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INTRODUCTION

The objectives of accounting ring fencing
The objectives of accounting ring fencing are to:

(a) provide the Economic Regulator with sufficiently detailed and accurate
information to undertake Price Determination investigations;

(b) facilitate the monitoring of compliance with any relevant Price Determinations;

(c) facilitate the effective regulation of monopoly activities by identifying and
attributing expenditure and revenue to relevant business segments;

(d) facilitate the introduction of competition wherever possible by identifying and
ring fencing, regulated and unregulated services, and

{e)—aveid-prevent the anti—-competitive effects of cross—subsidies between regulated
and unregulated activities;-and

H(e)  ensure—that—unfaircompetitive advantage—is—not—secured—by—using
information-acquired-by-the-monopoly-activity for the-benefit of an-unregulated
activity.

Authorising provision
This Guideline has been issued under section 64(2) of the Act.

The requlated entity has an obligation to comply with this Guideline under
Section-section 37(g) of the Act-impeses-an—obligation-on-theregulated-entity-to
comphywith-this-Guideline.

The regulated entity’s obligation to comply with this Guideline:

(a) does not limit any obligation imposed under any other law applying to the
regulated entity, and

(b) is additional to any such obligation.

Purpose

The purpose of this Guideline is to require the regulated entity to maintain
accounting records and to prepare financial—statementsrequlatory financial

statements for-regulatorypurposes-according to specified-the principles_specified in
section 2 of this Guideline. The Guideline and the accompanying Template specify
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the minimum information the regulated entity must provide to the Economic
Regqulator.

Version 4:02.0 — May-206130ctober 2015
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1.3.2 The primary purpose of requiring the regulated entity to provide information to the
Economic Regqulator under this Guideline is to enable and assist the Economic
Regqulator to exercise its powers under the Act in determining the prices the
requlated entity may charge for requlated services, or the manner in which such
prices are to be calculated or otherwise determined, or to specify the prices or
manner in which they are to be determined, in respect of a subsequent reqgulatory
period. These purposes are achieved by providing sufficient information to the
Economic Regulator so as it can:

(1) compare actual expenditure and revenue of the regulated entity during
the current requlatory period against forecast expenditure and revenue;

(2) assess the appropriateness of variable and fixed water charges for the
subsequent requlatory period.

(3) assess forecasts of requlated revenue during the subsequent requlatory
period; and

(4) assess forecasts of prudent and efficient expenditure during the
subsequent requlatory period.

1.3.3 The information provided to the Economic Regulator under the Guideline and
Template will also enable and assist the Economic Requlator to:

(a) monitor and assess compliance with all arrangements relating to the
regulation of the water and sewerage industry; and

(b) otherwise give effect to the Economic Regulator's objectives as stated in

the Act.

Version 4:62.0 — May-
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1.4 Definitions

1.4.1 In this Guideline, words and phrases presented in bold italic font are defined in
section 2 - Definitions. Words and phrases not defined in section 2 have the meaning
given to them by the Act, or in any other relevant legislation or regulatory document.

1.5 Interpretation

1.5.1  Headings are for convenience only and do not affect interpretation. The following rules
apply unless the context requires otherwise:

(a)
(b)

(c)

(d)

(e)

()

(9

(h)

The singular includes the plural, and the converse also applies.

If a word or phrase is defined, its other grammatical forms have a
corresponding meaning.

A reference to a person includes a corporation, trust, partnership,
unincorporated body or other entity, whether or not it comprises a separate
legal entity.

A reference to a section, clause or appendix is a reference to a section in,
clause of or appendix to, this document.

A reference to an agreement or document (including a reference to this
document) is to the agreement or document as amended, supplemented,
innovated or replaced, except to the extent prohibited by this document or that
other agreement or document.

A reference to an Act, Ordinance, Guideline or other law includes regulations
and other instruments -under it and consolidations, amendments, re--
enactments or replacements of any of them.

If a period of time is specified and commences on a given day or on a day of
an act or event, the period of time is to be calculated inclusive of that day.

Any 'notice' to be given or matter to be 'notified' must be in writing.

1.6 Confidentiality

1.6.1 The Economic Regulator’s obligations regarding confidentiality and the disclosure
of information provided to it by the regulated entity are governed by section 101 of
the Act.

Version 4:02.0 — May-20430ctober 2015
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1.7 Commencement and application

1.7.1 This Guideline takes effect on 4-July-2013 XX November 2015 and applies to the
regulated entity.

1.7.2 Further to clause 1.7.1, the Guideline applies to the regulated entity’s requlatory
financial statements for the 2015-16 and subsequent financial years.

1.8 Amendment to this Guideline

1.8.1 The Economic Regulator may amend this Guideline on its own initiative, in
response to a proposal by the regulated entity or other stakeholders, or as the
result of a review of the regulatory financial statements submitted by the
regulated entity.

1.8.2 The Economic Regulator will not make substantive material-amendments to this
Guideline until the regulated entity and other stakeholders have had an opportunity
to comment on the nature of any proposed amendments and those comments have
been considered, in accordance with the consultation policy.

1.8.3 The Economic Regulator will give the regulated entity reasonable notice of any
proposed amendments to this Guideline.

1.8.4 Notwithstanding clause 1.8.2 of the Guideline, the Economic Regulator may

change the Guideline without conducting consultation if the Economic Regulator
considers that it is necessary or desirable to change the Guideline in relation to any
matter which is:

(a) of a minor or procedural nature;

(b) required to reflect a change in legislation or industry technical standards;

(¢) required to correct a manifest error; or

(d) one on which the Economic Regulator has previously consulted with all
relevant licensees or interested parties in accordance with the consultation

policy, and

) it was explained during the consultation that the decision or solution based
on that consultation may be given effect by a change to the Guideline,

(i) the proposed change to the Guideline does give effect to that decision or
solution in relation to the matter;

(i) adequate records of the consultation and submissions received during the
consultation are publicly available; and

Version 4:02.0 — May-
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(iv) the proposed change to the Guideline change is consistent with water
law.

