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Abstract: 

Globally, carbon emissions are one of the challenging problems. A science known as carbon 

accounting emerged as a result of the problem, which led to multiple laws and programmes 

being implemented by various nations to combat pollution brought on by carbon release. 

Any marketable certificate or authorization that indicates the right to release one tonne of 

CO2 or the corresponding quantity of some other greenhouse gas is referred to as a "carbon 

credit" in this context. Utilizing carbon trading and credits is a component of federal and 

worldwide efforts to limit the rise of greenhouse gas emissions (GHGs). One tonne of carbon 

dioxide, or one CO2 corresponding gas in some trades, is identical to one carbon credit. One 

approach to implement the release market plan is through carbon trading. After a ceiling on 

greenhouse gas emission, mechanisms are employed to distribute the Outflow among the 

group of controlled sources. Toxins are waste products that pollute the air, water, or soil. In 

order to account for the removal of contaminants that a corporation would have otherwise 

released into the environment on a cumulative basis, it is customary to declare both the 

origin and the plunge in the gas emissions and toxins state. The chemical makeup, 

concentration, and persistence of a pollutant are the three determinants of its severity. Some 

contaminants are biodegradable; thus, they won't last as long in the environment. 

Keywords: Carbon Credit, Green House Gases, Kyoto Protocol, UNFCC, Financial 

Instrument. 

 

Introduction: 

One challenge the human race is dealing with is environmental issues. In order to combat 

global warming, the United Nations Framework Convention on Climate Change (UNFCCC) 

was established in 1992. The UNFCCC's goal is to lessen the amount of Green House Gases 
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(GHGs) in the environment. The Kyoto Protocol, which places a ceiling on the total amount 

of GHG emissions that a country is allowed to produce, became effective in February 2005. 

The Kyoto Protocol offers three market-based approaches. The Clean Development 

Mechanism (CDM), which is how carbon credits (also known as Certified Emission Reduction 

Certificates, or CERs) are allocated, is the only method that applies to India. The certificates 

that are given out to verify decarbonisation are called carbon credits. Industries from 

developed countries that have ratified the Kyoto Protocol purchase these licenses on the 

global trade in an effort to reduce gas (GHG) release as cheaply as possible. Both a monetary 

tool and an asset class, carbon credits. Up until they are sold, they must be documented on 

the account statements as an asset (stocking). 

Review of Literature: 

Six aspects were taken into consideration when reviewing the literature. The Kyoto Protocol, 

Carbon Trading, Credits, Discharge Trading, and Clean Development Mechanism were the 

reasons noted. A poll was conducted to determine how well-known carbon credit accounting 

is. Given how recent the subject is, not many of its fundamental ideas have been explored. 

Theoretical studies have been conducted in India with the goal of reducing carbon Discharge 

while both controlling them and earning credits for doing so.The amount of Co2 emissions 

that will not be released to the environment as a result of the Kyoto Protocol's method for 

mitigating variability is recorded through a social activity known as carbon accounting. The 

mission trading mechanism is sometimes referred to as "cap and trade." Reduce pollution 

and combat climate change is the basic tenet of this approach. To offer a practical solution to 

the equity problem, the conflict between sovereignty and egalitarianism has been 

underlined. The constructive approach stands out when combined with global carbon 

trading since it provides industrialized nations with enormous rewards for helping to reduce 

the greenhouse gas effect. The main and leading topic has been global warming, which opens 

up further discussion about including climate financing on the agenda. The current situation 

is more focused on using financial experts to leverage cash for clean energy and emission-

free trade. 

Objectives of the study: 

To recognize the concept of accounting for carbon credits. 

To grasp how it is handled in the books of accounts. 

To use a case study, to comprehend the efficiency of carbon credit accounting. 

Scope of the study 

This research takes into account how carbon credits are accounted for. The introduction of 

accounting for carbon offsets and its effects on organizations in India that contain harmful 

chemicals are also covered in the article. 
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Tool For Data Collection 

The internet, several industrial periodicals, and publications are used to acquire the data for 

the study. 

