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Chapter |

RECOMVENDATI ONS ADCPTED BY THE | NTERGOVERNVENTAL WORKI NG GROUP OF EXPERTS
ON | NTERNATI ONAL STANDARDS CF ACCOUNTI NG AND REPCRTI NG

For Governments and the international conmunity

A. Environnental accounting

1. Accounting and reporting for the environnment has becone increasingly
rel evant to enterprises (whether they be businesses, non-profit organizations or
government enterprises, such as municipalities and crown corporations) because
how an enterprise's environnental performance affects its financial health is of
i ncreasing concern to investors, creditors, governments and the public at |arge.
Sonme users of financial statements want to know the extent of a company's
envi ronnent al exposure and how the conpany is managing its environnental costs
and liabilities. 1In order to inprove the quality of accounting and reporting for
environmental costs and liabilities, policy makers and national standard-setters
need to give nore gui dance on how the traditional financial accounting franmework
could be used to produce useful information on environnental transactions and
perfor mance. The technical position paper (Annex) endorsed by the
I ntergovernnmental Wbrking G oup of Experts on International Standards of
Accounting and Reporting (ISAR) is put forward for the consideration of
CGovernnents, enterprises and other interested parties in order to contribute to
both the quality of environmental accounting and reporting and its harnonization.

2. | SAR requests Governnents and i nternational and regi onal organizations to
assist UNCTAD in the dissemnation of |ISAR s position paper, including
cooperating in the organi zation of regional workshops.

B. Strengthening of the profession in devel oping countries
and econom es in transition

3. G ven the need to strengthen the accountancy profession in devel opi ng
countries and economies in transition so that accountability and financi al
transparency are increased in both the public and private sectors,

Call's upon Governnents and international and regional organizations to
work with UNCTAD to create an enabling environment for the devel opnent of the
prof ession, specifically by closing the education gap between the devel oped and
devel opi ng countries by undertaking the foll owi ng nmeasures:

- devel opment of a global curriculumto serve as a benchmark indicating the
courses of studies needed to educate fully qualified accountants capable
of functioning in a gl obal econony;

- identification and elaboration of any other requirements necessary to
devel op fully qualified accountants;

- support to UNCTAD s progranme for |ong-distance training in |east
devel oped countries, particularly in Francophone African countries.
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C. Accounting for snmall and nediumsize enterprises

4. G ven the significant contributions small and nediumsize enterprises
(SMEs) make to the effective functioning of the market econony and to the
generation of enploynent, growth and sustai nabl e devel opnent, and the necessity
to determ ne the appropriateness of international accounting standards for use
by SMEs,

Call s upon Governnents to cooperate with UNCTAD in the identification of
the accounting needs of SMES in their countries and to provide informati on on any
accounting rules currently in force for SMEs.

For the UNCTAD secretari at

A. Asian crisis and disclosure

5. UNCTAD shoul d undertake together with the Asian countries in the Goup a
research project on the recent Asian financial crisis fromthe perspective of
accounting and auditing, identifying roomfor inprovenent in the accounting and
auditing systens and drawi ng | essons for the prevention of future crises, and
shoul d report back to | SAR as soon as possible.

B. Environnental accounting

6. UNCTAD shoul d publish and dissem nate | SAR s position paper on accounting
and financial reporting for environnental costs and liabilities as w dely as
possible. Also, it should include in International Accounting and Reporting
| ssues: 1998 Review the position paper and the two background docunents -

“Accounting and reporting for environnental liabilities and costs within the
exi sting financial reporting framework” and “Linki ng environnental and financi al
performance: A survey of best practice techniques”. The annual Revi ew should be

published in at |east three official |anguages in order to enhance its useful ness
to devel opi ng countri es.

7. UNCTAD shoul d prepare training materials based on the Review for use in
regi onal workshops and organize wth interested parties workshops in
envi ronnental accounting for devel oping countries and economies in transition

8. UNCTAD shoul d continue its research on the devel opnment of environnental
perfornmance indicators which could be |linked to financial perfornmance indicators.
It should request the ASC, I FAC, 1SO UNEP and other rel evant organi zati ons such
as NGOs to join in a cooperative effort, and it should report back the results
of this work to | SAR at an appropriate tine.

C. Accounting education

9. UNCTAD shoul d continue its work on the devel opment of a gl obal curricul um
in cooperation with relevant bodies such as | FAC, ASCA and ACCA, as well as on
ot her requirenents necessary for producing fully qualified accountants. It

shoul d report back its results to I SAR at its sixteenth session
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10. UNCTAD shoul d continue its efforts to strengthen |ong-distance |earning

programres in Francophone Africa in cooperation with other organizations
speci alized in distance-|earning and seek funding for this progranmre.

D. Accounting for SMEs

11. UNCTAD shoul d begin work on this topic and report back to the seventeenth
session of ISAR  Specifically, it should:

- anal yse the accounting and reporting needs of SMEs in various devel oped
and devel opi ng countries and econonies in transition

- determi ne the appropriateness of international accounting standards for
use by SMEs;

- i dentify best practices anpng various countries in accounting for SMEs;

- meke prelimnary recomendations for elaborating an accounting and
reporting nodel (basic rules and formats) for wuse in devel oped and
devel opi ng countries and economies in transition with a viewto pronoting

t he harmoni zation of practices in different countries;

- devel op training nodul es for accounting by SMEs, particularly for UNCTAD s
EMPRETEC pr ogr anme.

E. Governnent accounting

12. Taking into account the fact that there is a need for devel opi ng standards
for governnent accounting, UNCTAD should conmi ssion studies, resources
permtting, of the present practices in governnent accounting for possible future
consideration by the Group as an agenda item

Annex to recommendati ons

Posi tion paper: Accounting and financial reporting
for environnental costs and liabilities

A. Purpose and Focus of the Position Paper

1. Since the |ate 1980s, the Intergovernnental Wrking G oup of Experts on
I nternational Standards of Accounting and Reporting (I SAR) has given extensive
attention to issues relating to environmental accounting, and has undertaken a
nunber of surveys at the national as well as at the enterprise level. In 1991

it reached agreenent on a nunber of itens that it felt could be considered by the
board of directors for disclosure in its report or managenent discussion, in
order to deal with relevant environmental issues. In 1995, its thirteenth
session was devoted exclusively to the subject of environmental accounting.
During that session, [|SAR noted that although consi derable research was al ready
under way, a significant effort was still required to study and evaluate the
i nformation being produced, so as to identify the nost appropriate gui dance that
shoul d be given to Governnments and other interested parties. It concluded that
provi di ng such gui dance was inportant. Wthout its pronpt devel opnent, |SAR felt
that differences would arise, and nenber States would subsequently find
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thensel ves in the position of having to reconcile their independent standards and
procedures with those of other nenber States.

2. The purpose of this Position Paper on Accounting and Financial Reporting
for Environnental Costs and Liabilities is to provide assistance to enterprises,
regul ators and standard-setting bodies on what is considered best practice in
accounting for environnental transactions and events in the financial statenents
and associ ated notes. The sections on neasurenent and presentation are based on
a synthesis of positions devel oped, or being devel oped, by standard-setting and
ot her organizations, and includes extracts taken from some of the related
docunents. The section on disclosure is nore extensive than that contained in
the documents referred to, and includes sone of the disclosures previously
proposed by | SAR

3. | SAR recogni zes that a nunber of these issues are under consideration by
the International Accounting Standards Committee (I ASC). This Position Paper
attenpts to bring together in one place nost of the issues which have been raised

in corporate accounting and reporting of environnental inpacts. It is unlikely
that the IASC will issue such a conprehensive statenent in the near future. It
is more likely that it will incorporate environmental issues in each of its

i ndi vi dual standards, as appropriate. This approach could take a nunber of
years.

