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ABSTRACT India has emerged as a leader in carbon trading (Bhardwaj D. B., 2013). This study aims to analyse how carbon 
credit trading is done, reporting practices of carbon emission in financial statement of different Indian companies in 

India and to give some recommendation on reporting for Certified Emission Reductions. This study is an exploratory study. Secondary data 
has been used for this study. Data has been collected from annual reports of 30 Indian Companies for the year 2012. Reporting standards of 
CER has been compared according to the Guidance Note on Accounting for Self-Generated Certified Emission Reduction (CERs) (issued 2012) 
by Institute of Chartered Accountants of India (ICAI, 2012). Judgemental sampling was used for this study. It was found out that 7 percent 
of Indian Companies gives details about number of CER held as inventory, basis of valuation in their financial report and number of CERs 
under certification. 93 percent does not give details.17 percent of Indian companies doing carbon trading disclose about equipment used for 
reduction of CER and 83 percent does not disclose. No Indian company discloses about depreciation, maintenance and operating costs of 
equipment’s used for CER reduction. The accuracy of the analysis is dependent upon the accuracy of the data in the annual report. This study 
has focused on guidance note on accounting for self- generated certified emission reduction (CERs) (issued 2012). But the lack of specific guid-
ance furthers scope for judgement and results in varying treatment. The result of this study would help Indian listed companies to save carbon 
and implement reporting standards for Certified Emission Reductions. This study is first of its kind to determine the reporting standards of 
Certified Emission Reduction in different listed companies in India. It is a beneficial source for those companies who are saving carbons and 
reporting in their financial statements.

Introduction
The Kyoto Protocol has created a mechanism under which coun-
tries those who are emitting carbon and other gases has volun-
tarily decided that they will bring down the level of carbon to 
the level of early 1990’s. 

Kyoto Protocol suggested that governments should reduce 
their emission of greenhouse gases. The Protocol commits An-
nex I countries (developed countries which have accepted the 
emission-reduction goals for the period between 2008 and 2012) 
to individual, legally-binding commitments on the reduction of 
their greenhouse gas-emissions. The general target that the de-
veloped countries were to reduce their greenhouse-gas emis-
sions by about 5% below their 1990 levels in the timeframe ad-
dressed by the Kyoto Protocol, namely 2008-2012 (UNFCCC, The 
Kyoto Protocol)

The Protocol divides the nation into two general categories as:
Annex I countries: The group of countries included in Annex I (as 
amended in 1998) to the UNFCCC, including all the OECD (Or-
ganisation for Economic Co-operation and Development) coun-
tries and economies in transition. Annex I countries committed 
themselves of returning individually or jointly to their 1990 levels 
of greenhouse - gas emissions by the year 2000 (Verbruggen)  

Non-Annex I countries:   Annex 1 is an Annex in the United Na-
tions Framework Convention on Climate Change listing those 
countries which are signatories to the Convention and commit-
ted to emission reductions. The Non-Annex 1 countries are de-
veloping countries, and they have no emission reduction targets 
(TFS Green, Glossary)

Clean Development Mechanism is applicable to India. (Punjab 
Energy Development Agency, Clean Development Machanism).

Reporting Standards in Carbon Credit Accounting
Lot of companies in India are generating and trading in carbon 
credits, but there remains lot of questions for the accounting 

treatment. There are questions on accounting for expenditure on 
the CDM projects, accounting for self-generated CERs, account-
ing for sales and so on. Some countries suggest recognition of 
carbon credits as government grant. But, this approach CERs is 
not a benefit that is provided by government. It is an incentive 
provided to entities for conservation of the environment (Shar-
ma, 2013). International Accounting Standards Board had issued 
an interpretation on Emission Rights but later withdrew the 
same. Debate continued on the appropriate treatment for CERs 
(Sharma, 2013).  The Institute of Chartered Accountants of India 
(ICAI) has issued an Exposure Draft of the Guidance Note on 
Accounting for Self-generated Certified Emission Reductions in 
2009 suggesting accounting principles for CERs generated by an 
entity. It provides an accounting principles relating to recogni-
tion, measurement and disclosures of CERs generated by CDM. 

Presentation
An entity should show certified emission as a part of Inventories, 
in the balance sheet, separately from other categories of inven-
tories such as Raw material, Finished Goods and others (ICAI. 
(2012). Guidance Note on Accounting for Self-Generated Certified 
Emission Reduction. New Delhi: Institute Of Chartered Accoun-
tant Of India.) 