Limitations: The freely accessible quantitative information are the only data used in this 

investigation. 

The Development of The Carbon Credit Idea 

A growing understanding of the need of pollution management led to the conception of 

carbon credits. Following the global accord between 141 nations, widely known as the Kyoto 

Protocol, it assumed its official shape. Countries who are effective in decreasing the 

Discharge that contribute to global reheating are given certifications known as carbon 

credits. 

Green House Gases And Their Emission 

Climate change is one difficulty the social species is facing. The United Nations Framework 

Convention on Climate Change (UNFCCC), which was formed in 1992 to address the problem 

of global climate change, aims to reduce the amount of greenhouse gases in the environment. 

The Kyoto Protocol, which had been introduced to the Convention and went into effect in 

February 2005, establishes limitations on the maximum quantity of greenhouse gases 

(GHGs) that nations may emit. By the 2008–2012 commitment period, the original Kyoto 

Protocol's pledge to 41 industrialised nations required them to cut their GHG Discharge at 

smallest amount 5% from their point of departure levels in 1990. 

The Kyoto Protocol 

The Kyoto Protocol exempts poor and least-developed nations from liability for their 

Discharge. The Kyoto Protocol grants permits (also known as carbon offsets) that are 

comparable to the allowable quantity of discharge to countries with legally enforceable 

emission reduction objectives, which at the moment only apply to 

industrialisedcountries.One metric tonne of CO2equivalent is represented by one permit 

(carbon credit). Binding countries, in turn, impose caps on local firms' and organisations' 

GHG Discharge in order to reach the carbon reduction objectives. Furthermore, the Kyoto 

Protocol offers three market-based tools to help industrialised nations reach their carbon 

reduction goals. 

1. Joint Implementation(JI) 

2. Clean Development Mechanism (CDM), 

3.International Emission Trading(IET). 
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A civilised nation with considerably large domestic Greenhouse gas emission reduction costs 

can get carbon offsets that can be utilised to achieve their emission goals by building a 

project in another civilized nation at a moderate cost. 

Under the CDM, a developing country can take part in a GHG reduction initiative in a poor 

country where the prices are frequently far lesser and the civilised nation will get emission 

allowances for meeting its reductions in emissions. This includes initiatives like plans for 

reforestation and investments in clean technologies. 

For the CDM, organisations in developing or least developed nations may establish a GHG 

reduction project, obtain UNFCCC approval, and receive credit for it. Entities of industrialised 

nations with emission reduction objectives may purchase these carbon credits. Certified 

Emission Reduction (CER), which is the unit connected with One metric tonne of CO2 

equivalent is equivalent to one CDM. 

Industrialized countries with emission reduction objectives may readily trade on the 

international carbon lending market thanks to IET. This implies that companies from 

industrialised countries who are in breach of their emission caps may buy carbon credits 

from companies whose actual discharges are within the defined parameters. Businesses and 

other organisations can trade carbon credits, and they can also buy and sell them on the 

global market at the going rate. These procedures suit the aims of both affluent countries 

with emission reduction targets who buy carbon credits and developing and less successful 

means that sell and supply credits but currently have no sustainability goals. The less 

developed countries' quasi enterprises can recover their expenditures by selling the CO2 

discharge they have reduced (carbon credits). This mechanism of buying and selling carbon 

credits is known as carbon trading. 

Carbon Statement Includes CER is a credit accounting asset. 

CER must be a resource that the producing institution controls, is the outcome of historical 

events, and from which the producing firm forecasting future financial rewards. An 

organisation participates in a CDM specific project to generate CERs and reduce carbon 

discharge. There are several processes in a CDM project activity that culminate in CERs. 

