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This material has been developed as part of the UTS Business School and Ernst & Young ‘Leadership & Change for Energy Efficiency in Accounting & Management’ project. The project is supported by the NSW Office of Environment & Heritage as part of the Energy Efficiency Training Program. For more information on the project, please go to: http://www.business.uts.edu.au/energyefficiency/.
 
This presentation is for educational purposes only, and does not contain specific or general advice. Please seek appropriate advice before making any financial decisions.

Module 2: Energy efficiency – accounting and reporting considerations
	Suggested timing
		Topic
	Minutes

	1. Introduction and overview
	10 minutes

	2. Sustainability – accounting and reporting. Setting the scene
	10 minutes

	3. Managing the carbon price impact
	15 minutes

	a. Impact of the carbon scheme on the Treasury Function 
b. Impact of the carbon scheme on the Finance Function (finance and management accounts)
c. Impact on the regulatory function
d. Impact of the carbon scheme on the Tax function
e. Carbon scheme – call to action and conclusion 
	5 minutes
10 minutes

5 minutes
Brief

	4. Sustainability & financial reporting
	10 minutes

	5. Report assurance 
	Brief

	6. Over to you...reflection and action planning
	10 minutes

	Total
	70 minutes

	
	




	Exercises:
	· Exercise 1: How will the carbon scheme impact aspects of your organization?
· Optional exercises 1& 2 – Accounting approaches - impact on net assets and net profit before income tax each accounting period (carbon scheme)
· Exercise 2: Data capture issues and solutions

	Electronic files (EF)
	· None

	Flip chart (FC)
	· One

	Handouts (HO)
	· HO_Mod 2. Accounting Approaches and timeline.pdf

	Slide file (SL)
	· Energy Efficiency Seminar - Module 2.pptx

	Wall chart (WC)
	· None




	
Module 2: Energy efficiency – accounting and reporting considerations


	Topic and Timing
	Resources
	Procedures and/or additional information

	1. Introduction and overview
(5-10 minutes)
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	Welcome and introduce the facilitators.
Briefly summarize the purpose of the session.
Clarify as to how this session fits into the overall seminar (if applicable).
Stress to participants that as described in module one, this session will spend some time looking at how participants can effect change within this area of their organisation.

Present the agenda for the module.
This module will focus on the main financial and non-financial reporting considerations for organisations as they strive to become more energy efficient and sustainable.
The module provides participants with information on current trends within Australia and Asia Pacific around sustainability reporting and the value of assurance reporting to shareholders and addresses current hot topics of the carbon scheme and integrated reporting and highlights the impacts these will have on organisations financial accounting and reporting functions.
It is intended to provide participants with an introduction into the various reporting frameworks applicable to them as they move towards becoming more sustainable.
ASK: Is there anything else you would like covered in this module?

Briefly explain overview diagram 

Outline the Learning Objectives and identify any participant expectations that may not be in line with the object objectives and communicate how you will (or will not) address these issues.
Encourage a quick table-group discussion on points 2) and 3) on the slide (no more than five minutes).
Call the group back together and ask each table group for its main points. Note these down on a flipchart. Refer back to these as the session progresses as they are addressed.
The facilitator or co-facilitator should note down topics of interest or difficulty to participants not addressed in this module and feed these back to the content developers to be considered for future sessions.
As these materials are made publically available, facilitators should consider posting comments back on an appropriate forum (e: g UTS EE website) to allow future educational leaders to note some of the comments for consideration as they plan their own sessions.

This slide is used to identify any content or topic areas that are not discussed in the seminar
The purpose of this slide is to identify any participant expectations that differ from the session objectives and to highlight how these will be dealt with e:g note down any points for a future follow up
It is also intended to encourage initial engagement in the upcoming topic by personalising the subject and allowing participants to reflect and share their own experiences. This serves a dual purpose of identifying any topics that are missing from this session and should be considered for inclusion in future sessions.


	2. Sustainability – accounting and reporting. Setting the Scene
(10 minutes)
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Slide 10





	Explain the diagram on the slide to set the scene for this session. The key message is to convey how important the role of the accountant is in the sustainability journey of an organisation – how information they input, calculate or report on permeates the entire pathway. They are crucial to the success of the organisation’s strategy. 
Highlight the focus of this session – disclosing and reporting

Before moving onto the next slide,
ASK: Do you think a sustainability strategy contributes to shareholder wealth? Yes or No? Why?
Encourage participation and then move onto the next slide.

Reinforce briefly the importance of such a strategy to an organisation’s success today.
ASK: What are some of the risks to your organisation that you foresee of not implementing more energy efficiency projects as part of their sustainability strategy?
Acknowledge participants answers and if needed, run through the key risks noted on the slide if not covered by participant’s responses.

Key Talking Points 
Responding to the key elements of sustainability can result in improved business outcomes and lead to increased shareholder value 
· As discussed earlier, sustainability is a broad concept that means different things to different stakeholders
· For the business community sustainability is about creating long-term shareholder value through considering opportunities to improve the social and environmental outcomes of its activities along with the financial rewards
· sustainability is a key business issue and a relevant and appropriate response is wholly consistent with good business practice
· Although sustainability risks and opportunities will vary for each individual company, sustainability as a concept crosses industry sectors and business functions.  
· This diagrams shows a range of processes to manage risk and leverage opportunity that are strongly aligned to a sustainability strategy yet also linked to building shareholder value

Use this slide to reinforce the influence and importance of stakeholders on information provided/wanted from organisations.

ASK the group for any issues they see in their organisation in collating or reporting such information. Note down key points on the flip chart.
Research (van Staden et al.) shows the vast majority want this information disclosed by companies;
A significant number believe it should be mandatory to disclose. Two thirds believe these disclosures are material for financial decision making  NZ research into 819 shareholders retail (mum-and-dad) investors

Climate Change – A Global Driver 
Make the link between Climate Change being a key driver in sustainability reporting and decisions made on energy efficiency projects to the carbon price – basically, in itself, a key driver within Australia for organisations to review their approach to energy efficiency measures and projects if only in its simplest form to help reduce anticipated cost flow-ons from the introduction of the scheme.

Stress the scheme is effective from 1 July 2012 and that a recent poll conducted by Ernst and Young indicated the majority of companies as at December 2011 were not prepared for the impacts to their organisation of the scheme (source: polling questions, how will the reporting for the carbon scheme affect Australian companies?). 

