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THE EUROPEAN COMMISSION INITIATIVE ON 
ENVIRONMENTAL ACCOUNTING.  WHAT DOES IT MEAN 
FOR MEMBERS OF THE AUSTRALIAN ACCOUNTANCY 
PROFESSION? 
 
Roger Burritt, Senior Lecturer and Sumit 
Lodhia, Associate Lecturer, School of 
Business and Information Management, 
The Australian National University and 
members of APCEA (ANU). 
 
The European Commission (EC) has 
adopted a recommendation on the 
recognition, measurement and disclosure of 
environmental issues in the annual accounts 
and annual reports of companies in the 
European Union. Roger Burritt and Sumit 
Lodhia, ask what does this recommendation 
mean for members of the profession in 
Australia.  
 
Research on environmental accounting has 
been in existence for more than a decade and 
frameworks are now beginning to emerge to 
help business to integrate environmental 
effects into their decision making (see 
Schaltegger and Burritt, 2000). Research 
and practice have come a long way in a 
short time. In Australia the accounting 
profession has become engaged with 
environmental issues. In addition, numerous 
articles on environmental accounting have 
appeared in Australian CPA, Charter and the 
Australian Accounting Review.  The two 
major accountancy bodies in Australia have 
encouraged original research in Australia 
and have promoted dissemination of high 
quality publications from overseas.  
 
The EC has accepted the need for explicit 
rules to guide disclosure of environmental 
information in corporate annual reports in 
order to facilitate comparison of 

environmental disclosures between 
companies at specific points and over time. 
The Commission encourages the integration 
of environmental with other policies, 
especially at the corporate level. Hence, its 
main concern is with harmonization of 
environmental recognition, measurement 
and disclosure in the annual reports of 
companies. This is made easier through 
comparison with relevant International 
Accounting Standards, specifically IAS 36 
on ‘impairment of assets’, IAS 37 on 
‘provisions, contingent liabilities and 
contingent assets’ and IAS 38 on ‘intangible 
assets’ and the framework on accounting 
and financial reporting for environmental 
costs and liabilities provided by the United 
Nations Working Group on International 
Standards of Accounting and Reporting in 
1998. What then does it recommend? 
 
The main recommendations in relation to 
recognition (see Box 1), measurement (see 
Box 2) and disclosure (see Box 3) have been 
summarised in separate boxes below.  
 
In practice, provisions will be shown in the 
balance sheet under ‘Other provisions’ and 
environmental liabilities should be shown in 
the balance sheet if material, although they 
will be separately disclosed in the notes to 
the accounts. Disclosure in the notes will 
include valuation methods applied 
(indicating where value adjustments are 
made), extraordinary environmental 
expenditures charged to the income account, 
details of ‘Other provisions’ and information 
about contingent environmental liabilities 
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including a sufficiently detailed narrative to 
help understanding about the nature of the 
contingency. Additional details of the EC’s 

Recommendation can be located at 
http://europa.eu.int/comm/internal_market/e
n/company/account/news/1495en.pdf 

 
Box 1: Recognition criteria  
 
Recognition  Details  
Environmental 
Liabilities  

• These should be based on a clearly defined legal/contractual 
obligation, or a constructive obligation committed to by the enterprise. 

• Recognition occurs when a reliable estimate of the costs derived from 
the obligation can be made. 

Provisions • If there is a clearly defined obligation but at the balance date the 
amount or date of the outflow of resources is uncertain a provision 
should be recognised, rather than an environmental liability. 

Contingent 
environmental 
liabilities 

• Contingent environmental liabilities are not recognised in the balance 
sheet but should appear as a note in the accounts ‘if there is a 
possibility that is less than probable’ that the environmental damage 
has to be rectified in the future and an uncertain event has not 
occurred. 

Offsetting • Environmental liabilities and expected recoveries should be 
recognised when reimbursement is ‘virtually certain’. 

• Offsets are not allowed (unless there is a legal entitlement to do so), 
and should be shown separately as assets. 

Environmental 
Expenditure  

• Environmental expenditure should be recognised as an expense unless 
it meets the criteria to be recognised as an asset set down in paras 12 –
18. Such assets are to be amortised over their useful economic lives. 

• Rights, such as pollution permits, or emission rights, if they have been 
acquired for consideration and meet the criteria to be recognised as 
assets, are to be capitalised and amortised over their expected useful 
lives. 

• If an existing fixed asset is impaired (eg land is contaminated) an 
adjustment should be made to the income account where the 
recoverable amount has fallen below the carrying amount. 

 
 
Box 2 : Measurement Criteria  
 
Measurement  Details  
Environmental 
liability 

• The measure used should be the best estimate of the expenditure 
required to settle the present obligation as at the balance date, taking 
probable future technical and legal developments into account. 