When a CDM project is successfully registered and placed into operation, carbon emission 

reductions begin to happen and continue to happen throughout the project. CERs do not, 

however, exist at the present time, while emission reductions are taking place. It may be 

claimed that since certification of such reductions later in the form of CERs is a procedural 

matter, they should be regarded as assets as soon as they occur. In this regard, it should be 

noted that the issuance of CERs is subject to the verification process, meaning that after a 

CER application is submitted and after a period of 15 days has passed with no requests for 

review and after all requirements have been met, the generating entity receives credit for 

the CERs after receiving a communication from the UNFCCC. Therefore, it is feasible that 
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emission reductions may not ultimately lead to CER generation.CERs can therefore only be 

classified as contingent assets at this stage of the emission reduction process under Auditing 

Standards (AS) 29, Specific provision, Accrued Liabilities, and Receivable. According to this 

standard, a process economic is "a potential investment resulting from historical actions the 

occurrence which will be validated only according to the event happening or probability of 

failure from one or even more uncertain future circumstances n't yet wholly inside of As a 

result of that when manufacturing entity diminishes. When a producing entity takes part in 

a CDM project that lowers carbon discharge, it becomes entitled to receive CERs from 

UNFCCC. CERs will, however, only become available and be received by the generating 

business if they are certified by the UNFCCC, which is a future uncertain occurrence. The 

aforementioned means that a CER only exists and qualifies as an asset when the producing 

company receives the transmission of credit of CERs. This is due to the fact that only at this 

point does the CER become a resource under the control of the generating company, 

resulting in the predicted future economic advantages of cash and cash parallels that would 

result from the selling of CERs in the future. As was already said, in various early phases of 

the CDM project activity, the generating company lacks any resources, therefore the subject 

of resource control and anticipated future economic rewards is therefore not relevant. As a 

result, when CER is created as previously indicated, it is an asset. 

Recognition of CERs 

Once an item fulfills the defined definition of the term, it must also satisfy the criteria for 

asset recognition set out in the Guidelines for the Creation and Presentation of Financial 

Accounts in order to be recognized in the income statement. In other words, a decision must 

be made on the timing of CER inclusion in income statement. When an asset has a worth or 

value that can be calculated with accuracy and it is likely that the firm will benefit from its 

future economic advantages the asset is listed as a statement of financial position. The 

UNFCCC credits CERs in a way that makes them unconditionally available to the generating 

entity, and as a result, CERs are created at that point. As a result, CERs shouldn't be 

acknowledged until that point. It also follows that after properly meeting the criteria listed 

below, CERs will be recognised as assets in the generating entity's financial accounts. 

Regarding the probability requirement for CER recognition, it should be noted that the term 

"probability" refers to the degree of confidence that the company would receive future 

economic advantages linked with CERs. The probability requirement is thus considered to 

be satisfied when there is a plausible guarantee that the entity would get future economic 

benefits from the CERs. Future economic gains may not always be guaranteed because the 

market for CERs is still developing. An entity must therefore evaluate the likelihood of future 

economic benefits. 

In order to secure a future flow of economic benefits, CERs should be recognised if there is a 

sector for soul CERs that is expected to exist. To create CERs, precise costs must be incurred, 
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making it feasible to accurately estimate their cost according to the criterion for assessing 

cost or value. For the aforementioned reasons, it is unacceptable for CERs to be 

acknowledged as a resource in the following circumstances, either before or after the time 

when they are recognized by UNFCCC: 

(a) When a recent selling agreement for the qualifying certificates is signed, CERs are 

recorded. 

(b) After projected adjustments have been considered, CERs are recognized based on 

admissibility based on adequate assurance. 

An asset of what kind is a CER 

As per Accounting Standard (AS) 26, intangible resources, and taking into consideration the 

non-physical nature of CERs, a "intangible asset" is well-defined as a "identifiable non-

monetary asset, without physical substance, held for use in the production or supply of goods 

or services, for rental to others, or for administrative purposes." 

As can be seen from the foregoing, CERs do not precisely fit under the definition of an 

intangible asset as per AS26, despite the fact that they are non-financial assets lacking a 

tangible form. The rationale for this is that CERs are not used to produce or sell products or 

services, nor are they retained for administrative needs or for leased out to third parties. 