Version 4:02.0 — May-20130ctober 2015
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DEFINITIONS

Definitions

“Accounting records” mean a system that records the financial transactions and
balances of a business, including revenue earned, expenditure incurred, and
balances and changes in assets, liabilities, equity and reserves.

“Accounting principles and policies” mean principles and policies that are used
by a regulated entity to prepare the statutory accounts.

“Act” means the Water and Sewerage Industry Act 2008.

“Activity area” means a group of activities as listed in Appendix B.

“Business segment” means:

(a) regulated water services;

(b) regulated sewerage services;
(¢) unregulated services; and

(d) _other, ie not allocated fo (a), (b) or (c)amounts.

Version 4-02.0 — May-
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“Capital Contributions” are assets constructed and paid for by a third party, and
then transferred to the regulated entity to operate and maintain or cash payments
for the provision of assets.

“Capital expenditure” means expenditure from which future economic benefits are
expected to be created and which has been disclosed as a non-current asset in the
balance sheet of the regulated entity’'s statutory accounts provided that the
expenditure conforms to at least one of the following:

B the expenditure relates to the requlated entity’s purchase, development or

construction of a new non-current asset-by-the-regulated-entity,

u the expenditure will increase the capacity or functionality of the regulated
entity’s non-current assets;

= the expenditure will significantly reduce the ongoing maintenance of the
regulated entity non-current assets; and/or

= the expenditure will extend the service life of the regulated entity’s non-
-current assets beyond that expected when the assets were originally installed.

“Causal” means, in relation to a relationship or basis of allocation, that the allocation
base is the most significant trigger of consumption or utilisation of the resources or
services represented by the expenditure or other item that is being allocated.

“Chart of accounts” means the detailed listing of all accounts represented in the
regulated entity’s general ledger.

“Community Service Obligations” mean obligations on the regulated entity to
provide, in accordance with the criteria set out in the Water and Sewerage Industry
(Community Service Obligation) Act 2009, regulated services at a reduced price to
customers receiving a concession.

“Concession” is_as defined in the Water and Sewerage Industry (Community
Service Obligation) Act 2009.

“Consultation policy” means the Consultation Policy and Procedures_of the
Tasmanian Economic Requlator as amended from time to time.

“Consumer Price Index” or “CPl” means the weighted average of eight capital
cities (Weighted median) for the June quarter in the financial year to which the

Version 4-02.0 — May-20430ctober 2015
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requlatory financial statements relate as published by the Australian Bureau of
Statistics (6401.0 Consumer Price Index, Australia);

“Cost drivers” are the reasons for capital expenditure being undertaken as listed
in Appendix C.34.1.

“Current regulatory period” means; the regulatory period covered by a
Price Determination which is in force at the time.

“Developer Charges” includes headworks charges, assets gifted by developers
and cash payments made by developers to the regulated entity for the construction
of new reticulation works.

“Directly attributed” or “directly attributable” means, in relation to the allocation
of an item, that the item is wholly and exclusively associated with a particular
business segment, activity area, revenue source, asset category or cost driver.

“Director” means a person appointed to the regulated entity’s board—ef—the

regulated-entity.

“Directors’ Responsibility Statement” means a statement prepared in accordance
with Appendix E of this Guideline.

“Depreciated Optimised Replacement Cost” or “DORC” is an asset valuation
methodology. Under a DORC methodology, asset value is estimated on the basis of
the current cost of replacing the asset with one which can provide the required
service potential in the most efficient way possible. Under this approach, an asset’s
value is decreased if it exhibits excess capacity, is over-engineered, is sub-optimally
designed (having regard to technological advancements) or is poorly located.
Depreciation is applied over time to reflect the reduction in the asset's service

potential.

“Economic Regulator” means the Tasmanian Economic Regulator established
appointed under the Economic Regulator Act 2009.

“Financial year” means the 12 month period afinrancial-year-beginning on 1 July
and ending on 30 June the following year.

“GSL” means Guaranteed Service Level.

“Guideline” means the Water and Sewerage Accounting Ring Feneing—fencing
Guideline.

“Headworks” means water or sewerage infrastructure, excluding reticulation
assets and private plumbing (ie headworks includes dams, reservoirs, water
treatment plants, sewerage treatment plants, pump stations, water and sewerage
trunk mains).

Version 4-02.0 — May-
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“IT” means information technology.

“Material” in relation to an item, means that the omission, misstatement or non--
disclosure of the item has the potential to prejudice the understanding of the financial
position_and; performance and nature of the-regulated-business segments; and
includesing the allocation of amounts between regulated-business segments and
activity areas.

“Ombudsman” means the Ombudsman appointed under the
Ombudsman Act 1978.

“Operating expenditure” means expenditure which relates to the requlated

entity’s day to day operations-of-theregulated-entity.

Version +02.0 — May-20430ctober 2015
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“Previous regulated entity” means any or all of:

(a) the Tasmanian Water and Sewerage Corporation Pty Ltd (Northern Region)
trading as Ben Lomond Water;

(b) the Tasmanian Water and Sewerage Corporation Pty Ltd (North-Western
Region) trading as Cradle Mountain Water; and

(c) the Tasmanian Water and Sewerage Corporation Pty Ltd (Southern Region)
trading as Southern Water.

“PSP” means Price and Service Plan.

“Price Determination” means a determination made by the Economic Regulator
under section 66 of the Act.

“RAB” means the value-of the-regulated asset base.
“Regulated business-segment"means:
{by—regulated-sewerage-services:

“Regulated entity” has the meaning given in the Act.

“Regulated service” has the meaning given in the Act.

