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	This Droplet looks to the accounting profession for insights into better ways to manage water resources.  
Droplets explore ideas and propositions which, if developed further, might improve water use.  Ideas are explored from a fundamental perspective.  They search for the building blocks and concepts that one might consider using if one was able to start without being constrained by prior decisions.


Thinking like an accountant about rivers and aquifers

“You can not manage what you cannot measure.” Malcolm Turnbull quoting Sextus Julius Frontinus, the Chief Executive of “Rome Water” in the late 1st Century 
The issue – why it is important

The business world is full of accounts and accountants.  The financial accounting profession has many well-established standards, protocols and conventions. All are designed to help managers manage and give investors confidence.  Accounting places very strict disciplines on those responsible for governance of a corporation.

The purpose of accounts is to enable people to make better decisions.  If the accounts are flawed inappropriate decisions can be expected.  Misleading accounts can lead to unreasonable optimism and, as a consequence, adverse outcomes.

We suspect that very few of the water accounts available to Australia’s water managers would pass even the simplest of accounting tests. What would an accountant expect to find in a set of water accounts?
Double entry accounting

Double entry accounting began to be widely adopted throughout Western Europe some 500 years ago and is thought to have played a pivotal role in facilitating European dominance of the world’s economy. 

Developed by Muslims in the 10th Century, double entry bookkeeping requires that for every credit there is a debit.  Double entry bookkeeping forces assessment of where gains and losses reside.

Applied to water, double entry accounting would require managers to ensure that whenever one person takes more water someone else takes less water.  If environmental allocations were managed in a similar way, then a manager would be able to rule off the accounts at any point in time and, using a set of well established performance ratios, assess the health of any river or aquifer system.

A robust double entry accounting system, supported by the equivalent of a balance sheet, could play an important role in revealing whether or not a river system is healthy.  Summaries of assets and liabilities could be used to reveal the effects that water management decisions are having on third parties.

Account consolidation

In the world of commerce, it is common for businesses to be at least partially connected with one another.  To deal with connectivity, consolidation principles and conventions have been developed to prevent double counting and to ensure that the accounts submitted to a board are not misleading.  No such principles and conventions have been developed for water resource management.
When consolidated accounts are prepared, transfers within the system are netted out and all data adjusted and reclassified for consistency.  An overall picture of the health of the consolidated business is presented.  In addition, there is always a group of people responsible for and accountable for ensuring that the consolidated business remains healthy.

Water accounting protocols and conventions necessary to prevent double accounting of surface and groundwater resources have yet to be developed. A well-designed inter-connected water account should reveal how groundwater management and use is affecting surface water resources and vice versa. It should also account for the significant time lag between groundwater use and surface water impact.

Solvency

Another financial convention is that all accounts are prepared on the assumption that the business is viable and will continue to be so.  This means that assets must be depreciated and liabilities accounted for.  When prepared in this manner, it becomes obvious when a business is no longer sustainable and is trading while it is insolvent.  This concept is so important that independent auditors are required to confirm that accounts present a true and correct record of what has happened.  If a business is caught trading whilst insolvent, the board and management can be held responsible, and typically an administrator is called in to solve the problem. Counting the same resource twice – double counting – is a classic example of a practice that can lead to insolvency.
Well-designed water accounts could reveal whenever a river or aquifer is being managed unsustainably. While it may not be possible to call in an administrator, well-designed water accounts might speed restoration efforts.

What would happen if all water accounts had to be audited and “qualified” reports were not tolerated?  The auditing profession would insist that all accounts – with a statement as to whether or not the river is being managed sustainably – to be available to the public.

An end of system focus

While many may criticise accountants and management’s focus on profit, arguably this is one of the reasons why the west European approach to business has been so successful.  At each stage in the account preparation process, accounts are designed to reveal how much each part of the process is contributing to the bottom line. In fact , what is the “bottom line” is an important question in water management.

Reflecting upon this, a professor of accounting asked us why are all water allocation plans back to front.  In his view, all river water allocation rules should be written in terms of obligations to deliver water downstream and ultimately to the mouth of any river system. He asked: “Why are most allocation plans written in terms of how much water is to be released from the dam rather than what must be delivered downstream?”  He wanted to know why the Murray Darling Basin Agreement does not include a set of rules designed to ensure that reasonable amounts of water always flowed through the Murray Mouth.

What would happen if we reversed the way allocation rules in plans are written and put downstream obligations first?
A National Water Accounting Framework?

The National Water Initiative proposes to develop water accounting arrangements that are “able to meet the information needs of different water systems in respect to planning, monitoring, trading, environmental management and on-farm management.”  

Australia could prepare a National Water Accounting Framework that 

· Defines Scope – a definition of water accounting and water systems that accounts describe

· Establishes a Conceptual Framework – objectives, structure and key elements to be included

· Guide Preparation – what can be counted, how amounts should be measured and techniques of measurement

· Guides Presentation of balances, storage, flows, consumption, and compliance with protocols

· Sets out Processes for reviewing and changing agreed policy conventions, audit arrangements, etc

· Establishes monitoring and enforcement provisions 

The global accounting profession is in the process of developing a new framework to guide account preparation and auditing. Water managers could decide to build upon the knowledge that this profession has taken centuries to develop.
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