Along with the drivers discussed in the last slide – climate change has had possibly the most profound impact on sustainability reporting to date and will continue to be one of the most significant influencers on an organisations sustainability strategy and decisions made on energy efficiency projects initiated. The United Nations, through the Conference of Parties (and Meeting of Parties for those signatories under Kyoto), has established climate change as the most important environmental (and economic) impact of our (and future) generations.
The Asia Pacific has large areas of coastal inhabitation, and as such, has the most to lose from a changing climate. Across the Asia Pacific, countries (and therefore the companies within them) must meet demanding emissions reductions goals. The Carbon Disclosure Project  (CDP) has over 3000 companies reporting on their emissions profiles and around impacts of climate change to their future business. 

Make the link between Climate Change being a key driver in sustainability reporting and decisions made on energy efficiency projects to the carbon price – basically, in itself, a key driver within Australia for organisations to review their approach to energy efficiency measures and projects.

The Australian Government released its Climate Change Plan: Securing a Clean Energy Future on 10 July 2011 and its draft Clean Energy Legislation Package on 28 July 2011 (draft legislation). These announcements outline he details of a two-stage carbon policy mechanism comprising a fixed carbon price period commencing 1 July 2012 (fixed price period), transitioning to an emissions trading scheme commencing 1 July 2015 (flexible price period).
The Legislation Package has been submitted to Parliament in the 2011 spring sittings.
With a start date of 1 July 2012, the time to implement strategies to manage change is short and challenging. It is therefore important to identify and act on key issues now to minimise disruption to your business and avoid last-minute surprises. 


	3. Managing the carbon price impact
( 20 minutes)
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	Explain what you will cover on this topic.

Introduce the key points of the carbon scheme as per the slides OR gauge the level of knowledge of participants by asking them “what are the key elements of the carbon scheme?”

Before showing the next slide, 
ASK: Which industries do you see as being most affected by this scheme? (you want to get to the distinction between liable entities and those that are not liable, but are significantly impacted)

Scope one emissions are those directly released from a facility as a direct result of the activities of that facility 

Explain
Industries impacted
How to determine if you are a liable entity

Briefly explain how an organisation will manage its obligation in the fixed and variable price period.
· Note to the speaker : 
It can be complex to identify which facilities are liable and is beyond the scope of this presentation. However, a liable facility is generally a facility that emits greater than 25,000 tonnes of CO2 equivalent emissions that are covered by the legislation for all industries that are not exempt.

· This diagram presents the timetable for the fixed price period. There are two key periods. The fixed price period where the price of carbon units has been pre-determined in legislation and the flexible price period where the price will be determined through market mechanisms (an emissions trading scheme). The diagram shows:
· The timing of the allocation of free permits and when they can be bought back by the government.
· When permits must be purchased and surrendered to meet emissions obligations. 
· Some carbon permits are to be allocated by the government to power generators or liable entities with EITE activities for free. The remaining permits will be sold by the government at a fixed price during the fixed price period and auctioned during the flexible price period.
· Some entities with EITE (Energy Intensive Trade Exposed) activities will be granted an allocation of permits each compliance period based on a company’s production and a regulated emissions intensity baseline (benchmark). They will receive either 94.5% or 66% shielding depending on the level of emissions intensity (and how they compare to their industry benchmark). This assistance will decline overtime.
· Power Sector : An Energy Security Fund will provide transitional assistance in the form of a tranche of free permits for certain generators (brown coal-fired) as well as scope for payments for the closure of some emissions-intensive coal fired generation capacity (approx 2000MW). For the first year of the fixed period, companies will receive cash compensation instead of free permits.
· Refer to EY publication for a copy of this diagram.

Introduce Exercise 1: How will the carbon scheme impact aspects of your organization?
Set up the exercise using table groups OR if you have a mixture of industries in the room, consider putting industry groups together to work on this exercise and share ideas and best practises

Hand out flip chart paper and pens for table groups to note down their ideas

Circulate around the room as the exercise progresses to keep everyone on task and to answer any questions
Bring the exercise to a close after ten minutes – adjust your timing if it is clear participants have finished before this
Encourage one person from each group to present their ideas and share best practises for keeping down costs
Display the presentations on the wall around the training room
Link any information provided back to some of the points raised by participants as areas of difficulty noted at the start of the session (if applicable)
Use slides 16 and 17 to help debrief the exercise as needed, for example to highlight any areas missed by participants

Explain the diagram – ‘Business Implications’

Explain the diagram – ‘Opportunities for driving down costs.
· This slide focuses on how entities can determine how to drive down their carbon related costs. For example, entities might :
· Buy up to 5% of its obligation via CFI (Carbon Farming Initiative) opportunities.
· Develop a MACC (Marginal Abatement Cost Curve) to identify opportunities and the related costs to reduce their emissions e.g. It can help to determine when to undertake capital expenditure to reduce carbon, purchase CERs/CFIs etc.
To do so, entities need to map their cost of carbon throughout their supply chain. This will be covered during subsequent modules.


	4. Impact of the carbon scheme on Operational Functions 
(5 minutes)
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	Introduce the topic. 


	5. Impact of the carbon scheme on the Treasury Function 
(10 minutes)
	Slide 22
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	Introduce this part of the carbon scheme discussion – the impact on the treasury function.
Explain what will be covered:
Risk management Policy 
Cash and liquidity management 
Treasury risk management policy 
· Treasurers will need to know how the carbon scheme will operate and how the business will specifically be impacted in order to evaluate the changed business and finance risk exposure in order to adequately manage those risks. 
· For example, treasury risk management policy will need to be updated to consider:
· Determining how to manage risks associated with purchasing permits to cover liabilities e.g.:
· Determining when to purchase permits and how. E.g. how much at auction, through forward contracts
· Determining whether the entity will enter into other products such as domestic or accredited international carbon offsets. 
· Which counterparties will be appropriate to deal with?
· As the market develops and e.g. banks bring out products, will an entity enter into contracts for such products?
· Agreeing the level of exposures to which the company will allow and determining a strategy to ensure that the entity is always within an acceptable risk exposure range
· (E.g. will there be a policy in place to determine how far forward to purchase permits to cover the forecast liability in future compliance periods – i.e. how open an exposure will an entity retain in future periods)
· Building the risks associated with carbon into existing ways to measure risk for other exposures (carbon will need to be included in measures such as VaR etc – possibly too detailed for the workshop) 

