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Dr WIMAL WICKREMASINGHE
Minister of Environment and
Parliamentary Affairs

Prof Suriyakumaram,

4 Dr Nesiah,

distinguished guests,
ladies and gentlemen,

‘ ‘% 9 am glad that Prof Suriyakumaran has organized an
b8 innovative seminar on Environmental audit or 'green

audit' system. I am made to understand that this
{ discussion is organized by the 'Center for Regional
Development Studies' in association with the Sri Lanka
| Foundation Institute. I must thank Prof C

i Suriyakumaran who made available to me one of his

| papers which dealt with this subject matter. I found it
very interesting. This seminar should have been orga-

% nized by us—either by the Ministry of Environment or

by the Central Environmental Authority. We do not
find fault with CRDS for being ahead of usin organizing
this seminar. However I think in time to come the
of the Ministry of Environmental and
M Parliament Affairs and the Central Environmental
Authority should get together in devising a scheme for
environmental or 'green audit'. I propose to appoint a
task force for this purpose, comprising  eminent
persons from varied professions for the development of
green auditing or environmental auditing.

As the late Minister of Environment and Parliamen-
tary Affairs mentioned in his message, environmental
b| management is inextricably linked to development or
§ so called sustainable development. Environmental
concerns go beyond environmental impact assessment

bt § 2nd cover overall integrated resources management.
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Even for us EIA or Environmental Impace Assessment -

is anew subject. Though the Cabinet of Ministers as far
back as 1984 mandated thatevery projectbe subjected to
an Environmental Impact assessment, we are still at the
formative stage in implementing that decision and we
are in the process of presenting the environmental j§

assessment regulations to Parliament for approval with é V. 2

aview to enforcing them right through the country. We §§
have faced a number of obstacles at the Cabinet Sub- &
Committee level and these regulations would become a
reality very soon.

environmental economics as a student. I obtained my
PhD in International Economics about 20 years Ago.
I have tried to keep abreast of environmental develop-
ments through the last four to five years. Yet the subject
matter of environmental economics is very much new
to me. Environmental economists look at natural
resources from a totally different angle. We have been
dealing with subject matters concerning growth, butwe

total economy and the cost of exploitation of resources §
that lead to environmental degradation. While I was &
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written by an eminent economist in India Prof Kirit
Parikh. I also had the privilege of listening to him in
Bombay. This document offers many insights into the
concept of sustainable development. Today the phrase
'sustainable development' has become very hackneyed
and it is fashionable for every one of us to talk about this
concept. We do need development, but just not any
kind of development. It should be responsive to global
concerns for environmental development, it should
fl improve life of the poor, it must be sustainable it must
be 'green'. Good growth is green growth, the word
green has become very popular nowadays, you talk
about green labelling. Environmentally friendly prod-
ucts are given a green lablel, then you have green tax
which is designed either to encourage products which
have less adverse effects on the humanbody. Then you
§ have what you call a 'green car' which has less, or no
pollution. Earlier we had Green Revolution, now we
deal with Green Economics.

Today when I was talking to some of the delegates
who were gathered at the Hilton hotel one deglegate
said that we should be cautious about the production
_J processes that damage the environment. He said that
this process is 'green imperialism'! A new kind of
imperialism thrust upon us. We also have the 'Green
Movement', specially in Europe and also the concept of
the Greening of the Environment, the 'green side' of the
environment as opposed to 'brown side’. We hear that
good growthis 'green growth'. On thisbasis we mustbe
able to argue and prove that good government is Green
government !

It is a challenging task to work out the national
accounts and also the cost of depreciation of resources.
What are the objectives of environmental economics ?
B One is to discuss from an economic stand point, the
| causes of environmental degradation, and to provide a
| conceptual framework for the organization of

information in order to enhance environmental
decision making. Another objective is to provide an
overview of economic methods that can assist in the
valuation of environmental cost and beneficts and to
give examples of application of the theoretical methods

