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E D I T O R I A L

This is the largest edition of our Newsletter to
date, and one about which our editorial team is
particularly excited.

Firstly, it is the first to be issued since our group
was granted formal status within the University
of Tasmania as the Strategic Research Centre for
Environmental Accountability.

Secondly, it is our first "international" edition,
and we should like to thank our contributors from
New Zealand, Canada, Germany and the ACT.
We hope that such links will continue, and
encourage further contributions which will
broaden our coverage of environmental
accountability issues.

Thirdly, we would like to specifically
acknowledge the sponsorship of the Oil Spill
Cleanup Company.  We are very grateful for their
support, and look forward to a mutually
beneficial association with them.

A further exciting recent development in
Australia has been the formation of the Asia
Pacific Centre for Environmental Accountability
led by Roger Burritt at the Australian National
University.  Great benefits should ensue to all
from the close co-operation and networking
which this Centre is intended to facilitate.

Contributions for the September edition are
sought by 15 August, and we would encourage
you all to submit articles, or suggestions for
articles.  Ultimately, it is good comunication
which will ensure environmental accountability.

Associate Professor Jack English
Acting Head of Department
Department of Accounting & Finance
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Introduction

Successful business management requires
strategy, structure, and systems, among other
elements.  Systems are procedures, formal and
informal, that are necessary in today’s
competitive environment.  Systems are required
for financial management, marketing, customer
and competitor intelligence, and environmental
management.

An environmental management system (EMS)
is a pro-active approach to environmental
protection.  The most recent EMS standards
adopted jointly by Standards New Zealand
(SANZ) and Standards Australia are ISO 14001
(specifications) and ISO 14004 (guidelines).  The
ISO 14001 definition of EMS is:

“that part of the overall management system
which includes organisational structure,
planning activities, responsibilities, practices,
procedures, processes and resources for
developing, implementing, achieving, reviewing
and maintaining the environmental policy”.

Key EMS Objectives:

• Improve an organisation's operations to
minimise detrimental effects to the
environment.

• Achieve and maintain compliance with laws,
regulations and company policy.

• Recognise the need for sustainable
development.

EMS Benefits

Compliance with Law:

• Pro-active compliance with law (Resource
Management Act).

• Ability to secure operational or expansion
financing.

• Reduced directors' liability and easier to
insure operations.

• Environmental investment (product,
consumers and equity investment).

Increased Income Through Operational
Efficiency and Cost Savings:

• Gain information and facts about activities.
• Improved operational performance.
• Reduction in resource wastage, and waste

disposal costs (new uses of waste products).

Market Image:

• Perception of business to stakeholders (eg
consumers, local authorities, and investors).

• Competitive edge - retention of customers and
gaining new ones.

• Continued international trading and access to
markets.

Environmental Ethics:

• Discipline (TQM philosophy, extension of
ISO 9000 process).

• Recognition and acceptance by community
and society.

• Commitment of staff to company
environmental policy.

Cost  and Benefit Assessment

The criteria vary when assessing costs and
benefits of developing an EMS:

• Level of anticipated direct benefits (ie
reduction of waste, energy efficiency).

• Level of anticipated indirect benefits (ie
perception in market place, competitive
advantage, better organisation and recording
processes).

• Resources required and available to install,
implement and maintain the EMS.

• Length of time expected for implementation
to take place.

Environmental Management System
(ISO 14001)
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• Need for use of external consultants for
implementation and assessment.

• Size of organisation and perceived problems.

Environmental Management System (ISO
14001 - EMS)

The ISO 14001 - EMS follows a continuous
improvement process and:

• Is applicable to all types and sizes of
organisations.

• Provides a general model for implementation
and maintenance of an EMS.

• Provides a framework to enable an
organisation to minimise environmental
effects.

• Outlines the minimum requirements for an
effective EMS practice.

The five key components are:

1.  Commitment and Initial Review

• Senior Management Commitment
• Initial Environmental Review
• Legal Requirements

2.  Define Purpose / Establish Plan

Guiding principle:

An organisation should focus on what needs
to be done and have a purpose and a plan.

• Environmental Policy Development
• Environmental Aspects and Evaluation of

Environmental Impacts
• Internal Performance Criteria
• Environmental Objectives and Targets
• Environmental Strategic Plan (3-5 years)
• Environmental Management Programme

(short term programme with specific
actions)

3.  Implementation

Guiding principle:

For effective implementation an organisation
should develop the capabilities and support
mechanisms necessary to achieve its policies,
objectives and targets.

Capabilities:

• Resources - Human, Physical and Financial
• EMS Alignment and Integration
• Accountability and Responsibility
• Environmental Values and Motivation
• Knowledge, Skills and Training

Support Action

• Operational Controls
• EMS Documentation
• EMS Records and Information

Management

4.  Measure and Assess

Guiding principle:

An organisation should continually measure,
monitor and assess its performance.

• Measuring and Monitoring (on-going
performance)

• Audits of the Environmental Management
System

5.  Review and Improve

Guiding principle:

An organisation should continually review
and improve its environmental management
system, leading to an improvement in overall
environmental performance.

• Review of Environmental Management
System

• Corrective and Preventative Action
• Continual Improvement

Future of EMS

The ISO 14001 (specification) and ISO 14004
(guideline) provide organisations with a
methodology to effectively initiate, improve and
sustain environmental management systems.
EMS is essential to an organisation's ability to
anticipate and meet growing environmental
performance expectations and to ensure on-going
compliance with national and international
requirements.
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New Zealand’s environment is perceived by
many of its trading partners to have a “clean
green” image.  Its world trading partners are
moving towards the concept of “sustainable
development”.  The adoption of ISO 14001
(EMS) and other related standards, provides an
international standard for trading partners to
select products.  The individual consumer,
particularly in Europe, is becoming very
selective of the products they purchase.  It is
paramount that New Zealand as an export
country take the lead in developing ISO 14001-
EMS to ensure competitive advantage.  The
same principles apply to Australian companies.

Of particular importance is the future
development of ISO 14000 series standards

related to life-cycle analysis.  This “cradle to
grave” approach will have vast implications for
export industries and result in the principles of
“continuous improvement” and “sustainable
development” extending up and down the supply
chain.  Ultimately a form of environmental
accounting will develop.  Organisations must
take the lead and develop Environmental
Management Systems within the ISO 14001
framework and commence training management
and staff in the EMS approach, building on the
ISO 9000 quality improvement concept well
known and appreciated within industry.

For further information contact: Kevin
Townsend, Senior Environmental Consultant,
Ernst & Young Environmental, Christchurch.

Resource Management Act 1991,
New Zealand

Introduction

The purpose of the Resource Management Act
1991 is to promote the sustainable management
of natural and physical resources. Natural and
physical resources are defined as including land,
water, air, soil, minerals and energy, all forms
of plant and animal, and structures.

The Resource Management Act 1991 was
amended in 1993 to incorporate the Resource
Management Amendment Act.  The following
overview considers the combined Acts and is
referred to as RMA91.

The RMA91 is ‘outcome’ or ‘effects’ based
legislation.  This is significantly different to the
‘prescription’ orientation of the prior New
Zealand legislation.  This ‘effects’ orientation
requires an examination of the effects of the
proposed activities, where the net environmental
effect cannot be adverse.

Sustainable Management

The RMA91 defines sustainable management as:

“managing the use, development, and
protection of natural and physical

resources in a way or at a rate which
enables people and communities to provide
for their social, economic and cultural
wellbeing while:

a) Sustaining the potential of natural
and physical resources (excluding
minerals) to meet the reasonably
foreseeable needs of future
generations; and

b) Safeguarding the life-supporting
capacity of air, water, soil and eco-
systems; and

c) Avoiding, remedying, or mitigating
any adverse effects of activities on
the environment.”

In achieving the purpose of the RMA91 all
persons involved in managing the use,
development and protection of natural and
physical resources shall consider:

a) Matters of national importance such as the
preservation of the coastal environment,
protection of outstanding natural features and
landscapes, indigenous vegetation,
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maintenance of public access to coastal
marine areas, lakes and rivers, and the
relationship of Maori and their culture and
traditions; and

b) Other matters which include such aspects as
efficient use of natural and physical resources,
amenity values, heritage values, quality of
environment; and

c) Treaty of Waitangi.