“Regulatory accounting principles and policies” means accounting principles
and policies used by a regulated entity to prepare regulatory accounting
statements that are additional or in place of the accounting principles and policies
used to prepare the statutory accounts.

“Reqgulatory depreciation” means depreciation calculated on a straight line basis
having regard to each assets’ useful life and its respective DORC.

“Regulatory financial statements” mean financial reports of a regulated entity's
financial position and performance associated with the supply of regulated
services.

“Regulatory period” means the period covered by a Price Determination.

Version 4+:02.0 — May-
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“Related party” means any party that is defined as a related party of the regulated
entity under Australian Accounting Standards applicable to the financial year for
which the regulatory financial statements are being prepared.

£, i H 1

-! l ; . l l. i

“Revenue source” means a source of revenue as listed and defined in Appendix D.

“Statutory financial statements” means the audited statutory accounts of a
regulated entity.

“Statutory account amount” means amounts recorded in the accounting records
from which the statutory financial statements have been prepared.

“Subsequent regulatory period” means, from time to time, the regulatory period
immediately following the current regulatory period.

“Third party” means any party other than a related party contracted by the
regulated entity to provide services in order for the regulated entity to fulfil its
obligations.

“Unregulated service” means a service provided by the regulated entity that is not
a regulated service as defined in the Act.

“water law” means individually or together the Act, the Water and Sewerage
Corporation Act 2012, the Water and Sewerage (Pricing and Related Matters)
Requlations 2011 and the Water and Sewerage (Customer Service Standard)
Regqulations 2009,

Version 4:02.0 — May-204+30ctober 2015
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REQUIREMENT TO PREPARE, MAINTAIN
AND SUBMIT REGULATORY FINANCIAL
STATEMENTS

General obligation

The regulated entity must prepare, maintain and submit regulatory financial
statements for each financial year to the Economic Regulator in accordance with
this Guideline._

The regulated entity must ensure that it keeps information that enables it to prepare
regulatory financial statements which properly record and explain the transactions
and financial position of the regulated entity.

When requested by the Economic Regulator, the regulated entity must provide
additional historical financial and non-financial information that may assist the
Economic Regulator in understanding the transactions undertaken by, and financial
position of, the regulated entity and how they are represented in the
regulatory financial statements.

Preparation of regulatory financial statements

The regulated entity must prepare regulatory financial statements annually—in
accordance with the werksheets-inthe- Template in Appendix A to this Guideline.

The regulatory financial statements must be prepared on an annual basis and for
a period corresponding to the regulated entity’s financial year.

Where required by the Template or this Guideline, the regulated entity must
prepare and maintain notes which explain the basis of the information recorded in
the regulatory financial statements.

Submission of regulatory financial statements and other information

Subject to clause 1.8, the regulated entity must submit unaudited
regulatory financial statements o the Economic Regulator in both hardcopy and
electronic format in respect of each financial year ending after the commencement
date of this Guideline._Supporting information described in clauses 3.3.3(b)(c) and
(d) should be provided in electronic form only.

The unaudited regulatory financial statements referred to in clause 3.3.1 must be
submitted to the Economic Regulator within feur-three months of the end of the

Version 4-02.0 — May-
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relevant financial year, unless the Economic Regulator has agreed in writing to an
extension of time.

In addition to the _unaudited regulatory financial statements referred to in clause
3.3.1, the regulated entity must submit_its:

(a) the-statutory financial statements-inrespectof-the-regulated-entity,
(b) the-chart-Chart of accounts;

(c) _trial-Trial balances-underlying-the-statutery-financial statements;

(d) Regulatory accounting Asset Register:

{b)(e)a Directors’ Responsibility Statement and corresponding Board Minute
confirming that the requlatory financial statements are true and correct (refer
to Appendix E of this Guideline):

(f) a statement of all requlatory accounting principles and policies (refer to
clause 4.5.2 of this Guideline) used, by the reqgulated enftity, to prepare the
reqgulatory financial statements;

(g) its final requlatory financial statements (as required under clause 5.7 of this
Guideline): and

{e}(h) any additional information requested by the Economic Regulator.;

Retention of accounting records

The regulated entity must retain all accounting records from which
regulatory financial statements were prepared for five—seven financial years
immediately following the financial year in respect of which the
regulatory financial statements were submitted.

Version 4:02.0 — May-20130ctober 2015
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PRINCIPLES FOR THE PREPARATION OF
REGULATORY FINANCIAL STATEMENTS

Substance of transactions
Regulatory financial statements must report the substancé of transactions.

If the substance of a transaction differs from the legal form of the transaction, the
substance of the transaction must be reported.

For the purposes of determining the substance of a transaction, a group or series of
transactions which achieves, or is designed to achieve, an overall commercial effect
must be reported in aggregate.

Basis for the Regulatory-regulatory financial statements to-be-derived-from
catutory i ol staf I

The regulatory financial statements must be derived from the regulated entity’s
statutory financial statements and the accounting records underlying those
statutory financial statements.

Expenditure, assets, liabilities and revenue recorded in a regulated entity’s
statutory financial statements must be allocated (using the Allocation Principles
set out in clause 4.3) into headings that correspond to:

(a) operating expenditure activity areas set out in Appendix B.3;

(b) capital expenditure cost drivers and asset categories set out in
Appendices C.3-4 and C.45; and

(c) revenue sources set out in Appendix D.3.

The items referred to in clause 4.2.2 must then be allocated using the relevant
worksheet in Appendix A and by using the Allocation Principles set out in clause 4.3
between:

(a) _regulated business-segmentswater services;
{a}(b)regulated sewerage services;

{b)(c) unregulated business-segimentsservices; and

{e)(d) other (ie not allocated_to any of the services listed in clauses 4.2.3(a) to (c)
inclusive of this Guideline,

Version 4:02.0 — May-
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to provide disaggregated statements of income and financial position for each
regulated and unregulated business segment.

