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Abmtt
Climate Change, the biggest threat the world nofaésg throws a bigger
challenge to the Accounting Standard Setters afsglobally agreed framework
on reporting the carbon disclosure in the mainstréaancial report is require.
With a considerable effort of many drivers to agadior carbon emissions, the
companies with exposure to high carbon risk defipiheeds to report their
financial performance to the well informed investoiThe governments
tightening its control machinery to save the wdrtim facing another 2°C
temperature rise, the industrial world is looking &n effective Carbon
Guidelines. Who is responsible to set an effecive globally agreeable
framework?

Carbon emissions, a sensitive term internationalhjich brought heated and
sensitive reactions from the world leaders in gently held summit in
Copenhagen, is the biggest threat to our planét.edihe reduction of carbon
emission is an urgent need and who is willing tmycthe torch to integrate the
concern for environment is still vague even after Copenhagen meet. The
blaming tones, protective voices, defensive argusiand self justifications could
not prevent the global warming any further, if tbeal point from where to
trigger the emission control is not identified.

Speaking at the World Business Summit in Copenhdgaun Dickinson, Chief
Executive of the Carbon Disclosure Project (CDRJ,sas the current economic
crisis illustrates the failure to acknowledge rigkshe short term can lead to
substantial legacies in the long term. Against background, it is imperative
that companies supply their shareholders with gpjate climate change data”

! Andrew Dorroughue, “Green annual reporting standards edge closer”, Business Green(May
2009)
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Global warming is a threat since the century otistdalization and it would be
right if the companies start paying back the repharges. At this point, it is
essential to understand that without a standardizettiod of accounting and
reporting for carbon emission, it would rather If@allt to force the companies
to begin reducing carbon emissions. As Alan Mc@iticeWaterhouseCoopers
(PwC) partner in sustainable development and cérohainge said, “it took 125
years over which financial accounting rules devetband filled gaps as
businesses became more complex, we don’t haveahadf time when it comes
to climate change. We don’t have 100 years to@aucior carbon”.

Companies are employing a variety of different actmg practices for carbon
emissions in the absence of clear internationalange on the issue, according to
a survey by PwC and the International EmissionslificrAssociation (IETA)

The exposure given to the problem of climate chamgéorcing the corporate
world to be committed to find ways and means toleasjze their fairness of
reporting regarding the emission efforts but theuven in reporting guidelines
shifts the responsibility from the corporation be tstandard setters.

Having identified the urgency with which the industworld is to take a
constructive step towards disclosing their effarisl expenses in managing
carbon emissions, this paper attempts to identifg 8 expected to set the carbon
guidelines so that it could positively influence ttarbon reporting pattern of the
corporate world. Setting a universal guidanceanba@n reporting and getting an
accepting nod from all the professional bodies egoments, accounting and audit
firms is a huge task and it can get full justicéyahthe job is done by a very
established and well received Board, Forum, Praje@rganization. This study
identifies some of the well accepted drivers arairtbfforts towards setting a
carbon framework. The feedback for those propdsedeworks are analyzed to
derive a better picture of the progress in setirgdpbally acceptable carbon
guideline in the mainstream and other financiabrépg. This research paper
does not attempt to assess the current carbontirgppatterns of the companies.

A brief overview on what is carbon emission anditttensity of the problem will
well explain the need of the hour.

Carbon emission
Carbon emission means polluting carbon substait@sdrbon dioxide and
carbon monoxide released into atmosphere and fgrpofiutants in the

% Lack of consistency in carbon accounting — IETA, PwC, Carbon Finance, 17 May 2007
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atmosphere. Global warming is caused by the emmsHigreenhouse gases, 72%
of the totally emitted greenhouse gases is carimaidk (CQ), 18% Methane

and 9% nitrous oxide (NO). Carbon dioxide emissidinsrefore, are the most
important cause of global warming. €S inevitably created by burning fuels
like e.g. oil, natural gas, diesel, organic-diepelyol, organic-petrol, ethanol. The
emissions of C@have been dramatically increased within the l@sgéars and

are still increasing by almost 3% each y&appendix 1)

If we could consider seriously what Intergovernnaéfanel on Climate Change
(IPCC) warns about global emissions, that the aonsswvould need to peak and
start to decline within about 15-20 years, thenglamet earth would have a
reasonable chance of avoiding temperature risé@fRy 2050, the world-wide
average (C@) emission per capita needs to be reduced to 2a@ngear. In the
following years, the emissions will need again ¢ocht by half.

