ENVIRONMENTAL ACCOUNTING

1. Evolution

Traditional financial accounting frameworks treats the ecosystem as an infinite pool of resources
and an unpriced sink for waste. This creates severe structural limitations in corporate accounting:
natural resources are treated as 'free goods', and public externalities (such as air/water pollution
or environmental degradation) are excluded from the corporate ledger. Consequently, enterprise
profitability numbers appear artificially inflated because the true environmental costs of
production are externalised onto society. Environmental Accounting (EA) emerged to internalise
these social and ecological costs, bridging the gap between narrow financial performance and
systemic economic sustainability.

The Four Historical Phases of Evolution

e 1. The Qualitative Narrative Phase (Early 1970s): Initiated primarily by Western European
academics and micro-level corporate studies. Environmental disclosures were strictly
descriptive, non-quantitative narrative footnotes. Corporations casually self-reported positive
ecological initiatives within annual report commentaries, completely detached from core
financial ledgers.

e 2. The Regulatory Liability Phase (1980s): Driven by severe industrial catastrophes (e.g.,
Bhopal, Chernobyl, Exxon Valdez) and a surge in regulatory oversight like the US Superfund
legislation. Corporations faced massive financial risks, forcing accountants to quantify,
recognize, and disclose legal environmental liabilities, site remediation provisions, and
regulatory compliance fines.

e 3. The Environmental Management Accounting (EMA) Phase (1990s): Characterised by
the institutionalisation of internal management structures. Standard-setting bodies formalised
Environmental Management Accounting (EMA) tools. Focus shifted from purely external
reporting to internal cost allocation, waste reduction, and process optimizations, mapping
how physical resource flows directly correlate with financial parameters.

e 4. The Capital Market & ESG Integration Phase (2000s—Present): Sparked by
institutional investor pressure and global climate agreements. Environmental indices
migrated into capital markets via Environmental, Social, and Governance (ESG) performance
scores. Accounting transformed from an isolated operational task into a strategic necessity
directly influencing corporate valuations, credit ratings, and cost of capital.

Developed vs. Developing Nations

The trajectory of environmental accounting diverges significantly due to differing socio-
economic priorities, financial resources, regulatory structures, and industrial configurations.



While developed countries prioritize climate stabilization and strict carbon metrics, developing
countries must balance initial industrialization objectives with escalating ecological compliance
costs.

Evaluation Parameter = Developed Nations (e.g., EU, Developing Nations (e.g., India,

USA, Japan) Brazil)
Institutional Drivers Top-down capital market Government regulations,
mandates, institutional ESG international supply chain
funds, consumer activism. mandates, multilateral bank
terms.
National Accounting Fully institutionalized System Experimental or fragmented
(SEEA) of Environmental-Economic SEEA implementation; data
Accounting; regular Green limitations in resource asset
GDP adjustments. depletion.

Infrastructure & Tech | Ubiquitous automated tracking, | Predominantly manual tracking
smart carbon sensors, advanced | systems; high upfront setup costs

IoT monitoring grids. for small-and-medium
enterprises.
Audit & Assurance Highly mature third-party Evolving assurance markets;
Ecosystem validation networks; mandatory | major reliance on self-reporting
reasonable assurance regimes. | and qualitative disclosures.

Double Materiality & the Compliance Paradox: Developed countries enforce the concept of
'Double Materiality'—requiring companies to report not just how climate change impacts their
financial balance sheet, but also how their operational actions impact the external environment.
Developing countries face the 'Compliance vs. Growth Paradox'. They must expand
manufacturing capacity while coping with strict international regulations, such as the European
Union's Carbon Border Adjustment Mechanism (CBAM), which penalizes imports from nations
with less stringent carbon accounting systems.

Indian Context & Regulatory Framework

India's institutional journey toward environmental disclosure is one of the most structured among
emerging economies, transitioning from early advisory frameworks to rigorous, legally mandated
disclosure regimes.