Disclosure
An entity should disclose the following information relating to 
the certified emission rights in the financial statements: (ICAI. 
(2012). Guidance Note on Accounting for Self-Generated Certified 
Emission Reduction. New Delhi: Institute Of Chartered Accoun-
tant Of India.)

•	 No of CERs held as inventory and the basis of valuation
•	 No of CERs held under certification
•	 Depreciation, operating and maintenance costs of Emission 

Reduction equipment expensed during the year

An entity should apply this Guidance Note for accounting peri-
ods beginning on or after April 01, 2012.
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Literature Review
There is a study which has been done to examine reporting 
mechanisms for greenhouse gases focusing on carbon disclosure 
projects in UK. The result shows that Carbon disclosure Projects 
is very successful in terms of reporting and backing from promi-
nent investment banks and pension funds. But it is still very dif-
ficult to get insight of the emissions of a firm by Carbon Disclo-
sure Project (Kolks Ans, Levy David and Pinkse Jonatan, 2008). 
Research has been done to study the standards of emission re-
porting in New Zealand. It has been suggested that New Zealand 
constituents should participate in the international deliberations. 
New Zealand boards may move quickly to adopt the international 
standards (Simpkins Kevin, 2008). A study has been done on the 
accounting issues that are associated with the valuation of pol-
lution allowances and their identification as assets. It has been 
suggested that Accounting for Emission Allowance Units requires 
a development of traditional accounting principles to ensure that 
accounts show a true and fair value in the financial statement. 
Research has to be done on non-financial reporting of GCC (Lar-
rinaga-Gonza´Lez, 2008). 

A study shows that there has been a strong growth for carbon 
credits and offsets projects in India. Global warming has become 
an advantage for developing countries and lot of credits goes to 
corporates (S.Raval Dharmesh, 2009). Study has been undertaken 
to examine liquidity and transaction costs in the European carbon 
futures market. Results indicate an improvement in liquidity and 
reduction in transaction costs since carbon futures began trading 
in 2005. Bid–ask spread widens because of information asym-
metry which results in permanent price effect which may lead 
to medium and large trades (Frino Alex, Kruk Jennifer, Lepone 
Andrew, 2010). In India for developing sound marketing system 
there is a need to comply Global Accounting Standards. Carbon 
neutrality and Carbon literacy will play major role. Business 
Model for CERs transaction needs to be developed in India. Vol-
untary carbon market with focus on Carbon Offsetting will help 
in emission reduction (Sarkar A. N., 2010). To value and report 
the underlying non - current assets that produces or uses carbon 
allowances on the balance sheet an Environmental Enhancing Ca-
pability Model has been proposed for the conversion of non-mon-
etary CO2 emission and sequestration measure to monetary 
values (Janek Ratnatunga  Jones Stewart, and R. Balachandran 
Kashi  , 2011). A study is of 117 carbon offset providers from 
eight countries was done to analyse the performance of carbon 
offset providers as a firm. The result shows that certification, 
standardization, and transparency are the performance baseline 
for carbon offset ventures (K. Dhanda Kanwalroop and J. Mur-
phy Patrick, 2011). 

A study shows that there is no relation of between academics 
and real life practice of carbon accounting. There is a necessity 
of an accurate measurement system and how much certain carbon 
project mitigating the GHG from the atmosphere (Ms. Machado 
André, Dr. Lima Guasti Fabiano, Dr. Carlos da Silva Filho An-
tonio, 2011). After the withdrawal of IFRIC 3: Emissions Rights 
in 2005,  those European Union (EU) companies who are par-
ticipating in an Emissions Trading Scheme (ETS) do not have 
guidelines as how to account for carbon emissions allowances. 
Emission granted as an allowances is written as intangible as-
sets with a nil value upon receipt, company purchases emission 
allowances at cost price initially but don’t report it at the end, the 
obligation to deliver allowances to their national authorities as a 
provision (or liability) at either the carrying amount or the pur-
chase cost for allowances held at the end of the reporting period. 
The amount outstanding is recorded at the market price at end of 
the reporting period (Warwick Peter & Ng Chew, 2012). India 
is at third place in the global supply of project-based emission 
reductions in 2005 (at 3%) 13, behind China (73%) and Brazil 
(11%). The public sector in India is relatively absent from the 
carbon market. At present, there is no accounting guidance within 

International Financial Reporting Standards (IFRS) for transac-
tions involving carbon allowances. The International Accounting 
Standards Board (IASB) issued IFRIC-3 on ‘Emissions Rights’ 
but it was withdrawn in June 2005 (Mondal Atish Prosad, Sach-
dev Sanchit, 2012). GHG emission reporting schemes of the UK, 
France, Japan and Australia was undertaken and it was suggested 
that to make reporting scheme important it is necessary to en-
force reporting obligation and follow up with company. Govern-
ment can also use the information in the reports.

