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Green accounting a mode of sustenance
Argha Mondal

As the 21st Century continues to be an

age of progress and prosperity, more and more emphasis is being laid on nature and the Environment that surrounds us.
In the last few years, there has been a growing awareness of the need to discover the art of living in harmony with
nature.

Green accounting is a type of accounting that attempts to factor environmental costs into the financial results of
operations. Green accounting measures the impact of human activity on the earth's ecological systems and resources and
not just the financial effects of such activity. The origins of the accountancy profession in the 19th Century were within
the context of the age of empire and boundless economic expansion. The latter part of the 20th Century brought an
awareness of environmental limits to economic activity and has led to a proliferation of accounting methodologies
designed to measure the impact of human activity on the earth's ecological systems and resources. Such methodologies
can be collectively described as green accounting. It is also called resource accounting or integrated accounting.
Environmental accounting is also a subject of interest for business, both as a way to assess impacts-costs and benefits of
projects-and to define new accounting standards to assess their long term performance and risks.

Need of Green Accounting

With increasing social focus on the environment, accounting fills an expectation role, to measure environmental
performance. The status of environmental awareness provides a dynamic for business reporting its environmental
performance. The business firm's strategy includes responding to capital and operating costs of pollution control
equipment. This is caused by increasing public concerns over environmental issues. Green accounting is a management
tool for the better consideration of environmental costs. It helps to know whether corporation has been discharging its
responsibilities towards environment or not. Basically, a company has to fulfill various environmental responsibilities
viz. Meeting regulatory requirements or exceeding that expectation.

Conventional accounting does not take into consideration a lot of factors like environmental expenditure or expenditure
incurred to prevent pollution. It does not study the cause and effect relationship that an environmental incident may
cause to a business or organization. Conventional accounting does not study or measure the exhaustion of environmental
resources or take into consideration the degradation of the environment. Green accounting demonstrates organizations'
commitment to the most important aspects of the ‘triple bottom line": people, planet and profitability.

Scope of Green Accounting

The scope of Green Accounting is very wide. It includes corporate level, national & international level. The following
aspects are included in. 1) From Internal Point of view investment made by the corporate sector for minimization of
losses to environment. It includes investment made into the environment saving equipment devices. 2) From External
point of view certain environmental negatives are indirectly due to business operation activities. It mainly includes: a)
Degradation and destruction like soil erosion, loss of bio diversity, air pollution, water pollution, voice pollution,
problem of solid waste, coastal and marine pollution. b) Depletion of non-renewable natural resources i.e. loss due to
over exploitation of non renewable natural resources like minerals, water, gas, etc.

Environment management costs

Green accounting identifies costs hidden, ignored, or misallocated by conventional methods. A. Decreased use/waste of
raw materials and supplies B. Decreased use/waste of utilities C. Reducing use of non-renewable resources D. Reducing
regulatory costs. Up-Front Costs: Costs such as green-siting, environmental design, qualifying green suppliers, testing
pollution control alternatives are part of the costs of designing and operating processes, systems and facilities. Voluntary
Costs: There are costs of doing voluntary green costing which affect community relations, insurance, lower remediation
costs, and contribute to future sustainability. Back-End Costs: There are life cycle costs to closing and decommissioning
sites and processes. Life cycle costing allows costs to be defined at specified points in the future of a site or process. For
example licensing toxic materials, holding tanks for hazardous substances, clean-up, and pending regulations that will
add costs. Regulatory Costs: Instead of lumping green costs into overhead, transfer green costs to the process, system or
facility incurring the costs. Isolating regulatory costs will receive more management and worker attention. Contingent
Costs: These are costs that are expected to happen based on probability estimates of dollar value.
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For example, accidental release of contaminants, fines and penalties, permits, etc. Identifying them allows management
to plan for them. Image and Relationship Costs: Some

green costs are incurred to build a better corporate image with customers and communities. These are green image
expenses. Reports are done to appeal to green consumers and green investors. Green sites are selected, green award
programs are conducted, and there are green contributions (e.g. tree planting) that incur costs. Green Life Cycle: The life
cycle of a product, process, system or facility begins with acquisition to make it green to the decommissioning which
can include toxic removal and remediation. Life cycle is a more systematic and complete assessment of a firm's long
term costs. Green Management Accounting: uses data about environmental costs and performance for business
decisions. It collects cost, production, inventory, and waste cost and performance data in the accounting system to use to
plan, evaluate, and control.

Effective Balance Sheet:

An effective green balance sheet would be either in the red (a loss) or black (profit). However, this would only be after
including all internal and external cost categories, such as health problems for workers, emissions and pollution of air,
land or water, degradation of the natural environment and depletion of finite resources. Internal and external benefits
must also be calculated and quantified using monetary measures. These could include savings from new cleaner
technologies resulting in lower pollution and better health, new markets and substitution of raw materials or production
processes. Green accounts are a vital part of corporate social responsibility and can help with decision making and triple
bottom line profitability. Essentially an organization needs to compare the costs of avoiding or preventing
environmental damage against the cost of remedial activities.

Environmental expenditures/costs: These are expenses or costs related to environmental measures including
production-related costs and product research and development expenditures which are incurred primarily for ensuring
protection of environment. Total environmental expenditures can be classified into six categories such as capital
investment, operating costs, research and development cost, environment administration and planning, expenditures for
remedial measures and recovery measures.

Environmental liabilities: Obligation to pay future expenditure to remedy environmental damage that has occurred due
to past events, activities or transactions or to compensate a third party that has suffered from damage. It may even
include a contingent environmental liability that depends on occurrence or nonoccurrence of one or more future
uncertain events or to compensate a third party that has suffered from such damage. Environmental liability may be a
guantifiable one or non-quantifiable one. If it a quantifiable one - that is if we can measure its value accurately, give it in
the Balance sheet otherwise give a footnote explaining the nature of such liability.

Steps to incorporating Green accounting.

It has been argued that accountability of environmental policies of a business corporate is the basic requirement for a
secure future. Accounting for economic performance, and its environmental impacts, is the first step towards this goal.
It, however, is not so easy. For companies that willing to incorporate environmental accounting, here are some
suggested steps

* A company before starting green accounting must clearly define its accounting goals and environmental policies.

* Identify the stakeholders, the relationship that the organizations has with it and also the level of risk involved.

* Identify the environmental factors involved, their mode of measurement, and cost of achieving the goals.

* Identify the resource efficiency and cost saving techniques by encouraging innovative ideas.

* Keep record of how environmental costs decline over time with continuous green accounting.

* A separate account should be opened for environmental expenditures. It will help to measure and report
environmental expenditure and environmental performance

* The income statement should include cost and benefits attributable to ecological factors.

* An additional ecological value added statement should be prepared. It should include all operational costs related to
environmental management, regulatory costs, revenue generated, cost savings, grants, subsidies received and similar
factors.

* Most importantly, accountants must broaden their horizon and establish a dialogue with social and ecological
professionals to forge a common acceptable accounting framework.
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