
Full Cost Accounting 
Frequently Asked Questions 

 

 
1. What is full cost accounting? 

 
Full cost accounting refers to a method of accounting that captures all the costs (both 
cash and non-cash) relating to the provision of water services.  It includes all operating 
and maintenance expenses, depreciation on assets, and provision (returns) for the 
replacement of capital assets employed in providing water services. 

 
2. Why is full cost reporting important in maintaining a viable water infrastructure? 

 
Global water agencies and international banking institutions have identified sustainable 
cost recovery as critical to providing a financial framework for funding water resources.  
Accounting organizations around the world, including the Canadian Institute of Chartered 
Accountants [CICA] – Public Sector Accounting Board, are establishing accounting 
standard changes that will require municipal water system owners to report the impact of 
tangible capital assets in their financial statements.  As systems age, capital investments 
are required to renew existing water systems and to build new infrastructures.  Unless 
capital costs are built into infrastructure budgets, necessary costs of upgrading could 
easily be deferred.  

 
3. Are water owners and operators required to provide annual reports to Alberta 

Environment on a full cost basis? 
 

There is no legislated requirement for water system owners to provide full cost account 
reports.  However, changes to financial reporting standards regulated by the professional 
accounting bodies require municipalities to reflect tangible capitial assets in municipality 
statements of position (balance sheet) and operations (income statement).  This initiative 
by the Canadian Institute of Chartered Accountants [CICA] – Public Sector Accounting 
Board requires compliance by January 1, 2009.  Alberta Environment full cost reporting 
aligns with the financial reporting changes being introduced by the CICA and the Public 
Sector Accounting Board. 

 
4. How does the financing of water systems affect the quality of water? 

 
High quality drinking water depends on a good source, effective treatment, secure 
distribution and continuous monitoring.  It is essential that municipalities and other water 
suppliers are able to pay the costs of maintaining and sustaining their drinking water 
systems.  This includes operations and maintenance costs and frequent monitoring and 
testing of water quality.  It also includes major capital costs such as the repair and 
replacement of aging pipes and the expansion and renewal of infrastructure. 

 
5. What are operating and maintenance expenses? 

 
Operating and maintenance expenses include day-to-day expenses involved in the 
operation of the water system.  They include salaries, wages, benefits, power, chemicals, 
rent, materials and supplies, billing costs, and administrative costs. 
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6. How are operating and maintenance expenses recorded? 

 
For reporting purposes, operations and maintenance expenses are broken down into the 
following five classifications for reporting purposes: source of supply; water treatment; 
distribution; customer accounts and administration. 

 
7. What is depreciation? 

 
Depreciation is that part of a capital asset that is consumed in the provision of service.  It 
is the loss in value of the asset due to wear and tear, decay, action of the elements, 
obsolescence, changes in technology and changes in demand.  It applies to all capital 
assets except for land.  Typically the asset cost is allocated or amortized over its useful 
life by various methods (straight line, declining balance etc.). 

 
8. How is depreciation recorded? 

 
The Government Financial Officers of Alberta state that depreciation may be determined 
either on a straight-line basis, output basis or declining balance basis.  Please consult 
your auditors for the depreciation methods that are appropriate for your water systems 
assets. 

 
As with operations and maintenance expenses, depreciation should be broken down into 
the following five categories for reporting purposes; source of supply, water treatment, 
distribution, customer accounts and administration. 

 
9. What is Return? 

 
Return provides for the other costs associated with the provision of services that are not 
met by operating and maintenance costs and depreciation.  Return includes: 
 
• Interest on any outstanding debts. 
• A provision for escalation of assets (both acquired and contributed) that will need to 

be replaced in the future. 
• Any returns (dividends) that your water system is required to provide to your parent 

organizations (controlled corporations), as well as franchise fees and the like that 
permits your system to operate within a municipality. 

• A return on working capital employed in provision of the service. 
 

10. What is Net Book Value? 
 

Net book value is the residual value of the asset, i.e. the original value of the assets 
(including buildings, pipes, pumps, equipment and other facilities) or original cost of 
assets less accumulated depreciation.  Land is included on the books as its original value 
since it is not a depreciable asset. 
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11. What are Contributed Assets? 

 
Contributed assets are assets that are given at no cost to the water system by others.  
Contributed assets may include assets that are received through land dedication 
(development), gift or grant.  Changes required by the CICA – Public Sector Accounting 
Board require municipalities to reflect the cost of contributed assets in their financial 
statements. 

 
12. What are Acquired Assets? 

 
Acquired assets are all assets purchased by the water system owner.  Acquired assets 
may be acquired either through debt or through use of equity financing.  Municipalities will 
also be required by the CICA – Public Sector Accounting Board to reflect acquired assets 
in their financial statements. 

 
13. What is Working Capital? 

 
Working capital is the amount of liquid assets the water system uses for ongoing 
operations.  Working capital typically includes cash, prepaid expenses, accounts 
receivable, inventory less the working capital of others that is being used by the water 
system including accounts payable, and customer deposits. 

 
 