In France, UK, U.S. or New Zealand, for the development of 
GHG measurement methodologies and regulatory schemes re-
quires inputs from business. Country experiences show that there 
are benefits to consultants due to effective reporting schemes. 
There are several reasons for this. The technical knowledge of 
GHG emissions can be deeply found in the companies report. In 
the report level of compliance of voluntary schemes, and level 
of acceptation of mandatory schemes, can be seen. Reports can 
also help to know that how fare is the competition (Céline Kauff-
mann, Tébar Less Cristina and Teichmann Dorothee, 2012). A re-
port was made which analysed the extent and quality of carbon 
management reporting amongst of the top 100 UK listed com-
panies. The report reveals that for the year 2013 shows that just 
over half of FTSE 100 companies disclose their carbon footprint 
in their annual report, Only one company engage carbon credit 
with their supply chain, 41% of companies shows that they are 
willing to go beyond reporting their emissions and looking for 
more opportunities in risk mitigation strategies and adaptation 
strategies associated with climate change, Only 29 companies 
have carbon targets to or beyond 2020 (Limited Carbon Clear, 
2013). A study was done to look at how climate change risk af-
fect a sample of  rated oil companies, and its  investors’ to under-
stand the implications of future carbon constraints on the oil sec-
tor. In this study model has been constructed on the basis of 2012 
price assumptions which will continue to decline at a lower long-
term oil price floor. Changes in rating or outlook seem unlikely 
in the very near term because the scenario is not different from 
the current price assumptions. However, as the price declines in 
the stress scenario of weaker oil demand, pressure could build on 
ratings. First thing which will be affected would be, higher cost 
producers, and then the more players. In both cases, according 
to the study, there would be a decline in operating cash flows, 
weakening free cash flow and credit measures, less returns on 
investment and less reserve (Redmond Simon, Wilkins Michael, 
2013). 

It was found out that reduction in carbon emissions improves 
medium and long term profits and cash inflows in Japan (Chi-
ka Saka, 2014). Disclosure of carbon management practices has 
a positive relation with the market value of equity for Japanese 
companies (Chika Saka, 2014). There is a negative relation be-
tween the volume of carbon emissions and the market value of 
equity and positive relation between the disclosure of carbon 
management and the market value of equity with a larger volume 
of carbon emission (Chika Saka, 2014). For this study samples 
were collected for the year 2006, 2007 and 2008 and there were 
1,085, 808, and 1,057 listed companies, respectively that report-
ed carbon emissions. A CDP questionnaire was prepared which 
included questions like perceived risks and opportunities re-
lating to climate change and any plans for emission reductions, 
targets, and strategies. Questionnaire was sent to 150 Japanese 
Companies for the year 2006, 2007 and 2008. 96, 111, and 111 
companies responded to each questionnaire, respectively. For fi-
nancial and stock price data Nikkei NEEDS Financial Quest was 
used. Sample consisted of companies with a March fiscal year 
end (which represents 74 per cent of listed companies in Japan). 
Earnings before extraordinary item were used as Profit. Sample 
has been limited to manufacturing sector using Nikkei Classifi-
cation codes. All financial variables (i.e. MVEt, BVEt, EARNt, 
Et [EARNtþ1]) have been deflated by year-end total assets. To 
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calculate carbon emissions per unit, following year’s sales as a 
proxy of the level of manufacturing has been employed. Stock 
prices at the end of May were used, as tentative financial state-
ments are usually released at this time in Japan. For carbon man-
agement disclosure, list of companies responding to the CDP 
questionnaire was employed. An empirical model was suggested 
to analyse the carbon emission and carbon management disclo-
sure. 

