be further addressed and that the increased focus 
on environmental issues is here to stay. Also the debate between the cost-
concerned and the value creation schools is far from over and work in this 
field needs to be expanded in order to build more conclusive evidence. 
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	3.THE SYSTEM TO REFLECT THE RELATION BETWEEN ENVIRONMENTAL PERFORMANCE AND MARKET VALUE
	The process of environmental performance evaluation does not represent a fixed and exact method, but the concentration upon the main aspect regarding the environment is very important. Environmental Performance Evaluation (EPE) is based on the adage, “what gets measured gets managed”. The EPE methodology is presented in the ISO 14031 standard together with its benefits and objectives, implementation steps.