Historical Benchmarks & Evolution

e 1991 MCA Declaration: The Ministry of Environment and Forests issued a formal
declaration requiring a statement on environmental matters in annual corporate reports,
though it lacked rigorous enforcement metrics.

e 2011 National Voluntary Guidelines (NVGs): The Ministry of Corporate Affairs (MCA)
released the NVGs, mainstreaming the concept of triple-bottom-line reporting (People,
Planet, Profit) within corporate governance language.

e 2012 Business Responsibility Reporting (BRR): SEBI introduced the BRR, making
environmental and social disclosure mandatory for the top 100 listed entities, subsequently
expanding the limit to the top 500 entities.

The Modern BRSR Architecture (SEBI Mandate)

In 2021, SEBI replaced the BRR with the highly granular Business Responsibility and
Sustainability Report (BRSR), which became mandatory for the top 1,000 listed entities by
market capitalization from FY 2022-23. Unlike previous formats, BRSR focuses heavily on
quantitative, auditable parameters split into 'Essential' (mandatory) and 'Leadership' (voluntary)
indicators. Key performance metrics include:

e Energy Metrics: Total consumption of electricity, coal, and renewables, paired with strict
'energy intensity' ratios (energy consumed per rupee of turnover).

e Water Metrics: Total water withdrawal, consumption, and volume of recycled water, along
with water intensity metrics.

¢ Greenhouse Gas (GHG) Emissions: Mandatory disclosure of direct Scope 1 emissions
(owned operations) and indirect Scope 2 emissions (purchased electricity). The framework
expands to include Scope 3 value-chain emissions under the advanced BRSR Core regime.

Institutional Guidance Bodies

The Institute of Chartered Accountants of India (ICAI) set up the Sustainability Reporting
Standards Board (SRSB) to formulate local assurance standards aligned with global frameworks.
Concurrently, the Institute of Cost Accountants of India (ICMALI) actively promotes Material
Flow Cost Accounting (MFCA) principles, helping cost auditors locate and eliminate resource
inefficiencies directly on manufacturing shop floors.

Merits and Demerits
Implementing Environmental Accounting requires balancing substantial corporate strategic
advantages against significant structural hurdles.

Merits

e 1. Hidden Overhead Identification: Traditional systems pool environmental expenses into
generic factory overheads. EA isolates these costs, allowing managers to apply Material Flow



Cost Accounting (MFCA - ISO 14051). This identifies the exact process steps where
physical raw materials turn into non-product waste, unlocking immense operational cost
savings.

2. Risk Mitigation & Regulatory Alignment: By identifying potential pollution hazards
and future site remediation liabilities early, companies can build realistic financial
provisions. This mitigates massive legal liabilities, catastrophic compliance penalties, and
avoids asset impairment under the international Polluter Pays Principle.

3. Capital Attractiveness & Lower Cost of Capital: Institutional investors increasingly tie
capital allocation to robust ESG metrics. Transparent environmental reporting lowers
corporate risk profiles, leading to lower debt interest rates and higher stock market valuation
premiums.

Demerits

1. Subjective Monetary Valuation Models: Putting a precise monetary value on non-
market environmental goods is highly subjective. Methods like Contingent Valuation
(surveys measuring willingness-to-pay) or Hedonic Pricing (property value variances) rely on
unverified assumptions, reducing the reliability of financial statements.

2. High Compliance and Infrastructure Costs: Establishing complex emissions tracking
systems, hiring environmental engineers, and procuring independent third-party audits create
heavy compliance costs that burden small and medium enterprises (SMEs).

3. Cross-Disciplinary Knowledge Barriers: Standard corporate accountants lack training in
biochemistry or environmental engineering. This deep disciplinary divide creates major
organizational friction when gathering complex data.

4. Greenwashing Risks and Data Manipulation: Without strict, standardized global
metrics, corporations frequently engage in greenwashing—manipulating narrative disclosures
to appear eco-friendly while hiding severe underlying ecological liabilities.



