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¢ Costs may not be internalized

¢ Cost functions are different

¢ Non-Financial indicators of cost
‘ S —-
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Fundamental Questions

¢ Financial Accounting

- How do company financial statements
reflect environmental accounting issues?

- How do investors view environmental
Issues and do company disclosures
Impact this?

- What other types of disclosure are useful ?

2004-3-13 9



Fundamental Questions

¢ Managerial Accounting/Systems

- What environmental costs are companies
tracking?

- Are environmental costs taken into
consideration in decision-making?

— What impacts the effectiveness of tools
used to track environmental costs?

2004-3-13
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Fundamental Questions

¢ Tax

-~ What 1s the Impact of environmental
taxes on companies?

— Are the taxes effective?

These Issues have mainly been studied by
economists
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Fundamental Questions

¢ Audit

- How do environmental 1ssues impact
audits?

- What isthe role of accountantsin
environmental audits and do they
Improve the audit?

Thisareaislargely unexplored
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¢ UNISAR 1998 *
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¢ ABC ABM
¢LCC LCA

¢ FCA LA
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(Life Cycle Costing, LCC)

(Full-Cost Accounting, FCA)
(Legacy Costing, LC)
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4
(Environmental remediation liabilities ERL)

2 (AICPA)
1995 6 “
( exposure draft of proposed
statement of position)
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Uncertainty and Environmental Liabilities

¢ Environmental liabilities associated with
Superfund have alarge amount of
uncertainty

- Site Uncertainty
» How much?

— Allocation Uncertainty
»\Who pays?
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Accounting for Liabilities

¢ What are the accounting rules for contingent
liabilities?
— Accrue if probable and reasonably
estimable
— If only possible, footnote
¢ Liability Continuum:

— contingent ----estimated ---hard liability
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(Environmental
remediation liabilities ERL)

4 ERL
RI/

RI /FS

Wales VS.
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The European Accounting Review 2000, 9:1
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Shell
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(Environmental Audit)
(

“Environmental Auditing”

| S0-14000s “auditing”
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(2)

)

2004-3-13

34



¢ |IFAC1998 4

¢ ICAEW2000 2

¢ CPA

- KPMG/ PWC:
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2002

2000
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Survey of Research

¢ Stock Market Pricing of Environmental
Performance

— Superfund Liabilities

— Nuclear Decommissioning Liabilities

- Voluntary vs. Mandatory Expenditures
¢ Socially Responsible Investing

- Does it make sense?

- Environmental Performance Ratings
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Survey of Research

¢ Accounting Systems

— Effects of environmental regulations on costing
systems

¢ Environmental Disclosure
— Environmental Performance Reports
» Voluntary
» NO required format
» Not audited
» More qualitative information
- Financial Statements

2004-3-13
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¢ 15014000s and related

‘ _————
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| SO14000s and rel ated

¢ 1S0-14000s
(1) 2
(4) ©)
(6)
¢ 150-9000s
°" "

¢ SA-8000
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(3)

OHSAS18000
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Survey

1997-4 1998-4

The European Accounting Review 2000, 9:1, 31-52
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Case/ Field

¢ |SO-14000
MBA

+ [ SO-9000
MBA
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Empirical

¢ |SO-14000

1SO ——-
WLY working paper 2003

¢ 1S0 Certification and Abnormal Return of Stock

Price—The Study of the Taiwan Stock Market
Review of Pacific Basin Financial Markets and Policies,

Vol.2, No.2 109-126
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Stock Market Pricing of Uncertainty

¢ Higher liabilities are more negatively priced

¢ Liabilities with higher uncertainty are more
negatively priced

¢ |If uncertainty Is reduced, pricing should be
less negative.
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Empirical Model

¢ Basic Valuation Model:
- Market Value of Equity is afunction of:

» + ASSels

» - Liabilities

» - Contingent Superfund Liabilities

» - Uncertainty about Superfund Liabilities
+ Site Uncertainty
¢ Allocation Uncertainty

MVE = o, + ¢, ASETS + o, LIAB+ 2,3 + ,STE* 3 + o, ALLOC * S + ¢
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Empirical Model

¢ Our Vauation Modd:
- Market Value of Equity is afunction of:
» + ASSELS
» - Liabilities
» - Contingent Superfund Liabilities
» - Amount of Uncertainty about Superfund Liabilities
» + Site Uncertainty Reduction from Disclosure/Accrual

» + Allocation Uncertainty Reduction from
Disclosure/Accrual

MVE = a + oy ASSETS+ o, LIAB+ 033 + o, STE* S + s S TE* HIINFO* S +

acALLOC* 9.+, ALLOC* HIINFO*S_ + ¢
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Measurement Detalls

¢ Superfund Contingent Liability
— Based on number of sites

¢ Site Uncertainty
- Based on hazard score

¢ Allocation Uncertainty
—~ Based on settlements

¢ High Private Information — Disclosure
— Based on disclosure score

¢ High Private Information — Accruals
—~ Based on accruals
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