4, The focus of this Position Paper is on the accountability of the nmanagenent
of an enterprise for financial inplications of nanaging the environnental
resources entrusted to it and that are linked to the enterprise's activity.

5. The stated objective of financial statenents as contained in the Cbjectives
of Financial Statenents issued by |ISAR (1989) is to provide information about the
financial position of an enterprise, which is useful to a wide range of users in
meki ng decisions and is necessary for the accountability of managenent for
resources entrusted to it. The environment is a resource that is significant to
many enterprises, and it nust be managed efficiently for the benefit of both the
enterprise and society.

B. Need to Account for Environnmental Costs and Liabilities

6. Accounting for the environment has beconme increasingly relevant to
enterprises (whether they be businesses, non-profit organi zati ons or governnent
enterprises, such as nmunicipalities and crown corporations) because issues such
as the pollution of the environnent have becone a nore prom nent econonic, soci al
and political problem throughout the world. Steps are being taken at the
national and international level to protect the environnent and to reduce

prevent and mitigate the effects of pollution. As a consequence, there is a
trend for enterprises to disclose to the community at large information about
their environnental policies, environnental objectives and programres undert aken,
and the costs and benefits related to these policies, objectives and progranmres,
and to disclose and provide for environmental risks.

7. How an enterprise’s environnental performance affects its financial health
and how financial information relating to such performance can be used to assess
envi ronnmental risk, and the managenent of such risk, are often matters of concern
to investors and their advisers. Creditors have simlar needs, but an added
factor is the possibility of having to take on the responsibility for rectifying
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envi ronnment al damage shoul d a debtor default on a loan for which it has pl edged
| and as security; the anount involved may be significantly greater than that of
the original loan. Owners and sharehol ders are particularly interested because
of the potential inpact environmental costs nay have on the financial return on
their investnent in the enterprise. O her interested parties would include
custoners, suppliers, regulators, the general public, and those acting on their
behal f. The informati on provided should be presented in such a nmanner as not to
jeopardi ze business confidentiality in sensitive areas or the conpetitive
position of the enterprise.

C. Scope
8. This Position Paper deals wth accounting for and reporting of
environnmental costs and liabilities arising fromtransactions and events that
affect, or wll likely affect, the financial position and results of an

enterprise and, as such, should be reported in an enterprise’s financial
statenents. The recognition and neasurenent of costs or events that are not
absorbed by the enterprise are not covered. Exanpl es of such costs (often
referred to as external costs) can include those relating to the negative
i mpacts of air pollution and water pollution on the environment, which are borne
by society at large rather than the enterprise.

D. Definitions

9. The following terns are used in this Position Paper with the neanings
speci fi ed:

The environment conprises our natural physical surroundi ngs and
includes air, water, land, flora, fauna and non-renewable
resources, such as fossil fuels and m nerals.

An asset is a resource controlled by an enterprise as a result of
past events and from which future econom c benefits are expected
to flow to the enterprise

Aliability is a present obligation of the enterprise arising from
past events, the settlement of which is expected to result in an
outflow from the enterprise of resources enbodying economc
benefits.

A contingent liability is a potential obligation arising from past
events that exists at the bal ance sheet date, but whose outcone
will be confirmed only on the occurrence or non-occurrence of one
or nore uncertain future events that are outside the control of the
enterprise.

Envi ronnental costs conprise the costs of steps taken, or required
to be taken, to manage the environnmental inpacts of an enterprise’s
activity in an environnentally responsible nmanner, as well as other
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costs driven by the environnental objectives and requirements of
the enterprise. ¥

Envi ronnental assets are environnental costs that are capitalized
because they satisfy the criteria for recognition as an asset.

Environnental liabilities are obligations relating to environnental
costs that are incurred by an enterprise and that neet the criteria
for recognition as a liability. Wen the anount or timng of the

expenditure that will be incurred to settle the liability is
uncertain, "environnmental liabilities" are referred to in some
countries as "provisions for environnmental liabilities"

To capitalize is to record an environnental cost as an integra
part of a related asset, or as a separate asset, as appropriate.

An obligation is a duty or responsibility to others that entails
settlement, by future transfer or use of assets, provision of
services or other yielding of econom c benefits, at a specified or
determ nabl e date, on occurrence of a specified event, or on
demand.

A legal obligation is a statutory, regulatory or contractually
based obligation. A constructive obligation is one that can be
created, inferred or construed from the facts in a particular
situation, rather than being legally based,? or that arises from
ethical or noral considerations? and that an enterprise has little
or no discretion to avoid.

10. Accounting for environnmental costs and liabilities is covered by various
basi ¢ concepts of accounting that have evolved. O particular relevance are the
definitions of "liabilities" and "assets”. Additional disclosures may, however,

be necessary or desirable to fully reflect various environmental inpacts arising
fromthe activities of a particular enterprise or industry.

E. Recognition of Environnmental Costs

¥ Exanpl es include costs of disposal and avoi dance of waste, preserving or
inmproving air quality, cleaning up oil spills, renoving asbestos from buil di ngs,
researching for nore environmentally friendly products, and carrying out
envi ronmental audits and inspections. As noted in paragraph 45, what is included
as an environmental cost will require judgenent.

Fines, penalties and conpensation would be regarded as environnentally
related costs, and would not be included in this definition of environnmenta
costs, but would be disclosed separately.

2 For exanple, there may not be any |egal obligation for an enterprise to
clean up an oil spill in a particular jurisdiction, but the enterprise’'s
reputation, and its future ability to operate in that jurisdiction, may be
significantly at risk if it fails to do so.

% Sometines referred to as an equitable obligation.
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11. Envi ronnental costs should be recognized in the period in which they are

first identified. If the criteria for recognition as an asset have been net, they
shoul d be capitalized and anortized to the inconme statenent over the current and
appropriate future periods; otherwi se they should be charged to the income
statenment inmedi ately.

12. Issues relating to environmental costs centre on the period or periods in
which costs should be recognized, and whether they should be capitalized or
charged to incone.

13. In sone cases, an environnmental cost may relate to damage that has
occurred in a prior period. Exanples include environnmental danage to property
that occurred prior to acquisition, an accident or other activities in a prior
period that now require clean up, clean up of property disposed of in a prior
period, and costs of disposing or treating hazardous waste created in a prior
period. Accounting standards, however, generally preclude environmental costs
from being treated as a prior period adjustment unless there is a change in
accounting policy or unless there was a fundamental error. The exanples referred
to above woul d, therefore, generally not qualify as prior period adjustnents.

14. Envi ronnental costs should be capitalized if they relate, directly or
indirectly, to future econom c benefits that will flowto the enterprise through:

(a) increasing the capacity, or inproving the safety or efficiency of
ot her assets owned by the enterprise;

(b) reducing or preventing environnental contam nation likely to occur
as a result of future operations; or

(c) conserving the environnent.

15. The definition of an asset indicates that where a cost incurred by an
enterprise will result in future econom c benefits, it would be capitalized and
charged to inconme in the periods in which those benefits are expected to be
realized. Environnental costs that conply with such a criterion would,
therefore, be capitalized. Capitalization is also considered appropriate when
environnental costs are incurred for safety or environnental reasons, or where
they reduce or prevent potential contam nation, or conserve the environment for
the future. Wiile they may not directly increase econonic benefits, incurring
such costs may be necessary if the enterprise is to obtain, or continue to
obtain, future econom c benefits fromits other assets.