The disaggregated statements for the regulated business segments are adjusted
in accordance with the requirements of any disclosed regulatory accounting policies
to provide regulatory financial statements by:

(a) eliminating items associated with the supply of unrequlated services—which
are-unregulated-serviees; and
(b) eliminating adjustments not permitted by this Guideline; and

(c) including adjustments required by this Guideline; and

(d) allocating or disaggregating statutory financial statements in accordance
with clause 4.3 of this Guideline.

Adjustments from the regulated entity’s statutory financial statements must be
clearly identified and reported in the regulated entity’s regulatory financial
statements.

Allocation principles

Wherever possible, the regulated entity must allocate statutory account amounts
in accordance with the requirements set out in Appendices B.3, C.4-5 and D.3.

Where a regulated entity is unable to allocate statutory account amounts in
accordance with the requirements set out in Appendices B.3, C.4-5 and D.3, the
regulated entity must explain why and the bases on which amounts have otherwise
been allocated.

The regulated entity must disclose and justify the bases of allocation.

Statutory account amounts must first be allocated between regulated business
services and services that are unregulated services.

Statutory account amounts relating to_each of the regulated water and the
requlated sewerage business segments must be subsequently allocated to one or
more of the following:

(a) capital expenditure cost drivers,
(b) asset categories;
(c) activity areas; or

(d) revenue sources.

Version 4-02.0 — May-20430ctober 2015
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The statutory account amounts for which an allocation to asset categories,
activity areas and revenue sources is required are:

(a) operating expenditure,
(b) capital expenditure; and
(c) revenue.

The allocation of statutory account amounts to regulated business segments,
cost drivers, asset categories, activity areas and revenue sources must be
based on the principle that:

(a) amounts which are directly attributable to a business segment, cost driver,
asset category, activity area or revenue source are assigned to that
business segment, cost driver, asset category, activity area or revenue
source,

(b) amounts which are not directly attributable to a business segment, cost
driver, asset category, activity area or revenue source must be allocated
on a causation basis, except where a causal relationship cannot be
reasonably established, for example, where the cost of deriving the causal
allocation outweighs the benefits of allocating items on that basis, items may
be allocated on a non-causal basis provided that:

(1) the requlated entity can justify to the Regqulator’s satisfaction that there
is likely to be a strong positive correlation between the non-causal basis
and the actual cause of resource or service consumption or utilisation
that those expenditure represent; and

(2) the aggregate of all amounts allocated on a non-causal basis is not
material to the regulatory financial statements.

An account item must be either:
(a) directly attributed, or
(b) allocated using a single basis of allocation.

Subject to clauses 4.3.7(a) and 4.3.7(b)_of this Guideline, if the regulated entity
considers multiple allocation bases are necessary to provide a true and fair view of
the account item then the account headings should be divided into sub-headings to
provide clarity and transparency and to maintain compliance with the principles
detailed in this clause._The regulated entity must provide justification as to why
multiple allocation bases are required and justify each of the allocation bases.
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Where an item relates to the provision of reuse water services, the allocation of
statutory account amounts may be based upon the expenditure (revenue) that the
regulated entity would incur (forgo) if it ceased to provide the reuse water services.

Requirements for specific worksheets in the Template
Regulated asset base

The Economic Regulator utilises the building block approach in undertaking
regulatory functions and in making a its-price-Price determinationsDetermination.
A key component of the building block approach is the value of the RAB.

Under Section 68(1A) of the Act the regulated entity must also establish, maintain
and roll forward two separate RABSs:

(a) one for assets transferred to a previous regulated entity before “1 July 20117,
and

(b) another RAB for “new” assets purchased or constructed by the previous
regulated entities since “1 July 2009”.

In preparing its regulatory financial statements, the regulated entity must
establish, maintain and roll forward each RAB on an annual basis by capturing
regulatory adjustments, additions, disposals and regulatory depreciation.

In completing Worksheets 500C and 500CC in the Template, the reqgulated entity
must:

e« index the opening undepreciated asset values for both Initial Assels
Pre 1 July 2009 and New Assets Post 30 June 2009 by the Consumer Price

Index (CPI);

= index accumulated regulatory depreciation values for both Initial Assets
Pre 1 July 2009 and New Assets Post 30 June 2009 by CPI; and

=  deduct the CPI adjusted gross value of any disposals for both Initial Assets
Pre 1 July 2009 and New Assets Post 30 June 2009.

The regulated entity is required to complete the asset-RAB schedules in the
worksheets in the Template in Appendix A as part of the preparation of its annual
regulatory financial statements.

Assets vested in the regulated entity

The assets of the three previous regulated entities which are to be vested in the
regulated entity are not to be treated as capital contributions in the regulated

entity’s regulatory financial statements-forthe 2013-14-finaneialyrear.

Capital expenditure —
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The capital expenditure recorded for the regulated entity as a whole must
be reconciled to the relevant disclosures of capital expenditure in property,
plant and equipment movements in the regulated entity’s statutory financial
statements.

The accounting adjustments must include any adjustments needed to the
statutory account amount recorded for the regulated entity as a whole to
ensure that capital expenditure relating to each of the requlated water and
regulated sewerage business segments:

(1) reflests—includes the total amount associated with capital items which
have been installed or passed to the regulated entity’s control ef-the

regulated-entity-within the relevant financial year,
H(2) excludes but-netthe fair value of capital contributions;

2)(3)is recorded en—an—aswhen incurred—basis; and therefore includes
expenditure on capital items which did not enter into service during the
year, but excludes any amount for interest (or like allowance) incurred
during construction;

£3)(4) excludes asset revaluations or adjustments for impairment (whether the
adjustments would have the effect of increasing or decreasing asset
values). Fhese-areAsset revaluations or adjustments for impairment are
not permitted in regulatory financial statements unless they are
specifically agreed to or required by the Economic Regulator, and

4 (5)excludes goodwill, capitalised interest and capitalised research and
development expenditure (including any related impairments).