Policy Statements and Plans

The RMA91 sets up a planning framework which
basically consists of a three-tier approach ranging
from Central Government to Regional Councils
down to City and District Councils.  In achieving
the purposes of the RMA91, before adopting any
objective, policy, or rule, any person (local
authority or central government) has a duty to
consider alternatives, and assess benefits and
costs.  This requirement is part of the RMA91
section 32 (cost/benefit) analysis.

Central (national) government (Ministry for the
Environment) establishes broad environmental
policy by issuing a “National Policy Statement”
(optional) and the “NZ Coastal Policy
Statement” (compulsory).  In addition, central
government may make regulations, called
“National Environmental Standards” (optional).
These may prescribe technical standards (and
methods of implementation) relating to the use,
development and protection of natural and
physical resources concerning such
environmental aspects as noise; contaminants;
water quality, level or flow; air quality; and soil
quality in relation to the discharge of
contaminants.

Regional Councils set “Regional Policy
Statements” (compulsory), the “Regional
Coastal Plan” (compulsory) and Regional Plans
(optional).

City and District Councils (territorial
authorities) establish and maintain District and
City Plans (compulsory), including rules which
prohibit, regulate or allow activities.

City and District Plans/Rules - Activities
(relating to land)

In making rules, territorial authorities, in having
regard to the actual or potential effect on the
environment of activities,  including any adverse
effect, may provide for five activity designations:
permitted activities, controlled activities,
discretionary activities, non-complying
activities, and prohibited activities.

1. Permitted activity:  This activity is allowed
by a plan without a resource consent if it
complies with all conditions specified in the
plan.

2. Controlled activity:  This activity is provided
for by a rule or plan provided it meets with
specified standards and terms.  An activity
under this designation is allowed only if a
resource consent is obtained.

3. Discretionary activity:  This activity is
provided within a rule or plan, requires a
resource consent and may have standards and
terms specified.  The consent authority may
restrict the exercise of its discretion to those
matters specified in a plan or proposed plan
for that activity.

4. Non-complying activity:  This means an
activity which is not a prohibited activity, but
contravenes a rule or plan and is allowed only
if a resource consent is obtained in respect of
that activity.

5. Prohibited activity:  This is an activity which
is expressly prohibited and for which no
resource consent shall be granted and includes
any activity prohibited by the Historic Places
Act 1993.

Resource Consents

A resource consent is a consent under RMA91
granted by the consent authority for the
opportunity to do something that may otherwise
contravene various sections of the Act.  Resource
consents are granted and to be exercised within
the purpose of the RMA91.
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Permitted activities do not need resource
consents.  Controlled, discretionary and non-
complying activities require resource consents.

There are five designations of resource consents:
land use consent, subdivision consent, coastal
permit, water permit, and discharge permit.

The duration of a resource consent varies,
depending on the details of a consent.  For
example, the maximum duration for a discharge
permit resource consent is 35 years, and for a
land use resource consent is unlimited.  However
many resource consents, particularly those for
air discharge, are granted for lesser periods.

Resource consent applications may be either
notified or non-notified, depending on the
activity, rules and plan.  For example a
subdivision consent need not be notified if the
subdivision is a controlled activity.  This applies
to other resource consent applications, if the
application relates to a controlled activity and
the plan expressly permits consideration of the
application without the need to obtain written
approval of the affected persons.  Other
conditions and tests apply.

Assessment of Effects on the Environment

An application for a resource consent shall
include an Assessment of Effects on the
Environment in accordance with the Fourth
Schedule of the RMA91.  This form of
environmental impact assessment includes:

• Description of the proposal;
• Description of any possible alternative

locations or methods for undertaking the
activity if the activity will result in any
significant adverse effect on the environment;

• Assessment of the actual or potential effect
on the environment;

• Risks to the environment arising from the use
of hazardous substances and installations;

• Nature of receiving environment and
alternative methods should the activity
include the discharge of any contaminant;

• Description of mitigation measures;

• Identification of persons interested or
affected by the activity;

• Description of how monitoring will be
undertaken to determine the effect on the
environment.

RMA91 Enforcement & Penalties

The RMA91 imposes responsibilities and
liabilities on all resource users, or potential
users, including individuals, companies and
local authorities (ie operation of a wastewater
treatment and disposal facility).  Company
owners and operators are now responsible for
environmental management and performance
and are also liable for the cost of environmental
clean-up associated with their activities and
operations.  There are high risks and penalties
arising from unauthorised activities with
companies facing increasing compliance costs
arising from environmental standards.

Consent authorities have powers under the
RMA91 to provide “enforcement orders” and
“abatement notices” to ensure resource consent
compliance.  In addition there are powers with
respect to excessive noise, water shortage,
emergency works and for entry and search.

The RMA91 provides for incentives,
particularly in terms of compliance with the
requirements of Regional and District Council
resource consents.  Penalties for environmental
offences may include imprisonment for up to
two years, or a fine of up to $200,000 and
$10,000 per day for non-compliance, depending
on the offence.

Companies which adopt appropriate in-house
corporate environmental principles and internal
compliance programmes, such as an
environmental management system, can be seen
to have demonstrated a sufficient degree of “due
diligence” to have established a defence under
the RMA91 and minimise penalties.

It is important to note a new Resource
Management Amendment Bill (No.3) was
introduced into the Parliament on 14 December
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1995.  This Bill introduces “infringement notices
(instant fines of up to $1,000).  This will provide
for an enforcement officer to issue an
infringement notice for non-compliance with a
resource consent condition.

For further information contact: Kevin
Townsend, Environmental Consultant, Ernst &
Young Environmental, Christchurch.

Crown Mineral Act (CMA91)
(New Zealand)

Introduction

Mining in New Zealand is regulated principally
by two Acts: the RMA91 and CMA91.  These
two Acts establish a dual regime to regulate the
allocation, development and use of mineral
resources.

The basic differences between the two Acts are
that the:

• CMA91 is intended to manage and allocate
Crown owned minerals;

• RMA91 manages and controls environmental
effects associated with mining activity.

The CMA91 is separate from the RMA91.  The
general thrust of the CMA91 is the pricing and
allocation of minerals, administration regarding
types of permits and registration of land titles,
and land access procedures.  In addition to
charges for resource consents levied under the
RMA91, the Crown may charge a royalty for
gold and other minerals previously exempt.

The RMA91 is linked with the CMA91 in that it
ensures the responsibility for the regulation of
environmental impacts of prospecting,
exploration and mining remains with the
regional and territorial authorities.

Types of Permits

The CMA91 creates a three-tiered structure for
mineral permits: prospecting permits, exploration
permits and mining permits.

A prospecting permit gives the holder the right
to make an initial evaluation of the mineral
resource with the aim of enabling identification
of areas which require closer investigation.

An exploration permit gives the holder the right
both to prospect and explore for the mineral.  The
main purpose is to enable the holder to identify
the scale and composition of a mineral deposit
and assess its commercial viability.

A mining permit gives the holder the same rights
as prospecting and exploration permits, as well
as the right to mine the mineral.

Management of Environmental Effects of
Mining

Section 9 of the CMA91 requires that all permit
holders (prospecting, exploration and mining)
comply with the RMA91.  As a result compliance
may involve:

• Conformity with District and Regional Plans;
• Obtaining resource consents for land use,

water use, discharges to air, land and water;
• Obtaining of consents for mining activities

in coastal areas; and
• Compliance with other instruments such as

national environmental standards, heritage
orders and water conservation orders.

The responsibility for managing and controlling
environmental effects of mining rests largely
with local government.  Regional Councils have
the responsibility for overseeing air quality,
water quality and quantity, waste rock
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Environment as the impacts from exploration
activity may be considered significant.

Prospecting is essentially minimum impact
activity, and its effects on the environment tend
to be minor.  Hence a prospecting permit may
avoid the scope of the RMA91 requirement for
an Assessment of the Effects on the
Environment.