MVEt = a + B1BVEt + B2EARNt + B3Et (EARN t+1) + B4Dis-
closure + e

Where;

MVEt = Market Value Of Equity at time t

BVEt = Book Value Of Equity at time t

EARN = Earnings before extraordinary items in period t

Et (EARNt+1) = Forecast of earnings before extraordinary item 
for the next year at time t.

Disclosure = a dummy variable that takes a value of 1if the com-
pany responded to the CDP questionnaire at time t, otherwise 0, 
and all other variables are as previously defined.

e = error term

Another empirical model was suggested to analyze the interactive 
effect of the volume of carbon emission and carbon management 
disclosure.

MVEt = a+ B1BVEt + B2EARNt + B3Et (EARNt+1) + B4 Car-
bont + B5Disclosuret + B6Carbont X Disclosuret + e 

Where;

MVEt = Market Value of Equity at time t

BVEt = Book Value of Equity at time t

EARN = Earnings before extraordinary items in period t

Et (EARNt+1) = Forecast of earnings before extraordinary item 
for the next year at time t.

Carbont = Volume of carbon emission per unit of sales in period 
t.

Disclosure = a dummy variable that takes a value of 1if the com-
pany responded to the CDP questionnaire at time t, otherwise 0, 
and all other variables are as previously defined.

e = error term

Hence, some studies has been conducted on carbon credit trad-
ing reporting and accounting , but no specific study has been 
conducted on reporting Standards in Carbon Credit for In-
dian listed companies. This paper aims to discuss the reporting 
standards for carbon emission according to the Guidance note 
on self generated certified emission reduction and 30 listed In-
dian companies doing carbon trading were analysed. 

Analysis and Interpretation
30 listed Indian companies annual report was analysed for the 
year 2012-13. It compares the disclosing of CERs in the annual 
report according to Guidance note on self-generated certified 
emission reduction by ICAI. Analysis is shown below.

Following can be interpreted from the above Pie Charts:-
Only 7 percent of Indian Listed Companies gives details about 
number of CER held as inventory, basis of valuation in their fi-
nancial report and number of CERs under certification. 93 per-
cent does not give details.

Only 17 percent of Indian Listed Companies disclose about 
equipment used for reduction of CER and 83 percent does not 
disclose.

No Indian Listed Companies disclose about depreciation, main-
tenance and operating for equipment used for CER reduction.

From the above table we can interpret that no Indian listed 
companies completely follows the guidance notes given by ICAI 
for reporting of CER.

Suggestions
Reporting of environmental performance and CER reduc-
tion has becomes a high priority for many companies (la-
salle, 2008). Now day’s companies are scrutinising the way 
it is monitoring and reporting on sustainability issues to 
stakeholders (lasalle, 2008). Companies are facing chal-
lenges for balancing these sustainability reporting require-
ments, which are complex and varied, with existing opera-
tional performance reporting and analysis (lasalle, 2008). 
The major challenge for these companies is to develop ef-
fective measurement and reporting tools to provide all the 
information required via a common set of base data (lasal-
le, 2008).
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According to this study, following suggestions has been 
made:-
•	 Companies may disclose the number of CER they have kept 

as inventory (if, in case) and basis of valuation of CERs as 
inventory.

•	 Companies may also disclose of number of CERs under their 
certification by UNFCCC.

•	 Companies may disclose in what way and at what price 
they are trading CERs. Is it OTC, derivatives, SPOT exchange 
etc.... Also, they should disclose with whom they have trad-
ed.

•	 Companies may disclose about taxation for purchase and 
sale of CERs.

•	 Companies may disclose about equipments used for CER 
reduction and how are they operating and maintaining the 
equipments and how are they charging depreciation on that 
equipment’s.

Limitation and Conclusion
According to this study, no Indian Listed company follows the 
reporting standards guided by ICAI. This leads to mismatch of 
comparison of financial performance of companies for sharehold-
ers. Companies may disclose about the information related to 
CERs as this will help the investors to make a fair judgement. 
Companies may disclose about the price of the CERs at which 
they are trading.  Proper reporting standards for CER in the fi-
nancial statements can be made mandatory by Companies Law. 

This study is limited to 30 listed Indian companies’ annual report 
for the year 2012 and based upon guidance note issued by ICAI 
for certified emission reductions. There are no set guidelines for 
reporting of carbon credits in the financial statements. This can 
lead to further research and suggestion in this regard. 
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