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1 INVITATION FOR SUBMISSIONS

This consultation paper has been prepared to assist interested persons in making
submissions and comments on the draft revised Water and Sewerage Regulatory
Accounting Ring fencing Guideline (the Guideline) and Regulatory Accounts
Template (the Template). This paper also provides the context for the development
of the draft revised Guideline and Template.

It is the Economic Regulator’s policy to publish all submissions on the Office of the
Tasmanian Economic Regulator's (OTTER) website unless the author of the
submission requests confidentiality in relation to the submission (or any part of the
submission). Those parts of a submission that are requested to be confidential
should be submitted as an attachment to that part suitable for publication.

The Economic Regulator will not publish submissions which contain material that the
Economic Regulator believes is, or could be, derogatory or defamatory.

Submissions should be received by close of business on 20 November 2015.

To facilitate the publication of submissions on OTTER’s website, submissions by
email are preferred. Submissions and enquiries may be made to:

office@economicregulator.tas.gov.au

orto

Glenn Bounds (Assistant Director — Price and Service)
Office of the Tasmanian Economic Regulator,
GPO Box 770,

Hobart 7001
Telephone: 03 6166 4422

A copy of this consultation paper, draft revised Guideline and draft revised Template
may also be found at OTTER’s website www.economicregulator.tas.gov.au.
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2 OVERVIEW

Requiring the preparation and submission of regulatory accounts by a regulated
entity is an important aspect of regulating a monopoly service provider. These
regulatory accounts (also known as accounting ring fenced accounts or regulatory
financial statements) have the objective of:

= minimising cost cross-subsidisation between regulated and unregulated
services; and

= clearly identifying and allocating costs and revenues between regulated and
unregulated services thereby increasing the entity’s (TasWater’s) incentive to
operate efficiently, improve productivity and undertake efficient investments in
both new infrastructure and infrastructure augmentation.

The achievement of these objectives is facilitated by ensuring costs and revenues
associated with the regulated services are clearly identified and by excluding any
costs and revenues that should be allocated to non-regulated services.

Section 64(2) of the Water and Sewerage Industry Act 2008 (the Act) states that:

“In regulating prices, terms and conditions for regulated services under
subsection (1), the Regulator may issue guidelines for the separation of
accounts, information and functions within regulated entities.”

After a period of public consultation during 2013, the Economic Regulator released a
Regulatory Accounting Ring fencing Guideline and Regulatory Accounts Template.
The Guideline and Template required regulated water and sewerage entities to
separate accounts, information and functions between regulated and unregulated
activities and to provide sufficiently detailed financial information to the
Economic Regulator so as to enable it to undertake its responsibilities under the Act.

The collection of this information also assists the Economic Regulator to monitor the
regulated entity’s financial performance and compliance with the current price
determination and assist it in undertaking future price determination investigations.

The Guideline and Template became effective on 1 July 2013 with TasWater
submitting, in December 2014, the first set of regulatory accounts for the Tasmanian
water and sewerage industry in respect of the 2013-14 financial year.

From the preparation and review of the 2013-14 regulatory accounts, the Economic
Regulator has identified a number of areas for improvement together with a number
of issues which require clarification. As a result, the Economic Regulator has
prepared revised versions of both the Guideline and the Template which it is now
seeking comments on prior to finalising both documents. Once finalised the
Guideline and the Template will apply to the submission, review and approval of
TasWater’s regulatory accounts for the 2015-16 and subsequent financial years.
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3 SUMMARY OF PROPOSED
AMENDMENTS

Following its review of TasWater's 2013-14 regulatory financial statements and
through subsequent discussions with TasWater, the Economic Regulator has
identified a number of areas within both the Guideline and the Template that it
considers could be improved to address interpretation issues, reduce regulatory
burden and provide clearer guidance about the Economic Regulator’'s expectations

and the regulated entity’s obligations.

To address the identified issues, the Economic Regulator proposes a number of

amendments to the Guideline and the Template.
The purpose of the proposed amendments can be summarised as follows:

] removing redundant definitions and terms from the Guideline;

. inserting new definitions and expanding existing definitions to improve clarity;

" including additional wording in the Guideline to clarify the objectives of

requiring the regulated entity to provide the requested information;

= rewording some sections of the Guideline to provide a clearer explanation of
the Economic Regulator’s requirements and the regulated entity’s obligations;
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= including a more specific list of the information that the regulated entity is to

provide to the Economic Regulator;

x revising the review and adjustment section of the Guideline so that audits can
focus on the specific issues identified from the Economic Regulator’s initial

review of the regulatory financial statements;

~ removing redundant worksheets from the Template; and

= inserting notes in a number of the worksheets in the Template to improve

clarity.
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4 NEXT STEPS

The Economic Regulator is seeking submissions and comments from interested
parties on the draft revised Guideline and Template. Submissions will be
considered prior to the draft revised Guideline and Template being finalised and
taking effect.

Submissions should be received by close of business on 20 November 2015.

“For further information on how to make a submission or comment please refer to the
details provided on page one of this consultation paper.



