Chapter 6 Environmental Management Accounting
1.
Objectives

1.1
Discuss the issues businesses face in the management of environment costs

1.2
Describe the different methods a business may use to account for its environmental costs.
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2.
Managing Environmental Costs

2.1
Importance of environmental costs

	2.1.1
	Importance of Environmental Costs

	
	Environmental costs are important to the businesses for a number of reasons.

(a)
Society as a whole has become more environmentally aware.

(b)
Environmental costs are becoming huge for some companies, particularly those operating in highly industrialized sectors such as oil production. In some cases, these costs can amount to more than 20% of operating costs.

Therefore, identify environmental costs associated with individual products and services can assist with pricing decisions and potential cost savings.

(c)
Regulation is increasing worldwide at a rapid pace, with penalties for non-compliance also increasing accordingly.


	2.1.2
	Case Study

	
	On 20 April 2000, multinational oil company BP’s Deepwater Horizon rig exploded off the coast of the US state of Louisiana, killing 11 workers. BP chairman, Carl-Henric Svanberg was invited to meet US President Barack Obama amid concerns that the company did not have enough cash to pay for the clean-up operation and compensation for those affected – estaimted at $32.2 billion. The reputation of the global BP brand was seriously damaged.


2.2
Defining environmental costs
	2.2.1
	Four Types of Environmental Costs

	
	There are many varied definitions of environmental costs. The US Environmental Protection Agency makes a distinction between four types of cost.

(a)
Conventional costs – such as raw materials and energy costs that have an impact on the environment.

(b)
Potentially hidden costs – costs captured by accounting systems but then losing their identity in general overheads.

(c)
Contingent costs – costs to be incurred at a future date, e.g. clean up costs.

(d)
Image and relationship costs – costs that, by their nature, are intangible, for example, the costs of preparing environmental reports to ensure compliance with regulatory standards.


2.3
Identifying environmental costs
2.3.1
The majority of environmental costs are already captured within accounting systems. The difficulty lies in pinpointing them and allocating them to a specific product or service. Typical environmental costs are listed below.

(a)
Consumables and raw materials

(b)
Transport and travel

(c)
Waste and effluent disposal

(d)
Water consumption

(e)
Energy

2.3.2
In 2003, the United Nations Division for Sustainable (UNDSD) identified four management accounting techniques for the identification and allocation of environmental costs:

(a)
input/outflow analysis

(b)
flow cost accounting

(c)
activity based costing

(d)
life cycle costing

These are referred to later section under “accounting for environmental costs”.

2.4
Controlling environmental costs

2.4.1
It is only after environmental costs have been defined, identified and allocated that a business can begin the task of trying to control them.
2.4.2
Here, some basic examples of environmental costs are used when considering how an organization may go about controlling such costs. Let us consider an organization whose main environmental costs are as follows:
(a)
waste and effluent (流出的) disposal

(b)
water consumption

(c)
energy

(d)
transport and travel

(e)
consumables and raw materials

	2.4.3
	Examples of Controlling Environmental Costs

	
	(a)
Waste – For example, the costs of unused raw materials and disposal; taxes for landfill (垃圾堆填); fines for compliance failures such as pollution.
It is possible to identify how much material is wasted in production by using the mass balance approach (物料衡算), whereby the weight of materials bought is compared to the product yield. From this process, potential cost savings may be identified.

In addition to these monetary costs to the organization, waste has environmental costs in terms of lost land resources (because waste has been buried) and the generation of greenhouse gases (能引起溫室效應的氣體如二氧化碳、甲烷等) in the form of methane (甲烷,沼氣).
(b)
Water – You have probably never thought about it but businesses actually pay for water twice, first, to buy it and second, to dispose of it. If savings are to be made in terms of reduced water bills, it is important for organizations to identify where water is used and how consumption can be decreased.
(c)
Energy – Often, energy costs can be reduced significantly at very little cost. Environmental management accounts may help to identify inefficiencies and wasteful practices and, therefore, opportunities for cost savings.
(d)
Transport and travel – Environmental management accounting can often help to identify savings in terms of business travel and transport of goods and materials. At a simple level, a business can invest in more fuel-efficient vehicles, for example.

(e)
Consumables and raw materials – These costs are usually easy to identify and discussions with senior managers may help to identify where savings can be made. For example, toner cartridges for printers could be refilled rather than replaced.


3.
Accounting for Environmental Costs
3.1
Input/output analysis

3.1.1
This technique records material inflows and balances this with outflows on the basis that, what comes in, must go out. Process flow charts can help to trace inputs and outputs, in particular waste.
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3.1.2
As shown in the diagram above, the input is regarded as 100% and spilt across the outputs which are sold and stored goods and residual (regarded as waste).

3.1.3
By accounting for process outputs in this way both in physical quantities and in monetary terms, businesses are forced to focus on environmental costs.
3.2
Flow cost accounting
3.2.1
This techniques uses not only material flows but also the organizational structure. It makes material flows transparent by looking at the physical quantities involved, their costs and their value.
3.2.2
It divides the material flows into three categories:
(a)
material

(b)
system and delivery

(c)
disposal

The values and costs of each material flow are then calculated.
3.2.3
This method of cost accounting focuses on reducing the quantity of materials which, as well as having a positive effect on the environment, should reduce business’ total costs in the long-term.

3.3
Environmental activity-based costing
3.3.1
ABC allocates internal costs to cost centres and cost drivers on the basis of the activities that give rise to the costs.
3.3.2
Under an activity-based system, a distinction is made between environment-related costs and environment-driven costs.
(a)
Environment-driven costs such as costs relating to a sewage plant or incinerator are attributed to joint environmental cost centres.
(b)
Environment-related costs such as increased depreciation or a higher cost of staff are allocated to general overheads as they do not relate directly to a joint environmental cost centre.

3.4
Life-cycle costing
3.4.1
Under this method, environmental costs are considered from the design stage of a new product right up to the end-of-life costs such as decommissioning and removal. This is particularly important in some countries where businesses are held responsible for costs associated with the end of a life of a product.
3.4.2
The consideration of future disposal or remediation costs at the design stage may influence the design of the product itself, saving on future costs.
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