Cash and liquidity management 
· This area of a treasury function focuses on forecasting a company’s cash needs to run its business and then managing the group’s cash flows, borrowings etc to ensure cash needs are met.
· A treasury function needs to be able to forecast all cash in and out flows and identify potential shortfalls or surpluses 
· Treasury will need to understand the following cash impacts resulting from the scheme:
· Liable entities – potential cash flow impacts
· May get an increase in revenue (and cash) in across the compliance period if some of the costs of carbon have been passed through to customers, assuming no decrease in demand due to increased price (may not be a realistic assumption for some)
· Purchasing permits cash outflow:
· Fixed price period: two limited windows when can purchase units to cover obligation – cash outflows for each compliance period occur in two defined timeframes
· Flexible price period: 
(1) may purchase some units to cover obligation during auctions (some permits for future compliance periods will be auctioned in advance); 
(2) may purchase some units through forward contacts in the lead up to / during compliance periods
Key question for businesses to assess: How will an entity ensure that they’re adequately managing their cash/funding and liquidity requirements given the timing of payment of obligation?

Liable and non-liable entities – potential cash flow impacts 
· For non-liable entities, may need to increase prices to reflect cost pass throughs. May impact cash inflows due to impact on volume and price, increase in working capital
· Changes to operating costs due to carbon impact (carbon cost pass throughs, input costs like energy, raw material etc, monitoring, reporting, compliance costs)
· Impact on capital costs (abatement and energy efficiency initiatives, incremental expansion project costs)


	6. Impact of the carbon scheme on the Finance Function 
(10 minutes)
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	Introduce this part of the carbon scheme discussion – the impact on the finance function.
Explain what will be covered:
Financial accounting
Current international practice
AASB / IASB discussions
Other implications 

This slide is a current summary of accounting treatments available, given the current absence of a definitive AASB pronouncement – this slide will need to be updated according to current AASB and IFRS pronouncements. 
Check you are using the most up-to-date summary by reference to the IASB and AASB websites.

Optional exercises:
Blank out the bottom line ‘impact on net profit before income tax’. As you discuss each approach, ask the participants what they think the impact on net profit will be.

Run through the main accounting approaches at a high level. Then, using the ABC Company introduced at the beginning of the seminar, allocate an accounting treatment to a table group to apply. Ask them to work through the balance sheet and income statement impacts under each approach and to present this back to the rest of the group. Provide assistance where needed.

Refer participants to Handout 2 to run through in their own time (copy of slide 26).
Handout
IFRIC (International Financial Reporting Interpretations Committee)  3 method
· Allocated permits recorded as an intangible and subsequently measured at fair value or at cost. Any difference between the cost and the initial fair value (on recognition) gives rise to a government grant.
· Grant initially recognised as a deferred income, then recognised in the P&L as emissions are made ( on a ‘systematic’ basis).
· Liability accrued at faire value as emissions are made at spot/market price at balance sheet date. This is a fixed price (discounted) in the fixed price period and likely to be a market price in the flexible period.

The application of IFRIC 3 met with significant resistance on the basis that it resulted in a number of accounting mismatches:
· A measurement mismatch between the asset and liabilities recognised – if the cost model is applied to value the asset, the liability will be measured at current value, while the asset will not.
· A mismatch in the location in which the gains or losses on those assets and liabilities are reported – if the fair value model is applied to value the asset, the changes in value will be recognised in equity, while the changes in the value of the liability will be recognised in the income statement.
· A timing mismatch – as permits would be recognised when they are obtained, typically at the start of the year, whereas the emission liability would be recognised during the year as it is incurred.
Net Liability
· Permits are recorded as intangible at nominal amounts (free permits at nil) or at cost (purchased permits).
· Liability recorded if and only if emissions exceed freely allocated permits held. There are two approaches that can be taken with respect to measurement:
· “Carrying value method” : the provision is measured at the carrying amount of the purchased permits on hand. The provision for any excess emissions (actual emissions exceeding purchased permits on hand) is measured at the market price at reporting date.
· “Reimbursement method”. Alternatively, an entity may view their purchased emission permit as reimbursement rights in respect of their liability. Therefore, to
· The extent that the number of emission rights on hand does not exceed the number of emission rights necessary to settle the liability, an entity can re-measure these purchased rights to fair value (market price at reporting date) through profit and loss. Consequently, the purchased permits that will cover the obligation and the provision will be measured at market price.

· The government grant approach is the same as the IFRIC 3 approach, except the two approaches that can be taken with respect to measurement under the net liability approach can also be applied:
· “Carrying value method”: the provision is measured at the carrying amount of the permits on hand (purchased and freely allocated). The provision for any excess emissions (actual emissions exceeding purchased permits on hand) is measured at the market price at reporting date.
· “Reimbursement method”. Alternatively, an entity may view their purchased emission rights as reimbursement rights in respect of their liability. Therefore, to
· the extent that the number of emission rights on hand does not exceed the number of emission rights necessary to settle the liability, an entity can re-measure these permits (purchased and freely allocated) to fair value (market price at reporting date) through profit and loss. Consequently, the permits that will cover the obligation and the provision will be measured at market price. 

These slides provide examples of how to account for permits under each of the available accounting treatments – run through these as needed for your audience.

Answers and details are in the slide speaker notes.