=&Y thatarebeing developed. The environmental problems

j| operate at many leves and I can think of three levels.
One is the general policy level, where the links with
environmental damage may not be obvious, but it may
become apparent at times. Another is at the environ-
mental policy level where conscious decisions are made
to limit environmental damage. When we look at the
issue of environmental degradation against the

perspective of environmental economics, we can see it
at various levels, at the general policy level, at the
environmental policy level and also at the project level.
I can see two compoents of this subject matter one
relates to macroissues other to microissues. The subject
under discussion today is more micro than micro.
Therefore I will deal with the macro issues first and get §
on to micro issues such as environmental auditing. We
must initially deal with national income accounting
and environmental resources. At present, a system of

which is to provide a data base or macro economic
analysis and also to provide aggregate measures of |
economic performance and economic welfare. For P

measure of economic progress, but this concept of GNP
or GDP has come under severe criticism for quite some
time for neglecting important environmental issues. It§
has a number of weaknesses though it is the only
available method that can be used for the purpose of
policy formulation and also for measuring the[g
economic progress. Some argue that it does notinclude
distributional considerations, and they say that GDP §
does not deduct the cost of capital depreciation and
therefore some argue NNP, Nett National product is
more appropriate. Now a new concept of green}
accounting system is being developed. It is simply af§

modification to the accounting system that is currently |y

in use. For example the officials of the central bank
compute GDP, collecting data from vaious sources and
they do it in a mechanical manner.

I am not aware whether Professor Suriyakumaran
invited the officials of the Central Bank for this seminar.
I hope they are present, because they are the officers

who must take up this challenge. They cannot think r L

compartmentally and argue that we are only concerned #
with the conventional concept of Gross National jg

Product and that it is a matter for someone else to adopt 3

green accounting methods. Thereshouldn'tbe any kind

of dichotomy when it comes to accounting and I hope N b

the officials of the Central Bank will initiate a process by
which they could develop a new system of accounts in
addition to conventional system of accounts. It is
possible for them to introduce and evaluate the cost of
growthinto thesystem. If yousayitis C plusS, then you
can have a minus point”which is environmental
degradaton. They should be able to incorporate these

changes in their economic format. To incorporate envi- 4%

ronmental resources, we need a new Account, namely &

an environmental account. If GDP is consumption plus
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saving, then you should be able to add another element
to it, that is C +S minus ED, minus ED denoting
environmental degradation. The net national product
can take into account environmental damage and
changes in environmental stocks. For example a large
reservoir system increases irrigation and food produc-
tion. That is the main purpose of having a reservoir
system, or a tank system. It also can lead to water
logging, forest submergence, displacement of people,
| destruction of up-stream forest and soil erosion. There-
fore whenever you launch a developmental activity
most of the people fail to understand the adverse effects
of that development activity. When he started the
d massive Mahaweli Scheme which helped us go along
the development path in terms of increased production,
increase in hydro electricity, and the like, it also had
an adverse effect on the environment which has not
| been evaluated by most of us. We have been blind to
that aspect because we were more development
oriented and less concerned with environment. For
example, a Petro Chemical Complex may provide
new products, butitcanalso destroy traditional artisans
fl and occupations and pollute the surrounding air and
water etc.

An Indian journalist once raised a question about

i monuments of development "are these temples or

tombs ?' I hope most of us who deal with matters
8l concerning development should have some concern
about its effects on the environment. Thatis why weare
trying to work out a 'green accounting system'. This
system advocates a measure of human well being. We
havetodifferentiate this from the conventional national
1 accounts. We are now developing a system or notion of
concept called 'net welfare measure' (NWM). NWM is
equal tothe conventional net national product that is
NNP plus environmental rents. Thisisa very important
g concept. Green accounts is still a new subject. The
World Bank and the UNEP are planning to undertake
country studies and are involved in new designs of
accounting systems in order to incorporate environ-
mental concerns. Many countries such as Germany and
Sweden are planning to create sateflite accounts that will
| include parts orall of this accounting framework. There-
| fore, we will shortly know the practicality of green
{ accounts. When such accounts are available the
sustainablity of the current development process canbe
monitored in an efficient manner. Even if conventional
GNP is increasing if the net wewlfare measure is on the
decrease, there is no overall gain to the country. It is
possible that the GNP is increasing, butit does not mean
that the development path is sustainable. Therefore,
there is now a change in the interest from GNP to NNP,

that is the net national product. This is very important
for designing economic policies and also for providing
incentives that would create policies that take
environmental concerns into account. National income §
accounting can be undertaken in two ways, one is in
monitoring terms, which I described, the other is in
terms of stocks and flows of national resources in
physical units. This is being done in countries such as [
France and Norway. When you say in terms of stocks
you can speak in terms of fish populations in the
reservoirs or standing timber in the forests.

