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INTRODUCTION 
 
In 1992 was published the fifth action programme on the 

environment "Towards sustainability". Among a range of proposals in the 
area of environmental protection, it provides for a Community initiative in 
the area of accounting. This initiative should relate primarily to the ways 
and means used by companies to report on financial aspects relating to the 
environment. An enhanced attention to financial aspects could contribute to 
achieving the goals of the programme; ensuring that environmental 
expenditures and risks are taken into account could increase the company's 
awareness of environmental issues. In 2001 has adopted a communication 
concerning the sixth action plan for the environment (24 January 2001). 

The Amsterdam Treaty recognised that a key element for promoting 
sustainable development is the principle of the integration of environmental 
requirements into other policies. In view of this objective, the Cardiff 
European Council endorsed a strategy for the integration of environmental 
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objectives into all Community policies and actions. This strategy was 
confirmed and further developed by the Vienna European Council that 
invited the Internal Market Council to consider how such integration could 
be achieved in this particular domain. 

The lack of explicit rules has contributed to a situation where 
different stakeholders, including regulatory authorities, investors, financial 
analysts and the public in general may consider the environmental 
information disclosed by companies to be either inadequate or unreliable. 
Investors need to know how companies deal with environmental issues. 
Regulatory authorities have an interest in monitoring the application of 
environmental regulations and the associated costs. Nonetheless, voluntary 
disclosure of environmental data in the annual accounts and annual reports 
of companies is still running at low levels, even though it is often perceived 
that enterprises face increasing environmental costs for pollution prevention 
and clean-up equipment and for waste clean-up and monitoring systems, in 
particular those enterprises operating in sectors that have significant impacts 
on the environment. 

 
RECOGNITION OF ENVIRONMENTAL LIABILITIES 

An environmental liability is recognised when it is probable that an 
outflow of resources embodying economic benefits will result from the 
settlement of a present obligation of an environmental nature that arose from 
past events, and the amount at which the settlement will take place can be 
measured reliably. The nature of this obligation must be clearly defined and 
may be of two types: 

- legal or contractual: the enterprise has a legal or contractual 
obligation to prevent, reduce or repair environmental damage, or 

- constructive: a constructive obligation arises from the enterprise's 
own actions when the enterprise has committed itself to prevent, reduce or 
repair environmental damage and has no discretion to avoid such action 
because, on the basis of published statements of policy or intention or by an 
established pattern of past practice of the enterprise, the enterprise has 
indicated to third parties that it will accept the responsibility to prevent, 
reduce or repair environmental damage. 

Past or current industry practice result in a constructive obligation 
for the enterprise only to the extent that management has no discretion to 
avoid action. It will only occur when the enterprise has accepted the 
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responsibility to prevent, reduce or repair environmental damage by a 
published specific statement or by an established pattern of past practice. 

Environmental damage which may be related to the enterprise or 
may have been caused by the enterprise but for which there is no legal, 
contractual or constructive obligation to rectify the damage's extent, does 
not qualify to be recognised as an environmental liability in the enterprise's 
annual accounts. This does not prejudice the application of the criteria set 
out for contingent environmental liabilities. 

An environmental liability is recognised when a reliable estimate of 
the costs derived from the obligation can be made. If, at the date of the 
balance sheet, there is an obligation the nature of which is clearly defined 
and which is likely to give rise to an outflow of resources embodying 
economic benefits, but uncertain as to the amount or as to the date, then a 
provision should be recognised, provided that a reliable estimate can be 
made of the amount of the obligation. Uncertainties as to the date or as to 
the amount relate, for example, to evolving clean-up technologies and the 
extent and nature of the clean up required. In the rare circumstances where a 
reliable estimate of the costs is not possible, the liability should not be 
recognised. It should be regarded as a contingent liability. 

A contingent liability should not be recognised in the balance sheet. 
If there is a possibility, which is less than probable, that the damage has to 
be rectified in the future but the obligation has yet to be confirmed by the 
occurrence of an uncertain event, a contingent liability should be disclosed 
in the notes to the annual accounts. If it is a remote possibility that the 
enterprise will have to incur an environmental expenditure or such 
expenditure will not be material, disclosure of such contingent liability is 
not required. 

 
MEASUREMENT OF ENVIRONMENTAL LIABILITIES 

An environmental liability is recognised, when a reliable estimate of 
the expenditure to settle the obligation can be made. 

The amount of the liability should be the best estimate of the 
expenditure required to settle the present obligation at the balance sheet 
date, based on the existing situation and taking into account future 
developments both technical and in legislation, in so far as their occurrence 
is probable to occur. 