16. Many environmental costs do not result in a future benefit, or are not
sufficiently closely related to future benefits to enable themto be capitalized.
Exanpl es woul d include treatnment of waste products, clean up costs relating to
current operating activities, clean up of danage incurred by the reporting
enterprise itself in a prior period, ongoing environnmental adm nistration, and
environmental audits. Fines and penalties for non-conpliance with environnenta
regul ati ons, and conpensation to third parties for environnmental damage, are
regarded as environmentally related costs, and are also instances of costs
incurred that do not result in future benefits. Such costs would therefore be
charged to the incone statement i mediately.
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17. When an environnental cost that is recognized as an asset is related to

anot her asset, it should be included as an integral part of that asset, and not
recogni zed separately.

18. In nmost instances, environnental costs that are capitalized are related to
anot her capital asset. There is no specific or separate future benefit that
results fromincurring the environnental costs thenselves. The future benefit of
such costs lies in another productive asset that is used in the enterprise’'s
operations. For exanple, the renoval of asbestos from a building does not in
itself result in a future economi c or environmental benefit. It is the building
that receives the benefit. It would therefore be inappropriate to recognize such
asbestos renoval as a separate asset. A piece of nachinery that renoves pollution
from the water or atnosphere, on the other hand, could have a specific or
separate future benefit and could, therefore, be recognized separately.

19. When an environnental cost is capitalized and included as an integral part
of another asset, the conbi ned asset should be tested for inpairnment and, where
appropriate, witten down to its recoverabl e amunt.

20. The integration of capitalized environnental costs with the related asset
could, in sone instances, result in the conbined asset being recorded above
recoverabl e amount. Consequently, the conmbined asset should be tested for
impairment. Similarly, capitalized environmental costs recognized as a separate
asset should also be tested for inpairnment.? VWil st the recognition and
measur ement of environnmental inpairnment involves the sane principles as other
forms of inpairnment, the uncertainties nay be greater. In particular, the
"stigma" effect of environnental pollution on the value of neighbouring
properties has to be considered.

F. Recognition of Environnmental Liabilities

21. An environmental liability would normally be recognized when there is an
obligation on the part of the enterprise to incur an environmental cost.

22. An obligation does not have to be legally enforceable for an environnental
liability to be recognized. There may be cases where an enterprise has a
constructive obligation, where there is no |l egal obligation or where there is an
expansi on on the |egal obligation. For exanmple, it may be the enterprise's
established policy to clean up contam nation to a higher standard than that
requi red by | aw, because its business reputation would be affected if it did not
live up to this conmtnent, or because it is the right and proper thing to do.
For an environnental liability to be recognized in such situations, however
there has to be a commtnment on the part of the managenent of an enterprise to
incur the related environnmental costs (for exanple, a board decision recorded in
m nutes that are publicly available, or communicated by way of a public
announcenent). At the sane time, an enterprise should not be precluded from
recogni zing an environnental liability sinply because its managenent, at a |ater
date, is unable to neet the conmtnent. If this eventuality does occur, there
shoul d be disclosure of that fact in the notes to the financial statenents,
together with the reason why the enterprise’ s managenent is unable to neet the
conmi t ment .

¥ Refer to the work being undertaken by the I ASC on "I npairnent of
Assets" for further guidance on this subject.
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23. In rare situations, it may not be possible to estimate, in whole or in
part, the anpunt of an environmental Iliability. This does not exenmpt an
enterprise fromdisclosing the fact that there is an environmental liability.

In such a situation, the fact that no estinmate can be nade, together with the
reason therefor, should be disclosed in the notes to the financial statenents.

24, When environnental damage relates to the enterprise’s own property, or is
caused by the enterprise’ s operations and activities to other property for which
there is no obligation on the enterprise’s part to rectify, consideration should
be given to disclosing the extent of the damage in the notes to the financia
statenments or in a section of the report outside the financial statenents
t hensel ves. Wen there is a reasonable possibility that such danmage may have to

be rectified in some future period, a contingent liability may have to be
di scl osed.
25. Al t hough there may not be an obligation at the bal ance sheet date for an

enterprise to rectify environmental damage, the situation may change in future
periods, for example because of new |l egislation or a decision by the enterprise
to dispose of its property, in which case there will then be an obligation. In
any event, owners and shareholders are entitled to know the extent to which there
is environnental danage to the enterprise’s own property, as well as to the
property of others.

26. Costs relating to site restoration or the closure or renoval of long-Ilived
assets which the enterprise is under an obligation to incur should be recognized
as an environnental liability at the time of identifying the need to undertake
the remedial action relating to such site restoration, closure or renoval. In the
case of |ong-term decomr ssioning costs, however, an enterprise may choose to
provi de for such costs over the life of the related operations.

27. Since the obligation relating to future site restoration or closure or
renoval of long-lived assets arises when the rel ated danage to the environment
originally occurs, an environmental |iability would be recognized at that tine,

and not deferred until the activity is conpleted or the site is closed. Because
of their nature, however, an enterprise nay choose to recogni ze decomi ssi oni ng
costs over the life of the rel ated operations (see paragraph 40).

28. Future site restoration costs, which relate to danmage incurred in prior
peri ods which were necessary to prepare an asset or activity for operation, and
whi ch are recogni zed as an environnental liability at the time the rel ated damage

is incurred, should be capitalized.

29. In many situations, environnental danmage has to be incurred before an
enterprise can comence a particular activity and also throughout the |ife of
that activity. For exanple, mning operations could not be commenced w thout
rel ated excavation work being undertaken. Enterprises are frequently required to

undertake site restoration once the activity has been conpleted. Such
restoration costs would be accrued when the environnmental danage to which they
relate is incurred (see paragraphs 26 and 27). The ampunt would also be

capitalized and anortized to the inconme statenent over the life of the related
operations.

G Recognition of Recoveries
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30. An expected recovery froma third party should not be netted agai nst the
environnental liability, but should be separately recorded as an asset, unless
there is a legal right of set off. Where the amount is netted because there is
a legal right of set off, the gross amounts of both the environnental liability
and the recovery shoul d be discl osed.

31. In nost cases, an enterprise will remain primarily liable for the whole of
the environnmental liability in question such that if the third party fails to pay

for any reason, the entity would have to neet the full cost. If the enterprise
is not responsible for the third party’'s portion should it default, only the

enterprise’s portion would be recorded as an environmental liability.

32. Expected proceeds fromthe sale of related property and sal vage proceeds
shoul d not be netted against an environmental liability.

33. For an asset with limted |ife, salvage and residual values are normally
taken into consideration in arriving at the anpunt to be anortized. It would be
doubl e counting to reduce an environnental liability by such anpunts.

H. Measurenent of Environnental Liabilities

34. When there is difficulty in estimating an environnmental liability, the best
possi bl e estinmate should be provided. Details on how the estimate was arrived at
shoul d be disclosed in the notes to the financial statements. In those rare
situations where no estinmate can be provided, this fact and the reasons therefor
shoul d be disclosed in the notes to the financial statenments.

35. In some situations, an estimate of an environnental Iliability may be
difficult to determ ne because of the uncertainty about a nunber of factors. Such
factors include the extent and type of hazardous substances at a site, the range
of technol ogi es that can be used, and evol ving standards as to what constitutes
acceptable renediation. Even though it may not be practical to estinmate the
actual liability, it will often be possible to estinate a "range of loss". In
such an instance, the best estimate within the range shoul d be provided. Were
it is not possible to arrive at a "best estinmate”, at |east the m ninumestinate
shoul d be recognized. It would be a rare situati on when no estimte can be nade.
In such a case, note disclosure should be provided.