Third party transactions

Where the regulated entity enters into a transaction or series of transactions with a
third party which total greater than $1 million of operating expenditure in
aggregate, or $10 million of capital expenditure in aggregate for the financial year,
the regulated entity must disclose:

(a) the name of the third party;,

(b) a description of the services provided by the third party;

(c)

the value of the payments made to the third party;

(d) a description of how the basis-ferthe-payment amount was determined; and

(e) a description of how the payment is reflected in the regulatory financial

statements, including the asset class or cost category that the expenditure is
included in.

Related party transactions

Version 4+:02.0 — May-
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(a)

(b)

Where a regulated entity enters into a transaction with a related party the
regulatory financial statements must disclose for each transaction:

(1) the name of the related party which:

(i) incurred a cost in providing a good or service to the regulated
entity; or

(i) receives a benefit from obtaining a good or service from the
regulated entity;

and a description of the regulated entity's interest in, or relationship
with, the related party,

(2) adescription of the good or service provi‘ded by, or to, the related party;
(3) the value of the payments from;
(i) the regulated entity to the related party for the good or service; or
(i)  the related party to the regulated entity for a good or service,

(4) a description of how the p’avment amount was determined;

(5) __a description of how the payment for, or receipt of a good or service is
reflected in the regulatory financial statements; and

(5) a description of how shared expenditure, or revenue, if any, has been
allocated.

For the purposes of this clause, a payment made under a contract with a party
who was a related party at the time the contract was entered into, even if that
party is no longer a related party (including, but not limited to, where the
related party was sold to another party) must be recorded as a related party
transaction. This information will remain confidential.

Reuse water

(@

Where a regulated entity provides reuse water to an_external party—third
party, the regulatory financial statements must identify a proportion of
assets used to generate revenue from reuse water. This proportion must be
excluded from the RAB.

The value of assets excluded from the RAB is determined by applying the
following ratio to the value of assets used to provide reuse water:

Revenue received from reuse customers
(Value of assets used to provide reuse water x WACC) + D + OM

Where:
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WACC = Weighted average cost of capital’

D = Regulatory dDepreciation associated with reuse
assets

OM = Operating expenditure and maintenance expenditure

associated with reuse assets

(c) For new reuse schemes or renegotiated reuse contracts, the value of assets
excluded from the RAB is calculated on the basis of a ratio proposed by the
regulated entity which reflects the average revenue contribution from reuse

customers as a proportion of total reuse costs. The ratio—proposed-by—the
regulated entity must be-justifiablejustify the ratio it proposes in 4.4.6 (b) -on

the-basis-of observable-industry-standards-with respect to reuse water_having

regard to any relevant industry standards.

(d) The requlated entity is require to report, in Worksheet 500X of the Template,
the estimafed costs it avoids by providing wastewater to external parties rather
than treating the wastewater at one of its wastewater treatment plants.

' The applicable weighted average cost of capital (WACC), requlatory depreciation (D) and operating expenditure and
maintenance expenditure are as specified in the Tasmanian Water and Sewerage Industry Price Determination Investigation
Price and Service Plan Guideline in force as at 30 June of the financial year the regulatory financial statements relate to.
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segments

Where the regulated entity receives capital contributions from any party
(including any government or government body) for the financial year, the
regulated entity must disclose:

1 447 Capital Contributions - regulated water _and sewerage _activitiesbusiness

(a) the reason for the contribution;

(b) whether it was received from a government, government body, customer, or
third-external party;

(c) the accounting treatment used to record the contribution in the statutory
financial statements (ie revenue or equity);

(d) the value of the contributions as follows:

(1) {b——service introduction charges, must be reported:;

(a) -in total,_and

{a)(b) -exeeptindividually where the value of the contribution is greater
than 10 per cent of the total of service introduction charges, or
$1 million for the financial year, whichever is the greater.

(2) developer charges — headworks, must be reported in total except
where the value of the contribution is greater than 10 per cent of the total
of developer charges — headworks, or $1 million for the financial year,
whichever is the greater.

(3) developer charges — non-headworks, must be reported in total except
where the value of the contribution is greater than 10 per cent of the total
of developer charges — non-headworks, or $1 million for the financial
year, whichever is the greater.

4.4.8 Provisions - regulated water and sewerage activities business-segments

(a) the regulated entity must allocate current provision items between the
following categories:

(1) employee benefits;
(2) insurance; and

(3) other.
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the regulated entity must allocate non-current provision items between the
following categories:

(1) employee benefits;
(2) insurance; and
(3) other.

provisions that cannot reasonably be allocated to employee entitlements or
insurance must be allocated to “other’. Where the regulated entity has
allocated provision amounts to “other”, the regulatory financial statements
must disclose the account names and amounts included in “other”.

the regulated entity must allocate bad and doubtful debt provisions between:
(1)  current bad and doubtful debts; and

(2) non-current bad and doubtful debts.

Regulatory accounting principles and policies

Principles and policies

This Guideline sets out a number of regulatory accounting principles and
policies which are different from those used in statutory financial statements
and / or for reporting purposes. These include the following:

(a)

(b)
(c)
(d)

capital expenditure adjustments as outlined in clauses 4.4.3(b)(1)-(45)
inclusive of this Guideline,

capital expenditure schedule;

reuse water as detailed in clause 4.4.6 of this Guideline; and

disclosure of specific bases of allocation.