IFRIC 3 
At the beginning 
An assets is recognised for its faire value 20 000 x 15 = K$ 300
Half year
Half of the deferred income is recognized in the P&L (timely basis)
The liability is recognised at fair value:  15 000 x 18 = K$ 270
Year End
All of the deferred income is recognized in the P&L (timely basis)
The liability is recognised for its value:  30 000 x 20= K$ 600
 
Net liability 
At the beginning 
No recognition of assets as there are freely allocated
Half year
The free permits cover the emission => no liability
Year End
The liability is recognised for its value in excess of the permits
20 x 10,000 = K$ 200
 
Government grant carry value 
At the beginning 
An assets is recognised for its faire value 20 000 x 15 = K$ 300
Half year
Half of the deferred income is recognized in the P&L (timely basis)
The liability is recognised for its value with the permits in hand:  15 000 x 15 = K$ 225
Year End
All of the deferred income is recognized in the P&L (timely basis)
The liability is recognised for its value with the permits in hand:  20 000 x 15 = K$ 300
The excess liability is recognised for its fair value in:  10 000 x 20 = K$ 200
 
Government grants reimbursement 
At the beginning 
An assets is recognised for its faire value 20 000 x 15 = K$ 300
Half year
The liability is recognised for its fair value:  15 000 x 18 = K$ 270
The intangible are revaluate at fair value: 20 000 x 18 = K$ 360
Half of the deferred income is recognized in the P&L (timely basis)
Year End
All of the deferred income is recognized in the P&L (timely basis)
The liability is recognised for its fair value:  30 000 x 20 = K$ 600
The intangible are revaluate at fair value: 20 000 x 20 = K$ 400 

These slides provide details on the current status of AASB and IASB discussions. Ensure these slides are updated to reflect the most current decisions as per the AASB and IASB websites. It is of interest to note that no decisions are expected from the AASB in the immediate future.

· AASB – discussed at September and October meetings
· Staff identified potential diversity in accounting policy choices
· Staff proposed to limit choices to a ‘gross’ approach
· No decisions made by the AASB
· Accounting treatment during the fixed price period – AASB staff’s view
· Companies can sell freely allocated permits back to the government. Are they financial assets ?
· Prefer all permits recognised initially at fair value
· Liability accrued as emission are made
· Impact on the international methods?
AASB
· Focus was only on the fixed price period as it is possible that the IASB will finalise their ETS project before the commencement of the flexible price period 
· Staff proposed permits = possibly intangible assets (govt grant and deferred income); as emit recognise a liability. Cannot be offset. If permits are intangible assets, prefer that they’re not recognised at nominal amount (although, this is an option under AASB 120) .
· During the last meeting, the treatment for the fixed period was discussed. During that period, some companies will receive permits not only to cover the direct emissions obligations but also to compensate the increased of other expenses (fuel, electricity, transport,...).
· The staff also considered whether free permits are actually financial assets that should be accounted for as financial instruments (a government grant of a financial assets). They believe this might appropriate because those companies can sell back free permits back to the government for a fixed amount of cash.
· The AASB will make neither decisions nor express any preferred view. However the staff may issue a paper discussing their own views. Before your clients settle on any accounting policy choice, suggest consulting FAAS. 
EY’s view
· EY’s current discussions are that none of the approaches considered acceptable, which have been discussed, should be prohibited. 
· It may be possible to consider that permits issued for free in the fixed price period are a form of financial asset which has been issued under a government grant. In this case, it would be accounted for under AASB 139 and recognised initially at fair value (this would be the discounted amount). The discount would be unwound in the income statement over time. The deferred income (related to the government grant) would be unwound into the income statement as appropriate as would be done under the IFRIC 3 or government grants approaches. E.g. If permits are allocated for free for the purposes of meeting direct emissions obligations, as emissions are made over the compliance period. If permits are allocated for free for the purposes of compensating for increased energy costs, as these increase energy costs are incurred over the compliance period
· This is not EY’s ‘official’ view at this stage, but it will be confirmed shortly (please check with Lynda Tomkins, Matt Honey, Carolyn Pedic or Mariande Mays at the date of your presentation to see whether there are any changes in the status of EY’s views) 

Status:  all decisions are currently tentative
It might become an active project again after the update of IASB’s agenda

Scope: 
· Initial focus is on ‘cap and trade’ schemes. This is where e.g. a government sets a limit or cap on the amount of CO2 that can be emitted. The limit allocated or sold to entities is in the form of emissions allocations. Entities must hold a number of allocations equivalent to their emissions at the end of a specified period (often 1 year). The total number of allocations cannot exceed the cap, limiting total emissions to that level.
· The Carbon Pollution Reduction Scheme (CPRS), previously introduced into Parliament, was a cap-and-trade emissions trading scheme so would have come into the scope of this project. The fixed price period of the currently proposed scheme has different features. However, many of the principles would apply.  

Recognition of emissions 
· Allowances Both allocated (usually by a government body to an entity without charge) and purchased emission allowances to be measured at fair value initially and subsequently. No difference in measurement to be taken into account depending on their intended use (e.g. Using to remit back to the government for emissions vs trading the rights) 
The slide assumes that entities will be allocated fewer allowances than their expected total emissions for the period. 
· Allocated allowances: the Boards explained that there is an obligation for allowances when allocated because an entity must either refrain from emitting to keep the allowances or return them as they have emitted. The measurement is FV which mirrors the measurement of the asset for the allocated allowances. 
· Ongoing discussions about accounting for emissions in excess of the allocated allowances. In all cases the price input to the calculation is fair value. However, 2 views currently being considered with regards to the timing of the recognition of emissions in excess of allocated allowances. Under both views, after initially recognising a liability upon allocation of allowances at fair value, either: 1. do nothing until actual emissions exceed the number of allowances allocated. As emissions exceed the number of allocations recognise additional liability; or 2. Estimate total emissions for compliance period and effectively spread the recognition of a liability for estimated emissions above the allocation over the compliance period. Essentially a kind of ‘smoothing’ technique for recognising the part of the liability that represents expected emissions in excess of the allocation (although the expense may not be spread over the period on a straight line basis). 
· Initial reaction from the IASB: gross, but no objection to linked presentation.
· FASB tentatively decided on linked presentation
· Other disclosure issues:
Not yet discussed by the boards, will depend on model
May include:
1. Quantity of allowances on hand, including the number received as an allocation
2. Allowances that are expected to be received in the future as an allocation
3. Fair value of allowances (if not initially and subsequently measured at fair value, although it seems that the Boards are heading in a fair value direction)
4. Method and assumptions used in estimating the quantity of allowances to be returned/submitted
· Next steps: Obtain feedback from stakeholders
· Resume deliberations post June 2011
5. Consider other issues (e.g. Baseline and credit schemes, accounting for the right to future allocations)