36. For environnental liabilities that will not be settled in the near term
| SAR expresses a preference for measuring the liability at the present val ue of
the estimated future expenditures that will be needed, based on the current cost
of performing the required activities and existing | egal and other requirenents.
Measuring the liability at the full current cost anmpunt is also considered
acceptable. For long-term decomm ssioning costs, providing for the antici pated
future expenditures over the life of the related operations is also considered
accept abl e. The approach used should be disclosed. Where the provisioning
approach is used, the estimated anount of the full provision needed to cover the
| ong-term deconmi ssi oning costs should al so be disclosed.

37. A nunber of approaches have been proposed for nmeasuring liabilities
relating to future site restoration, or closure and renoval, costs and for other
situations where expenditures relating to the settlenment of the liability are not
expected to be incurred for a considerable period of tine. They include the
foll owi ng:
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(a) the "present val ue" approach;
(b) the "current cost" approach;

(c) providing for the anticipated expenditures over the life of the
rel ated operations.

Both the present value approach and the current cost approach require the
determ nation of the estimated cost of performng the site restoration, closure
or renoval activities in the current period based on existing conditions and
l egal requirenments (the current cost estimate). Under the current cost approach

this amount would be reflected as the environmental liability. Under the present
val ue approach, however, the neasurenent of the environnmental liability would be
based on the present value of the estimted future cash outflows required to
satisfy the obligations. Providing for the anticipated expenditures over the life
of the related operations would be based on an estimate of the cash outfl ows that
woul d eventually be required, rather than the ampunt that would currently be
required.

38. The present val ue approach requires additional information about the tine
val ue of noney and the factors that nay affect the timng and anmount of the
estimated cash flows required to satisfy the obligations. Those latter itens
attenpt to estimate the outcone of future events and, consequently, increase the
| evel of uncertainty about that approach. As a result, some believe that the
reliability of the present value approach is not sufficient to require
recognition of a liability in the financial statenents. They believe that the
current cost approach is inherently nore reliable than the present val ue approach
because of the absence of uncertainties about future events.

39. Q hers believe, however, that the decision useful ness of the current cost
approach decreases with increases in the length of tine between the initial
recognition of the liability and its eventual settlenent, and that the rel evance
of the present val ue approach outwei ghs the perceived reliability of the current
cost approach.

40. In sone industries, it is acceptable practice to provide for long-term
decommi ssioning costs over the life of the related operations, for exanple with
respect to the deconm ssioning of drilling platforms or nuclear power plants.

The reasons for applying this practice are often pragmatic, in that it may avoid
what sone see as excessive volatility in reported incone and financial position
brought about by changes in the estimtes of such costs.

41. In nmeasuring an environnmental liability based on the present value
approach, the discount rate used to measure present value would normally be a
risk-free rate, such as that used for a governnent security that has a simlar
term Advances in technol ogies that are expected to take place in the near term
woul d be taken into consideration, but those of a |onger-term nature would not
be considered. Expected inflation that will affect the costs to be incurred would
al so be taken into consideration. Further, the anount of the environnmenta

liability would be revi ewed each year, and adjusted for any changes made in the
assunptions used in arriving at the estimated future expenditures. Measurenent
of a new or additional obligation will be based on factors relevant to the period
in which that obligation arises.
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42. For environnmental liabilities that will be settled in the near term the
current cost approach would normally be used.
I. Disclosure®
43. Di sclosure of information relating to environmental costs and liabilities

is inmportant for the purpose of clarifying or providing further explanation of
the itens included in the bal ance sheet or the incone statenent. Such disclosures
can be included in those financial statenents, in the notes to the financial
statenents or, in certain cases, in a section of the report outside the financia
statenents themselves. In deciding on whether an item of information, or an
aggregate of such itens, should be disclosed, consideration should be given to
whether the itemis material. In determning materiality, consideration would be
given not only to the significance of the ampunt, but also to the significance
of the nature of the item

Envi ronnment al costs

44. The types of itens that an enterprise has identified as environmental costs
shoul d be di scl osed.

45, Envi ronmental costs arise in a nunber of ways. Costs incurred by an
enterprise may inprove the operational efficiency of the enterprise, as well as
its environmental efficiency. What is included as an environmental cost wl]l
requi re judgenent. Sone enterprises may choose to include only those costs that
are "wholly and exclusively” attributable to environnmental neasures. O hers my
choose to nmake an arbitrary allocation when a cost is only partly environnental
Di scl osure of what has been included as an environnmental cost should, therefore,
be provi ded.

46. The anount of environnental costs charged to i ncome, distinguished between
operating and non-operating costs and analysed in a manner appropriate to the
nature and size of the business and/or the types of environmental issues rel evant
to the enterprise, and the amount of environmental costs capitalized during the
period, should be disclosed in the notes to the financial statenents.

47. The types of itens identified could include, but would not necessarily be
restricted to: liquid effluent treatnment; waste, gas and air treatnment; solid
waste treatnment; site restoration; renediation; recycling; and analysis, contro
and conpliance

48. Environnental ly related costs incurred as a result of fines and penalties
for non-conpliance with environnmental regulations and conpensation to third
parties as a result of loss or injury caused by past environnmental pollution and
damage shoul d be separately discl osed.

49. Fi nes, penalties and conpensation are different from other types of
envi ronmental costs in that they provide no benefit or return to the enterprise.
Separate disclosure is therefore appropriate.

% | SAR acknow edges that the disclosure proposed goes beyond that
advocated by standard-setting organi zations. On the other hand, mnim
disclosure is currently being provided by npst enterprises.
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50. An environmental cost recorded as an extraordinary item should be
separately disclosed.

Environnmental liabilities

51. Environmental liabilities should be separately disclosed either in the
bal ance sheet or in the notes to the financial statenents.

52. The basis used to neasure environnental liabilities (the present val ue
approach, or the current cost approach) should be discl osed.

53. For each material class of liabilities, the follow ng should be disclosed:
(a) a brief description of the nature of the liabilities;
(b) a general indication of the timng and terns of their settlement.

When there is significant uncertainty over the amounts of the liabilities, or the
timng of settlenent, this fact should be disclosed.

54. Any significant neasurenent wuncertainties relating to a recognized
environmental liability and the range of possible outcones should be disclosed.
55. Where the present val ue approach has been used as the basis of measurement,
consi deration would be given to disclosing all assunptions critical to estimating
the future cash outflows and the environnental liability recognized in the

financi al statements, including:

(a) the current cost estimate of settling the environnenta
liability;

(b) the estimated long-termrate of inflation used in conmputing
the environmental liability;

(c) the estimted future cost of settlenent;

(d) the di scount rate(s).
56. The disclosure called for in paragraphs 51 to 55 will assist users of the
information in their assessnent of the nature, tinmng and extent of an
enterprise’s conmitnent of its future financial resources.