For futher information contact: Kevin Townsend,
Senior Environmental Consultant, Ernst &
Young Environmental, Christchurch, New
Zealand.

with hazardous substances and new
organisms.  These laws include:

For hazardous substances -

• Dangerous Goods Act 1974;
• Explosives Act 1957;
• Toxic Substances Act 1979;
• A substantial part of the Pesticides Act

1979; and
• Some of the Animal Remedies Act 1967

For new organisms -

• Remaining parts of the Animal Remedies
Act 1967; and

• Plants Act 1970.

For further information contact: Kevin
Townsend, Senior Environmental Consultant,
Ernst & Young Environmental, Christchurch.

embankments, tailing ponds and other major land
clearance and for rehabilitation of areas affected
by mining operations.  Territorial authorities
(District Councils) have the responsibility for
regulating such activities as the construction of
buildings, road traffic, lighting, noise and dust
control, and blasting.

Exploration activity may impact on the
environment by the removal of vegetation,
sampling, excavations, drilling and seismic
surveys.  As a result it is likely that an exploration
permit will require a resource consent under
RMA91 and an Assessment of Effects on the

Hazardous Substances and New
Organisms (HSN) Bill (New Zealand)

The HSNO Bill was introduced to the New
Zealand Parliament in November 1995.
Submissions on the Bill are still being
considered by a parliamentary select
committee.  A special select committee was
established to consider the Bill due to the
technical complexity of the issues which
require an understanding of the legal
framework, science and technology.

The intent of the HSNO Bill is to update and
streamline the assessment and management
of hazardous substances and new organisms.
The HSNO Bill will provide a comprehensive
structure to manage the risks arising from the
introduction of new organisms, the
development of improved species by genetic
manipulation and the use of hazardous
substances.

The Bill will replace most of the law dealing



10

The following article has been contributed by
Susanne Groener of the University of Augsburg,
Germany.

It has been prepared by the Accounting Advisory
Forum to advise the European Commission on
Environmental issues in financial reporting.

The Forum is an advisory body of experts from
the main parties interested in accounting in the
European Union. The Forum is not a standard-
setting body. Its main function is to advise the
Commission on accounting matters and possible
ways to facilitate further harmonisation. The
members of the Forum are invited on a personal
basis. Their opinions, as expressed in this
document, do not commit the organisations by
whom they have been nominated, nor do they
reflect the unanimous view of all the members.

The purpose of this publication is to stimulate
discussion among standard-setters, preparers,
users and auditors of accounts in Member States
on the subject of Environmental Issues in
Financial Reporting. The document examines the
various possibilities for furthering the
presentation of comparable and equivalent
information within the context of the Accounting
Directives.

Introduction

1. Issues associated with accounting for the
environment, environmental audit and related
issues have become increasingly relevant to
businesses as the pollution of the
environment has become a more prominent
economic, social and political problem
throughout the world.  Steps are being taken
at national and international level to protect
the environment and to reduce, prevent and
mitigate the effects of pollution. As a
consequence, companies are now being

expected or required to disclose information
about their environmental policies and
objectives, programmes undertaken and
expenses incurred in pursuit of these
objectives, and to provide for and disclose
environmental risks. In the area of
accounting, initiatives are being taken to
facilitate the collection of data and to increase
companies’ awareness of the financial
implications of environmental issues.

2. Recent surveys (see Annex 2) indicate that
reporting of contingent environmental
liabilities by companies is still relatively
uncommon. In the absence of guidance on
what to disclose with regard to environmental
issues, there often is a tendency to disclose
only limited information.

In general, environmental provisions are
recorded when a legal obligation to repair an
existing situation has been determined.
Because of the uncertainties of future
legislation, technological changes and the
extent or nature of environmental clean-up
required, the anticipated costs to be provided
for are often difficult to estimate. Another
reason for the reluctance to report on
contingent environmental liabilities is that
companies fear that disclosure of such
information could be used against them in
the case of a lawsuit. Although similar
problems also arise in respect of other
provisions, such as provisions for product
liability or litigation in general, it is
considered useful to provide additional
guidance with respect to environmental
issues.

3. In 1992, the Commission published its Fifth
Action Programme on the Environment
“Towards Sustainability” (COM(92) 23).
This programme contains a range of

Environmental Reporting in Europe
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in the annual and consolidated accounts and
in the annual reports relating to these
accounts, and does not deal with special
purpose reporting. Where a separate
environmental report is available, reference
to this report should be made in the accounts
or the annual report (paragraphs 28c and 29f).

8. This document does not address the issue of
whether long term environmental liabilities
should be accounted for on the basis of
discounted values at the balance sheet date.

Definitions

9. The following terms are used in this
document with the meanings specified:

Environment is our natural physical
surroundings and therefore includes: air,
water, land, flora, fauna and non-renewable
resources, such as fossil fuels and minerals.

Environmental expenditures include the costs
of steps taken by an undertaking or, on its
behalf by others, to prevent, reduce or repair
damage to the environment which results
from its operating activities, or to deal with
the conservation of renewable and non-
renewable resources. These costs include,
inter alia, the disposal and avoidance of
waste, the protection of surface and ground
water, preserving or improving air quality,
noise reduction, the removal of
contamination in buildings, researching for
more environmentally friendly products, raw
materials or production processes etc1. On
the other hand, costs incurred as a result of
fines or penalties for non-compliance with
environmental regulations, compensation to
third parties as a result of loss or injury caused
by past environmental pollution and similar
environmentally related costs are excluded
from this definition.

proposals in the area of environmental
protection. It also provides for a Community
initiative in the area of accounting. This
initiative relates primarily to the methods
used by companies to report on financial
aspects of the environment. An enhanced
attention to these financial aspects could
contribute to achieving the goals of the
Programme by increasing the company’s
awareness of environmental issues, and by
ensuring that environmental expenses and
risks are taken into account.

4. In order to prepare an initiative in this area,
the Commission requested the members of
the Accounting Advisory Forum to give their
opinion on how to improve reporting on the
environment in the annual accounts and the
annual report, so that a better insight is
provided into the company’s attitude towards
the environment and the impact of
environmental risks and liabilities on its
financial position. This document does not
seek to set new requirements, but rather to
give guidance as to the application of the
provisions of the 4th and 7th Directives with
respect to environmental issues.

Scope

5. This document applies to all companies
covered by the 4th and 7th Directives.

6. While the basic accounting requirements for
banks and similar financial institutions and
insurance companies are dealt with in
separate directives, this document applies to
banks and similar financial institutions and
insurance companies, as the financial
implications of environmental issues are not
considered to be different for these types of
companies.

7. Environmental issues are sometimes
addressed in the annual and consolidated
accounts and in the annual report and
sometimes in separate special reports, such
as environmental reports. The present
document is limited to information provided

1
In the domain of Statistics, EUROSTAT has provided for
detailed definitions of  environmental expenditures.  See
Annex I.
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10. The main problem in defining environmental
expenditures is to determine which costs
should be included. Only the additional and
identifiable costs to prevent, reduce or repair
damage to the environment should be
included. In a number of areas it will be
difficult to make this distinction, for example,
in the area of research and development,
health and safety but also with respect to
capital investments in, for example, a new
plant or production process. There is a risk
that environmental expenditures will be
overstated, for instance for publicity reasons.
In order to qualify as an environmental
expenditure, the primary purpose of the
expenditure should be to prevent, reduce or
repair damage to the environment.

On the other hand, for instance in a company
which is engaged in an environmental
business such as the treatment of waste, it
could be argued that all expenditures incurred
by this company should be included as
environmental expenditures. This can clearly
not be the intention, as it would  contradict
the definition of environmental expenditures.
Similarly, in the case where a group of
companies contains a separate legal entity
which is involved in, say, the environmental
protection business, the costs of goods or
services provided by this entity to third
parties outside the group would not qualify
as environmental expenditures in the
consolidated accounts of the group. The costs
of goods or services provided by this entity
to other companies included in the
consolidation, on the other hand, may qualify
as environmental expenditures in the
consolidated accounts.

11. Whatever definition of environmental
expenditures is adopted, it is likely that there
will always remain grey areas where
judgement is needed to decide whether
expenditures qualify as environmental
expenditures. The definition in paragraph 9
is a narrow one, in that it excludes costs
incurred as a result of fines or penalties for
non-compliance with environmental

regulations, compensation to third parties as
a result of loss or injury caused by past
environmental pollution and similar
environmentally related costs. This exclusion
from the definition of environmental
expenditures is without consequences for the
appropriate treatment of these expenditures
in the accounts.