Refer participants to Handout 2 to run through in their own time (copy of slide 31).
This slide provides a good summary of other key accounting and disclosure considerations for finance teams to consider as the carbon scheme is implemented. Companies can expect additional focus on these areas in relation to the carbon scheme from their auditors who will be looking for assurance and comfort over these areas.
Explain the key issues in relation to tax as per the slide speaker notes.
· Adequate internal controls must be applied to reporting of emissions numbers throughout the financial year / compliance period –> half- and year-end may not coincide with NGERS reporting period but adequate assurance over emissions volumes must be available for financial reporting periods and for management reporting purposes
· Once the carbon scheme is in operation, carbon numbers will be required for the financial reports. Financial reporting of carbon data will make this information even more prominent; more users will impacted and this data will come under increasing scrutiny. You may need to think about the quality of your emissions data and the adequacy of your controls around it. Furthermore, the financial reporting balance dates (e.g. half and full-year) may not coincide with the NGERs reporting timetable. How will entities manage this? Does your client have the systems in place to provide data as and when you need it? 
· EY’s view is that the announcement of the details of the carbon pricing scheme after 30/6/11 but before financial statements were finalised was an adjusting subsequent event. EY considers that entities should have considered whether this was an impairment trigger under AASB 136, in their circumstances. If so, their impairment models should have been updated for any changes in assumptions that became known as a result of the details of the announcement of the draft legislation. 
· Not all entities did this or they did not make good disclosures about the impact of the announcement on their impairment models, even when they were clearly impacted entities. 
· With the legislation due to be passed in early November, all entities should update or further update their assumptions when the legislation is passed. 
· NB: with respect to permits, we would usually expect that permits should be tested as part of a larger CGU. 

Carbon units acquired in a business combination 
In a business combination an acquirer must recognise the acquiree’s identifiable intangible assets (including carbon units) at their fair value. Therefore, any carbon units recorded at nil in the acquiree’s financial statements will be recognised at fair value in the acquirer’s consolidated financial statements. Consequently, an acquirer cannot apply the net liability approach to carbon units acquired in a business combination, as the units were not granted through a government grant. Instead, the acquirer should treat acquired carbon units in the same way as purchased carbon units. An acquiree may however continue to apply its own accounting policy in its separate financial statements.  
 
An acquirer can only recognise a provision for its acquiree’s actual emissions that have occurred up to the reporting date (and not for forecast emissions). 
  
Accounting by brokers/traders 
In the flexible price period, liable entities and broker-traders may hold carbon units for sale in the ordinary course of their business. These units meet the definition of inventory and can be recorded at either the lower of cost and net realisable value or at fair value less costs to sell in accordance with their policy as permitted by AASB 102 Inventories.
 
Forward contracts for carbon units 
In the flexible price period, if an entity enters into a forward contract to sell or purchase carbon units, it needs to consider whether the contract is a derivative within the scope of AASB 139 Financial Instruments: Recognition and Measurement, based on the criteria in this standard. 
 
An entity may enter into forward contracts to sell carbon units. If the entity does not have a past practice of net settlement or an intention of actively trading carbon units, the forward contract may have been entered for ”own use purposes” and would not be within the scope of AASB 139. Although it is not the entity’s business to sell carbon units forward, it could still be considered to be a normal sale transaction as the quantity of carbon units received is not within the control of the entity. 
 
An entity may also enter into forward contracts to purchase carbon units. This may be to supplement a shortfall in carbon units held compared with actual or projected emissions. An entity must assess whether it has a past practice of net settlement or an intention of actively trading carbon units. If the forward contract has been entered into for ”own use purposes” then it would not be within the scope of AASB 139 if the carbon units will be physically delivered under the contract. 
 
However, an entity may actively trade carbon units at the same time and be unable to determine which forward contracts will result in purchase or sale of carbon units for own use. Own use accounting cannot then be applied if there are no controls in place to separate forward contracts entered into for trading purposes and those for own use. 
 
Impairment of assets  
Both before and after the commencement date, the carbon pricing mechanism may be an impairment indicator for goodwill and other tangible and intangible assets, if entities do not have the ability to pass on costs. These entities will need to re-evaluate the appropriateness of valuation models used – for both value-in-use and fair value measures - and reassess assumptions used in those models. Financial statements will need to include disclosures of assumptions used in impairment testing, (including for periods beyond the initial fixed price period), the size of the potential impact and the sensitivity of those assumptions. 
 
Onerous contracts 
The carbon pricing mechanism may lead to onerous contracts, if entities are not able to pass on costs, as a result of which the economic benefits expected to be received under the contract will become lower than the costs of meeting the obligations under it. Entities, therefore, need to consider whether they should recognise a provision in accordance with AASB 137. 
  
Impact on budgeting and forecasting 
As noted above, entities may be impacted directly (for liable entities) and/or indirectly (through increased prices of energy and goods and services from a flow through of the carbon price across the domestic supply chain). Entities should consider updating assumptions used in their budgets and forecasts, to reflect these anticipated price increases. The direct impacts can easily be established in the fixed price period, as in this period the price for carbon units has been pre-determined by the Government. This may not be so easy in the flexible price period. The indirect impacts in both the fixed and flexible price periods also may be more difficult to estimate. 
 
Impact on inventory costing 
The costs attributable to inventories under AASB 102 comprise all costs of purchase, costs of conversion and other costs incurred in bringing the inventories to their present location and condition (AASB 102.10). Entities need to consider including the costs resulting from the introduction of the carbon pricing mechanism into their inventory costing if these costs are regarded as a cost that is incurred in bringing goods to their present location and condition (and not a cost relating to idle capacity). 
 
Similarly, the carbon emission cost resulting from the delivery of a service should be considered part of the cost of that service (e.g. transportation companies) and should be accounted for similarly to other costs of that service. 


	7. Impact on regulatory reporting
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	Explain the diagram

Explain the diagram
We have also seen a significant increase in mandatory and voluntary reporting, specifically of greenhouse gas emissions and energy. 
Some businesses have opted to report voluntarily such as through their non-financial reporting in annual reports or stand-alone sustainability reports. Others have chosen to report as part of the Carbon Disclosure Project (CDP). 
Many business now face reporting obligations under both national and state-level schemes, including:
· National Greenhouse and Energy Reporting Act – NGERS is now in its fourth year, with more than 500 (?) businesses reporting under the scheme on Scope 1 and 2 greenhouse gas emissions and energy consumption and production. 
· Energy Efficiency Opportunities Act – EEO requires businesses to identify, evaluate and report publicly on cost effective energy savings opportunities.
· Renewable Energy Target – The Large Scale Renewable Energy Target (LRET) and Small Scale Renewable Energy Target (SRES) place a legal obligation on liable entities (usually electricity retailers) to proportionately contribute towards the generation of renewable energy
· NSW has implement the Greenhouse Gas Reduction Scheme (GGAS) and Energy Savings Scheme, while Victoria has the Victoria Renewable Energy Target.
As more businesses report on their emissions and energy, the information available highlights the risks posed from climate change and rising energy prices; and therefore aids in decision-making. For example, in identifying particular sites of processes which consume higher amounts of energy, which can then be the focus of investment opportunities to reduce costs. 