Statement of principles and polices

(a)

The regulated entity’s regulatory accounting principles and policies must
ensure that regulatory financial statements satisfy the accounting concepts
of relevance and reliability and the underlying transactions have a recognisable
and rational economic basis.
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(b) The regulated entity must, as part of its regulatory financial statements,
provide to the Economic Regulator full and detailed documentation
disclosing:

(1) any regulatory accounting principles and policies that were used to
prepare the regulatory financial statements that are additional to, or in
place of, the accounting principles and policies used to prepare its
statutory financial statements, including those referred to in
clause 4.5.1 of this Guideline;

(2) any changes in the accounting principles and policies which were
used to prepare its statutory financial statements or in its regulatory
accounting principles or policies which occurred since the submission
by the regulated entity of the last regulatory financial statements; and

(3) where such a change has occurred_(see clause 4.5.2(b)(2) of this
Guideline), the requirements of the Australian Accounting Standards
Board’s accounting standard, AASB 108: Accounting Policies, Changes
in _Accounting Estimates and Errors must be applied to both the
regulatory financial statements and regulatory accounting
principles and polices.

Version 4-02.0 — May-2043Qctober 2015



)

5.1

WATER AND SEWERAGE ACCOUNTING RING FENCING — GUIDELINE 25

REVIEW AND ADJUSTMENT OF
REGULATORY FINANCIAL STATEMENTS
TO ACHIEVE COMPLIANCE

The regqulated entity must submit unaudited requlatory financial statements to the

5.2

Economic Regulator.

The Economic Requlator will review the unaudited requlatory financial statemenis

53

and identify any issues.

The Economic Regulator will engage an auditor to review the requlated entity’s

54

unaudited regqulatory financial statements. The auditor will consider the issues
identified by the Economic Regulator and identify and review any additional issues. The
auditor will subsequently report its findings to the Economic Regulator.

As part of the review conducted in accordance with clause 5.3 of this Guideline and

5.5

without limitation the regulated entity must provide both the Economic Regulator and
the auditor with:

n access to the accounting records it has retained in accordance with this
Guideline;

n any information requested; and

. any assistance reasonably requested.

The requlated entity is to meet all costs relating to the preparation of any auditor’s

56

report prepared in relation to an engagement under clause 5.3 of this Guideline.

Following the auditor’s review of the requlated entity’s unaudited requlatory financial

57

statements, the requlated entity may be required by the Economic Regulator to:

= make any adjustments to the requlatory financial statements; and/or

a change its requlatory accounting principles and policies to ensure future
compliance with this Guideline.

Following review, and subject to clause 5.6, once the Economic Requlator is satisfied

5.8

that the requlatory financial statements comply with this Guideline, the regulated
entity will be required to submit its final regulatory financial statements along with a
Directors’ Responsibility Statement in a form set out in Appendix E to this Guideline
signed by a Director and one of the Chief Executive Officer, the Chief Financial Officer
or the Company Secretary.

Upon receipt of the information listed in clause 5.7, the Economic Regulator will

approve the requlatory financial statements.
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59 |If at a later date information becomes available that changes the results or values

reported in the requlated entity’s approved requlatory financial statements, the

Economic Regulator will amend the approved regulatory financial statements, and

take the additional information into account in the exercise of its powers in relation to

prices.

510 The process and timeline for the annual review of the requlated entity’s requlatory

financial statements are provided in Table 1 below.

Table 1: Annual process for the review and adjustment of the

requlated entity’s

regulatory financial statements

Description

Due
date/Indicative
dates

The regulated entity submits its unaudited regulatory financial statements and

30 September

other information as required under this Guideline.

The Economic Reqgulator reviews the unaudited requlatory financial statements
and identifies issues. The auditor?2 commences the review.

Mid October

The Economic Regulator receives the auditor’s report.

Early November

Based on the recommendations made in _the auditor's report, the Economic
Requlator provides the regulated entity with a list of queries and defails of any
adjustments required to be made to the regulatory financial statements.

Mid November

The regulated entity responds to the Economic Regulator’s queries and submits
revised requlatory financial statements.

Early December

Once the Economic Requlator is satisfied that the requlatory financial
statements comply with this Guideline, the regulated entity is requested to
submit its final requlatory financial statements.

Mid December

The regulated entity submits its final regulatory financial statements January
accompanied by a signed Director’s Responsibility Statement and an extract

from the Board’s minutes that confirms that the requlatory financial statements

are true and correct.

The Economic Regqulator approves the requlatory financial statements. January

2 The Economic Requlator will have engaged an auditor prior to the receipt of the regulated entity’s unaudited regulatory

financial statements.
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3 Australian Government-Auditing-and-Assurance-Standards-Board June-2041-
4 Australian Goverament-Auditing-and-Assurance-Standards-Beard,June-2014-

5_Australian-Government-Auditing-and-Assurance-Standards-Beard;-June-2041-

Version 1:02.0 — May-
201430ctober 2015




28 WATER AND SEWERAGE ACCOUNTING RING FENCING — GUIDELINE

Version 4-02.0 — May-206430ctober 2015



WATER AND SEWERAGE ACCOUNTING RING FENCING — GUIDELINE 29

APPENDIX A: REGULATORY ACCOUNTSING
TEMPLATE

An electronic copy of the revised Template is available on the Regulator's website:
www.economicregulator.tas.gov.au on the Water > Consultations > Current consultations

page.
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APPENDIX B: OPERATING EXPENDITURE

B.1

B.1.1

B.2

B.2.1

B.3

B.3.1

B.3.2

B.3.3

Introduction

The purpose of this Appendix is to provide guidance to the regulated entity on the
operating expenditure information that is to be reported in the Template’s individual
worksheets (see Appendix A).

Business segments

The regulated entity must allocate operating expenditure items between
business segments.

Activity areas

The regulated entity must further allocate all operating expenditure in regulated
business segments between the following activity areas:

(a) operations and maintenance;
(b) ftreatment,

(c) customer service and billing;
(d) GSL payments (if applicable);
(e) licence fees;

()  corporate; and

(g) other operating expenditure.

The regulated entity is not required to allocate operating expenditure to an
activity area which is not relevant to the regulated entity or business segment.

