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Abstract 
“Cap and trade” is so far the largest scheme in the world which permits to emit 

carbon. Under the cap and trade scheme, a scheme administrator sets an overall cap 

on the amount of emissions that may be released during specified time periods. The 

overall cap is implemented by issuing emission allowances to emit. Each “emission 

allowance” grants a right to emit a certain amount of regulated pollutant. At the end of 

the compliance year, participants must offset their emissions by remitting to the 

scheme administrator emission allowances equal to their actual emissions. A 

regulated entity not holding enough offsets at the due date will be fined for each 

excess unit of emissions, and it has to make up for the shortfall the next compliance 

year.

There are two guidelines for the cap and trade scheme. One is the Uniform System 

of Accounts issued by the Federal Energy Regulatory Commission (FERC), which 

treats allowances as inventories and requires no recognition of liabilities. The other is 

IFRIC 3 issued by International Financial Reporting Interpretations Committee 

(IFRIC), which sees allowances as intangible assets . According to IFRIC 3, the 

entities should recognize a liability only as emissions occur. However, because of the 

mismatch in profit or loss, IFRIC 3 was withdrawn by the International Accounting 

Standards Board (IASB). After that, the board added this issue to its agenda to 

provide guidance for regulated entities .  

At the meeting of December 2007, the IASB determined to deal with this issue in 

cooperation with the FASB. After several discussion, the FASB and the IASB 

tentatively decided that purchased and allocated allowances should be recognized as 

assets, and that a liability exists when allowances are given gratis by the government. 

The obligation event in this case is the allocation of allowances. Besides, the boards 

concluded that the allocated allowances and the liability for the allocation should be 

measured on a consistent basis, and that the purchased allowances should be initially 

and subsequently measured at fair value. In regard to the presentation of assets and 

liabilities, the FASB claimed that the assets and liabilities should be presented in the 

balance sheet in the form of linked presentation. However, the IASB preferred the 

form of gross presentation in the statement of financial position, but they indicated 

that they would not object to linked presentation. 

In the end, we try to draft guidance as a conclusion. For participants, we suggest 
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applying to IFRIC 3 with some amendment. Firstly, allocated allowances shall be 

measured initially at fair value and no measurement is required thereafter. In contrast, 

purchased allowances shall be initially and subsequently measured at fair value. 

Secondly, obligation events remain the same, but the recognized liability is divided 

into two parts. One is the liability arising from emissions which do not excess 

allocated allowances. For this part, liability is recognized at fair value at the allocation 

date and no subsequent measurement is required. The other is the liability arising 

from emissions in excess of allocated allowances. As to the part, liability is 

recognized at fair value at the purchased date and the following measurement is 

required. Lastly, the allowances given gratis by the government remain the same.
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18 101

158.1 (Allowance inventory) 

A.

B.

21 158.2

C.

158.2 Allowances withheld

A.

21

B.

C. 

411.8 Gains from disposition of allowances

General Instruction No. 21 H

( 409.1) Income Taxes, Utility Operating 

Income
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411.9 Losses from disposition of allowances

General Instruction No. 21 H

( 409.1) Income Taxes, Utility Operating 

Income

509 Allowances

21

21

A. 1990 No. 101–549, 104 

Stat. 2399, 2584

 or

107

B.

( 124 Other Investment)

C. 

D. Account 158.1  Account 158.2

108

107 Allowances acquired for speculative purposes and identified as such in contemporaneous records at 
the time of purchase shall be accounted for in account 124 other investment
108 Issuances from inventory included in Account 158.1 and Account 158.2 shall be accounted for on a 
vintage basis using a monthly weighted-average method of cost determination. The cost of eligible 
allowances not used in the current year shall be transferred to the vintage for the immediately following 
year. 
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E.

109

F.

G. 426.3

Penalties

H.