Paragraph 28a recommends environmental
expenditures, both those charged to the profit
and loss account and those capitalised, to be
disclosed separately in the notes to the
accounts. Similarly, it is recommended that
those environmentally related costs which are
excluded from the definition should be
disclosed separately in the notes to the
accounts, provided they are material to the
financial performance or financial position
of the undertaking (see paragraph 28b).

Recognition and Measurement

Provisions for environmental liabilities and risks

12. In accordance with Article 20(1) of the 4th
Directive, provisions for liabilities and
charges are intended to cover losses or debts
whose nature is clearly defined and which at
the date of the balance sheet are either likely
to be incurred, or certain to be incurred but
uncertain as to the amount or date on which
they will arise.

These general conditions for the recognition
of provisions apply equally to provisions for
environmental risks and liabilities. Given the
number of uncertainties involved, with regard
to environmental issues, it seems useful to
provide guidance to assist interpretation of
the general recognition criteria for provisions
in the 4th Directive as they relate to
environmental risks and liabilities. Such
uncertainties relate, among others, to changes
in clean-up technologies, future legislation
and the extent or nature of the clean-up
required.
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13. In addition to Article 20(1), the 4th Directive
in Article 20(2) contains an option for
Member States allowing the creation of
provisions intended to cover charges which
have their origin in the financial year under
review or in a previous financial year, the
nature of which is clearly defined and which
at the date of the balance sheet are either
likely to be incurred, or certain to be incurred
but uncertain as to the amount or date on
which they will arise. Where Member States
have implemented this option, it is also
applicable to environmental charges.

14. Environmental liabilities or risks, which
result from past transactions or events,
qualify for recognition as a provision in the
balance sheet, if:

a) the company has a legal or contractual
obligation to prevent, reduce or repair
environmental damage; or

b) the company’s management is committed
to prevent, reduce or repair environmental
damage. Such commitment would exist,
for instance, where management has little
discretion to avoid action on the basis of
statements of policy or intention, industry
practice or public expectations or where
the company’s management has decided
to prevent, reduce or repair environmental
damage and has communicated this
decision either internally to another
company organ or externally.

15. In order to determine the amount to be
provided, it is necessary that the amount of
the loss or debt can be reasonably estimated.
Such estimation may be based on information
that provides a range of amounts of loss. The
best estimate of the loss within such a range
should be provided for. This  should be based
on the existing situation taking into account
known future developments both technical
and legislative. When estimating the loss, any
contingent recovery/payments should be
taken into account. If there is a possibility of
loss in excess of the amount provided, such

additional exposure to loss should be
disclosed as a contingent liability in the notes
(paragraph 27d). In rare circumstances, where
no reasonable estimate can be made, the
company should at least disclose the nature
of the contingent liability as well as the
circumstances and risks involved in the notes
to the accounts (paragraph 27d).

16. The amount recorded as an undertaking’s
liability for expected future environmental
expenditures should be an estimate of the full
amount of the liability arising from past
events or transactions. The provision should
in any case be sufficient to cover the full costs
of the damage to the environment for which
the company is responsible, irrespective of
the date at which the activity is ceased. This
problem arises in particular when there is an
obligation to restore a site after a certain
number of years of exploration, for instance
in the mining industry or in forestry, but may
also arise in respect of manufacturing
facilities on, say leased land.

17. The introduction of new legislation or the
discovery of unexpected liabilities by the
company itself may result in the company
having to recognise substantial
environmental expenditures that have
accumulated over a long period of time. In
such circumstances the amount to be charged
to the profit and loss account may be so
significant that it becomes extremely difficult
to interpret correctly the company’s
economic performance in the year in
question. Therefore, the question arises as to
whether it would be more suitable to spread
the charge over several years. However, this
option does not seem acceptable as,
according to Article 31(1)(c)(bb) of the
Fourth Directive, “account must be taken of
all foreseeable liabilities and potential losses
arising in the course of the financial year
concerned or of a previous one, even if such
liabilities or losses become apparent only
between the date of the balance sheet and the
date on which it is drawn up”.
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Provisions for long-term de-commissioning costs

18. In some industries it is common practice that
provisions for long-term decommissioning
costs, for instance with respect to drilling
platforms or nuclear power plants, are not
created for the full amount at inception, but
rather are gradually built up over the useful
life of the asset. The reasons for applying this
practice are often pragmatic, in that it may
avoid what some may see as excessive
volatility in annual results and financial
position caused by changes in the estimate
of the amount of such costs and in that a
gradual build-up does better correspond to
an appropriate matching of income and
expenditure.

Provisions for long-term decommissioning
costs can be distinguished from provisions
for expected future environmental
expenditures. It is therefore recommended
that, as an exception to paragraph 16,
gradually building up provisions for long
term decommissioning costs should be
allowed. However, in this case, the enterprise
should include a note to the accounts  which
explains this practice as well as the amount
of the full provision needed to cover all long
term de-commissioning costs under the
heading of contingent liabilities.

Capitalisation of environmental expenditures

19. Environmental expenditures are normally
expensed in the current period, i.e. the period
in which they are recognised. Where such
expenses are incurred to clean up past
environmental damages, they should be
regarded as being similar to maintenance or
repair costs. However, where environmental
expenditures are incurred to prevent or reduce
future environmental damage or conserve
resources, they may qualify for recognition
as an asset if, in accordance with Article 15(2)
of the 4th Directive, they are intended for use
on a continuing basis for the purpose of the
undertaking’s activities and if in addition one
of the following two criteria is met:

a) the costs relate to anticipated
environmental benefits and extend the life,
increase the capacity, or improve the
safety or efficiency of assets owned by the
company; or

b)  the costs reduce or prevent environmental
contamination that is likely to occur as a
result of future operations.

20. Fixed assets may be acquired for safety or
environmental reasons. The acquisition of
such fixed assets, while not directly
increasing the future economic benefits of
any particular existing items of fixed assets
may be necessary in order for the undertaking
to obtain the future economic benefits from
its other assets. Where this is the case, such
acquisitions of fixed assets qualify for
recognition as assets, in that they enable
future economic benefits from related assets
to be derived by the undertaking in excess of
those it could derive if they had not been
acquired. For example, a chemical
manufacturer may have to install new
chemical handling processes in order to
comply with environmental requirements on
the production and storage of dangerous
chemicals; related plant enhancements are
recognised as an asset to the extent they are
recoverable because without them, the
enterprise is unable to manufacture and sell
chemicals2.

21. It is further recommended that environmental
expenditures incurred after an asset is
acquired, constructed or developed are
capitalised, provided they are recoverable,
whether or not the expected future economic
benefits from the asset increase as a result of
the expenditure. For example, following this
approach, environmental expenditures that
relate to an existing fixed asset and are
required as a result of new law or regulation
are viewed as an additional cost of the
anticipated future benefits from the asset and

2
IAS16 (Revised) - 'Property, Plant and Equipment',
paragraph 14.
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can therefore be capitalised, subject to the
application of a recoverability test3.

Offsetting of liabilities and expected recoveries

22. Where an undertaking has been held liable
for environmental damage but it is likely that
the amount or part of the amount will be
recovered from third parties (for example,
because of counterclaims or expected
insurance coverage or agreements regarding
sharing of costs, etc.) the question arises as
to whether the liabilities may be presented
net of expected recoveries in the balance
sheet. Article 7 of the Fourth Directive
prohibits the offsetting of assets and
liabilities, except where a legal right of set-
off exists by virtue of the law or of a
contractual agreement. However, even if the
undertaking has been held liable for
environmental damage and it has a related
legal right for a claim for recovery, it is
recommended that the gross liability and the
expected recoveries are shown separately in
the balance sheet.