Provide participants with the overview and context of NGERS including obligation to report 

Discuss financial and NGERS reporting timelines 
Key to deliver is that NGERS and financial reporting timelines will be different and this could pose challenges to organisations. How will they manage the need for data at different times? Can systems deal with this?
· Adequate internal controls must be applied to reporting of emissions numbers throughout the financial year / compliance period –> half- and year-end may not coincide with NGERS reporting period but adequate assurance over emissions volumes must be available for financial reporting periods and for management reporting purposes
· Once the carbon scheme is in operation, carbon numbers will be required for the financial reports. Financial reporting of carbon data will make this information even more prominent; more users will impacted and this data will come under increasing scrutiny. You may need to think about the quality of your emissions data and the adequacy of your controls around it. Furthermore, the financial reporting balance dates (e.g. half and full-year) may not coincide with the NGERs reporting timetable. How will entities manage this? Does your client have the systems in place to provide data as and when you need it? 

Provide participants with the overview and context of EEO

Provide participants with the overview and context of NCOS

Exercise 2: Data capture issues and solutions
Identify the management accountants in your group. 
Ask them for some of the information they are now being asked for in relation to NGERS and the carbon scheme or if they are not yet being asked, what types of data they can foresee needing to collate. 
Facilitate a discussion on these items and encourage knowledge sharing in the room. Identify any issues noted to date on flipchart paper and encourage the group to identify solutions. Again post these around the room.


	8. Impact of the carbon scheme on the Tax Function 5 minutes
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	Introduce this part of the carbon scheme discussion – the impact on the tax function.
Explain what will be covered:
Tax implications and strategy 
Fuel and pass-through costs
Restructures, grants and R&D
· Costs of buying permits deductible - but need to manage timing issues
· Free units for EITE’s - can create tax cost
· Import of international units – tax issues associated with importation, establishing centralised carbon treasuries, and investing in Kyoto projects 

· An effective carbon price will be imposed on business use of fuels
· reductions in the level of fuel tax credits currently claimable on non-gaseous fuels (some exceptions)
· reductions in the automatic remission or exemption of excise on gaseous fuels (LPG, LNG, CNG)
· Indirect carbon costs will arise where entities with direct liability or effective carbon price (via fuel) pass on costs to customers – no tax issues

· Consequential tax aspects of business restructures – close downs, new capex, structuring, finance
· R&D incentive – re-engineering processes, investing in new technology
· Grants – array of new grants and financial assistance
· Passing on carbon costs to customers – experiences from GST introduction
· Developing carbon compliance and review systems – similarities to tax compliance function 

Run through the ‘Quick 10 step implementation check-list for liable and impacted entities’


	9. Carbon scheme – call to action and conclusion 
(Brief)
	Slides 45 – 46 Call to action

	Draw on these slides to bring this section to a close. Included is a suggested call to action for participants and details of further supporting resources (these resources should be added to by facilitators as appropriate)?


	10. Sustainability& Financial Reporting 
(20 minutes)
	Slide 47-50
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Slide 54
	Explain part of the finance function is preparing information for disclosure in the financial reports of companies or preparing information for disclosure to stakeholders in other formats.
Ask: Why are we seeing the level of information required on the increase? And is this a trend set to continue? If so, what is the impact for the role of the accountant?
Stress that reporting needs to be a consideration for all energy efficiency measures and projects implemented as internal management will require information to assess the success or viability of the project and external stakeholders will be interested in what the organisation is doing to manage its costs, its carbon footprint and its contribution to the community. Essentially, what gets measured gets done!
Use these slides to highlight available frameworks to assist organisations (and accountants) with identifying what to report and how.
Highlight the typical reporting journey for an organisation. Gauge from your participants where their organisation is on this journey.
Raise awareness of current Global reporting trends and those in the Asia-Pacific area to allow organisations to have an indication of how they are comparing.
Use slide 46 to show where to go for further information on best practises.

Over recent years, the level of interest from stakeholders in corporate environmental, social and ethical performance has risen significantly. Non-financial reporting, often referred to as sustainability reporting, or corporate social responsibility (CSR) reporting, enables businesses to be transparent in communicating these non-financial aspects of their management and performance. 
· The concepts of sustainability are relatively new and are extremely broad in their application, which has meant articulating a universal definition for sustainability has been difficult
· We recognise that sustainability means different things to different organisations
· However the definition is articulated, the ultimate goal for businesses is about “creating long term shareholder value”
· In order to achieve this, companies need to understand the external drivers influencing the agenda and identify how this translates to specific impacts on their business in the context of risk and opportunity
· Having a better understanding of the risks and opportunities enables a more informed view in relation to setting the business’ sustainability strategy and subsequently developing plans and activities that will be effective and effic ient in meeting the firms strategic objectives
· Thus, finance professionals and accountants within organisations have a crucial role to play in identifying opportunities for creating long-term shareholder value. 

Take participants through the three phases of a typical sustainability report journey 
Companies can report in a number of ways – but this diagram represents the most likely pathway for those starting out.
Phase 1: Most companies begin the journey of sustainability reporting by including some current environmental and social performance information as part of the annual report or review, such as:
· Water Use and/or Energy Use
· Greenhouse Gas Emissions data
· Occupational Health and Safety Performance
· Employee data (e.g. training, diversity, and retention)
Phase 2: By year 2 most businesses have assessed the material aspects of sustainability, and have put in place programmes to monitor performance and report. The second reporting year allows the company to:
· Identify programmes to address key risks or poor performance
· highlights successes in the business
· sets targets for Key Performance Indicators
· draws from reporting frameworks
Phase 3: As the business improves its strategy and approach to managing sustainability in the organisation, and increases the monitoring of key performance data – a sustainability report is often produce. This usually utilises a recognised framework for reporting, like:
· Global Reporting Initiative’s G3 Sustainability Framework Guidelines
· Accounting for Sustainability’s Connected reporting framework

Graph one (above): Sustainability Reporting across different regions has grown in the last decade.  The first to begin reporting, Europe has seen dramatic increase in the number of businesses reporting. 