• If a reliable estimate is unavailable (cited as an ‘extremely rare’ 
situation) a contingent liability should be recorded. 

• Measurement should include the incremental direct costs of 
remediation, cost of employee compensation and benefits for 

http://europa.eu.int/comm/internal_market/en/company/account/news/1495en.pdf
http://europa.eu.int/comm/internal_market/en/company/account/news/1495en.pdf
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employees that directly spend ‘significant’ time on the restoration 
effort, post-remedial monitoring, advances in technology that will 
probably be approved by the government. 

• Measurement of environmental liabilities at present value is allowed 
where the liabilities will not be settled in the near future but the 
amount and timing of payments are fixed or can be reliably 
determined. Measurement at current cost is also acceptable. The 
measurement method chosen should appear as a note in the 
accounts. 

• If discounting is used, it should be consistently applied. 
Provisions for 
site-restoration 
and dismantling 
costs 

• Estimated expenditure recognised as a liability is to be capitalised as 
part of the cost of the related asset - that has to be dismantled and 
removed - and then depreciated. 

 
Box 3 : Disclosure Requirements  
 
Disclosure Details  
Materiality • Environmental issues should only be disclosed if they materially 

affect the financial performance or financial position of the entity. 
Document of 
disclosure 

• Disclosures may appear in the annual and consolidated annual 
report, or in notes to the accounts of annual and consolidated 
accounts. 

Purpose of 
disclosure 

• To provide a fair review of the development of the undertaking’s 
business and position to the extent that environmental issues can 
directly affect it. 

Type of 
disclosure 

• Environmental policy and programmes in relation to environmental 
protection measures. 

• Improvements made in key areas of environmental protection. 
• The extent to which improvements have been or are being 

implemented. 
• Physical information on the environmental performance of the 

business – where appropriate using relative measures (eg eco-
efficiency measures), absolute measures (eg total waste emitted) and 
comparative information with a link to monetary information on the 
balance sheet or income statement. 

• Cross references to an environmental report should one be issued, 
especially whether the report has been subject to external 
verification. 

 
What does the EC Recommendation mean 
for members of Australia’s accountancy 
profession? 
 

What this EC Recommendation means for 
the accountancy profession in Australia is 
that, following considerable evidence from 
academic research that the accounting 
profession is not engaging with 
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environmental issues, one group, the 
European Commission, has now recognised 
the situation and forced the hand of 
accountants in Europe. In Australia, similar 
responses might be expected. At present 
such engagement with environmental issues 
is still largely voluntary. However, 
accountants in Australia will be aware of 
progress, innovation and controversy 
embodied in AASB 1037: Self Generating 
and Regenerating Assets (operative from 30 
June 2001), UIG Abstract 35: Disclosure of 
contingent liabilities (operative from 2 
August 2000), and the disharmony created 
by a government requirement that 
disclosures be made in the directors’ report 
about compliance with relevant environment 
legislation under s.299 (1)(f) of the 
Company Law Review Act 1998 (operative 
from 1 July 1998 and retained in the 
Corporations Act 2001 with minor changes 
to wording).  
 
Australia’s accountancy profession finds 
itself in a difficult position. They already 
have to apply some standards that address 
environmental issues, but these are not 
complete and there is no specific standard 
addressing environmental issues. They also 
have a badly drafted legal requirement to 
make disclosures in the directors’ report. 
The accountancy bodies have encouraged 
promotion of internal environmental 
management accounting, but seems to have 
been less involved with research into 
external environmental reporting issues and 
have only more recently (see for instance, 
Australian CPA ‘Sustainable Special’ March 
2001 and the triple bottom line special 
interest group of the Institute of Chartered 

Accountants in Australia) taken up 
sustainability issues. Members might expect 
that the EC recommendation on disclosures 
will be promoted in Australia and that it 
could become the guideline for further 
developments here. To engage members in 
the process, the two accountancy bodies 
could continue with their track record of 
encouraging useful research in this area by 
seeking to build upon their strong presence 
and encouraging accounting for the 
environment to be of generic interest rather 
than of concern to a special group of 
members. This they can do by encouraging 
practitioners to develop an integrated (for 
internal and external use) and articulated 
(across income, balance sheet and 
biophysical types of information) set of 
environmental accounting and reporting 
information about the accounting entity and 
by encouraging a professional requirement 
for the study of environmental accounting 
and reporting as, for example, our 
neighbours in the Philippines are doing. The 
environment is no less important than ethics 
and this needs to be recognised as such. 
  
Roger can be contacted at 
roger.burritt@anu.edu.au, and Sumit is 
contactable at sumit.lodhia@anu.edu.au. 
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