Accounting policies

57. Any accounting policies that specifically relate to environnenta
liabilities and costs should be discl osed.

Gener a

58. The nature of environnental liabilities and costs recognized in the
financial statenments should be disclosed, including, inter alia, a brief
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description of any environnental damage, any |laws or regulations that require its
remedi ati on, and any reasonably expected changes to these laws or to existing
technol ogy that are reflected in the anpbunt provided for

59. The type of environnental issues that are pertinent to an entity and its
i ndustry shoul d be discl osed, including:

(i) the formal policy and progranmes that have been adopted by the
entity;

(ii) in cases where no such policy and programres exist, this fact
shoul d be stated;

(iii) the inmprovenents in key areas that have been nade since the
i ntroduction of the policy, or over the past five years
whi chever is shorter

(iv) the extent to which environmental protection nmeasures have
been undertaken owing to governnment |egislation, and the
extent to which governnent requirenents (for exanple, a
timetable for the reduction of em ssions) have been achi eved;

(v) any material proceedings under environnental |aws.¥

60. It would be desirable to disclose any government incentives, such as grants
and tax concessions, provided with respect to environmental protection neasures.

61. The discl osure advocated in paragraphs 58 to 60 could be provided either
in the notes to the financial statements or in a separate section outside the
financial statenents. It enables wusers of the information to assess an
enterprise’s current and future prospects regarding the inpact of environnental
performance on the financial position of the enterprise.

5 This is taken from | SAR s Concl usi ons on Accounting and Reporting by
Transnati onal Corporations (United Nations publication, Sales No.E . 94.11.A.,
New Yor k), paragraph 209
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Chapter 11
CHAI RPERSON' S SUMVARY OF THE EXPERTS' DI SCUSSI ONS
1. The fifteenth session of |SAR focused on one nain topic - environnental

accounting and financial reporting at the corporate |evel (under agenda item 3).

A.  Environnental accounting and financial reporting
at the corporate |evel

2. After a brief introduction by the secretariat, the representative of the
Canadian Institute of Chartered Accountants (CICA) introduced item 3(a)
“Exam nati on of national standards and regul ations for environnental financial

accounting”. He provided evidence of the perceived need for guidance in this
ar ea:
° Users of financial reports need information on the enterprise's

envi ronnental performance with its consequences for the financial health
of the enterprise; this information is currently absent from financial

reports;

] Fi nanci al statenents were designed to report on financial performnce, and
addi tional guidance is needed if environnmental performance is to be
reported;

] Interpretation of existing international and national standards in

envi ronmental accounting and financial reporting at the corporate level is
needed to prevent fundanental differences in amunts being neasured and
di scl osed; furthernore, conpanies are devising their own sol utions.

3. Sone of the problem areas di scussed by the experts included the definition
of *“environnental costs”; when to capitalize environnental costs; what
constitutes an “obligation” in the environnmental context; when to recognize an
environnmental Iliability; measurenment of an environnental liability; and

treatment of recoveries, all of which were contained in the original version of
Chapter | of “Environmental financial accounting and reporting at the corporate
[ evel (TD/ B/ COM 2/1 SAR/ 2).

4, In the discussions, it was suggested that the title of Chapter | be
changed. The G oup unani nously agreed that the present title, "Interim statement
of best practice guidance for environnental financial accounting and reporting”,
was i nappropriate, especially the use of the word “interini. Al so, various
del egat es reconmended avoi ding the term “best practice”, because practice in this
area was still evolving and it would be premature to refer to “best practice”
The ternms “position paper” and “gui delines” were suggested as alternatives since
| SAR was not a standard-setting body.

5. A nunmber of experts made the point that reliable and transparent
environnmental disclosure was needed by a w de audience of wusers such as
CGovernnents, investors, creditors, consuners and environnentalists. Simlarly,
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t he docunent should apply to a larger group of preparers of financial statenents,

i ncluding banks and governnent enterprises. Envi ronmental issues were
increasingly relevant to public enterprises, not just the private sector,
al though it was originally developed in that context. Experts stressed the

i mportance of the docunent as "val ue added" to devel oping countries and econoni es
intransition, as well as to devel oped countries. UNCTAD/ I SAR should therefore
synt hesi ze and publish the document for a w de circulation

6. It was suggested that the docunent could al so give guidance concerning
accounting for environnmental benefits as opposed to just costs and liabilities.
It was pointed out that benefits were even harder to neasure and this would have
to be the subject of subsequent work; furthernore, not everything could easily
fit into the conventional accounting frameworKk.

7. The first technical point addressed by the G oup was the definition of
envi ronmental costs, which were all the internal costs resulting fromsteps taken
to manage the environmental inpacts of an enterprise's activity.¥ A nunber of
exanpl es of environmental costs were given, including disposal and avoi dance of
waste, preserving or inproving air quality, and cleaning up oil spills. Not
i ncluded were fines and penalties, but these should be disclosed separately.
Normal Iy, environnmental costs should be charged to incone in the period in which
they were identified, unless the criteria for recognition as an asset had been
met, in which case they should be capitalized. Experts discussed the fact that
what was included as an environment cost would require judgement. Somre
enterprises mght choose to include only those costs that were wholly
attributable to environmental neasures. Qhers mght choose to nake an arbitrary
al |l ocati on when a cost was only partly environnmental. Therefore, disclosure of
what had been included as an environnental cost was essenti al

8. There was considerable debate on the description of and distinctions
bet ween various types of obligations. There was a cl ear understanding of a |egal
obligation, but in the opinion of nany speakers it was necessary to go beyond
them particularly if one considered substance over form The debate focused on
the ternms "constructive obligations” and "equitable obligations”, whether they
were distinct or overlapped. Constructive obligations arose out of a business-
type obligation or a business policy. Sone experts felt that equitable
obligations could be omtted because they were difficult to determ ne and coul d
constitute a subset of constructive obligations based on ethical or noral
consi derations. However, other experts insisted that not all equitable
obligations were constructive. An exanple was given of TNCs whi ch often accounted
for and reported on their environnental Iliabilities arising from |ega
obligations in devel oped countries but were silent on such liabilities arising
in devel oping countries where there was no |egislation. In the view of sone
experts the term “equitable obligation” would close a |oophole in that nost
conpani es now reported liabilities only when they had “no discretion” not to
report them The concept of obligations needed to be expanded beyond | ega
obligations, which were too narrow, particularly when viewed in an environnental
context. It was pointed out that the current conceptual accounting franmeworks
menti oned equitable obligations. The G oup agreed that the term “equitable
obligation” should remain in the docunent as a footnote to the term*constructive
obl i gation”.

Y For the full definition see the Position Paper
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9. Views differed about which nethod should be used to recogni ze environment al
liabilities relating to future site restorations, or closure and renoval,
deconmi ssioning costs and other situations where expenditures were not expected
to be incurred for a considerable period of tine. The discussion centred on
whet her full provision should be nmade i mMmedi ately for the entire future cost or
whet her it should be built up gradually over the life of the operation. It was
agreed that only in the case of long-term decommi ssioning costs could an
enterprise choose to provide for such costs over the life of the related
operations. The Goup al so agreed that when environnental damage related to the
enterprise’'s own property for which there was no obligation to clean up,
consi deration should be given to disclosing this fact. The rationale was that
this information was needed by the sharehol ders, especially when they were
di fferent from nmanagenent.

10. In concluding its discussion of item3(a) the Goup agreed to entitle the
docunment "Position paper: Accounting and financial reporting for environnmenta
costs and liabilities", and endorsed its contents for consideration by
Governnents, organi zations and other interested parties. It was felt that this

title better reflected the contents of the docunent.