The generating company, on the other hand, keeps the CERs it generated with the purpose 

ofselling them. While resources generated by an enterprise for sale are not included in the 

definition of a brand equity, other AS 26 requirements, such as the following, imply that they 

are. A organisation will only be able to demonstrate all of the following in order for a financial 

reporting that is currently being created (or testing) to be recognised: 

(a) the intellectual asset's functional viability in terms of being finished and ready for 

use or sale ability to sell or employ intangible resources; 

(b) main goal is to complete the invisible asset class growth so that it may be used or 

sold. 

(c) enough technological, monetary, and other assets being available. 

AS 26 (paragraph 2) does not apply to the usual business practice when reporting for 

self-generated CERs; instead, Accounting Standard (AS) 2, Assessment of Stock, must be 

followed. The definition of "inventory" in this context, as per AS 2, is as follows:Stocks 

are valuable resources. 

In the regular course of business, 

 (a) kept for sale;  

(b) being produced for such sale;  
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(c) either in the guise of resources or materials to be employed in the manufacturing 

phase or the performance of services." 

In light of the fact that CERs are created and stored with the intention of being sold in the 

regular course of business, they can thus be considered the producing entity's inventory. 

CERs should be accounted for in accordance with AS 2 criteria even if they are intangible 

assets. 

CERs' measurement 

As was previously stated, CERs serve as an inventory for the organisation that generates 

them. Therefore, CERs must adhere to the valuation standards specified in AS 2. According 

to AS 2, inventory shall be valued using the lowest of cost and net net realizable. Accordingly, 

CERs must be computed at cost or net net realizable, and see which is lower. 

Inventories' Cost 

According to AS 2, the cost of Stock must include "all expenses of acquisition, costs of 

conversion, and other costs associated in getting the inventories to their present location 

and condition." The producing entity must pay a variety of expenses to establish a CDM 

scheme movement, run the CDM mission, and produce CERs. These could contain the next: 

Expenses acquired in creating the chosen substitute as a method or equipment near decrease 

Discharge;  

1. research costs associated with examining other methods to reduce Discharge; 

2. I the price incurred to create the Project Design Documents;  

3.  the cost incurred to validate and verify the Project Design Documents; and 

 the cost incurred to pay the National Authority for approval. 

4.  registration fees to the UNFCCC. 

5. expenses incurred for tracking emission reductions. 

6.  the expenses related to the certification of CERs; and (vii) the expenditures related 

to running the CDM project. 

CERs do not exist until the UNFCCC confirms and credits them to the producing entity, at 

which point they do not become that entity's assets. In light of this, not all expenses made by 

the generating company result in CERs, and as a result, not all expenses may be regarded as 

the costs of creating CERs (i.e., their current position and state). For instance, the pre-

implementation expenses of CDM projects that don't produce CERs are the research and 

development expenditures. As a result, they should be managed in line with Auditing 

Standards (AS) 26, Intangible resources, when they produce a unique intangible resource, 

such as an invention for a method to reduce carbon discharge. Similar to how other costs, 

such as those incurred for PDD preparation and CDM project registration with UNFCCC, etc., 
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cannot be inventoried since they do not result in the generation of CERs. Just one costs 

incurred that result in CERs being issued by UNFCCC that provide the generating firm credit 

for those costs are those costs expended for the accreditation of CERs as UNFCCC. Therefore, 

the expenses paid by the producing company for CER certification are the expenses related 

to CER inventory. The UNFCCC charges the producing business two different sorts of levies 

in order to certify and issue CERs. The Bookkeeping for Soul CERs by UNFCCC, which is the 

first type of tax, subtracts a specific percentage of the CERs earned at the point of issue. 

