
Finance and Accounting 

setting for 

sustainable water utility

WaQuAc-Net 16th Webinar

20th August 2023

Yoji Matsui

Tokyo Water Co., Ltd
1



Table of contents

1. Sustainable water utility

2. Government accounting vs. Corporate accounting

3. Full cost recovery vs. Sustainable cost recovery

4. Cash-need approach vs. utility approach

Appendix

i. Autonomous management

ii. Profit

2



1. Sustainable water utility
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Bad Circle
of water supply management
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commercial losses 
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investing in NRW 
reduction
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NRW, slowly 

but constantly 
increasing
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operating cost 

because of 
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electricity and 
chemical cost
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additional water 
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distribution 
facilities to meet 

increasing 
demand
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Desirable Circle 
of water supply management

NRW 
decreasing or 

being 
maintained at 

low level

Continuous 
investment in 

NRW 
management, 
both capital 

and operating 
expenses

Efficiency 
gains can be 

used to finance 
the ongoing 

NRW 
management 

program

Efficient 
operations 

lead to 
minimum water 
production cost 
and maximum 

revenues

{ƻǳǊŎŜΥ άCŀŎǘǎ ŀōƻǳǘ ¸/5/έ Source: R. Liemberger
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The first thing is to 
improve poor water 
services, but not enough 
budget for that.

Good Water 
Services

Enough 
Revenues

To Improve poor water services

To raise water tariff
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2. Government accounting 
vs. Corporate accounting
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Government accounting system in YCDC

0

10

20

30

40

50

60

70

80

90

2013/14 2014/15 2015/16 2016/17 2017/18

9.4 13.6 16.5 18.2 18.2

34.4

49.4

65.5

14.9

40.2

CHART TITLE

0

10

20

30

40

50

60

70

80

90

7.6 9.3 11.8 12.1 13.80.6 2.4

15.4
4.2

21.735.5

51.3

54.9

16.8

23

Chart Title

Billion Kyat

Capital Expenditure

Operating Expenditure

ODA 

Operating Income

Deficit (subsidy)

Source: YCDC, Engineering Department of Water and Sanitation
YCDC: Yangon City Development Committee (Yangon city government)

9



/ƻǊǇƻǊŀǘŜ ŀŎŎƻǳƴǘƛƴƎ ǎȅǎǘŜƳ ŦƻǊ WŀǇŀƴΩǎ ǳǘƛƭƛǘȅ

Tokyoôs Financial Statement  

FY2020 (April 2020 to March 2021)

Accounting system and budget system is regulated by the special law for local public utilities

Source: Tokyo Waterworks Bureau, Water Supply Tokyo 2021 10
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2022-2023 Consolidated Budget2021/2022 Consolidated Budget (revised) 

Source: WASAC budget report
WASAC: Water and Sanitation Corporation, Rwanda
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Profit andLossAccounts
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Audited Audited Audited Audited Audited Audited Audited

1.Revenue 11,727.8 15,116.8 15.565.9 15,060.0 18,779.3 21,915.5 23,787.2

2.Costof Sales 7,635.1, 12,671.7 14.372.0 13,964.1 14,702.7 15,013.5 16,807.6

3.GrossProfit 4,092.7 2,445.1 1.193.9 1,095.9 4,076.6 6,902.0 6,979.6

4.Other Income 7,373.8 10,989.8 11.016.8 26,737.1 11,920.0 695.7 1,047.3

5.Otherexpenses

Supportto district networks 3,868.9 9,975.6 9.566.9 24,768.5 8,555.3 --- ---

Administrative expenses 5,323.0 3,163.4 3.532.6 7,059.3 6,001.6 3,123.1 3,524.4

Total 9,191.9 13,139.0 13.099.5 31,827.8 14,556.9 3,123.1 3,524.4

6.OperatingProfit beforedepreciation 2,274.6 296.0 -888.8 -3,994.8 1,439.7 4,474.5 4,502.5

7.Depreciation/amortization 3,129.4 3,404.0 3.424.4 3,277.5 3,357.6 3,128.4 3,191.0