When you talk about flows, you can talk about
discharge of oil or surplus dioxide or production of SRS
hydro electricity. The analysis of stocks and flows can jji¥ed
be a micro analysis of income. Accounting can be
macro. Under this concept, we must always try
to evaluate the cost of growth or cost of resource
depletion or degradation. Therefore, negative effects of
environmental damage should be identified measured g
and quantified in terms of cost or expenditure of
development. This is the point I wanted to make.

There is a fair amount of interest at the moment in |§
harmonization of environment with development ,.‘
specially after the Earth Summit UNCED which was r_f‘r',
held in June 1992. It is not only conservation manage- A

ment, but also resource management. This involves a |8 '
vast number of professional disciplines. In this . ’*,
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comepetitive world we willbebehind time if wedonot
keep pace with developments. If you take a stress test,
you will find that you still have to keep on running for
you to remain at one place. You may have to run faster
if you have to keep pace with new developments.

including the NGOs, we still failed to mention national
environmental accounting, environmental audit. I in}§
factran through the national environmental action plan g8
to-day, 1992-1996, there is no reference to green @
environment, though the cover was green. In factIran
through that famous book called AGENDA 21 which “
was put out by the UNCED, one of the most importanct
documents in the field on environmental and sustain-

able development. I do not find any reference to green s
audit or even green national accounting Our produc-

tions are always out of date. This is a new field and it is i -
very necessary to ensure that our development is P/“t
sustainable. For this purpose, we may have to evaluate j§ »

the cost of development against the progress that is now [l g |
being made in various fronts. ’

\
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N Nowifyougothroughthatfamousbookcalled "OUR
H COMMON FUTURE" Bruntsland Report, which was
put out by the World Commission on Environment &
Development as far back as 1987, it had different defini-
tions, all not consistent with each other. But there is one
known definition which you all know, that is
'sustaionable development'. It is development that
provides for the need of present generations without
compromising the ability of future generations to meet
their own needs. Many people do not go beyond that
definition, but  have seen Prof Parikh has analysed this
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'development supportive' system. It has also been
argued thatenvironmental or green audit is designed to
help the organizations to find possibilities for
enhancing their own resource availabilities, quality,
prices and profits. That is why I say that it has a wider .
scope than the EIA.

EIA may be a mechanical process based on anumber |
of stipulations that should conform to the quality of the |§
environment. You expect users of resources to conform
to these stipulations and conditions so that the adverse [§

definition taking various variables into account. effects on environment could be minimized. While EIA |3

is also micro, environmental audit or green audit goes g

[ have seen another path breaking book put out by
| an environmentalist economist from Sweden. Prof Maler
whoalso visited Sri Lanka. I listened to him in Bombay.

such as Prof Partha Das Gupta from the University of
Cambridge, Prof Karl Goran Maler who has put out a

M number of publications on environmental economics
and development. There was another gentlemen called
Dr John Dixon from the World Bank, then of course the

| Director of the Indira Ghandhi Institute of Developoment
Research, Prof Fareed, who wrote this book " GOOD

beyond the frontiers of the concept of environmental L
impact assessment. This is close to development of a &

resource balance sheet system as against the system of /

economic environmental accounting. Green audit also |§
became an integral part of a larger system. It embraces
entrepreneurial objectives and national needs in both
development and environment. It is thus a field [
certainly for accountants, but it is equally important for
environmentalists, economists and other specialists.

We must ensure that there should be a departure
from the compartmentalisation we are used to in the

‘:‘U GROWTHISGREEN GROWTH "and his wife Dr (Mrs) »
g | yoti Parikh all have written on this subject matter. past. Thatis why I earlier argued that the officials of the [

Central Bank should not be confined to their Units and r

Prof Maler defines the concept of sustainable
development in terms of environmental economics
g which is important for us because we do deal not only
with sustainable development, but also we look at
development from the perspective of environmental
economics. He says that economic development in a

| specified area, region, nation is sutainbale, if the total

d stock of resources that is human capital, physical
reproducible capital, environmental resources and,
exhaustible resources do not decrease over a period of
time. It is also a very simple explanation. What is the
basis of his argument? The basis is the notion of

| subsititutability between resources. In that context I
have dealt with some issues concerning macro matters
and national green national accounting.

