
Water development funding 
Water is a commodity of public interest, indispensable to health, 
and supplies should be extended to all. Can revolving funds-in 
spite of their drawbacks-help communities to reach this goal? 

evolving funds, which consist of 
fixed amounts initially invested , 
and then progressively increased 

by their periodic returns , can contri
bute efficiently to the expansion of 
domestic water supply and sanitation. 
This financing system is particularly 
well adapted to the characteristics of 
the water market , since the increase in 
funds keeps pace with the growth of 
demand , as is currently being demon
strated in Brazil and other countries. 

While the technical soundness of 
these accounting and planning 
methods is beyond question , their 
ability to facilitate expansion varies 
considerably from one country to 
another, and there may be specific 
constraints related to high service 
costs, slow demand growth, and inad
equacy of the institutional framework. 

Since the demand for water (and 
sanitation) is assumed to increase con
tinuously as a result of growth of 
population and the individual's pro
pensity to consume more, planners are 
faced with a commitment to fulfil a 
dual objective: water supply and sani
tation services should expand in order 
to achieve total coverage at a given 
point of time, and thereafter they 
should continue this expansion in or
der to maintain total coverage over an 
indefinite period. The difficulty of 
finding or generating the required in
vestment resources is compounded by 
the need to properly operate and 
maintain existing facilities. In poor 
areas of developing countries , whether 
in town or countryside, it is commonly 
recognised that internal fund genera
tion from water rates is, at best , barely 
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sufficient to cover the recurrent costs 
of the service. In more privileged dis
tricts of the larger cities , tariffs can 
usually provide the resources required 
to cover the initial capital as well as 
operating and maintenance costs , and 
can sometimes generate a surplus for 

Can revolving funds contribute efficiently to 
the expansion of domestic water supply and 
sanitation ? 
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improving services or extending them 
to less favoured areas. 

As there will always be a need for 
constructing new works and re
habilitating and replacing existing 
ones, it is an admitted principle of 
sound financial management to pro
vide in advance for the corresponding 
expenditures. In strict accounting 
terms , this means recording allow-

ances for depreciation of fixed assets, 
so that they can be renewed as needed , 
and for generating a surplus, which 
corresponds to the need to expand 
existing systems. Both entries should 
be calculated as percentages , not of 
historical values , which could be said 
to be meaningless , but rather of fixed
asset values adjusted for inflation, 
which should give an indication of 
current replacement costs. 

As stated above, a revolving fund 
consists of a fixed amount initially 
invested, plus the periodic return' on 
this investment (usually expressed as a 
percentage of fixed assets in opera
tion) . This concept has been found 
attractive by financial planners in the 
field of water supply, because revolv
ing funds are viewed as a permanent 
device allowing for investment finan
cing in phase with growing demand. In 
physical and financial terms , the fund 
and its proceeds are applied entirely 
to the construction of new assets 
for previously unserved populations, 
which in turn contribute a surplus to 
ensure continued expansion. As ser
vice is extended to less and less 
privileged social groups, tariff struc
tures should be designed to ensure 
that the more privileged will pay an 
increasing share of the total proceeds. 
This is required for the process to 
perpetuate itself and eventually pro
vide a permanent solution to the de
mand/supply equation of the water 
market. 

Water is a commodity of public 
interest , indispensable to health , and 
water supply services should be gradu
ally extended to all . The utility in 
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charge of the supply is in most cases 
granted a monopoly, and the con
sumer usually does not have an option 
to abstain altogether from consuming , 
or to choose an alternative source of 
supply. The costing, pricing and mar
keting rules of the private sector gen
erally do not apply to the supply
demand situation which exists in water 
supply. As a result many governments 
have adopted the principle that water 
should be charged for, not according 
to its value based on what has been 
spent in the past for its production (a 
value which would be obtained from 
free competition on a private market) , 
but rather according to its future pro
duction cost. Where the revolving 
fund concept has been adopted , it is 
actually the difference between these 
two values which should represent the 
input to the fund and which should 
serve as the initiator of a dynamic 
process allowing extension of cover
age , thereby resulting in the continu
ous generation of additional proceeds. 

However, if due account is taken of 
inflation so as to reflect , in the cost 
price of water , realistic depreciation 
allowances and provisions for exten
sions through revolving fund arrange
ments, average tariffs may become so 
high as to defeat the purposes for 
which renewal and extension funds 
were created. They may exceed the 
thresholds of consumers' ability and 
willingness to pay for the service. 
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Also, the ratio of capital-related costs 
to average tariffs may become very 
high, leaving virtually no resource to 
cover recurrent operation and main
tenance expenditures. This constraint 
can be compounded by financial losses 
on debt service as a result of currency 
fluctuations. 

Besides, revolving funds can revolve 
only if growth occurs at every stage of 
the development process. The as
sumption that demand will either re
main stable or grow, irrespective of 
price changes, may apply within limits 
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Sound financial management should ensure 
funds in advance for building new water 
facilities and repairing existing ones. 
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to individual consumption; it does not 
apply, however, to the collective de
mand of most communities , which in 
many developing countries will consist 
of fast-growing , low-income consumer 
groups. Supply limitations (such as 
intermittent systems or high levels of 
leakage and wastage) may also severe
ly affect a revolving fund's potential 
for growth and service extension . Ef
forts to overcome these supply short
ages usually tend towards costly lump
sum capacity increases , as opposed to 
gradual rehabilitation of the facilities; 
as a result , the cost of water may again 
increase beyond affordable limits. 

Finally, the operation of a revolving 
fund requires a delivery system to 
transfer resources from big cities to 
medium-sized towns and eventually to 
rural areas. The institutions needed to 
channel such resources and to monitor 
their use are often absent or deficient 
at the levels where they are most 
needed , close to the communities. 
Centrally-managed public utilities are 

generally reluctant to extend their 
activities to small towns and villages 
since this will tend to lower their 
financial performance . 

This summary of constraints related 
to high cost, slow growth and inad
equate institutions suggests that re
volving funds may not always be the 
ultimate answer to extending water 
supply (and sanitation) services to all . 
Where they are feasible , however, 
they have the merit of forcing the 
sector into a disciplined and reliable 
organizational framework. While they 
do not generate resources, they can act 
as catalysts and long-term regulators. 
The entire water supply (and sanita
tion) sector can rely on their proceeds, 
industry can expand , labour can be 
hired , foreign currencies can be saved , 
and increasing health benefits can be 
expected. So it is always advisable to 
evaluate the intersectoral impact of 
revolving funds, and their benefits to 
the economy as a whole. It is also 
essential for governments to commit 
themselves to ensuring their continu
ous financial performance , and in par
ticular for all surplus income gener
ated in water supply to be earmarked 
so as to ensure that revolving funds do 
indeed revolve. • 
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