B. Linkage between environnental performance and financial performance

11. The Group then turned its attention to item 3(b), which concerned the

i nkage between environmental performance and financial performance. The
representative of the Association of Chartered Certified Accountants (ACCA),
resource person, presented Chapter Il of document TD/ B/ COM 2/1 SAR/ 2, whi ch went

beyond the traditional financial statements and identified key environmenta
performance indicators currently in use by |eadi ng-edge enterprises to neasure
and communi cate environnental performance. He highlighted the apparent conflict
bet ween society's need to reduce the environnmental inpacts of enterprises and the
ability of statutory or non-statutory nechanisnms to make transparent the
financi al / econonmi ¢ consequences for the enterprise and its stakehol ders of being
a good environnental neighbour. As of late 1997 there had been no internationa
consensus on how corporate environnmental activity and inpact should be reported.

12. Fi nanci al performance indicators were precisely calculated on the basis of
nati onal accounting standards. Therefore, when financial analysts cal cul ated
these ratios for various enterprises they had reliable neasures conparing
performance. This was not the case with regard to environnental perfornmance.

13. The survey of envi ronnent al reports, cont ai ned in docunent
UNCTAD/ | TE/ EDS/ M sc. 9, revealed that there was no consensus on the use of
standardi zed environnental performance indicators. Each conpany wthin an

industry reported its performance using different environmental indicators, not
necessarily using the sane indicators fromyear to year. As a result, it was
nmore difficult to conpare the environmental perfornmance of different conpanies,
and to determ ne whet her the company was inproving over time, and the effect on
financial performance as seen in ternms of eco-efficient indicators. Eco-
efficient indicators relate the change in environmental inpacts to the change in
financial results (i.e. sales, value added). The speaker explained that there
was an increased |evel of business risk flowing from increasing |evels of
envi ronnental |egislation and growing public interest in corporate conpliance.
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He indicated that pressure for inproved reporting of environmental perfornance
was com ng from Governnents, regulators, investors, custoners, bankers, insurers
and environmental | obby groups. There was a need to conmuni cate environnental
performance in a standardi zed and coherent way if it was to be useful to a
potential wuser in understanding how corporate environnental strategy and
performance i npact on financial performnce and sharehol der val ue.

14. The representative of Ellipson, resource person, informed the G oup that
envi ronment al vari abl es such as environnental performance indicators (EPIs) had
an econom ¢ val ue; users wanted to see themin the annual report, and therefore
they had to be harmoni zed. They also had to be aggregated on the sanme basis as
the financial data if they were to be conbined with financial data when producing
eco-efficient indicators. Sone of these indicators, if appropriately
constructed, could be part of the audited statements. The banking comunity was
pressing for better EPIs because its concerns focused not only on asset quality
but also on the quality of managenent, and for this it wanted reliable core
i ndicators to be devel oped.

15. There was broad acceptance by the experts of the work undertaken so far
It was suggested that, in order to give users the full value and reflect the full
richness of the inputs and discussion that had gone into docunent
TDYB/COM 2/1 SAR/ 2, it be published and distributed together with the background
papers. Experts further suggested that these papers be translated into as many
| anguages as possible, published and dissem nated as w dely as possible,
i ncl udi ng through regi onal workshops. The material would have to be adapted to
produce the necessary training materials for the workshops. A nunber of experts
expressed interest in holding the workshops in their countries.

16. A nunber of experts referred to conplenentary work being carried out by a
nunber of international bodies such as I1ASC, | FAC and 1SO It was agreed that
these bodies should be brought into the research process and that ongoing
col | aboration should be established with them

C. Agenda item4 - O her business

17. The representative of the International Accounting Standards Conmittee
(I ASC) updated the G oup on ASC s work. Since the fourteenth session, it had
approved seven standards:

. IAS 12, I ncone Taxes

. | AS 33, Earnings Per Share

. IAS 1, Presentation of Financial Statenents
. | AS 14, Segnent Reporting

. I AS 17, Leases

. I AS 19, Enpl oyee Benefits

. I AS 34, Interim Financial Reporting
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18. It had also issued exposure drafts for inpairment of assets (E55),

di sconti nuing operations (E58), provisions, contingent liabilities and conti ngent
assets (E59), and intangible assets (E60). Di scussion papers on interim
reporting and financial instruments had been published. Three fina

interpretations on IAS 2, 23 and 28 had been issued and 11 draft interpretations
were under way. Oher work in progress included work on perfornmance reporting,
i nsurance, after the bal ance sheet date events and investnent properties. [|AS 30
on financial institutions would need to be brought into Iine with the accounting
requirenents for financial instrunments. The speaker asked the G oup to express
a preference regardi ng what projects outside the current one on agriculture could
address the specific needs of devel oping countries. Problens arising fromthe
process of privatization mght be relevant to devel oping countries as well as to
devel oped countries and economes in transition

19. The representative of the International Federation of Accountants (IFAC)
noted that during his address to the W rld Congress of Accountants,
M. Janes Wl fensohn, the President of the Wrld Bank, had challenged | FAC to
respond to the need to strengthen the profession in devel oping countries and to
fight corruption. Regarding the former, a neeting had already been held by I FAC
on 20-21 January 1998 in Washington D.C. with participants fromthe Wrld Bank

the I M-, regional devel opnent banks, UNDP, UNCTAD and OECD. The President of
| FAC had stressed the need to harness the resources and contacts of the
devel opnment agencies to the know edge, expertise and contacts of the profession

The | FAC Council had established an Anti-Corruption Task Force to give gui dance
to IFAC s nenber bodies as to how accountants should handle instances of
corruption of which they becane aware. Followi ng the General Agreenent on Trade
in Services (GATS), the Wrld Trade O gani zati on had established a Working Party
on Professional Services (WPS), which had endorsed the use of internationa

accounting and auditing standards and drawn up a voluntary guideline for nutual
recognition agreenments. |FAC was working actively to ensure that the nenbers of
the WPPS had an understandi ng of the organization of the profession as well as
of IFAC s position regardi ng neasures which could be taken to reduce barriers to
trade in accountancy services. Lastly, IFAC was still waiting for the
I nternational Organization of Securities Commi ssions (10SCO to endorse the
i nternational standards on auditing (1 SAs) prepared by | FAC.

20. The representative of the Arab Society of Certified Accountants (ASCA)
endorsed UNCTAD s project for devel oping a gl obal accounting curriculum He noted
that Sir Leon Brittan had said that

“a multilateral approach may appear to be the tortoise of trade
liberalization; it is slow and steady, but it will often win the race. It
woul d be m sgui ded, and spell the doomof the WIQ, if governnents around
the world were to forgo nultilateral commitnments on the grounds that
somet hing better would turn up bilaterally. Mst of the time, nothing
better turns up, and without nultilateral rules to lock in today s
liberalization, tonorrow s economic difficulties can turn the clock back
to a protectionist past.”

21. He referred to the work of the Association of Chartered Certified
Accountants (ACCA) and indicated that ACCA's wdely accepted programe
denonstrated that a global curriculumwas feasible. He pointed out that there
was still resistance to the possible direction that the WO m ght take with
regard to the liberalization of the profession. He also stated that while
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efforts were under way to standardize how the profession’s services were
provi ded, there was al so a need to standardi ze how t he servi ce-provi ders obt ai ned
their qualifications. |International organizations had often asked devel opi ng
countries how their accounting needs could be net, and those countries had
replied in a nunber of forums that they needed a benchmark gl obal qualification
if they were to conpete under the new rul es being devel oped by the WO

22. The representative of the Accounting and Auditing O ganization for Islanic
Financial Institutions (AAO FlI) described the various challenges facing Islamc
financial institutions in terns of the need devel op standards that addressed
their unique operating and reporting requirenents under the Sharia |laws. He
poi nted out that AAOQ FI had been working on standardi zi ng accounting and auditing
practices anong the Islamc countries and that its pronouncenents were avail able
to all those interested.