Imay add a few words about environmental audit or
| green audit which is micro as opposed to green national
accounting. The objective of green audit is to assist
producer organizations to establish and implement
sound environmental policies and operations that
enhance efficiency and also to help organizations to

‘ol

to their GDP figures. I have not seen a paper from the §
Central Bank which has expressed any view on this |f§
matter. Central Bank is the appropriate agency to {#

Central Bank are very wide and therefore it can accom-
modate this subject. We expect them tolead us or to tell
us what sort of policy formulations we should follow. [
We consider them as 'think tanks'. :

In other countries this function is performed by
Central Banks. If you go to Indonesia or to many other
countries, they are best known and the most |
recognized 'think tanks' and they do not confine their §
activities to annual reports.

The annual reports in Sri Lanka speak of an increase
of GDP or GNP or employment in 1993 by 10% as
compared to 1992. That type of reporting will not help
anybody. You read the Central Bank Report and you
will find that economic performance in 1991 is 5.6% as
against 4% in 1990. Hence, it is an increase of 20% over
the previous year. There must be an economic analysis

P develop and adopt the most appropriate policies. It is
8| concerned with developmentorganization. Thatis why
Icallit'micro’. Environmental audit has been identified

a ‘relevant system' or 'development sensitive' or

showing the past performance andgiving the reader an ¥
account of whatis happening in the country, rather than § .
giving figures in isolation. I'have been saying all this [&
time, as I was myself one of them one time. With close %
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co-operation among all these specialisations a new
prefession of environmental auditing is now emerging.
That is why Prof C. Suriyakumaran is making it known
to you and to everyone concerned. We should thank
him for taking pains to popularize this concept,
particularly among the accountants and financial
managers. This is considered as a second complement
to financial audit and therefore environmental audit
should ensure, environmentally friendly products and
techniques, the use of residues for re-use and also for
transformation of rejects or residues into productive
use. This also helps in enhancing management,
increasing profits and the improving country's overall
development.

Any environmental or green audit should be
sensitive to priorities. The results would notbe counter
productive or anti-developmental. Therefore good
business management should lead to good environ-
mental management. Environmental audit system
i should comply with all laws and legislations that
concern theenvironmentand they should operate within
i thatframework. Accounting isone of the challenges we

d facetoday and therefore for the benefit of all concerned,
I'wish to suggest that we should prepare a manual for
environmental audit. We must have a manual that
should be tailor made to the local need. We are

@ | requesting even commercial banks to check whether

| their projects conform to environmental standards and

% EIA stipulations in releasing loans to indutrialists. As

such, environmental considerations would become very
important even for procuring bank finances.

before environmental standards were enforced. These
industries may be polluting the environment. There is
a question of correct siting. If by any chance, these

E,g,: industries are to adopt new systems which will reduce

or minimize environmental pollution, they may have to

case even some of these industrialists who are now at
the break even point even may find it difficult to make
any vew investments. We are trying to obtain donor

assistance for this purpose from other countries and ey’
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also from the World Bank. This will enable them to
introduce some sophistications into the processes. The
need for a manual sould be felt all the more in this
background. Otherwise much of discussions would

become theoretical and abstract and may not yield any [

tangible results. We Sri Lankans are a seminar loving

nationand every organization wants tohaveatleastone g

will go to their credit. Results of seminars are mostly
unknown and they are also not bothered to know what
the results would be. They want to enjoy the organizing
of an International seminar at Hilton under their
leadership.

We must also have a task force to implement these i
What matters in this process are the &

proposals.
externalities that form the core of Environmental
Audits. We do not assess the effects of externalities,
that is the impact of the growth of a company on

environmental degradation. Environmental auditing 4

should minimize environmental degradation by use of
lesser pollutants for production processes. Professor
Suriyakumaran could help the Ministry of Environ-

=

ment to develop asystem of Environmental auditing for [

Sri Lanka. Ilike to appoint a task force for this purpose
under the chairmanship of my Secretary Dr Nesiah. We

will work out the terms of reference for the preparation |§

Suriyakumaran's work will also be associated with this [
exercise so that we could benefit from his wide
knowledge of the subject. For example we can take up
issues like recycling of waste under this exercise. These
observations are made on the basis of my personal
knowledge of the subject. I have made a strong invest- &

seminar.
THANK YOU'!

SPEECH DELIVERED AT THE CRDS TO THE
SEMINAR ON ENVIRONMENTAL AUDIT ON 21 APRIL 1993
AT THE INSTITUTE OF CHARTERED ACCOUNTANTS
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