Graph two (below): The number of first time reports has grown year on year – even during the global financial crisis, demonstrating the importance that organisations are now placing on the disclosure of sustainability performance information. 
Analysts and investors are increasingly expecting the disclosure of sustainability performance from organisations. Looking forward it can be expected that many countries will require mandatory reporting of sustainability information from companies making it vital for companies to be in the practice of having this data available.  South Africa and some countries in Europe already require mandatory disclosures on non-financial.
The number of first time reports has grown year on year – even during the global financial crisis, demonstrating the importance that organisations are now placing on the disclosure of sustainability performance information.

Explain the major sustainability frameworks used by companies 
Global Reporting Initiative (GRI-G3)
Accountability’s Principles Standard (AA1000APS)
Accounting for Sustainability’s Connected Reporting Framework

The most commonly applied framework is the Global Reporting Initiative’s G3 guidelines for sustainability performance. It sets out a range of key performance indicators for companies to respond to. In doing so, companies can self-assess their reports as either A, B, or C-rated, based on the number of indicators reported. If the report is assured in any capacity, it will receive an A+, B+, or C+ respectively.
The GRI framework was developed through an international, multi-stakeholder process, and adopted early by major corporations such as General Motors, Hewlett-Packard, and Johnson & Johnson. Its comprehensive guidelines include principles for ensuring report content and quality, and define 49 core performance indicators along with 30 additional indicators and sector supplements.
AA1000APS sets out three tenants of reporting in relation to engaging with stakeholders - that sustainability performance reported should be material to the organisation; that it should include the views of all stakeholders, and that it should respond to stakeholders in the most appropriate way.
ISO2600 is a recently created standard for sustainability. Generic in nature it sets out the key tennents for non-financial metrics
The GRI framework is one of the most widely used frameworks globally. GRI-G3, provides guidance on indicators to be reported that support sustainability performance disclosure. It is relevant to all organisations, regardless of size, sector or location, and can be voluntarily, flexibly and incrementally adopted. Sector supplements for selected industries are provided in addition to the core guidelines to capture unique sustainability issues and improve comparability between industry peers for analysts and investors. 

Indicators cross the three areas of social, environmental, and economic.
There are additional sector supplements for some sectors, such as banking and real estate. 

Refer participants to additional resources available


	11. Towards Integrated Reporting
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	Explain: Integrated Reporting is evolving as the next stage for corporate disclosures. It is the combination of financial and non-financial reporting in a single document, either in place of, or additional to separate financial and sustainability reports. 

Gauge the level of knowledge in the room on this topic and run through slides 48-56 accordingly.

Key to stress is this is a growing area, gaining momentum and is likely to happen. Organisations should be considering these developments in their planning and decision making.

Financial crisis:
· Individuals and organisations focusing on short-term profits and rewards irrespective of their long-term sustainability
· Demonstrated the need for capital market decision-making to reflect long-term considerations
· Called into question extent to which corporate reporting disclosures, as they exist today, highlight systematic risks to business sufficiently

Limitations of current reporting : 
· Do not fully consider the social, environmental and long-term economic context within which the business operates
· Integrated Reporting will help to bring together data that is relevant to the performance and impact of a company in a way that will create a more profound and comprehensive picture of the risks and opportunities a company faces, specifically in the context of the drive towards a more sustainable global economy

There is now growing momentum behind the potential of ‘integrated reporting’ to deliver a more holistic view of a company’s performance and its longer-term sustainability; a concept that is being tested in the market, and is gaining momentum from governments, investors, corporate, academics, and the accounting profession that are seeking to unify the way that companies will respond globally.

One mechanism for this change may be the International Integrated Reporting Committee (IIRC), established by the Prince of Wales’ Accounting for Sustainability initiative.  The IIRC has been brought together to form a view on an approach to reporting that could be established, and they will present their findings at the G20 meeting in August 2011.

The true value from integrated reporting may be to highlight those companies that are yet to consider their impacts on the environment, their employees, and the wider community. In essence, this has more to do with sustainability strategy and management than reporting per se. It lifts the veil on those companies that are not putting appropriate business strategy/systems in place with regards to sustainability issues; to company values and culture; to information; and to gaps and shortcomings in performance.  Transparency across businesses will mean that the underlying governance and strategy on sustainable development will enable benchmarking for investors.

The aim of the International Integrated Reporting Framework is to support the development of reporting over the coming decades, centred on how an organization creates and sustains value. 
The Framework will provide high-level guidance to organizations that prepare Integrated Reports, helping to provide consistency of content and approach in a way that demonstrates the extent to which integrated thinking is occurring within the organization. It will also provide policy-makers and regulators with broad parameters within which consistent regulatory reporting regimes can be developed across different jurisdictions. The Framework will be a focal point for the harmonization of current standards. 

The initial focus is on reporting by larger companies. However, the IIRC expects that the concepts underlying Integrated Reporting will be equally applicable to small- and medium-sized enterprises, the public sector and not-for-profit organizations. 
Integrated Reports will meet the needs of a broad range of stakeholders. Initially, however, the IIRC intends to focus the development of the Framework on the needs of investors (providers of debt and equity), consistent with the current duties of those charged with governance in many jurisdictions. 

IIRC
The International Integrated reporting Committee (IIRC) was established last year to investigate how organisations should and could report more holistically on performance, to include both the financial and non-financial aspects. It is driven by investors and analysts.
Who are the International Integrated Reporting Committee (IIRC)?
· The IIRC is a powerful, international cross section of leaders from the corporate, investment, accounting, securities, regulatory, academic and standard-setting sectors as well as civil society.
· Membership includes Jim Turley, Chairman and CEO of EY
· Aim is to create a globally accepted integrated reporting framework which brings together financial, environmental, social and governance information in a clear, concise, consistent and comparable format.
· The role of the IIRC is not to increase the reporting burden on organisations, but rather to create an Integrated Reporting framework that will enable companies to bring more coherence and focus to corporate reporting and dialogue with its stakeholders.