The amount should be an estimate of the full amount of the liability 
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irrespective of the date on which the activity is ceased or the liability is due 
to be settled. 

In estimating the amount of an environmental liability, the following 
rules apply. If the liability being measured involves different possible 
outcomes, according to paragraph 23, the best estimate should be accounted 
for. In the extremely rare cases where it is not possible to determine the best 
estimate of the liability with sufficient reliability, that liability should be 
regarded as a contingent liability and, therefore, its existence should be 
disclosed in the notes to the annual accounts. In addition, disclosure should 
be given of the reasons why no reliable estimate should be made. 

Furthermore, for measuring the amount of an environmental 
liability, the following should be taken into consideration: 

- incremental direct costs of the remedial effort, 
- cost of compensation and benefits for those employees who are 

expected to devote a significant amount of time directly to the restoration 
effort, 

- post-remedial monitoring requirements, 
- advances in technology, so long as it is probable that the 

governmental authority will approve the technology. 
 

DISCLOSURES OF ENVIRONMENTAL ISSUES 
Environmental issues should be disclosed to the extent that they are 

material to the financial performance or the financial position of the 
reporting entity. Depending upon the item, disclosures should be included in 
the annual and consolidated annual report or in the notes to the annual and 
consolidated accounts.  

Disclosure in the annual and consolidated annual report 
On the basis of the provisions laid down in the seventh Directive on 

the contents of the annual and consolidated annual report of companies, 
where environmental issues are relevant to the financial performance and 
position of the undertaking or its development, the annual report should 
include a description of the respective issues and the undertaking's response 
thereto. This information must provide a fair review of the development of 
the undertaking's business and position to the extent that environmental 
issues can directly affect it. For this purpose, the following disclosures are 
recommended: 

(a) the policy and programmes that have been adopted by the 
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enterprise in respect of environmental protection measures, particularly in 
respect of pollution prevention. It is relevant for users of the annual report to 
be able to ascertain to what extent environmental protection is an integral 
part of the company's policies and activities. Where applicable, this may 
include reference to the adoption of an environmental protection system and 
required compliance with a given set of associated standards or 
certifications; 

(b) the improvements that have been made in key areas of 
environmental protection. This information is particularly useful if, in an 
objective and transparent manner, it provides a record of the performance of 
the enterprise with respect to a given quantified objective (for example 
emissions over the past five years) and reasons as to why significant 
differences may have arisen; 

(c) the extent to which environmental protection measures, owing to 
present legislation or resulting from change in future legal requirements that 
have been substantially enacted, have been implemented or are in process of 
implementation; 

(d) where appropriate and relevant to the nature and size of the 
business operations of the company and to the types of environmental issues 
relevant to the enterprise, information on the environmental performance of 
the enterprise: such as energy use, materials use, water use, emissions, waste 
disposals; 

(e) if the company issues a separate environmental report that 
contains more detailed or additional quantitative or qualitative 
environmental information, a reference to this report. If the environmental 
report contains the information mentioned in (d), a summary description of 
the issue and an indication that further relevant information can be found in 
the environmental report could also be made. Information provided in a 
separate environmental report should be consistent with any related 
information in the annual report and annual accounts of the enterprise. If the 
environmental report has been subject to an external verification process, 
this should be stated in the annual report. It is relevant to inform users of the 
annual report as to whether or not the environmental report contains 
objective, externally verifiable data. 

The scope and boundaries of the reporting entity should preferably 
be the same in both the annual report and the separate environmental report. 
If not, they should be clearly stated in the environmental report so that it can 
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be identified to what extent it corresponds to the entity reporting in the 
annual report. Furthermore, the reporting date and period of the separate 
environmental report should also preferably be the same as that of the 
annual report. 

In conformity with the provisions of the fourth and seventh 
Directives, the following information should be disclosed in the notes: 

(a) description of the valuation methods applied, and the methods 
applied in calculating the value adjustments, on environmental issues as part 
of the disclosure in accordance with the fourth Directive and the seventh 
Directive; 

(b) extraordinary environmental expenditures charged to the profit 
and loss account, in accordance with the fourth Directive and the seventh 
Directive; 

(c) disclosure and details of the caption "Other provisions", if not 
disclosed on the face of the balance sheet; 

(d) contingent environmental liabilities including narrative 
information in sufficient detail, so that the nature of the contingency can be 
understood. If significant measurement uncertainties make it impossible to 
estimate the amount of an environmental liability, this fact together with the 
reasons therefor should be disclosed along with, where possible, the range 
of possible outcomes. 