Operation and maintenance

All direct and indirect operating expenditure associated with the operation and
maintenance of the distribution network and the general physical provision of
water/removal of sewage—sewerage (including trade waste), to/from customers’
properties including expenditure associated with:

(a) operating dams, reservoirs, bores, river intakes and associated works;
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(b) water transfer between storages and general catchment management
activities;

(¢) pumping, repairing bursts, leaks and addressing spills;

(d) treatment or disinfection that occurs within the distribution system;
(e) staffing of monitoring and control centres;

(f)  logistics and stores;

(9) IT expenditure directly attributable to the operation and maintenance of a
network;

()  Supervisory Control and Data Acquisition (SCADA);

(i) labour expenditure; and
() materials.
B.3.4 Treatment

All direct and indirect operating expenditure associated with the treatment of water
and sewerage including expenditure associated with:

(a) the treatment of water before it enters the distribution network;
(b) the treatment and disposal of sewage and trade waste;
(c) logistics and stores;
(d) labour expenditure; and
(e) materials.
B.3.5 Billing and customer service

All direct and indirect operating expenditure associated with billing, revenue
collection and customer service including expenditure associated with:

(a) metering and calculating invoices;

(b) billing customers and revenue collection from customers;

(c) payments made to debt collection agencies ;

(d) account enquiries;

(e) dealing with customer billing enquires and complaints;

(f)  providing assistance schemes for customers with payment difficulties;
(g) administering concessions to eligible customers;
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(h) payments made to reimburse the Ombudsman for costs incurred in
investigating customer complaints (billing and customer service complaints

only);
(i)  managing accounts receivable;
() managing credit and bad debt collection;
(k) reporting network faults and safety hazards;
()  dealing with customer enquiries; and
(m) managing customer service committees.

Operating expenditure associated with the following items must be excluded from
customer service:

(1) undertaking any work, beyond recording the query and answering questions,
associated with new supply connections that proceed, or improving asset
utilisation; and

(2) payments made to customers under a GSL scheme approved by the
Economic Regulator (see clause B.3.6 of this Guideline — GSL scheme
payments).

GSL scheme payments

If applicable, gross payments made to customers under a GSL Scheme approved by
the Economic Regulator must be included in GSL scheme payments.

Interest paid on security deposits

Includes interest paid on security deposits and interest paid on amounts

B.3.78

B.3.89

overcharged.

Licence fees

Licence fees paid to the Department of Primary Industries Parks Water and
Environment must be included in licence fees.

The following items must be excluded from licence fees:

(a) payments to the Ombudsman (see clause B.3.98(0)(11) and clause B.3.5(h)
of this Guideline); and

(b) membership fees for industry or trade organisations (see clause B.3.98(0)12)
of this Guideline).

Corporate
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General corporate expenditure that cannot be reasonably allocated to other activity
areas including expenditure associated with:

(a) personnel in the corporate grbup;
(b) general management,

(c) board members;

(d) legal counsel;

(e) company secretary;

(f)  quality/business improvement;

(g) corporate relations;

(h) strategy and planning;

(i)  human resource management;

(i) risk management;

(k) insurance management;

()  environment management;

(m) property management;

(n) support staff for the corporate office;
(o) expenditure incurred by the corporate office, including but not limited to:

(1) property rental, repair and maintenance, utilities, and taxes for the
corporate office;

(2) printing and stationery;

(3) telephone and fax;

(4) travel expenses;

(5) legalfees;

(6) consultants;

(7) board fees

(8) brand advertising and corporate image making;
(9) corporate/community sponsorships and donations;

(10) internal communication;
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(11) payments made to reimburse the Ombudsman for costs incurred in
investigating customer complaints; (excludes complaints relating to billing
and customer service);

(12) membership fees for industry or trade organisations; and
(13) freight, courier and postage.

(p) IT systems (expenditure associated with the SCADA, telemetry and other
‘operational’ IT expenditure should be allocated to the relevant activity area);
and '

(q) salaries and on-costs associated with providing information requested by the
Economic Regulator, preparing submissions in response to consultations
conducted by the Economic Regulator, non-financial audits and the
preparation of regulatory financial statements.

B.3.910 Expenditure associated with the following items must be excluded from corporate
expenditure:

(a) management fees which are a transfer of profit rather than a fee or service; and

(b) expenditure associated with property required for workshops and for network
assets.

B.3.4011 Other operating expenditure

Other operating expenditure that cannot be reasonably allocated to the above
activity areas should be included in other operating expenditure. and-inExcludes
interest paid on security deposits and interest paid on _amounts

overchargesovercharged.
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APPENDIX C: CAPITAL EXPENDITURE

C1
C.1.1

C.2
C.2.1

Introduction

The purpose of this Appendix is to provide guidance to the regulated entity on the
capital expenditure information that is to be reported in the Template’s individual
worksheets (see Appendix A).

Asset values

Each asset must be recorded in the requlated entity’s requlatory financial

C.3

C.23.1

C.34
C.34.1

C.34.2

C.34.3

statements on the basis of its respective DORC.

Business segments

The regulated entity must allocate capital expenditure items—and asset values
between business segments.

Cost drivers

The regulated entity must allocate regulated business segment capital
expenditure items between the following cost drivers:

(a) growth;

(b) renewal of existing infrastructure;
(c) improvements; and

(d) compliance.

These items are defined in clauses C.34.2 — C.34.5 inclusive_of this Guideline.

The regulated entity may allocate capital expenditure items to more than one cost
driver but must provide a basis for the allocation.

Capital expenditure associated with increasing the capacity of assets or
construction of new assets, to meet growth in demand or to provide additional
security of supply should be included in growth.

Capital expenditure associated with replacing assets and generally maintaining
service levels should be included in renewal of existing infrastructure.
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C.34.4

C.34.5

C.45

C.45.1

C.45.2

C.45.3

C.54.4

Capital expenditure associated with improving service levels and reliability to meet
customer preferences should be included in improvements.

