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Issues on Accounting for Environmental
Liabilities

R A
Chika Saka

Environmental liabilities are accrued in relation to (1) past contaminations, (2) recycling
laws, (3) future assets retirement. (1) Especially, as site contamination issue is
serious, its potential liability is enormous. Some Japanese companies already disclose
contamination site clean-up liabilities, however the disclosed amounts is only a small
part of potential liabilities which companies owe. (2) Liabilities arising from recycling
laws to collect, dispose properly and recycle the products also should be recognized;
although International Accounting Standard and US Accounting Standard require to
accrue these liability when company sell the products, there is no accounting standard to
deal with this issue in Japan. (3) As accounting standard of assets retirement obligation
issued in Japan recently, liabilities arising from clean-up of site contamination, asbestos
and PCB should be recognized as liability on Balance Sheet at the first stage of the
project. It might affect companies’ financial position. It is necessary to recognize and
disclose environmental liabilities not only for informational purpose to investors, but
also measuring and reducing business risks to companies. Companies should consider
business risk of potential liabilities, and the business risk is much wider than legal

obligations.
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