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Full Cost Accounting  

1. Introduction 
Alberta Environment established a full cost accounting framework to assist owners of 
approved waterworks systems to report the cost of providing users with safe drinking 
water.   

The need for this full cost accounting framework arises in part from consultations with 
Albertans in the creation of Water for Life: Alberta's Strategy for Sustainability. In 
addition, recommendations from review inquiries of the Walkerton and North Battleford 
water contamination incidents included the need for waterworks systems to develop 
financial plans that would demonstrate how infrastructure and operations would be 
sustained so as to ensure the provision of safe drinking water.   

Knowledge of the infrastructure and operational costs of drinking water systems is 
paramount to ensure sustainable systems.  Therefore a financial plan that addresses the 
systems’ assets and operations is required.  Fundamental to such financial plans is that 
all of the costs of providing safe drinking water be appropriately and consistently 
accounted for—a full cost accounting of costs. 
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2. The Benefits of Full Cost Reporting 
Increased knowledge is key to the sustainability of waterworks systems.  Full 
cost reporting is fundamental to ensuring that the knowledge that is gathered and 
shared is both appropriate and consistent. 

The following are some of the benefits of full cost reporting: 

 System owners and Alberta Environment will be provided with an understanding 
of the cost of the various activities and facilities associated with providing safe 
drinking water. 

 Reporting information can assist system owners in making future water 
management and investment allocation decisions. 

 Reporting information can provide system owners with “pricing” signals regarding 
economic self-sustainability of their water systems. 

 System owners can use the information to inform their consumers on the costs 
associated with treating and distributing drinking water.   

 Provide system owners and Alberta Environment with benchmark references. 
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3. Full Cost Accounting Concepts  
The Full Cost Accounting concept is intended to provide information that will highlight the 
funding (revenue) requirements of approved water systems.  Every water system owner 
must receive sufficient funds in order to ensure proper operation and maintenance of 
their water system, to develop and maintain infrastructure required to supply, treat and 
distribute safe potable water to users, and to maintain the financial integrity of their 
organization.  

The American Water & Wastewater Association recognizes two methods for determining 
the revenue requirements of water systems.  These methods include a) the Utility 
Approach and b) the Cash Needs Approach.  Though each method can provide short 
and long-term revenue adequacy and stability, the Utility Approach generally results in 
greater water rate stability as funding requirements are not immediately affected by 
capital expenditures of the water system.  Each of these methods is described below. 

The Utility Approach 

The Utility Approach is the reporting requirement approach recommended by Alberta 
Environment.  The system owner is provided with funding to cover the cost of operating 
and maintaining the water system, recovery of assets that are consumed in providing 
water service and a return on any capital provided to support the water system.  The 
illustration below highlights the three basic elements of the reporting approach.  
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Operation & Maintenance Expenses 

Reporting operations and maintenance expenses will be the same under either the Utility 
or Cash Needs reporting approach.  Operation and maintenance expenses includes 
salaries, wages, benefits, power, chemicals, purchased services, rent, materials and 
supplies, billing costs, administrative costs and the like.  Operation and maintenance 
expenses exclude all capital expenditures and expenditures that extend the life of water 
system assets. 

Operation and maintenance expense reporting will be classified into the following 
categories: 

• Source of Supply • Water Treatment • Distribution 
• Customer Accounts • Administration  

 
Source of Supply – includes those operations and maintenance costs expended at the 
source of water supply up to but excluding the water treatment plant(s).  Examples of 
these operation and maintenance costs associated with source of supply include repairs, 
inspections, related materials, supplies, utility costs, and contract services expended on 
the raw water intake facilities or source water drawing facilities in the case of 
underground systems, screening and pumping facilities as well as raw water 
conveyances to treatment facilities.  

Water Treatment – includes those operation and maintenance costs expended for 
removal of particulate or inactivation of micro-organisms during water treatment.  Water 
treatment operation and maintenance costs examples include operations, repairs, 
inspections, related materials, supplies, utility costs, and contract services expended on 
chemical assisted coagulation / flocculation, sedimentation, filtration, disinfection, 
storage required prior to the point of treatment compliance (CT point), ozonation, ultra-
violet irradiation, microfiltration, reverse osmosis, aeration as well as all sampling and 
testing (laboratory work and operations) of water for treatment purposes throughout the 
water system including source of supply tests and distribution system tests that monitor 
requirements for or the effectiveness of water treatment.  

Distribution - includes those operation and maintenance costs expended for piping the 
treated water supply to water users including operations, repairs, inspections, related 
materials, supplies, utility costs, and contract services of pumping, treated water storage 
contained within the distribution system, transmission and other distribution facilities, 
water meters installation and repair, fire hydrants, additional disinfection that may be 
applied to maintain water quality, and sampling and testing of the distribution system as 
it relates to maintaining distribution system integrity. 
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Customer Accounts - includes operation and maintenance associated with the 
production of charges to the customer including administrative costs, operations, repairs, 
inspections, materials, supplies, postage, utility (telemetering costs), contract services 
etc. associated with meter reading, utility billing, billing systems operations and 
maintenance, customer credit and collection activities, customer account inquiries and 
customer payment processing. 

Administration - includes all overhead and indirect services that are not related to 
previously outlined categories.  Administration relates to costs associated with general 
management, insurance, accounting, legal, human resource management, public 
relations, computing systems, payments in lieu of taxes as well as system planning and 
engineering that is not otherwise allocated to capital expenditures. 