Asset  impairment and provisions for repair costs

23. Environmental developments or concerns
may result in the impairment of the net
carrying value of an existing fixed asset. In
accordance with Article 35(1)(c)(bb) of the
4th Directive, value adjustments must be
made in respect of fixed assets, so that they
are valued at the lower figure to be attributed
to them at the balance sheet date, if it is
expected that the reduction in their value will
be permanent. Furthermore, Article 20(3)
lays down that provisions for liabilities and
charges cannot be made for value
adjustments of assets.

In order to give guidance as to how to
interpret these general rules in case of
environmental concerns, the example of a site

contamination can be useful. On the one
hand, the contamination will normally affect
the fair value of the site. On the other hand,
if the site has to be repaired, the company
will incur future clean-up costs.

In general, where the site contamination has
to be repaired, because the company has a
legal or contractual obligation or a
commitment to repair it, and the amount of
the future repair costs can be reasonably
estimated in accordance with paragraphs 14
and 15, a provision for the estimated repair
costs should be recognised, irrespective of
whether the fair value of the site exceeds its
carrying amount.

In considering whether a value adjustment
must be made due to impairment of the net
carrying value of the site, it is recommended
that a value adjustment should be made if
the amount recoverable from the use of the
site has declined below its carrying amount
and it is expected that this reduction in value
will be permanent. The carrying amount of
the site should however not be written down
below its fair value.

Disclosure

General

24. Environmental issues related to financial
reporting should only be disclosed in the
accounts and annual report to the extent that
they are material to the financial performance
or financial position of the undertaking.

25. If Member States have introduced accounting
exemptions for small and medium-sized
companies, as defined in Article 11 and 27
of the 4th Directive, on the basis of this
Directive, these exemptions would also be
relevant for disclosures in relation to
environmental issues.

Disclosure in the balance sheet

26. Environmental provisions should be shown
in the balance sheet under the caption “other

3
See also: The Canadian Institute of Chartered Accountants
- "Environmental Costs and Liabilities: Accounting and
Financial Reporting Issues", Chapter 3.
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costs incurred as a result of fines and
penalties for non-compliance with
environmental regulations and
compensation to third parties as a result
of loss or injury caused by past
environmental pollution, which are
excluded from the definition of
environmental expenditures in paragraph
9, if not already separately disclosed as
extraordinary items under 27 b;

c) If other quantitative or qualitative
environmental information is provided in
a separate environmental report, in
accordance with paragraph 7, a reference
to this report.

Disclosure in the annual report

29. The following information could usefully be
given in the annual report:

a) Where environmental issues are relevant
to the financial position of the
undertaking, a description of the
respective issues and the undertaking’s
response thereto;

b) The policy that has been adopted by the
enterprise in respect of environmental
protection measures;

c) The improvements that have been made
in key areas of environmental protection;

d) An indication of government incentives
related to environmental protection
measures, such as grants and tax
concessions;

e) The extent to which environmental
protection measures, resulting from
changes in future legal requirements that
have already been enacted, or
substantially enacted, into law, are in the
process of implementation;

f) If other quantitative or qualitative
environmental information is provided in

4
Such analysis could include:
- prevention of environmental damage
- reduction of environmental damage

provisions” and, if material, separately
disclosed in the notes to the accounts, in
accordance with Article 42 of the 4th
Directive and Article 29(1) of the 7th
Directive.

Disclosure in the notes to the accounts

27. In conformity with the provisions of the 4th
and 7th Directives, the following information
should be given in the notes:

a) The valuation methods applied on
environmental issues, as part of the
disclosure required by Article 43(1)(1) of
the 4th Directive and Article 34(1) of the
7th Directive;

b) Extraordinary environmental items, in
accordance with Article 29 of the 4th
Directive and Article 17 of the 7th
Directive;

c) Disclosure and details of “other
provisions”, in line with paragraph 26;

d) Contingent liabilities, in conformity with
Article 43(1)(7) of the 4th Directive and
Article 34(7) of the 7th Directive,
including narrative information in
sufficient detail, so that the nature of the
contingency can be understood.

28. In addition to the requirements of 4th and
7th Directives, the following disclosures in
the notes are recommended:

a) As indicated in paragraph 11, the amount
of environmental expenditure charged to
the profit and loss account, analysed in a
manner appropriate to the nature and size
of business and/or the types of
environmental issues relevant to the
enterprise4,  as  well  as  the  amount   of
environmental expenditures capitalised in
accordance with paragraphs 19 to 21;

b) As indicated in paragraph 11, the amount
of environmentally related costs including
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a separate environmental report, in
accordance with paragraph 7, a reference
to this report or under 28 c.

Annex 1

For statistical purposes, Eurostat has provided
for a series of definitions of environmental
expenditures, which are to be included in the
implementation documents of the Draft Council
Regulation5 concerning structural business
statistics, submitted by the Commission to the
Council on 3 April 1995. As these definitions
would then become the basis for future statistical
requirements, it seems useful that this document
refers to them.

Definition of environmental
expenditures in the domain of
Statistics

Environmental protection expenditures result
from actions and activities which have as their
prime objective the prevention, reduction and
elimination of pollution and any other
degradation of the environment. Therefore, they
include the reduction, prevention or treatment
of waste and waste water, the prevention and the
elimination or reduction of air emissions, the
treatment and disposal of contaminated soil and
the protection of soil and ground water, the
prevention or reduction of noise and vibration
levels, the preservation of ecological entities and
landscapes, the co-ordination, the research for
cleaner products, cleaner raw materials or
production processes, the monitoring of the
quality of the environmental media, etc.

Actions and activities which have a favourable
impact on the environment but which serve
primarily other goals do not come under
environmental protection. Hence, those activities
which, while beneficial to the environment,
primarily satisfy technical needs or the internal
requirements for health and safety of the
enterprise are excluded from this field. This

restriction applies in most cases to recycling
activities classified under NACE 37.00
(Recycling).

Environmental protection expenditures refer to
several domains, such as the following:

a) Waste - any measure that aims at the
prevention and/or reduction of waste.
Activities for collection, transport, treatment
and disposal or monitoring of waste.
Recycling activities are included to the extent
that they mainly aim at the reduction and
treatment of waste.

b) Air emissions - any measure that aims at the
prevention, elimination or reduction of
gaseous, liquid and particulate pollutants to
the atmosphere. Monitoring of air emissions.

c) Water protection (including soil and
groundwater) - any measure that aims at the
prevention, treatment or abatement of
substances in waste water prior to discharge
into surface or ground water and also in the
prevention of incidental water pollution.
Activities for the collection, transport and
treatment of waste water. Treatment of
cooling water before drainage to surface or
ground water and other measures to restore
or preserve the quality and quantity of water.
Monitoring of surface water quality. Any
measure that aims at the protection of soil
and groundwater from pollutant infiltration.
Construction, maintenance and operation of
installations for the decontamination of
polluted soils and the cleansing of polluted
ground water. Transport and disposal of
contaminated soil. Monitoring of the quality
of soil and ground water.

d) Noise and vibrations - any measure that aims
at the prevention of noise and vibrations,
actions to decrease noise and vibration levels
at source and to isolate receivers. Monitoring
of noise and vibrations. Noise and vibration
abatement for the protection of the workplace
is excluded.

5
No 95/C 146/05 O.J..
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Environmental protection expenditures are either
capital or current expenditures. The current
expenditures may have two different origins:

• Running costs of the installed environmental
equipment; it includes the compensation of
employees, the payment of rents,
consumption of goods and services (energy,
materials, maintenance, transport,
information, insurance, etc.) necessary to run,
repair and maintain the environmental
protection facilities and equipment;

• Activities which aim at the provision of
environmental services such as
environmental co-ordination, studies, soil
sanitation, waste management, etc. The
current expenditure figures include also the
full cost of purchasing environmental
services and of providing environmental
services using the unit’s own staff as well as
the additional costs of goods and services
purchased from third parties having a positive
environmental effect.

The capital expenditures have the following main
characteristics:

• There are investments in equipment and plant
for pollution control and special anti-
pollution accessories i.e. ‘end-of-pipe’
equipment, which are added technical
installations for use in the context of
environmental control. These installations
that operate independently or are identifiable
parts added to the production facilities, treat
pollution that has been generated, prevent the
generation or spread of the pollutants or
measure the level of pollution. The
investment is calculated by the purchase price
or construction cost of the installation,
including design and installation costs. The
purchase of land necessary for the installation
is also included.