Andrew Dessler, a climate scientist at Texas A&Mvénsity, said Atmospheric
Infrared Sounder Instrument (AIRS) observationglonate model predictions
confirmed that as the climate warms, the atmospiveréd become more humid,
thus more than doubling the warming effect of iased carbon dioxide. The
implication of these studies is that, should greersie gas emissions continue on
their current course of increase, we are virtuedlstain to see Earth’s climate
warm by several degrees Celsius in the next ceninligss some strong negative
feedback mechanism emerges elsewhere in Eartmatdisystem, said Dessler
in a NASA statemefit

Need for Regulations

In a carbon constrained world, we need to checkhénghere are appropriate
framework to guide to account for carbon emisseams whether there are
guidelines for a disclosure pattern to fit for fhepose. Currently, the existing
drivers for carbon disclosures are like Europeaimb(EU) Emission Trading
Schemes, World Business Council for Sustainablesdgwment (WBCSD),
Green House Gas Reporting, Global Reporting InvgéatGRI) and Climate
Disclosures Standards Board (CDSB) which is a tata¢ to Carbon Disclosure
Project(CDP)

There are many examples of good practice in thegingeemissions markets
around the world. For example, in New South Watesstralia, there is a risk

3 WWW.Wri.org
* NASA’s carbon emissions data linked to humidity, global warming ,The Sisasat Daily, 17
December 2009
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based approach whereby the administration contdaatstly with the

independent verifiers, requiring them to reportspecific elements of the projects
in question. In the EU, third party verifiers réguaccreditation before they can
be hired by companies. In the US, detailed staisdare established for
monitoring and reporting. However, all these highlight good range of naion
practices of carbon disclosure and assurance dut thhe multi-national
companies’ perspective, they cannot fill the gapsternational differences in
reporting practices.

Given the situation of danger of global warmingpents have voiced growing
concern that businesses are still without a stalizkzst method of accounting for
carbon, despite impending policies forcing compsiteebegin reducing energy
emissions. Under globally agreed greenhouse ga&{@irbtocols, there are
three types of emissions. Scope 1 emissions angusithin the boundary of a
facility from sources. Scope 2 refers to the iediremissions occurring outside
the boundary of a facility whereas Scope 3 inclulesemissions occurring as a
result of activities outside the boundary of alfgcother than electricity. A
carbon footprint is a sum of all the three.

Scope 1 emissions are calculated by multiplyingfitieé usage by emissions
factors which have been set for different typefiefs. Scope 2 emissions are
calculated by multiplying the electricity consummsdemissions factors that have
been set for the different types of electricityrems and generators. Scope 3, the
embodied emissions are determined by using estnedtearbon embedded

within goods or services that have been purchased|d®

All these technicalities of calculation of carbanissions are explained in detail
under Cross Sector Tools, Sector Specific Toolgli#ahal Guidance Documents
and Customized Calculation Tools of GHG. Cross@ebbols are applicable to
many industries and businesses regardless of sgbtler Sector Specific Tools
are meant for specific sectors of industries argifasses. Additional Guidance
Documents provide further clarification on repogtend quantification issues
whereas Customized Calculation Tools are custonfamedeveloping countries.
The IPCC Guidelines on Carbon Content factors axis basis of assessment of
emissions. Despite the guidelines for quantifytimg emissions, a principle-based
global reporting framework for carbon emissionsksean internationally
influential body is the need of the hour.

> Building Trust in Emissions Reporting, PricewaterhouseCoopers, February, 2007
® KPMG in Australia, July 2009
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The compulsion of reducing the temperature by 2i€tae widespread
awareness of stakeholders about the climate ddoiges a much broader and
transparent international reporting regulationgarbon emissions. In that
direction, the professional bodies and various guwents expect a responsible
body to take up the initiative and responsibil@yset an internationally acceptable
and practicable framework.