8.OperatingProfit -854.8 -3,108.0 -4.313.2 -7,272.3 -1,917.9 1,346.1 1,311.5

9.Financial

Income 848.8 1,205.1 1.217.8 13.1 25.3 19.9 35.9

Expenses 1,002.7 1,205.1 1.240.9 75.1 577.7 1,466.0 1,854.3

Profit/Deficit -154.3 0.0 -23.1 -62.0 -552.4 -1,446.1 -1,818.4

10.Provision Write-back 0.0 596.5 0.0 0.0 0.0 0.0 0.0

11.Profit andLossbeforeTax -1,009.1 -2,511.5 -4.336.3 -7,334.3 -2,470.3 -100.0 -507.0

12.Tax (-)Deferredtax Liabilities -285.9 -459.6 275.1 155.1 281.2 409.8 508.1

13.P/Lfor the period (11-12) -732.2 -2,051.9 -4.611.4 -7,489.4 -2,751.5 -509.7 -1,015.1

WASAC Financial Statement (P/L)

Source: WASAC financial report 12
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{ƻǳǊŎŜΥ !ǳǘƘƻǊΩǎ ŀǎǎǳƳǇǘƛƻƴ form WASAC budget and financial report 13



Government accounting system Corporate accounting system

Characteris
tics  and
Advantage

- Strictly regulated by budget 
system = Transparent and 
accountability = public interest

- Budget system is a inner control tool = 
flexible in budget

- Single entry accounting
Cash-basis
No depreciation
Not suitable for profit-raising 

entity
Simplicity

-Double-entry accounting
Accrual Basis
Depreciation
Suitable for profit raising entity
Asset replacement planning
Match costs with revenue

Dis-
advantage

- Strict budget system = difficult for 
autonomous management, process 
can be bureaucratic and time 
consuming, political intervention

- Indirect influence of public interests

- Weak in asset management = Long 
term planning
- Difficult to catch actual cost of 
service

- Misunderstanding of profit in utilities
- Complexity for customers

Comparison of two accounting system

14



3. Full cost recovery 
vs. Sustainable cost recovery
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Full cost recovery vs. Sustainable cost recovery

All 
costs

|| 

Tariff

Full Cost 
Recovery

All 
costs

||
Tariff

+
Tax
+

Transfer

Sustainable 
Cost 

Recovery

All Costs include:

-Operation and Maintenance Costs (Recurrent 

Costs)

-Capital Investment Costs (Finance Costs)

- Costs for expansion

- Costs for improvement (modernization)          

- Costs for Renewing Existing infrastructure 

Full Cost Recovery

- All costs covered solely by tariff

- Ideal long-term aim, but not feasible in reality

Sustainable Cost Recovery 

- An appropriate mix of the 3Ts to finance recurrent and 

capital costs, and to leverage other forms of financing;

- Predictability of public subsidies to facilitate investment 

(planning),

-Tariff policies affordable to all, including the poorest, while 

ensuring the financial sustainability of service providers

(Three Principles; OECD/ CamdessusReport)

3Ts: Tariff + Tax + Transfer
- Tariff: Consumer
- Tax: Subsidies from government budget
- Transfer: Bilateral /Multilateral Assistance

Source: CamdessuswŜǇƻǊǘΥ άwŜǇƻǊǘ ƻŦ ǘƘŜ ǿƻǊƭŘ ǇŀƴŜƭ ƻƴ ŦƛƴŀƴŎƛƴƎ ǿŀǘŜǊ 
ƛƴŦǊŀǎǘǊǳŎǘǳǊŜέΣ aŀǊŎƘ нллоΣ aƛŎƘŜƭ Camdessus, James Winpenny 16
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Tariff Composition and tariff setting approach

Source: Tariff Guidelines by WASREB (Water Service Regulatory Board), Kenya (Supported by GTZ)
17
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Type 1 and Type 2 based on the level of cost coverage

üType 1 Below 100% O&M cost coverage
A utility is classified as Type 1 if it is unable to, or barely covers the O&M costs. In this 
category, economic viability is of primary concern. As long as the utilities operate with 
negative cash flows, debts will continue to accumulate and pose a continuous threat to 
the sustainability of the companies. Therefore, the aim is to ensure that 100% O&M 
cost coverage is achieved.