Depreciation  

The next cost-reporting category under the Utility Approach is depreciation.  
Depreciation is the loss in value of capital assets and facilities that occurs due to their 
wear and tear, decay and obsolescence.  Depreciation applies to all capital assets 
except land.   

The Utility Approach provides for the recovery of asset value loss by recovering the cost 
of capital assets and facilities to customers over the normal useful life of the asset.  
Write off of assets that prematurely reach the end of their normal life are also reported in 
the depreciation expense category. 

Depreciation expense is reported according to the same categories as outlined earlier 
for operation and maintenance costs.  This will require water system owners to 
segregate depreciation for source of supply assets, water treatment assets, distribution 
assets, customer account assets and administrative assets.  

Return on Capital 

Return on Capital is the final cost-reporting category under the Utility Approach.  Return 
on Capital is intended to pay water system users the annual interest cost of debt and a 
rate of return on all assets employed to support the water system.  These employed 
assets generally include all physical plant and property as well as working capital and 
construction in progress.  

Like operation and maintenance and depreciation expenses, the Utility Approach 
requires that water system owners segregate and report return on capital according to 
the five established categories including source of supply, water treatment, distribution, 
customer accounts and administration.  In order to simplify reporting, return on capital 
related to working capital should be reported under the administration category. 
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The Cash Needs Approach  

The Cash Needs Approach is an alternative reporting approach that may be used by 
water system owners.  The Cash Needs Approach is not the recommended reporting 
approach of Alberta Environment however this alternative is permitted where water 
systems do not have ready access to information required by the Utility Reporting 
Approach.  Alberta Environment has elected to permit this second method of reporting 
as the approach is basically an extension of cash oriented accounting that may still be 
used by municipal water systems. 

The Cash Needs Approach will provide water system owners with sufficient funds to 
cover all cash needs including operating expenses, debt obligations and any capital 
expenditure requirements that would not be met through debt.  The illustration below 
highlights the three basic elements of the Cash Needs reporting approach. 
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materials, supplies, utility costs, contract services etc. expended on the raw water intake 
facilities or source water drawing facilities in the case of underground systems, 
screening and pumping facilities, and raw water conveyances to treatment facilities.  

Water Treatment – includes those operation and maintenance costs expended for 
removal of particulate or inactivation of micro-organisms during water treatment.  Water 
treatment operations and maintenance costs include operations, repairs, inspections, 
related materials, supplies, utility costs, and contract services expended on chemical 
assisted coagulation / flocculation, sedimentation, filtration, disinfection, storage required 
prior to the point of treatment compliance (CT point), ozonation, ultra-violet irradiation, 
microfiltration, reverse osmosis, aeration as well as all sampling and testing (laboratory 
work and operations) of water for treatment purposes throughout the water system 
including source of supply tests and distribution system tests that monitor requirements 
for or the effectiveness of water treatment.  

Distribution - includes those operation and maintenance costs expended for piping the 
treated water supply to water users including operations, repairs, inspections, related 
materials, supplies, utility costs, contract services etc. of pumping, treated water storage 
contained within the distribution system, transmission and other distribution facilities, 
water meter installation and repair, fire hydrants, additional disinfection that may be 
applied to maintain water quality, and sampling and testing of the distribution system as 
it relates to maintaining distribution system integrity. 

Customer Accounts - includes operation and maintenance associated with the 
production of charges to the customer including administrative costs, operations, repairs, 
inspections, materials, supplies, postage, utility (telemetering costs), and contract 
services associated with meter reading, utility billing, billing systems operations and 
maintenance, customer credit and collection activities, customer account inquiries and 
customer payment processing. 

Administration - includes all overheads and indirect services that are not related to 
previously outlined categories.  Administration relates to costs associated with general 
management, insurance, accounting, legal, human resource management, public 
relations, computing systems, payments in lieu of taxes as well as system planning and 
engineering that is not otherwise allocated to capital expenditures. 
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Debt Service  

Debt Service is the cash needed to meet principal and interest covenants on all 
outstanding debts, bonds or debentures. 

Alberta Environment requires that water system owners segregate reporting of debt 
service into source of supply, water treatment, distribution, customer accounts and 
administration categories. 

Non-Debt Capital Expenditures 

Water system owners may elect to meet various types of capital improvements (normal 
levels of capital extensions and/or short lived capital assets) through non-debt means.  
To the extent that capital expenditures are financed from current revenues, they 
constitute another component of revenue requirements under the cash needs approach.   

The Cash Needs Approach requires that water system owners segregate non-debt 
related capital expenditures according to source of supply, water treatment, distribution, 
customer accounts and administration categories. 

 

 

 

 

 

 

 

 

 

Information you provide to Alberta Environment is collected under the authority of Section 8 of the 
Government Organization Act to carry out this program in support of matters under the Water Act, 
including the conservation and management of water resources and the Water For Life strategy.  
This information will be used only for its intended purpose related to the Full Cost Accounting 
Initiative and the Municipal Water/Waste Water Partnership Program. We will protect your 
information consistent with the principles of the Freedom of Information and Protection of 
Privacy Act.  Submitting information is strictly voluntary.  By doing so, you are giving Alberta 
Environment your permission to use the information for the intended purpose.  Alberta 
Environment requires the best, most complete information in order to provide the users of the 
program with the information or services they require.  If you do not want to give Alberta 
Environment permission to use your information, you may chose not to provide it. 
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