The representation of Institute of Chartered Actants in England and Wales
(ICAEW), Accounting for Sustainability and Climabesclosure Board in
Copenhagehdocumented the benefits of a set of universadstats for
disclosure of climate change-related informatiomainstream financial reports.
It includes reduced complexity and increased gldhiat enables businesses and
investors to integrate climate change consideratioto their strategies and long-
term planning. Besides, it brings the benefitaisistent, comparable and
reliable disclosures across sectors and geographtéa common language for
reporting.

Alan Mc Gill, PwC partner, says that we need apaiVe reporting system fit for
purpose, fit for the Zicentury. His main concern is that multinationasinesses
now have to cope with more than 100 different matigoolicies around the world
on how to manage or reduce carbon emissions. Anthgee is no standardized
accounting method to bring the issue on to comatgnce sheefs.

In the process of identifying the standard sethindy for carbon emissions it is
essential that it should be internationally inflti@hin convincing about the
suitability of its standards. This is a lot delde¢aas the International Accounting
Standards Board (IASB) is widely expected by indest investors and
accounting firms to come up with a standard onasnability which allows an
internationally comparable disclosure on carbonssian.

The role of Carbon Disclosure Project (CDP) carm®tliscounted while we look
for an universally applicable framework for carlEmissions. CDP acts as a
Secretariat to Climate Disclosure Standards Bo@RiISB). CDSB does not aim
to create a new standard. Through its collaboratpgroach, CDSB aims to
support, harmonise and strengthen existing clirolaéage-related reporting

7 Representation to the conference of parties on Climate Change(COP15), Copenhagen, 7-18
December, 2009

® Rachael Singh, “Cracks appear in carob emissions accounting”, Accountancy Age(November,

2009)
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initiatives and standards by bringing together anlkdancing best practices in the
form of a single consistent global framework theat be used for disclosure in
mainstream reports.

The CDSB has issued an exposure draft on its pegpReporting Framework
and invited comments thereon by 25 September 26@8ording to the Paral.7
of CDP, the framework reflects the characteristiod objectives of mainstream
business reporting modes and articulates the defoamiformation from
investors about the way in which climate changecf or is likely to affect a
company’s current and future financial conditicesults of operations and cash
flows. The framework is based on financial repwtstandards, principles,
proposals and discussion papers issued or comméssiny the IASB and their
predecessor bodies. Also it is based on the Carpdrccounting and Reporting
Standard developed by the World Resources Ingfitd®d), the World Business
Council for Sustainable Development (WBSCD) anérimational Standards
Organization (1SO14064).

Deloitte’, in its feedback, expressed confidence in CDSBjsoSure Draft on
Reporting Framework by saying that it would assigtandardizing and
increasing consistency and comparability of infatiorain this area. At the same
time, it pointed out that these disclosures shbel@videnced by a cost-benefit
analysis similar to that of international standsedters like IASB.

Accounting for Sustainability mentioned that the CDSB'’s framework should
include references in the Executive Summary tontel for more connected
reporting in mainstream financial reports perhagisrencing Connected
Reporting Framework (CRF) of the Prince’s Accougtior Sustainability Project
which provides a model of how to present organiweti performance in a
connected way.

The American Institute of Certified Public Accounist' suggested grounding
CDSB’s Framework principles in existing and emeggstandards, models,
frameworks and practices is a sound approach iascelon the GHG Protocol
and others for corporate climate change disclosnicerporating characteristics
of decision-useful information from jointly develeg IASB and FASB proposals.

o Deloitte, Responses to CDSB’s public consultation, 21 October,2009
10 Accounting for Sustainability, 25 Septemeber,2009
' AICPA, 11 November, 2009
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Despite the good feedback, CDSB did not get anrsedtent in Copenhagen
Summit, where ICEAW president Michael Izza chaiaguianel discussion
involving representatives from the Big Four ancdhesented the audience and
panel with a potential reporting framework for aamtemissions written by the
Climate Disclosure Standards Board, which was dpeoonsultation. The idea
of bolting such a standard onto existing internaidinancial reporting standards
was floated — but one attendant, Pricewaterhousg€esustainability and
climate change division partner Alan McGill, belsvcarbon reporting needs its
own framework, and quickly. “Until you get that cistency around
measurements, organizations probably won’t mowgpuakly as they could or
should do,” he saitf

The comments on CDSB'’s framework emphasize theativezed for an
appropriate guideline for Carbon emissions to emgansparency and
comparability of carbon reporting. In addition, tpgestion of how effectively
carbon disclosure, given the fact that it cannad Iséandalone report, related to
the financial performance and mainstream finameipbrts could be made, also
arises.