• There is also investment in equipment and
plant linked to cleaner technology, i.e.
‘integrated technology’. A cleaner
technology is an installation or a part of an

installation that has been adapted in order to
generate less pollution. As opposed to ‘end-
of-pipe’ investment, the environmental
equipment has been integrated into the
production process. The investment in the
environmental equipment consists of the
extra capital costs due to the integration of
the equipment. This type of environmental
equipment is not identifiable as a separate
part of the production process therefore the
costs should be estimated, for example, by
comparison with available alternative
installations (or parts thereof) that would not
satisfy environmental regulations.

Annex 2

In drafting this document account has been taken
of documents resulting from several projects in
this area undertaken by other international and
national organisations. In particular, the
following documents have been consulted:

United Nations Intergovernmental Working
Group of Experts on International Standards of
Accounting and Reporting (UN ISAR):

• ‘Accounting for environmental protection
measures’ (E/C.10/AC.3/1991/5)

• ‘Environmental disclosures: International
survey of corporate reporting practices,
August 1992’ (E/C.10/AC.3/1992/3)

• ‘Environmental disclosures: International
survey of corporate reporting practices,
January 1994’ (E/C. 1 0/AC.3/1994/4)

Federation des Experts Comptables Europeens
(FEE):

• Environmental Accounting and Auditing:
Survey of current activities and
developments’

The Canadian Institute of Chartered
Accountants:

• ‘Environmental Costs and Liabilities:
Accounting and Financial Reporting Issues’
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The Environment Research Group of the Institute
of Chartered Accountants in England and Wales:
‘Business, Accountancy and the Environment:
a Policy and Research Agenda’

KPMG - ‘International Survey of Environmental
Reporting 1993’

For further information contact: Susanne
Groener, Universitat Augsburg.  E-mail:
susanne.groener@wiso.uni-augsburg.de

CEPA - To Be Or Not To Be?

1. The rise of the Commonwealth
Environment Protection Agency (CEPA).

Given that the Commonwealth of Australia
has no direct legislative powers in relation
to the environment, and went through a
concerted attempt to demonstrate
constitutional supremacy over the States in
the 1980s, it is not surprising that a
Commonwealth Environment Protection
Agency emerged in January 1992 to promote
a co-operative spirit in environmental
protection.

As an agency of the federal Department of
Environment, Sport and Territories (DEST),
CEPA manages a number of Commonwealth
environment protection responsibilities,
administers relevant Commonwealth
environmental protection legislation and
fulfils a range of Australia’s international
environment protection obligations. The
Agency has the following branches:
Environment Assessment, Environment
Standards and Chemicals, Waste
Management, Environment Protection
Partnerships, Office of the Supervising
Scientist, and Environment Research Institute
of the Supervising Scientist.

In particular, CEPA is responsible for
Commonwealth Environmental Impact
Assessment (EIA) processes, the
management of federal legislation introduced
because of international commitments to a
number of environmental conventions, and
management of certain international

initiatives relating to protection of the
environment. Chief among these
international responsibilities are management
of ozone protection, hazardous waste, sea
dumping, and the United Nations
Environment Programme’s cleaner
production initiative. Table I provides a full
list of functions. One of these, shortly to be
relinquished, was to establish a National
Environment Protection Council. The
Council has now been established and
initially will focus on air and noise pollution,
the National Pollution Inventory, and
contaminated land. In addition, CEPA liaises
with other Commonwealth Departments on
international environmental policy
initiatives.

2.  Fall of the Commonwealth EPA?

Given these responsibilities it was somewhat
of a surprise to read in The Canberra Times
(7 May 1996) that the four year old Agency
is either to be abolished, or be permitted to
continue with severely curtailed funds, as the
new Commonwealth government cuts back
the services it offers to the Australian public.

Most Commonwealth public sector
organisations are facing a reduction in
resources available to fund their programs as
follows:

• a 2 percent efficiency dividend notionally
related to productivity gains has been
agreed with the unions;
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• “across the board cuts” in funding are
being sought by the Commonwealth
government. Although figures are not yet
available, a 5-10 percent average range of
cuts has been  mooted by the media.

Within the environment portfolio it is
rumoured that ‘dismembering of the EPA or
a severe curtailing of its current structure and
responsibilities’ would spare other areas of
the Department of Environment Sports and
Territories (Environment Business, 1996,
p.1). ‘The EPA’s name could be retained, but
be reduced to a mere cipher’.

Media speculation that about 180 jobs at the
Commonwealth EPA may be lost, and the
Agency closed down, in part because some
of its functions are duplicated at the State
level, is a cause for concern about the
commitment of the Commonwealth
government to develop strength in national
and international environmental policy
(Canberra Times, 7 May 1996). Any future
contribution of CEPA to environmental
protection appears to be under severe threat.
It is fighting behind the scenes for survival
(Environment Business, 1996). Businesses
with an eye on environmental responsibilities
and environmental accountants need to
consider what the future would hold without
CEPA.

First, consider some of the principles aspired
to by CEPA. These include:

• being open and transparent;
• providing opportunities for public

participation in government decision
making;

• providing accountable decision making;
• administration with integrity and

professionalism;
• provision of certainty of application and

process to all participants, including the
community, governments, and industry;

• provide cost-effective processes and
outcomes;

• ensure practical outcomes for effective
environmental protection (CEPA, 1994).

The cooperative and educative functions of
CEPA are readily apparent from these
principles.  Furthermore, the principles reflect
what is espoused by many environmental
accountants concerned with democratic
processes in environmental protection (see
Gray, Owen, Adams, 1996).  Furthermore,
CEPA brings an international and national
perspective to the areas of environmental
protection with which it is charged,
perspectives it is all too easy for State and
Territory governments to ignore.

In addition, the international responsibilities
of CEPA form part of the image that is
portrayed of Australia as an environmentally
benign country, with concern to be an active
participant in international conventions.
Hence, the possibility of closure is a cause
of concern for accountants with empathy for
environmental and ecological issues.

3.  How does EPA contribute to environmental
protection?

One contribution is in the area of
Commonwealth Environmental Impact
Assessment.  When established, CEPA
absorbed the activities of the Environment
Assessment Branch (EAB) of the, then,
Department of Arts, Sports, the Environment
and Territories.

The EAB was the body responsible for the
Commonwealth environmental impact
process which, after absorption, became an
important function of CEPA.  Shortly
afterwards the Auditor General completed an
efficiency audit of the Commonwealth
Environmental Impact Assessment (EIA)
Processes and found the process wanting in
a number of areas (ANAO, 1992).  Almost
all of the recommendations for change were
agreed to by CEPA.  Two years later CEPA
undertook a further public review of the EIA
process (CEPA, 1994) and recognised that
changes were still necessary for an effective,
efficient and equitable Commonwealth
process to be established.  Changes included
the need:
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• to bring the EIA process into line with the
1992 Inter-governmental Agreement on
the Environment;

• to ensure that the Commonwealth
Minister can provide environmental
protection through EIA’s; and

• to ensure environmentally acceptable
proposals proceed efficiently.

In the meantime, opinion about a duplication
of EIA functions between the
Commonwealth and States was being voiced.
This was pertinent because each State and
Territory now has its own EPA, and the Inter-
governmental Agreement focuses on co-
operation between the different levels of
government in Australia rather than
duplication. CEPA has an important function
to encourage this co-operation, but the bulk
of EIA activity will remain with the States.

Although there is controversy over the
environmental impact function of CEPA, it
has several strengths which are worth
preserving:

• the status of being an agency facilitates a
degree of independence from the Minister
in decision making. However, the Agency
is not a statutory authority operating under
its own Act, and remains directly
responsible to the Minister;

• the Agency promotes environmental
protection through co-operation with
industry rather than through regulation.
EPA - encouraged self-monitoring
programs have the bonus of not being
expensive for the government;

• educational programs of the EPA have
been successful. For example,
benchmarking programs for the mining
industry; promotion of cleaner production
technology for industry; development of
information links through the Internet; and
the development of standards for the
National Pollutant Inventory through the

newly created National Environment
Protection Council; and waste
minimisation, have all contributed to the
promotion of sound environmental
management practices in business and
government.