23. The representative of the European Conmi ssion DG XV, explained that the
Eur opean Commi ssion had proposed that European global players prepare their
consol idated financial statenents on the basis of international accounting
standards (1ASs) since there was no mgjor conflict between |[ASs and the
Accounting Directives. The European Conmi ssion now actively participated in the
work of [ ASC and coordinated with menber States the response to its exposure
drafts. Existing EU |l egislation wiuld need to be anended at regular intervals
so as to avoid conflicts between I ASs and the Accounting Directives. Although
a nunber of Accounting Directives inposed the statutory audit of financia

statenments and al though the 8th Directive (10 April 1984) had harnoni zed the
m ni mum qualifications for auditors, Conmunity |egislation at present did not
specifically deal with auditing matters. A conference and a Green Paper on the
role, position and liability of the statutory auditor had highlighted the absence
of a common franmework for European auditing and denonstrated the need for
Community action. In January 1998 the European Parliament had adopted a
resol ution supporting the Comm ssion’s Geen Paper. In March 1998 the Conmi ssion
woul d publish a Conmuni cation on the actions to be taken in the auditing field.
Substantial work had been done to prepare and to facilitate the transition to the
European single currency (euro). The European Commi ssion had published a bookl et
in which the accounting inplications of the euro were anal ysed.

24. The representative of the Association of Chartered Certified Accountants
(ACCA) updated the Group on recent activities in ACCA. It currently had 60, 000
menbers, about 40 per cent of whom were based outside the United Kingdom It also
had sonme 130,000 students studying for its qualification, 62 per cent of whom
were outside the United Kingdom  ACCA' s syllabus consisted of 14 papers and
exam nations. Al so, nenbers needed three years’ relevant practical experience
under an appropriate supervisor. He indicated that with the grow ng inportance
of 1 ASs, ACCA was making adjustnments in its educational programes and was the
first professional body to announce that it would provide a stream of exam nation
papers based on I ASs and | SAs. ACCA had been closely involved in the work of
| SAR and participated in the consultative neetings on the global curriculumfor
fully qualified accountants. Mich of ACCA s syll abus had been used to prepare
the benchmark curriculum Furthernmore, ACCA had worked wth |SAR on
environnental accounting and | ooked forward to cooperating further with |SAR
since the two bodies had conmon perspectives.

25. The representative of the Wirking Party on Professional Services (WPS)
Wrld Trade Organi zation, reviewed WPPS activities. He stated that the Singapore
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M ni sterial Declaration had encouraged the successful conpletion of international
standards by |IFAC, IASC and 108CO. He said that the WPPS had produced vol untary
gui delines for mutual recognition agreenents for professional qualifications.
Currently, it was working on what were expected to be mandatory “disciplines” or
rules for the further reduction of barriers to trade in accountancy services
covering licensing requirenments and procedures, qualification requirenents and
procedures, and technical standards.

26. The representative of the International Valuation Standards Conmittee
(I'vSC) presented the activities of the International Valuation Standards
Committee, which were inportant since the property conponent of foreign direct
i nvestnment ranged from5 to 20 per cent. Property was a significant el ement of
gl obal busi ness. It was often used as collateral in bank |ending, and the
volatility of property values in recent years had contributed to the econonc
turbul ence in stock nmarkets fromtinme to time. Wat investors, regulators and
users of wvaluations required was consistency, clarity, reliability and
transparency in valuation reporting worldw de. The I1VSC s main objective was to
fornul ate and publish valuation standards for use in financial statements and to
encour age the harnoni zati on of national standards. The speaker made particul ar
reference to I AS 16 on Valuation of Property, and stated that [VSC conplied with
it. 1AS 16 stipulated the benchmark practice of historic cost for property assets
but allowed an alternative treatnment - the revaluation of property assets.
Anot her treatnment - fair value - was currently under discussion

27. The representative of the European Federation of Accountants (FEE)
Presi dent of the Environmental Accounting Task Force, updated the Group on the
FEE's current activities. He stressed that accounting firnms, and not

governnments, should take the lead in comng up with standards addressing
envi ronnent al accounti ng.

28. The representative of the United Nations Devel opnent Progranmme (UNDP)
described efforts in the UNDP to establish an international organization of
nati onal governnment financial executives in order to inprove the quality of
governnent accounting by inproving and inplenenting accounting standards for the
public sector.

29. The Chairperson informed the Group of the recent progress nade by UNCTAD
in developing a global curriculum which had been nentioned earlier by the
representative of ASCA. In the absence of the regular session of ISAR in 1997,
a series of expert consultations had been held to advance the work on the gl obal
qualification. These had been chaired by the representative of ASCA and the
present Chai rperson. The experts at the consultations discussed the various
conponents of a global qualification, including a nodel curriculum the
exam nati on process, experience requirenents, an accreditation system for
national qualifications and licensing requirements. The Chairperson noted that
the International Forum of Actuaries Associations had started a simlar exercise
to produce m ni mum gl obal guidelines for the education of actuaries. The Forum
felt it was necessary to protect their professional titles and the public. They
had prepared a core syllabus for actuarial training worldw de and were organi zi ng
sem nars for the inplementation of the core syllabus. The experts at the
consul tations had summari zed and conpared various national curricula using the
revised |FAC guidelines (IGE No. 9) and IFAC s “Core of Know edge of the
Pr of essi onal Accountant” as a benchmark. Fromthis conparison a draft nodel
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curriculumhad been prepared. The experts at the present session were urged to
study this draft and to send comrents to the secretariat within two nonths.

30. A resource person, fromthe Department of Accounting, University of Geneva,
presented various ideas on possible collaborative research to address the
accounting needs of small and nedi umsize enterprises worldwi de. The G oup had
noted at its fourteenth session that international accounting standards m ght not
be appropriate for SMEs. Uniformty of accounting was not necessarily a
desirabl e ai msince different business entities had different reporti ng needs and
different capabilities, and therefore uniformreporting i nposed unnecessary costs

and inefficiencies. The principal types of actors in developing countries
i ncluded parastatals, subsidiaries of TNCs, incorporated SMEs, unincorporated
smal | busi nesses and unincorporated agricultural businesses. | ASs m ght be

appropriate for parastatals and TNCs but not necessarily for the others. New
research on this issue could include identifying the relative inportance of
different economic actors in different countries, sunmarizing the current
accounting rules in those countries, conducting interviews wth sanple
participants, and analysing results and drawi ng concl usions on the accounting
needs of SMEs, the appropriateness of | ASs and rules useful for SMEs. He invited
i nterested nenbers of the Goup to participate in the research.
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Chapter 111
ORGANI ZATI ONAL MATTERS
A. Opening of the session
1. The fifteenth session of the Intergovernnental Working Goup of Experts on

International Standards of Accounting and Reporting (1SAR) was opened by
M. Herbert Biener (CGernmany), Chairperson of the Goup at its fourteenth session.