Michael 1zza, chief executive of the ICAEW saidtthaingle reporting standard
for climate change related disclosure relatedrtarfcial performance and
mainstream financial reports is only the beginrofthe process that will
promote the provision of more trusted, accuraterahidble information to
investors and stakeholders enabling them to malkterlakecisions and drive the
scale of behavioral change necessary to achiewe adrbon econonty

Climate Wise statement on the United Nations Fraonkvonvention on

Climate Change (UNFCCC) Copenhagen negotiationmessed hope that all
corporate are committed to action on climate risklysis, public policy,

customer awareness, investment strategies andtigpaiampact and to publicly
reporting on progress every yEarndrew Gray, head of environment and social
governance research, Goldman Sachs JB Were saitth¢éhgquality of disclosure
among leading companies is increasingly importatiedp investors understand

12 Copenhagen: Emissions standards mooted, Accountancy Age, 20 December 2009
 Rachael Sing, “Calls for global standard on carbon reporting grow, Accountancy Age(3
December 2009)

1 University of Cambridge, Programme for Sustainability Leadership, 22 October, 2009
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how climate change may affect companies’ operatamusultimately their
valuations®,

At this point, the contribution of IASB is expectixbe a great solution provider.
As IASB boasts of the effective reach and usagéRE throughout the world
(Appendix 1), it is natural that the Board is egpsd to set carbon guidelines as
well.

Copenhagen was an opportunity for some to call oridideaders to push the
IASB into playing a leading role in developing chte disclosure standards for
mainstream company reporting as many were of tir@apthat a body like the
IASB to give those standards the authority of ma@asn reporting.
Unfortunately, the IASB did not choose to attengpp&thagen as they believed
the summit was not an appropriate place to disstasglards owing to the
political nature of the negotiations on carbon widun*®

The current progress in IASB’s efforts towards Esius Trading Schemes could
be viewed in a positive light at this point. Enmss trading schemes are
designed to achieve a reduction of greenhouse gjasegyh the use of tradable
emission permits. The Board and the FASB are cdimdya joint project to
develop comprehensive guidance on the accountimgnfiissions trading
schemes.

In March 2009, the Board tentatively decided thraeatity should recognize
emission allowances received free of charge fromegunent as assets. The
allowances should initially be measured at faiuealThe Board decided
tentatively that if an entity receives allowance=efof charge from the
government, the entity incurs an obligation to gits emissions below the level
represented by those allowances (ie its cap). R&BFdiscussed the project in
April 2009. The FASB did not reach any conclusionghe accounting questions

> Smoke and mirrors, insto, 12 November, 2009
'® G.Hink & R.Singh, Standards lobby heads for climate summit, Accountancy Age, 3 December
2009
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related to initial recognition and measurementrofssion allowances received
free of charge from governments. The project telanspto bring a
comprehensive package of alternative accountingetsdd the Board in the
fourth quarter of 2009.The publication of an Expesraft is scheduled for the
second quarter of 2010.

There are high expectations of the IASB. Instgutecounting firms, regulators
and investors were all waiting for the IASB to coopewith an international
accounting standard that would allow them to reparsustainability information
in a comparable manner. The problem is that ti&BlAas been distracted by
issues generated by the global recession and ¢lé& crunch. Richard Spencer
of the ICAEW said the IASB'’s position was “undersiable” because it “had its
hands full’. Other observers simply said the bosad “overwhelmed” at the
moment'® Richard added that the biggest problem for theBAs not just
writing a standard, but winning global agreementton

Given the situation of global effort towards Clim&hange, the effective quick
action of IASB is viewed as a great solution previdThe IASB with a track of
winning effective adoption of IFRS in many coundtié could definitely win a
global agreement on effective carbon disclosure e Carbon Guidelines
should be mandated by an effective Board who cairida global agreement on it
to save the world from further damage to the OZayer.
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Appendix 2

Source: www.iasb.org

Sourcewww.iasb.org
Shaded grey: Countries seeking convergence to IFRS
Shaded blue: Countries pursuing adoption of IFRS
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