In other words, the generating enterprise receives CERs net of this fee. For instance, 980 

CERs will be credited after 20 CERs are deducted if this tariff is 2percent respectively and 

1000 CERs need to be provided. All projects are subject to this tax, with the exception of 

those in the Least Developed Countries. The UNFCCC charges the special component of 

charge in the form of a monetary contribution to pay its administrative expenses. A 

predetermined fee per CER unit is charged for the total CERs granted to the generating 

organisation. Using the aforementioned example as a guide, if the second levy is imposed at 

the rate of USD 0.10 per CER, the producing company will be required to pay USD 98 for the 

980 CERs that were awarded to it. In addition to these dualduties, the producing organisation 

often pays a charge near the adviser for the assistance provided in order to have CERs 

certified by UNFCCC. 

The adviser's charge and the financial money paid to the UNFCCC under the subsequent 

charge to get the CER credit are clearly included in the costs related to the certifying of 

Certified Emission trading, at which the inventory of CERs should be rated. This is obvious 

from the above. The value of CERs issued to the generating firm per unit increases as a result 

of the UNFCCC's in-kind deduction of CERs under the first tax. 

 

Net Realizable Value 

According to AS 2, estimated residual value is the projected selling price less the anticipated 

finishing costs and the estimated costs required to complete the sale in the regular course of 

operations. 

The following quotation with As 2's paragraph 22 should be considered as guidance for 

calculating the net realisable value of CERs. 

Estimates of net realisable value are based on the most reliable data that exists at the time 

the estimates are prepared regarding the amount that the stocks are anticipated to acquire. 

These estimates account for price or cost fluctuations that are directly connected to those 

events inasmuch as those events confirm the conditions existing at the balance sheet date. 

 

Income Recognition 

Since CERs are recognised as inventories, the company should implement AS 9 to having 

received in relation to sales of Certified Emmisson Reductions. 
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Assets held for CERs are measured 

The producing entity may produce certain tangible and intangible assets for the 

development of CERs. For instance, an organisation may conduct some research and 

development to lower Discharge, which might lead to the production of an intangible asset. 

Spending on R&D should be governed under AS 26, Intangible Assets, by the company. In 

some situations, a business might reduce Discharge by using a physical asset. For example, a 

business may use crematoriums to reduce carbon discharge. Such devices shall be governed 

by the standards of Auditing Standards (AS) 10, (Modified) Tangible Fixed Assets3. A 

tangible fixed asset may be purchased for environmental or safety concerns. Although the 

purchase of such tangible fixed assets won't immediately increase the future economic 

advantages of any specific current tangible fixed asset, it can be required for a business to 

reap the benefits of its other assets in the long run. These physical fixed assets are recognised 

as assets because they allow a company to get more future economic value out of linked 

assets than it would have if the associated assets hadn't been purchased. 

The installation of related plant improvements is recognised as an asset because the 

enterprise would be unable to produce and sell chemicals without them. As an example, a 

chemical manufacturer may install new chemical handling processes to comply with 

environmental requirements for the production and storage of dangerous chemicals. 

However, in line with AS 28, Impairment of Assets, the value of the asset in question and any 

connected assets is assessed for impairment. The aforementioned makes it clear that any 

pollution control or emission reduction equipment placed by the generating body for the 

purpose of producing CERs is considered a fixed asset and must be recorded as such in 

accordance with AS 10. (Revised). 

Arrangement  

Certified emission rights should be included uniquely on the balance sheet under the heading 

"Inventories" from other inventory divisions such industrial by - products, perform, 

manufactured inventory, and others. 

 

Disclosure 

 

In its financial accounts, an organisation must provide the following information regarding 

certified emission rights: 

a) The number of CERs kept in inventory and the method used to value them. 

b) The number of CERs that are certified. 

c) The depreciation and annual operating and maintenance expenses for emission-reducing 

equipment. 

Conclusion 
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Carbon trading is a useful strategy for emerging and underdeveloped nations to gain 

additional advantages. For developing nations that are improving their environmental 

conditions, the Clean Progress Mechanism is a powerful source of technical and economic 

development. India is the country that benefits the most from carbon trading, but it still lacks 

a solid policy for trading carbons on the market. Separate financial accounting standards 

must be created in order for carbon markets to grow and function properly, as well as for 

carbon trading activities. 
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