üType 2 Above 100% O&M cost coverage
A utility is classified as Type 2 if it is above 100% O&M cost coverage. In this category, 
the primary objective is the realisation of efficiency gains to be passed on to the 
consumers while continually improving service delivery and extending coverage. 
Therefore, the objective is to attain full cost recovery.

üType 1 = Projected O&M Costs - less Deductions for disallowed costs
= Adjusted O&M Costs I 

üType 2 = Projected O&M Costs + plus Depreciation and finance costs
= Adjusted full Costs II 

üFor the purpose of simplicity, it is assumed that full cost recovery is reached when the 
revenue covers O&M plus depreciation and finance costs.

Source: Guidelines on Tariff Setting, March 2014, NWASCO (National Water Supply and 
Sanitation Council), Zambia (supported by USAID) 18



Source: Guidelines for User Fees and Cost Recovery - for Urban Water and Sanitation-
(by WPP, AfDB and International Cooperation Aid of Netherlands/Canada/Denmark)

Scenario A Scenario B Scenario C

O&M cost 900.000 900,000 900,000

Depreciation 400,000 400,000 400,000

Capital cost 500,000 500,000 ***875,000

Total costs
1,800,000 1,800,000 2,175,000

Subsidy 1 (Capital cost) *500,000 *125,000 *0

Subsidy 2 (Capital 
maintenance cost)

**400,000 **0 **0

Revenue requirement
900,000 1,675,000 2,175,000

Billed Water (m3) 3,120,000 3,600,000 4,080,000

Average Tariff 0.29 0.47 0.53

Subsidy for depreciation 
(capital maintenance cost) 
and capital cost

Subsidy only for a part of 
capital cost

No subsidy 
***Equity ratio is higher 

Cost Recovery Scenario

*Subsidy 1 (Capital cost) Any cost of capital (debt or equity) not charged to utility (or charged)

**Subsidy 2 (Capital maintenance cost)Any direct budgetary subvention, usually for (deferred) capital maintenance

Capital cost
debt/(debt+equity) ratio = 50%,  average cost of debt = 7.5%,  average cost of equity = 2.5% or 10%
weighted average cost of capital (to service debt & equity) = 5% or 8.8%

19



Subsidy system in Indonesia

Source: Presentation by Ir. Tamin M. Sakaria Amin, Director of Water Supply 
Department, Ministry of Public Works, Indonesia, Jan 2010 in Yokohama Forum
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Subsidy system in Thailand (PWA)

Source: Presentation by Mr. Pisit Hongvanishkuo, Director of corporate strategy 

Department, PWA on 24 Nov 2016 at PWA office

21



Full cost recovery Sustainable cost recovery

Characteris
tics and 
Advantage

- Consistent with economic 
principle = appropriate allocation of 
resources. 
- Consistent with cost of service = 
fair price for customer and provider.
- Make sure the independent  and 
autonomous management of 
provider = efficient and effective 
management

- Feasible in the real world.

Dis-
advantage

- Not feasible in reality = not 
affordable for most customers

- Need strong intervention of 
Government = difficult of autonomous 
management= dependence of provider 
on Government
- Difficult management of balance 
between tariff and tax

Comparison of two approaches

22



Full cost recovery Sustainable cost recovery

How to 
remedy dis-
advantage

- Affordable rate setting = low 
price for family customers = 
Cross subsidy system or 
Government subsidy for family 
customer

- Establish autonomous management 
framework by government = 
predictable subsidy system for utility
- Self-restraint (Self-control) to be 
efficient management by utility itself
- Public awareness of the cost of 
service and the relation between the 
tariff and the tax

Comparison of two approachs
How to remedy dis-advantages

23



4. Cash-need approach 
vs. Utility approach
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Two approaches to calculate total costs 
(revenue requirements)

25
Source: The Arthur Young Guide to Water and Wastewater Finance and Pricing, George A. Raftelis, Lewis Publishers, 
1989



Source: The Arthur Young Guide to Water and Wastewater Finance and Pricing, George A. Raftelis, Lewis Publishers, 
1989 26

An example of two approaches



Example
of utility 
approach

Source: Guidelines 
for User Fees and 
Cost Recovery - for 
Urban Water and 
Sanitation-
(by WPP, AfDB and 
International 
Cooperation Aid of 
Netherlands/Cana
da/Denmark)
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