( 254) Other Regulatory Liabilitie

( 411.8) Gains from 

Disposition of Allowances

regulatory assets

182.3 , Other Regulatory Assets

( 411.9) , Losses from Disposition of 

Allowances

( 421) , Miscellaneous Nonoperating Income

426.5 , Other Deductions

109 This may, in certain circumstances, require allocation of the cost of an allowance between months on 
a fractional basis
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� IAS 37 
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� IAS 38 (2004 )
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(a) ( )

(issue)

(al lowance) 110

(b)

(c)

�

� (

(e))

�

(d )

110 allowance right certificate credit



158

(d) 111

(e)

 (

)

(f) 112

IAS 38

2.

3.

4.

(a)    (i) (ii) (

) /  ? 

(b)     ?

(c)     /

111 Reconciliation period

112 : other position-taking institutions, ie entities that buy allowances from and sell allowances to 
participants in the scheme
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(a)    6

(b)    7

(c)    

8

6.

IAS 38 ( )

7. IAS 20 

8.

IAS 37

9.

IAS 36

10. 2005 3 1

11. IAS 8 
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113 CU (currency units)
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66,000
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CU CU CU
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CU CU CU
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( ) 5,500

5,500

CU11 500

IE14 

CU CU CU

55000 65000 120000

-66000 -71500 -137500 

-11000 -6500 -17500

( )

24000 -12000 12000



166

CU CU CU

120000 144000 137500
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IE15 

137,500

( ) 137,500

IE16 IAS 38 87 CU12,000
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(International 

Financial Reporting Interpretations Committee IFRIC)
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BC2  IFRIC

2008

BC3  IFRIC 2005

IFRIC

IFRIC

IFRIC

IFRIC 2003 5 D1

40

BC4  IFRIC IFRIC

: 

(a) IFRIC

(b)IASB IAS20

IFRIC IAS20 IFRIC3

BC5  IFRIC (a)

IAS20 (b) IAS38

( BC18 )

IFRIC

(IAS20

IAS38 ) IFRIC

IAS20 IAS38
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BC6  IFRIC (

)

IFRIC

( 4 ) IFRIC

BC7  IFRIC

IFRIC

( )

IFRIC IAS8 11

BC8  D1 IFRIC:

(a) (EX.renewable energy 

certificates )

(b)

BC9  IFRIC

IFRIC 4

IFRIC

IFRIC

BC10 IFRIC

(

)

IFRIC
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116 IFRIC

(i) (ii) ( )
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BC11 IFRIC D1 (

) /

(

)

BC12 IFRIC

( ) /

IFRIC :

5. (the Framework)

(certificate)

6.

116 (BC10 )
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7.

8. (emission 

permit)

9.

10.

11.

( ) ? 

IAS38 IAS39 ? 

BC13 IFRIC IAS 38

IAS38 8 :

BC14 

IAS39 (

) IFRIC :

� IAS32 :
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� IAS39

�

(

�

BC15 IFRIC IAS39

IAS39 IAS38 IAS39

BC16 IFRIC

(

)

IAS37

(current value)

IAS38

IAS38 (

)

BC17 IFRIC D1
117

IAS38

IFRIC

117 distinction
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BC18 IFRIC IAS38

IFRIC

IAS38

IAS16

IAS38 IFRIC

IFRIC

IFRIC 2005 IAS38

?

BC19 IAS38 IFRIC D1

IAS36

BC20 

IFRIC IFRIC

IAS38 100

BC21 BC12 IFRIC

( ) IFRIC
118

118

IFRIC

IAS38

IFRIC IFRIC D1
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/

? 

BC22 IFRIC

IFRIC

IAS37

( ) ( )

IAS37 19

(

) IFRIC

BC23 IFRIC IAS37

( BC 11

BC20 )

( )

BC21 IFRIC
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BC24 

IFRIC IAS37 36

( )

BC25 IAS37

IFRIC (

)

IFRIC 119

BC26 

IFRIC

( )

( ) IAS20

IFRIC

3

IAS20 23

( )

BC27 IFRIC

IFRIC IAS20

IFRIC

119 the amount required to settle an obligation at the balance sheet date would reflect current values. The 
IFRIC also noted that liabilities are measured independently of how those liabilities will be funded.
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