B. Election of officers

(Agenda item 1)

2. At its 1st neeting, on 11 February 1998, the Goup el ected the follow ng
of ficers:
Chai r per son: M. Nel son Carval ho (Brazil)
Vi ce- Chai r man- cum Rapporteur: M. Alfred Stettler (Swtzerland)
C. Adoption of the agenda and organi zati on of work
(Agenda item 2)
3. At its 1st neeting, on 11 February 1998, the G oup adopted its provisional
agenda (TD/B/COM 2/1SAR/ 1), as foll ows:
1. El ection of officers
2. Adoption of the agenda and organi zati on of work
3. Envi ronnment al accounti ng:
(a) Exam nation of national standards and regulations for
environnental financial accounting
(b) Identification of key environmental performance indicators and
their relation to financial performance
4, O her busi ness
5. Provi si onal agenda for the sixteenth session of the Wirking G oup
6. Adoption of the report of the Wirking Goup on its fifteenth session
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D. Provisional agenda for the sixteenth session

(Agenda item 5)

4, The G oup considered two choices for the main agenda itemfor its sixteenth
session: the global qualification and accounting for SMES. It considered that
wor k was well advanced on the gl obal qualification, whereas work on accounting
for SMEs had yet to begin. A nunber of experts stressed the need to bring mature
work to the next session so that it could arrive at conclusions. The inportance
of both topics was acknow edged by a nunber of experts, but sonme thought that the
gl obal qualification was nore urgent, given the progress in the Wrld Trade
Organi zation. A global curriculumcould serve as a benchmark which would cut the
time and cost of negotiating nutual recognition agreenments. Therefore, UNCTAD
shoul d continue its work on the devel opnent of a global curriculumin cooperation
with other relevant bodies such as |IFAC, ASCA and ACCA, as well as on other
requirenments for fully qualified accountants. UNCTAD shoul d report back its
results to the sixteenth session. Regarding accounting for SMEs, UNCTAD shoul d
begin work on this topic and report orally at the sixteenth session and in ful
at the seventeenth session. The Group adopted its provisional agenda, with the
main item being “Devel opnment of a global accounting curriculum and other
qualification requirements” (for the provisional agenda see annex I[11).

E. Adoption of the report

(Agenda item 6)

5. At its closing plenary neeting, on 13 February 1998, the G oup adopted its
recommendati ons for governments, the international community and UNCTAD.
Included in those recommendations was its position paper "Accounting and
financial reporting for environmental costs and liabilities", which was put
forward for consideration by governnents, enterprises and other interested
parties in order to contribute to both the quality of environnental accounting
and reporting and its harnonization. The Vice Chairperson-cum Rapporteur was
aut horized to prepare the final report, under the authority of the Chairperson
to include the recommendati ons, the annexed position paper and the Chairperson's
summary of the experts’ discussions.
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Annex |
SUMVARY OF | NTRODUCTORY STATEMENTS
1. The outgoing Chairperson of the Intergovernmental Wrking Group at its

fourteenth session commented on the |arge nunber of experts, professional

associ ations and international organizations in attendance and expressed the hope
that the ol der nenbers of the Goup would nmeke a special effort to integrate the
new nmenbers. He stressed the fact that | SAR was very nuch a “working group” and
urged the experts to contribute their tinme and expertise to the various
activities. He then gave a brief report on his activities as Chairperson

including his presentation to the Conmission on Investnment, Technology and
Rel ated Financial |ssues. He sunmarized the results of the consultations of the
Trade and Devel opnent Board with regard to clarifying the status of the G oup

and he stated that he had received a legal opinion fromthe Ofice of Lega

Affairs at United Nations Headquarters, which he would convey to the new
Chai r per son

2. The Chairperson of the Intergovernnental Wrking Goup at its fifteenth
session thanked his predecessor for his excellent work. He noted that accounting
i ssues usual |y provoked no particul ar excitenment anong policy nmekers. However,
from time to tine issues such as environnental accounting, liabilities of
accountants and auditors, and transfer pricing, attracted nultidisciplinary
audi ences because they enbraced the real mof corporate governance. There had to
be a stronger |ink between | SAR and the Conmi ssion on Investnment, Technol ogy and
Rel ated Financial Issues since I1SARs work could facilitate both trade and
i nvest ment .

3. The Secretary-General of UNCTAD offered his reflections on the Asian
crisis, which according to many experts was essentially a banking crisis, at
| east in sone aspects, which started with an ill-perform ng banking system was
conpounded by excessive overseas borrowi ng, an unsustainable property and equity
boom and ended with a massive short-termoutflow, a free fall in the currency
and general |oss of confidence. He said that the worst m ght have been avoi ded,
or at least contained, if there had been sonme early warning signals. He recalled
that, at its Banking Forumin 1996, |SAR had conveyed the foll ow ng nessage to
pol i cy nmakers, which was now bei ng echoed by a nunber of financial experts after
the crisis had broken out:

“Accounting roles drive disclosure and better disclosure stinulates better
managenent and provi des nmore adequate information to deal with risks. The
use of international standards can contribute to financial stability and
a sound banki ng sector.”

4. Turning to the main topic on the agenda, the Secretary-Ceneral stressed the
i mportance of ISAR s work on environnmental financial accounting and reporting at
the corporate |evel. He expressed the hope that the Group would capture the

attention of policy nmakers before another crisis erupted, this time because of
| ack of disclosure of environnmental risks. He thought that the topic was tinely
and was needed because the users of financial statenents, particularly the
banki ng comunity, wanted to know how conpani es were managi ng environmenta
ri sks, the extent of their exposure and how this was reflected in their financia
statenents.
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Annex 11

PROVI SI ONAL AGENDA FOR THE SI XTEENTH SESSI ON

El ection of officers
Adoption of the agenda and organi zati on of work

Devel opnment of a global accounting curriculum and other qualification
requi renents

O her busi ness
Provi si onal agenda for the next session

Adoption of the report
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Annex 111
ATTENDANCE
1. The followi ng States nenbers of UNCTAD were represented at the session
Andorra Mauritius
Argentina Mexi co
Austria Mor occo
Azer bai j an Nam bi a
Bangl adesh Net her | ands
Bolivia Paki st an
Brazi | Par aguay
Canada Per u
Chi na Phi i ppi nes
Costa Rica Pol and
Cuba Por t uga
Cyprus Romani a
Czech Republic Russi an Federation
Denocrati ¢ Republic of the Congo Rwanda
Ecuador South Africa
France Spai n
Ganbi a Sri Lanka
Ger many Sudan
Hungary Swit zer| and
I ndi a Thai | and
I ndonesi a Tuni si a
I raq Tur key
Italy Ukr ai ne
Jamai ca United Kingdom of Great Britain
Japan and Northern Irel and
Jor dan United Republic of Tanzania
Kazakhst an United States of Anmerica
Kenya Ur uguay
Kyrgyzst an Venezuel a
Lebanon Yenen
Luxembourg Zanmbi a
Madagascar
2. The United Nations Environment Progranmme and the United Nations Devel oprment

Programme were represented at the session.

*/ For the list of participants, see TD/ B/ COM 2/ SAR/ | NF. 1.
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3. The following specialized agencies and related organization were
represented at the session

Wor | d Bank
I nternational Mnetary Fund
United Nations Industrial Devel opment Organization
The Worl d Trade Organization was al so represented at the session
4. The follow ng intergovernmental organizations were represented at the
sessi on:
Eur opean Communi ty
Organi zation of African Unity
5. The followi ng non-governmental organizations were represented at the

sessi on:

CGeneral Category

I nternational Confederation of Free Trade Unions
Worl d Savi ngs Bank Institute

6. The foll owi ng organi zations, specially invited by the secretariat, attended
t he session:

Accounting and Auditing Organization for Islam c Financial Institutions
Arab Society of Certified Accountants

Associ ation of Chartered Certified Accountants

Canadi an Institute of Chartered Accountants

Certified General Accountants Canada

Federati on of European Accountants

I nternational Accounting Standards Conmittee

I nternational Federation of Accountants

I nternational Federation of French-Speaki ng Accountants

I nternational Valuation Standards Comrittee



