Accounting For A Cause…..

The field of Environmental accounting has made great strides in the past two decades moving from a rather arcane endeavour to one tested in dozens of countries and well established in a few. Environmental accounting can be considered either a subset or superset of accounting proper, because it aims to incorporate both economic and environmental information. The functioning of an enterprise has some favorable and some adverse effects on the Environment. Environmental Accounting is a growing field that identifies resource use, measures and communicates costs of a company’s or national economy actual or potential impact on the environment. Costs can include costs to clean up or remediate contaminated sites, environmental fines, penalties and taxes, purchase of pollution prevention technologies and waste management costs. Hence, there is a need for maintaining accounts of the effects of the activities of a business entity on the Environment and on natural resources. 
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Why environmental accounting?
There are several reasons why businesses may consider adopting environmental accounting as part of their accounting system.

1) Possible significant reduction or elimination of environmental costs
2) Environmental costs and benefits may be overlooked or hidden in overhead accounts

3) Possible revenue generation may offset environmental costs (e.g. transfer of pollution    allowances)

4) Improved environmental performance which may have a positive impact on human health and business success processes
5) Possible competitive advantages as customers may prefer environmentally friendly products and services

6) Can support the development and running of an overall environmental management system, which may be required by regulation for some types of businesses

Significance
Ever since the early 1980s there has been a growing concern to improve the level of social responsibility and environmental accounting in both public sector and private sectors. History shows that actions of companies can have a significant and negative implicit on the Environment. Examples of these are Exxon Valdex oil Spill in Alaska (1989) and the Union Carbide gas leak in India (1984). In both these cases the World witnessed the enormous costs associated with clean up activities, fines, compensation and bad publicity. These costs, together with the resultant reductions in share price, can significantly alter the stability of a company.
There are mounting pressures on the companies to accept responsibility for adverse impacts on society from their business actions. Companies are therefore, being increasingly urged to be more accountable to both shareholders and wider society.
· Discloses Utilization of Natural Resources:  Environmental accounting is helpful in presenting in a transparent manner, the utilization of natural resources of the country, the costs incurred to use them and the income earned there from.

·  Social Contribution by Corporates: Environmental accounting helps in measuring the contribution made by various corporations or companies in fulfilling their social responsibilities.

· Environmental Protection: Environmental accounting helps in measuring the extent to which a corporate enterprise has utilized the environmental resources.

Areas covered by environmental accounting
Environmental Accounting can be understood from the following 3 broad perspectives:

· Global Environmental Accounting

Global environmental accounting is an accounting methodology that deals with energetics, ecology and economics at a global scale.
· National Level Environmental Accounting

National environmental accounting is an accounting approach that deals with economics on a national level. National environmental accounting is a macroeconomic measure that looks at the use of natural resources and the impacts of national policies on the environment. In other words, it includes a set of aggregate national data which will have a long – term impact on the economic and environmental policy – making. This common framework of preparation of accounts helps individual countries to compare its performance with that of other countries.
· Corporate Environmental Accounting

Corporate Environmental Accounting focuses on the cost structure and environmental performance of a company. It can be said that it is a contrast to National Environmental Accounting. The cause behind growing importance of Corporate Environmental Accounting could be traced back to the increased public concern about the adverse impact of the business activities on environment. The International Accounting Standards Committee is now, therefore, working to form the global environmental accounting standard to bring uniformity in the environmental accounting protection throughout the world.

Major Accounting Issues 

· Distinction between environmental expenditure and normal business expenditure – Many new machines may incorporate state-of-the-art environmental technology and accordingly, a portion of such capital cost and also the running and maintenance expenditure maybe treated as environment related expenditure. It is necessary to frame guidelines indicating whether the reporting entity should properly allocate the capital and revenue expenditure between environmental expenditure and normal business expenditure.  

· Capitalization of environmental expenditures vis-à-vis expensing them during the current accounting period – Since environmental protection costs relating to prior periods and current period are generally very high, it is preferable to capitalize environmental cost instead of immediate expensing and adopt an amortization policy extending up to 10 years.      

· Recognition of environmental related contingent liabilities – Environmental contingent liabilities are a matter of increasing concern throughout the world. Recognising a liability for hazardous waste remediation frequently depends on the ability to estimate remediation cost reasonably.
In view of the public concern about environment and the ambiguity in the accounting treatment of environmental cost and liabilities, the corporate undertakings world over, in their own way, have started disclosing both qualitative and financial information about the role played by them in the improvement and maintenance of environment. In India, the corporate sector is making environmental disclosure both on account of statutory requirements and also on their own as discussed below:
· Statutory Disclosure: The legal provisions as to environmental disclosure in annual accounts are minimal. Section 217 (1) (e) of the Companies Act, 1956 provides that the directors report shall include the particulars as to “Conservation of energy, technology absorption, foreign exchange earnings and outgo in such a manner as maybe prescribed”. Consequently, the Government of India has prescribed the following information to be given by 21 industrial groups.

“Every company shall, in the report of its Board of Directors, disclose particulars with respect to the following matters, namely:

Conservation of Energy
a) Energy conservation measures taken

b) Additional investments and proposals, if any, being implemented for reduction of consumption of energy.

c) Impact of the measures of a & b above for reduction of energy consumption and consequent impact on the cost of production of goods and;

d) Total energy consumption and energy consumption per unit of production as per Form A in respect of industries specified”
· Voluntary Disclosure: Many corporate enterprises in India, on their own are giving information in their annual reports on the role played by them in environmental protection. Such information shows their concern about their social responsibility and their inclination to protect the interest of both the present and future generation.

Survey of the Indian Position 
In India, level of environmental disclosure in the corporate annual reports, both financial and non financials is not at an encouraging level. Added to this, neither the company nor the ICAI have issued any guidelines for the disclosure of the environmental related aspects.    
Following are the few instances of environmental disclosures as contained in the Director’s Report of Indian Companies.

· Asian Paints (India) Ltd 

   -  “Samples of treated effluents are periodically checked for Compliance with Standards” 

· Maruti Udyog Ltd 
   -  “Modification of the existing effluent treatment plant was undertaken to take care of additional effluents generated due to capacity expansion. Data on non-methane hydrocarbons in Paint shop and Engine Testing shop, ambient air quality, stack emissions and effluents are being regularly monitored and the parameters are maintained well within prescribed limits. Development of green belt around gas turbine and R & D areas was further augmented by plantations of 3000 additional saplings”

A Critical Review
Coca-cola, one of the largest manufacturers, distributors and marketers of non-alcoholic beverage concentrates and syrups in the world has been involved in a number of controversies and law suits related to its perceived relationship with human rights violations and other perceived unethical practices.

The Company is particularly ruthless in expanding its market and allegations include causing droughts and poisoning water supplies in India.

In order to free itself from such allegations and win back the confidence of its stakeholders it is diversifying. The company being aware of being one of the reasons of increased obesity among its consumers has now made a foray into healthier/ diet drinks.
The Company needs to regularly monitor measures in force in accordance with the Pollution Control Act for the protection of the environment and for ensuring Industrial safety.
Conclusion:

Accounting and disclosure of environmental matters have been rapidly emerging as an important dimension of corporate reporting. Of course, environmental accounting is still at an early stage of evolution and it is being groomed under the voluntary leadership of a variety of enterprises around the World. Environmental Accounting can be potentially crucial in the development of more democratic civil society if used with an explicit recognition that its function must be environment centered, not implicitly and unconsciously business centered.