· Discussion Paper
· Rationale for move to integrated reporting
· Initial proposals for development of International Integrated Reporting Framework
· Next steps (including ED in 2012)
· Comments on DP by 14 December 2011
· EY submitting a comment letter

Explain: The role of the accountant today will involve at some level, preparing information subject to various degrees of assurance according to their organisation and the level of compulsory & voluntary reporting.
Ask: participants for the voluntary and compulsory reporting schemes their organisation is reporting under and how this impacts their role. What are some of the challenges? How do they address these issues or what needs to change for these issues to be addressed? Collate responses on a flipchart.

Business Model and Value Creation 
Central to Integrated Reporting is the organization’s business model. There is no single, generally accepted definition of the term “business model”. However, it is often seen as the process by which an organization seeks to create and sustain value. 
An organization determines its business model through choices that typically recognize that value is not created by or within the organization alone, but is: 
· influenced by external factors (including economic conditions, societal issues and technological change) that present risks and opportunities, which create the context within which the organization operates, 
· co-created through relationships with others (including employees, partners, networks, suppliers and customers), and 
· Dependent on the availability, affordability, quality and management of various resources, or “capitals” (financial, manufactured, human, intellectual, natural and social). 
· Integrated Reporting therefore aims to provide insights about: 
· significant external factors that affect an organization, 
· the resources and relationships used and affected by the organization, and 
· How the organization’s business model interacts with external factors and resources and relationships to create and sustain value over time. 


For background only:
Resources and relationships or “capitals” 
All organizations depend on a variety of resources and relationships for their success. The extent to which organizations are running them down or building them up has an important impact on the availability of the resources and the strength of the relationships that support the long-term viability of those organizations. These resources and relationships can be conceived as different forms of “capital”. 

The purpose of the following categorization and descriptions, based on various sources and established models,8 is to help readers understand the concepts underlying this Discussion Paper; it is not intended to be the only way the capitals can be categorized or described. The extent to which different organizations use or impact each of these capitals varies: not all capitals are equally relevant or applicable to all organizations. 

Financial capital: The pool of funds that is: 
· available to the organization for use in the production of goods or the provision of services, and 
· Obtained through financing, such as debt, equity or grants, or generated through operations or investments. 

Manufactured capital: Manufactured physical objects (as distinct from natural physical objects) that are available to the organization for use in the production of goods or the provision of services, including: 
· buildings, 
· equipment, and 
· infrastructure (such as roads, ports, bridges and waste and water treatment plants). 
Human capital: People’s skills and experience, and their motivations to innovate, including their: 
· alignment with and support of the organization’s governance framework and ethical values such as its recognition of human rights, 
· ability to understand and implement an organization’s strategies, and 
· loyalties and motivations for improving processes, goods and services, including their ability to lead and to collaborate. 

Intellectual capital: Intangibles that provide competitive advantage, including: 
· intellectual property, such as patents, copyrights, software and organizational systems, procedures and protocols, and 
· The intangibles that are associated with the brand and reputation that an organization has developed. 

Natural capital: Natural capital is an input to the production of goods or the provision of services. An organization’s activities also impact, positively or negatively, on natural capital. It includes: 
· water, land, minerals and forests, and 
· Biodiversity and eco-system health. 
Social capital: The institutions and relationships established within and between each community, group of stakeholders and other networks to enhance individual and collective well-being. Social capital includes: 
· common values and behaviours, 
· key relationships, and the trust and loyalty that an organization has developed and strives to build and protect with customers, suppliers and business partners, and 
· An organization’s social licence to operate. 

By describing, and measuring where it is practicable, the material components of value creation and, importantly, the relationships between them, Integrated Reporting results in a broader explanation of performance than traditional reporting. In particular, it makes visible all the relevant capitals on which performance (past, present and future) depends, how the organization uses those capitals, and its impact on them, as illustrated by the diagram below. This information is critical to the effective allocation of scarce resources. It will provide a meaningful presentation of the organization’s prospects for long term resilience and success, and facilitate the informational needs of, and assessments by, investors and other stakeholders. 
Importantly, a reporting framework centred around an organization’s business model provides a better basis for management to explain what really matters, bringing reporting closer to the way the business is run. 

Discuss these slides, highlighting the different schemes and requirements. 
Highlight trends in assurance reporting we are now seeing.

Guiding Principles – Five guiding principles underpin the preparation of an Integrated Report (see page 13). 
· Strategic focus 
· Connectivity of information 
· Future orientation 
· Responsiveness and stakeholder inclusiveness 
· Conciseness, reliability and materiality 

Content Elements – The principles should be applied in determining the content of an Integrated Report, based on the key elements summarized below. The presentation of the elements should make the interconnections between them apparent (see page 14 – 15). 
· Organizational overview and business model 
· Operating context, including risks and opportunities 
· Strategic objectives and strategies to achieve those objectives 
· Governance and remuneration 
· Performance 
· Future outlook 

Slide 64 is a reminder of current mandatory ASX disclosures.
Recap the learning objectives for the module and deal with any questions

	12. Report assurance
	Slide 66-67

	Explain the three tiers of assurance available:
· Limited
· Reasonable 
· Verification/Agreed upon procedures (not assurance)


	13. Over to you....reflection and action planning 
(10 minutes)
	Slide 68-69

	Module one introduced participants to the concept of change management and how attending this seminar was a starting point for effecting change within their organisation for driving energy efficiency measures or supporting an existing change management strategy for driving the organisation towards more energy efficiency practises. 

Bring this module to a close by linking back to the change management messages delivered in module one. Re-emphasise the importance of the role of the accountant and business advisor in effecting change within an organisation or being another agent for change that supports an existing change management strategy – they can have a huge impact within their own team as a starting point, for example by doing something as small as promoting the need for their team to turn off their computers at night. Or they can plan for something as large as a strategy to deal with the associated implications of the carbon scheme.

Slide 69 reminds participants of the starting point for any change management activity. Have participants spend some time reflecting on what was covered in this session and the implications of what they have learnt or discussed for their role and the organisation. 
ASK: Can they identify any changes that need to be made to the way they work, internal processes or even KPIs and strategy to meet the challenges discussed throughout this module? What are they and what would the desired outcome be of any change? What can they do to support the change required in their role?

Remind the participants that feedback for this session is appreciated.


	14. Wrap up and Evaluation
(5 min)
	Slide 70
	Remind the participants that feedback for this session is appreciated.
Thank the participants for attending this classroom learning session.
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