If any rationalisation has to occur it is
important to build on the principles and
strengths represented by CEPA. CEPA
typifies the need for leadership through co-
operation in international and national
environmental matters, while contributing to
policy which States and Territories can and
should follow.

CEPA’s international dimension represents
another significant contribution to Australia’s
overseas image. At present CEPA is only one
organisation with responsibility for
administering international environmental
obligations. For example, responsibilities
under the Conventions on World Heritage
and Climate Change, are the responsibility
of the Environment Strategies Directorate,
another sub-unit of the Department.
Environmental aspects of international trade
are the responsibility of the Department of
Foreign Affairs and Trade. The
representation of Australia in international
environmental issues needs to be the focus
of a single body, not dispersed across a range
of departments.

Given (i) the need for leadership in the
process of gaining closer co-operation
between the States and Commonwealth
government on environmental matters, since
the Intergovermental Agreement on the
Environment was signed in 1992; (ii) the co-
operative approach to business
responsibilities for the environment espoused
by CEPA when compared with the animosity
from business about a proposed carbon tax
to help meet international obligations on
Climate Change and the anti-development
image of World Heritage legislation
administered by the Environment Strategies
Directorate; and (iii) the expressed desire of
federal government to improve the
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involvement of States when obligations
under international treaties are being
negotiated; it might be expected that
international environmental matters should
be under the control of one unit such as
CEPA.  If anything, this would suggest a
sharpening of functions is needed rather than
elimination.

Now is the time for leadership, co-ordination
and co-operation of national policy on
international environmental matters, not
through conflict based strategies, but through
the principles espoused by CEPA in co-
operation with industry and other
stakeholders. As the Commonwealth
government looks to alter CEPA drastically,
it is worth considering that the European
Community has recently established a
regional European Environment Agency with
key functions to:

• improve environmental monitoring
techniques;

• co-ordinate a European Information and
Observation Network distributing
environmental information to Member
States; and

• collaborate with public and private sector
bodies.

Just the role for our Commonwealth
Environment Protection Agency.

Table I

CEPA’s main functions.

• Administer the Environmental Protection
(Impact of Proposals Act) 1974 to ensure
environmental considerations are taken into
account in Commonwealth decision making
- EIA processes.

• Administer Commonwealth laws to control
waste dumping at sea.

• Co-ordinate ozone protection.
• Run programmes to assist the development

of environmentally benign technologies, and
associated export markets.

• Encourage cleaner production in industry
(UNEP initiative).

• Participate in the development of a National
Water Quality Management Strategy.

• Assess genetically manipulated organisms
before they are released into the environment.

• Study the economic issues of waste
minimisation and recycling, improve the data
base, and develop a national approach.

• Assess the environmental hazards of
chemicals.

• Administer Commonwealth hazard waste
legislation.

• Develop a National State of the Environment
Reporting System.

In addition CEPA’s responsibilities have
included:

• Developing legislation for a National
Environment Protection Council to establish
national environment standards (almost
completed).

• Administering the National Pollutant
Inventory, a publicly accessible pollutant and
environmental data base (recently passed to
NEPC).

• Developing technical guidelines for
assessment and management of contaminated
sites (in co-operation with ANZECC), and
liability for remediation (recently passed to
NEPC).

• Developing a National Lead Abatement
Strategy to reduce lead in vehicle fuels
(largely completed).
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• allow financial statements to capture non-
discretionary environmental impacts

• be consistent in its results, allowing an
objective, reliable assessment over time, of
a company’s progress toward sustainable
development.

This object-oriented approach will be used to
develop a set of mechanics which focus on the
deviations of an environmental asset from its
natural state.

Environmentally Sustainable Development Is
The Major Objective

Some companies, in their efforts to report
environmental impacts, are reporting:

1. what they have spent on the environment, or

2. what they have pledged to spend on the
environment, or

3. what the courts have ordered them to spend
on the environment,

but the company’s performance with regard to
environmental stewardship cannot be properly
assessed without some idea of what it should
have spent.  What a company should have spent
is itself open to interpretation.  Some would
argue that if the symptoms of environmental
damage could be quantified, this would be a step

Challenges in Corporate Social and
Environmental Reporting, Prentice Hall Europe,
Hemel Hempstead, UK.

For further information contact: Roger L Burritt,
Department of Commerce, The Australian
National University.  Tele: 06 249 3670, Fax 06
249 5005 or Email Roger.Burritt@anu.edu.au.

The following article from Vanessa Magness,
Canadian Associate, argues that there is an ability
within generally accepted accounting principles
to accommodate environmental issues.

Accounting theory is based upon many
assumptions, but its application is driven by user
demands.  If the accounting profession is to
successfully embrace the notion of sustainable
development, one of the accounting principles
that needs considerable attention is the entity
principle.  When applying this principle, the
accountant attempts to extract the company from
its surroundings in an effort to evaluate it in
isolation from the social and environmental
influences between the business and its external
environment, and attempts to treat the business
in this manner are therefore artificial.

The following ideas are based loosely upon
Daniel Rubinstein’s early thoughts entailing a
recognition of natural capital in a new set of
accounting records, separate from the
conventional records.

An effective model should:

• embody the objective of environmentally
sustainable development

• produce financial statements which clearly
reflect corporate decisions to protect or
enhance environmental integrity, as well as
those which degrade the environment

Hazardous Substances and New
Organisms (HSN)) Bill

Accounting and Environmentalism
can be Reconciled
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toward full cost environmental accounting.  For
example, if the health care costs and loss of
wages associated with the asthma attacks arising
from air pollution could be reliably estimated
and included in financial statements, some would
argue this is an example of a company trying to
honestly report the full extent of its impact upon
the environment.  This is misleading, but may
well be a step in the right direction.
Management, employees and the customers of
that company will begin to appreciate the impact
of that business upon the human environment,
but it is not sustainable development in the
environmental sense.  In this example the cost
of producing air pollution has been quantified
to some extent.  The cost of restoring the
environment to cleanliness has not been
addressed, and the environmental resource (clean
air) remains an externality.

The only valuation method that puts business on
the path to true environmental sustainability is
one based on the costs to restore the environment
to its natural state.  This is not the same as the
cost of pollution abatement devices.  Once the
pollution is in the environment, it affects not only
humans but also trees, water, animals and micro-
organisms.

In the following example the sustainability
objective will be used to derive an approach to
accounting for a piece of land which is used as a
storage site for toxic waste.  The land is carried
at historic cost in the conventional accounting
records.  Each year the extent of contamination
is assessed, and a set of environmental records,
parallel to the conventional ones, keeps track of
the costs.  For example assume that at the end of
year one, the costs to:

• remove toxicity;

• restore the land; and

• reintroduce the natural micro-organisms

amount to two million dollars.  The following
entry

  Dr     Natural Asset  2 000 000
     Cr    Environmental Equity 2 000 0000

would capture the impact in the environmental
records.  This set of accounts would be updated
regularly to keep track of inflation, additional
damage, and any remediation efforts.  The
balance in the accounts would therefore always
be the current cost of restoring the land to its
natural state.

In this example so far there has been no
articulation of the environmental records with
the conventional ones.  This is because the
company has made no effort to instigate a clean-
up.  However, there must be some method of
integrating this cost information into the financial
statements so that readers can assess the progress
of the company toward sustainability, and the
attitude of management toward its environmental
responsibilities.  The scenario can be developed
further by assuming there are two companies,
each with a balance of $2 000 000 in their
environmental records.  Each has a net income
of $10 000 000, determined using conventional
accounting and before any recognition of
environmental cleanup costs.  Assume that
Company A instigates an environmental clean-
up costing $700 000 and that Company B makes
no remediation effort at all.  The costs incurred
by Company A would be recorded in the usual
manner in the conventional records by means of
a debit to some expense account.  This same
account would then be reversed out of the
environmental records as follows:

  Dr     Environmental equity     700 000
     Cr           Natural asset               700 000

leaving a balance of $1 300 000 in the accounts.
The net income for Company A would now be
reduced to $9 300 000.  A bottom line adjustment
to  the  income  would  reduce this  further, to
$8 000 000, the sustainable income for that year.
The annual adjustment would be tracked as
follows:
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 Start of Year balance $2 000 000
 plus:   Increment arising  from
           inflation, technological
           change, or additional
           damage   nil
 less:   Remedial efforts 700 000
 Bottom line adjustment 1 300 000

Note the sustainable income for Company B
would also be $8 000 000 because the bottom
line adjustment to Company B’s net income
would be $2 000 000.