In addition to the requirements of the fourth and seventh Directives, 
the following disclosures should be provided in the notes: 

(a) for each material environmental liability, a description of its 
nature and an indication of the timing and terms of settlement. An 
explanation of the damage and of the laws or regulations which require its 
remediation and the restoring or preventive steps being taken or proposed. 
Where the nature and conditions of the items are sufficiently similar this 
information could be disclosed in an aggregated manner. If the amount of 
costs is estimated based on a range of amounts, a description of how the 
estimate was arrived at, with an indication of any expected changes in the 
law or to existing technology that are reflected in the amounts provided for; 

(b) where the present value method has been used and the effect of 
discounting is material, the undiscounted amount of the liability and the 
discount rate used should be disclosed; 

(c) in the case of long-term site-restoration, decommissioning and 
dismantling costs, the accounting policy. Where the company uses a gradual 
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build-up of a provision the amount of the full provision that would be 
required to cover all such long-term costs. The provisions with regard to 
disclosure of environmental expenditure charged to the profit and loss 
account and environmental expenditure capitalised, should also be taken 
into consideration; 

(d) the amount of environmental expenditure charged to the profit 
and loss account and the basis on which such amounts are calculated. Where 
relevant, a subdivision of the items the enterprise has identified as 
environmental expenditure, in a manner that is appropriate to the nature and 
size of the business operations of the company and to the types of 
environmental issues relevant to the enterprise. To the extent that it is 
possible and relevant, a breakdown of the expenditure by environmental 
domain is appropriate; 

(e) to the extent that it can be reliably estimated, the amount of 
environmental expenditure capitalised during the reporting period. If 
applicable, it should also be disclosed what part of the amount concerned 
relates to expenditure aimed at removing pollutants after their creation, and 
what part represents the additional expenditure to adapt the installation or 
the production process in order to generate less pollution (i.e. that relates to 
technologies or practices for pollution prevention). To the extent that is 
possible and relevant, a breakdown of capitalised expenditure by 
environmental domain is appropriate; 

(f) where significant, costs incurred as a result of fines and penalties 
for non-compliance with environmental regulations, and compensations 
paid to third parties, for example as a result of loss or injury caused by past 
environmental pollution, should be disclosed separately, if not already 
separately disclosed as extraordinary items. Whilst related to the impact of 
the company's operation on the environment, these costs do not prevent, 
reduce or repair damage to the environment, therefore separate disclosure 
from environmental expenditures is appropriate; 

 
CONCLUSIONS 

In the absence of harmonised authoritative guidelines in relation to 
environmental issues and financial reporting, comparability between 
companies becomes difficult. When companies do disclose environmental 
information it is often the case that the value of the information is seriously 
handicapped by the absence of a common and recognised set of disclosures 
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that includes the necessary definitions and concepts with regard to 
environmental issues. The information is often disclosed in a variety of non-
harmonised ways among companies and/or reporting periods, rather than 
being presented in an integrated and consistent manner throughout the 
annual accounts and the annual report. 

The costs of collecting and reporting environmental data and the 
sensitiveness or confidentiality that might be associated, in certain cases, 
with such information are frequently regarded as deterrent factors for 
disclosure of environmental information in the financial statements of 
companies. Users of financial statements need information about the impact 
of environmental risks and liabilities on the financial position of the 
company, and about the company's attitude towards the environment and the 
enterprise's environmental performance to the extent that they may have 
consequences on the financial health of the company. 

The International Accounting Standard Board has published several 
international accounting standards that lay down provisions and accounting 
principles that are relevant when dealing with environmental issues. 
Nevertheless, there is little guidance directly related to such matters and no 
specific international accounting standard solely focused on environmental 
issues. 

It must been a gradual development of separate environmental 
reports, particularly by companies that operate in sectors with significant 
environmental impacts. Therefore, the aim should be to make separate 
environmental reports and the annual accounts and annual reports more 
consistent, cohesive and closely associated. The purpose is to promote this 
aim by ensuring that environmental disclosures are incorporated in the 
annual accounts and annual reports in a way that complements the more 
detailed and wide-ranging separate environmental reports. 

 
BIBLIOGRAPHY 

1. BREZEANU PETRE, 2007, Finanţe europene, Editura C.H. Beck 
2. COSMINA PITULICE, 2007, Teorie şi practică privind grupurile de 

societăţi şi situaţiile financiare consolidate, Editura Contaplus 
3. *** , Directiva a IV-a a Consiliului Comunităţii Europene  
4. ***, Directiva a VII-a a Consiliului Comunităţii Europene 
 