Capital expenditure associated with meeting regulatory obligations should be

included in compliance. Fhis-includes-capital-expenditure-associated-with-achange
in—legislative—obligations—(as—identified—in—a—Water—and—Sewerage—Price
N i atiom imol | during the fi 1 _

Asset categories

The regulated entity must allocate capital expenditure items between the following
asset categories:

(a) headworks;

(b) pipelines and channels;
(c) treatment; and

(d) corporate.

The regulated entity is not required to allocate capital expenditure to an
asset category which is not relevant to the regulated entity or a particular cost
driver.

Headworks

Capital expenditure associated with the collection and storage of water® should be
included in headworks, including expenditure associated with:

(a) dams, reservoirs, bores, river intakes and associated storages; and
(b) water transfer mains and channels between storages.
Pipelines and channels

Capital expenditure associated with all non-headwork pipes and channels utilised
for transporting water and sewerage must be included in pipelines and channels.

C.54.5 Treatment

Capital expenditure associated with treatment should be—in—treatment—including
include expenditure associated with:

.8 It is expected that the allocation of sewerage capital expenditure to “Headworks” would be nil given that

headworks relates to the collection and storage of water and the transfer of water between storages.
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(a) the treatment of water before it enters the distribution network_including capital
expenditure relating to water treatment plants and pump stations; and

(b) the treatment and disposal of sewage_including capital expenditure relating to
wastewater treatment plants and pump stations-.

Corporate

General corporate expenditure that cannot be reasonably allocated to other
activity areas should be included in corporate.
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APPENDIX D: REVENUE

DA

D.1.1

D.2

D.2.1

D.3

D.31

Introduction

The purpose of this Appendix is to provide guidance to the regulated entity on the
revenue information that is to be reported in the Template’s individual worksheets
(see Appendix A_of this Guideline).

Business segments

The regulated entity must allocate revenue items to business segments.

Revenue sources

For revenue allocated to each regulated business segment, the regulated entity
must allocate this revenue between the following sources:

(@) tariff revenuel;
(b) non-scheduled-trade waste services;

(c) trade—wastemiscellaneous fees and charges (as per the list of services_in
Worksheet 500JJJ in the Template);

{e)(d) proceeds from asset disposal;

#(e) government contributions — operating;

{e)(f) capital contributions — customer, government or other third party,
{h)(g) Community Service Obligations,

{(h) interest received on overdue accounts; and

H(i) other.

Each of These-these terms are defined in clauses D.3.2 to D.3.44-10 inclusive_of this
Guideline.

7 Revenue to be allocated in accordance with the tariff categories specified in the regulated entity’s approved PSP .

Version 4:02.0 — May-
20430ctober 2015




42 WATER AND SEWERAGE ACCOUNTING RING FENCING — GUIDELINE

D.3.2 Tariff revenue

Revenue amounts categorised on the same basis as the tariffs specified in the
relevant Price Determination that areis directly attributable to the provision of
water and/or sewerage services to water and-/-or sewerage customers.

D.3.34

D.3.54

D.3.85

D.3.76

D.3.87

D.3.98

D.3.409

Trade waste services

Revenue that is directly attributable to the provision of frade waste services to
each class of trade waste customer subject to price regulation as specified in the
relevant Price Determination.

Revenue that is directly attributable to the provision of trade waste services to
each class of trade waste customer not subject to price regulation.

Miscellaneous fees and charges

Revenue that is directly attributable to miscellaneous fees and charges as listed in
a Price-and-Service-PlanPSP approved by the Economic Regulator.

Proceeds from asset disposals (regulated)

Revenue collected from the disposal of assets should be included in proceeds from
asset disposals.

Government contributions (operating)

Government grants for purposes other than capital expenditure should be included
in government contributions (operating).

Capital contributions - customer, government or other third party

The value of assets that are constructed and paid for by a customer, government or
other third-external party and then transferred to the regulated entity to operate
and maintain. Includes —and-cash payments made to the regulaited entity by an
external party for the provision of assets.

Community Service Obligations

Revenue received from the State to reimburse the regulated entity for the revenue
foregone due to the requirement to provide regulated services at a reduced price to
customers in receipt of a concession.

Interest received on overdue accounts
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Interest paid to the regulated entity by customers whose account has not been paid
by the due dateen-overdue-accounts.

D.3.4410 Other Revenue

Revenue that is from a source not mentioned above in clauses D.3.1 to D.3.40-9
inclusive of this Guideline.
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APPENDIX E: PRO FORMA DIRECTORS’
RESPONSIBILITY STATEMENT

In the opinion of the Directors of [name of regulated entity]:

The regulatory financial statements of [date] set-eut-onpages|}to{}-are drawn up in

accordance with the requirements of the Economic Requlators Water and Sewerage

Accounting Ring fencing Guideline—issued—by—the—Economic—Regulator, dated
[day/month/year] 2043—-(“GuidelineZ) so as to present fairly:

= the results of each business segment for the financial year ended [period end date];
= information concerning the state of affairs at [period end], of each business segment;

= information on third party transactions required by clause 4.4.4 of the Guideline [delete
if inapplicable];

= information on related party transactions required by clause 4.4.5 of the Guideline
[delete if inapplicable]; and

" information required by clause 4.5 of the Guideline.

No third party transactions arose during the financial year that required disclosure under
clause 4.4.4 of the Guideline [to be deleted only if disclosure is confirmed above].

No related party transactions arose during the financial year that required disclosure under
clause 4.4.5 of the Guideline [to be deleted only if disclosure is confirmed above].

The terms and definitions used in this statement accord with the definitions set out in the
Guideline referred to above.

Signed in accordance with a resolution of Directors:

(name of Director) Dated

(name of DirectorChief Executive Officer/Chief Financial Officer/Company Secretary) — Dated
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