One could argue this approach hardly encourages
a favourable approach to environmental
stewardship.  In fact, Company B is actually
better off.  Company B has  the same sustainable
income as Company A, but Company A has
incurred a $700 000 cash outflow, while
Company B has not.  The sustainable income
figure does not, therefore, provide any kind of
an incentive to modify management behaviour.
However an index relating actual remediation
efforts and required remediation efforts can be
tracked for both companies.  For company A,
this index would be 0.35 (700 000/2 000 000),
while for Company B it is zero.  This index
conveys to financial statement users the degree
to which management has focused on correcting
the damage it has done to the environment.

A conventional balance sheet for Company B
would appear as follows.  (The figures for assets
and liabilities are concocted for illustrative
purposes).

Assets 12 000 000 Liabilities  2 000 000
               Equity       10 000 000

This gives no appreciation for the loss in value
of environmental elements, nor does it
acknowledge the role of the environment in this
company’s processes.  However if the
environment is recognised as a stakeholder, and
established on the balance sheet along with the
other providers of resources, the role the
environment has played in maintaining this
company can now be tracked.  This may be
accomplished as follows:

Assets   12 000 000    Liabilities             2 000 000
                                     Environmental
                                     Equity                 2 000 000
                                     Owners’ Equity   8 000 000

This approach establishes a new category of
accounts.  Environmental equity is not an equity
account representing ownership of the
company’s assets.  Nor is it a liability, although
it could become one if legislation were enacted
requiring restoration.  The Environmental Equity
account recognises the value of the resources
used by the company and not replenished.  The
larger the account balance, the less sustainable
this company has become.  One could say this
account balance usurps the equity of the owners
by revealing how far backward the company is
moving in terms of its ability to sustain current
profit.  National accounts of economic progress
can take into consideration the magnitude of this
backward step.

This approach recognises the expanded concept
of the stakeholder by bringing recognition of
environmental impacts into clear view on the
balance sheet.  It expands the entity principle.
The index permits financial statement users to
assess the progress of a company over time,
toward the objective of sustainable development
in its real sense.  The fact that the environmental
equity accounts are kept at current value adds
relevance to the financial statements by giving
users a true appreciation of the financial costs
associated with bringing Company B to a
sustainable plateau.  Industry statistics can be
gathered on the ratio of sustainable income to
conventional income.  This ratio would be 0.86
(8/9.3) for Company A, and 0.8 (8/10) for
Company B.  The progress of entire industries
toward the goal of sustainable development could
then be tracked in this manner.

The Effective Implementation Of An
Environmental Accounting Approach Should
Have Behavioural Impacts

Some find the thought of putting a dollar figure
on the environment inherently offensive.  Such
a thought, they would argue, only serves to
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illustrate the shallow nature of business thinking.
However it could also be argued that bringing
this aspect of business operations into clear view
on the financial statements would have a positive
behavioural impact on both management, and
other people who use their financial statements.
Investment analysts make regular use of ratios
and indices for making financial predictions and
investment recommendations.  Environmental
considerations have not yet made their way into
this sort of analysis.  However if a reliable,
quantitative approach to assessing environmental
impacts were developed, it is possible that this
will all change.  Analysts may, for example, warn
investors to lower their expectations for
Company B, and the price of its shares will be
bid down accordingly.  Management may
respond to pressure of this nature.

There is, however a more positive way of
viewing these behavioural responses.  When
provided with a clear focus, management can
assess how their impact on the environment can
be improved.

However the behavioural impacts go beyond
what has been discussed so far.  If the costs of
environmental remediation are incurred, the
question of including them in the costing
structure for the product or service will inevitably
arise.  Full costing in this manner would mean
those products and services which are
particularly harmful to the environment will
experience the greatest appreciation in cost, and

price.  Consumers will shift away from these
products and services, thus encouraging
companies to adopt more environmentally
benign practices.
This would likely result in a massive
restructuring in the economy, while consumers
reassess the value they attach to a certain way of
living.  This is what proponents of the green
movement have been advocating.  Competitive
pressures would encourage companies to
investigate less costly production and delivery
processes, and there would develop, over time,
a more sustainable approach to business and
living in general.

Summary and Conclusion

Must traditional accounting principles be
abandoned in an effort to attain a greener society?
No, they were applied in way that satisfied the
needs of financial statement users in the past.
The first step in getting financial statements to
reflect environmental impacts is to define new
objectives for the accounting systems.  The next
step is to develop the mechanics.  An approach
to assessing business performance may be
developed that is more relevant to users in the
traditional sense, more informative to advocates
of corporate responsibility, and beneficial to the
environment in the long term.

For further information contact:Vanessa
Magness, Canadian Associate, Keyano College,
Canada.
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Newsnotes
ETHICAL INVESTMENT HANDBOOK

A new handbook Ethical Investment in Australia, edited by Trevor Lee, has been published by a
group of investment advisers and financial planners.  It is an excellent resource for anyone
seeking information about ethical investment, with sections including

• the nature of ethical investment and types available
• alternative structures of ethical investment options
• a reference list for further reading
• direct investment options
• unit trusts and insurance and superannuation bonds
• superannuation and rollover funds
• credit unions
• community- and church-based funds

Copies can be obtained from Bill Sharp at Financial Wisdom in Tasmania (002) 343856, or from
Ethinvest in NSW and the ACT.

ENVIRONMENTAL INFORMATION SERVICE

Standards Australia has recently published a background paper on ISO 14000, as part of its
Environmental Information Update Service.  This is a free service which can be obtained by
sending your name and address to Standards Australia Update Service, PO Box 1055, Strathfield,
NSW 2135.

ENVIRONMENT REPORTS

Amcor has recently published the third edition of its Environment Report, which explains the
company’s environment policy in regard to products, research, forest resources, human
resources, and plants, processes and procedures.

ICI Australia has taken a leading role in this area, and has been publishing an environmental
report for several years.  It is pleasing to see that other companies are now providing  specific
information about their environmental performance, and following the European trend, in which
such information is regularly provided by the major companies.  Perhaps one of the Australian
accounting bodies will take a  lead in offering an environmental reporting award similar to the
one sponsored by the ACCA in the UK?
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Newsnotes

National Green

WATER QUALITY

The Tasmanian Department of Environment and Land Management has issued a draft State
Policy Setting New Standards for Water Quality.   This is the culmination of a process which
began with the release of a Discussion paper in October 1994, and which is aimed at ensuring the
sustainable use of Tasmania’s water resources into the 21st Century.  This draft is part of a
comprehensive review of the State’s environment and planning legislation, which also includes
the Environmental Management and Pollution Control Act 1994, upon which Barry Hicks is
writing a series of articles for this Newsletter.

AUSTRALIAN QUARANTINE REVIEW COMMITTEE

An independent committee has been established to review Australia’s animal and plant
quarantine policies and programs.  A background paper released by the Committee had identified
the key issues to be addressed within the terms of reference.  These included

• the advantageous animal and plant health status which Australia has, and the benefits and
costs which flow from preserving that status;

• Australia’s international obligations;
• trade impact of Australian quarantine policies, and
• environmental considerations.

The Committee’s report is expected to be completed by 1 October 1996.

TRANSPORT OF DANGEROUS GOODS

The National Road Transport Commission has issued exposure drafts aimed at updating the
Code and Regulations for the transport of dangerous goods by road and rail.   These are
intended to form part of the uniform legislative scheme envisaged by the Intergovernmental
Agreement on Road Transport, which, when adopted by each State and Territory, will bring
the Code into force on a uniform basis throughout Australia.

Many of the technical requirements follow the United Nations recommendations on the
transport of dangerous goods, and many of these requirements have the potential to greatly
affect cost structures in the transport and associated industries.  Copies are available from the
National Road Transport Commission in Melbourne.


