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PROJECT SUMMARY

Management of water utilities in low-income countries: India and Uganda Richard Franceys

This project considers the water and sanitation industry in the urban areas of low-and lower-middle-
income countries, that is the ‘Third World’ or ‘Developing Countries’. During the recently completed
United Nations ‘International Drinking Water Supply and Sanitation Decade’ an extra 369 million
urban people received clean water supplies and an extra 314 million received sanitation. However this
left 18.2% still without adequate water supplies and 28.3% without sanitation. Supply of these basic
services required primarily for life and health (as well as for convenience and status) has not even been
managing to keep pace with the growth of population in urban areas from 933 million in 1980 to 1332
million in 1990. And those urban areas measured as having water supply and sanitation are not always
successful in maintaining their position. For example, it is reported that no city in India has a constant
twenty four hour supply of water and that only 7 out of 3119 towns and cities are maintaining adequate

sanitation.

The developments that have been making an impact on the industry may be summed up as the growing
realisation that water supply and sanitation can no longer be provided by government as a ‘public
good’, free of charge. In the past it has been recognised policy that clean water is a ‘basic need’ which
has to be supplied to all, regardless of income. This has been seen as a key duty of government.
However, governments have been unable to provide resources necessary to the task. The use of
taxation has failed as governments have not been efficient at collecting taxes and have then had to
borrow to attain a minimal (and inefficient) level of expenditure. The use of tariffs has failed as present
figures suggest that average tariffs are only one third of average costs, tariffs often being reduced to
insignificance by inflation because of politician’s beliefs regarding water as a social service (and vote

catcher).

Therefore the key development has been the understanding that tariffs have to be raised to an
economically efficient level. This is vital to overcome the anomaly where the poorest in one city end
up paying 120 times as much per unit for their few litres of water from informal vendors than the rich
pay for their utility supplied water with the convenience of piped connections. The change in
understanding over viable tariffs has led to the corollary of the need for a more commercial orientation
of water utilities in order to obtain usable basic needs. This is subsequently creating the need for
institutional development and management development to service these revitalised institutions.
Opinions still differ as to whether evolutionary institutional change is possible or whether the
revolution of privatisation is required to produce significant progress.

The aims of this project are to investigate the current state of efficiency of the management of a
number of public water utilities, to compare and contrast these utilities, to look for common themes
which explain the apparently low level of performance, to consider whether the reasons for this
performance are characteristic of the society in some way or are a function of the economic standing of
the country or reflect the capacity of the existing mangement.

The conclusions suggest that the physical and financial indicators determined in the project are the
symptoms of institutional failure which can be partly explained through limited organisational
autonomy and variable leadership. Perhaps more significant is the need to find some mechanism to
enable personal staff goals to coincide with organisational goals.

2
rwaf/Aug-94



MANAGEMENT OF WATER UTILITIES

IN LOW-INCOME COUNTRIES:

INDIA AND UGANDA

PROJECT SUMMARY

INTRODUCTION

1.1 Water and sanitation in low-income countries

1.2 Water supply and economics

1.2.1 What is an adequate water supply and who will have access to it?

1.2.2 Will there be enough water to meet an ‘adequate’ demand?
1.2.3 Water and sanitation summary

1.3 Management in low-income countries
1.3.1 Management in low-income countries - a literature review
1.3.2 Management in India - comments from water sector managers
1.3.3 General Management - Conclusions
1.3.4 Management in public utilities - Conclusions

1.4 Chapter Conclusion

INSTITUTIONAL AND FINANCIAL ANALYSIS

2.1 Institutions
2.1.1 Key problems

2.2 Institutional analysis
2.2.1 The competitive arena
2.2.2 Activity and Responsibility Matrix
2.2.3 Objective (Verifiable) Performance Indicators
2.2.4 Subjective institutional performance descriptions
2.2.5 Organisational culture & corruption

2.3 Financial Analysis
2.3.1 Financial objectives and social equity
2.3.2 Ability to Pay and Willingness to Pay
2.3.3 Financial Statements
2.3.4 Ratio Analysis

2.4 Chapter conclusion

WATER UTILITY MANAGEMENT IN INDIA - HYDERABAD AND NAGPUR

3.1 Hyderabad - Andhra Pradesh, India
3.1.1 Institutional analysis - performance indicators and descriptions
3.1.3 Quantitative Assessment
3.1.4 Qualitative Assessment - Performance Categories
3.1.5 Financial Analysis
3.1.6 Hyderabad Summary

rwaf/Aug-94

11
12
14

15
15
18
19
20

22

23

23
24

25
25
27
27
28
29

32
33
33
34
35

37

38

38
38
41
41
43
44



3.2 Nagpur - Maharashtra, India 44

3.2.1 Organisational arrangements 45
3.2.3 Quantitative Assessment - Performance Indicators 47
3.2.5 Qualitative Assessment - Performance Categories 48
3.2.6 Financial analysis 51
3.3 Management and leadership in India 53
3.3.1 Management development in India 56
3.4 Chapter Conclusion 63

WATER UTILITY MANAGEMENT IN UGANDA - NATIONAL WATER AND

SEWERAGE CORPORATION 64
4.1 Institutional assessment for management development 64
4.1.1 Organisation's operating environment 65
4.1.2 Issues in the wider environment 66
4.2 Internal analysis 66
4.2.1 Internal analysis and organisation's mission 66
4.2.2 Organisation Structure 67
4.2.3 Objective Institutional Performance Indicators 67
4.2.4 Subjective Institutional Performance Descriptions 70
4.2.5 Points from interviews 72
4.2.6 Detailed competitor analysis 77
4.2.7 Detailed operating environment analysis 77
4.2 .8 Financial Analysis 79
4.3 Chapter Conclusions 80
INSTITUTIONAL DEVELOPMENT 82
5.1 Strategic objectives 82
5.2 Institutional development - model institutions 83
5.2.1 Institutional models for infrastructure 85
5.2.2 Privatization for WATSAN Institutions: Fashion or necessity? 85
5.2.3 Institutional Development without Privatization 90
5.2.4 Programmes 92
5.2.5 Anti corruption measures 96
5.3 Chapter Conclusion 96

MANAGEMENT DEVELOPMENT AND CHANGE MANAGEMENT IN UGANDA 98

6.1 Strategic Choice and Strategic Implementation Strategies 98
6.2 Management Development Programme 101
6.2.1 Approach - Definition of objectives and targets 102
6.2.2 Proposed training programmes 102
6.3 Implementation of management development programme 104
6.3.1 August/September 1993 Seminars 104
6.3.2 January 1994 Seminars 116
6.3.3 July 1994 Seminars 121
6.4 Chapter Conclusion 124
4

rwaf/Aug-94



CONCLUSIONS AND RECOMMENDATIONS 126

APPENDICES 135
Appendix I 136
Subjective institutional performance descriptions 136
Appendix Il 140

Background Information on Utilities Studied 140
Appendix II1 146
Uganda Training Needs Assessment Interviews 146
Appendix IV 157
Management Meetings attended for Training Needs Assessment 157
Appendix V 163
Management Seminar Reports 163
S

rwaf/Aug-94



Chapter 1

Introduction

1.1 Water and sanitation in low-income countries

Domestic water is used primarily for drinking, cooking, washing and bathing. In some parts of the

world an equal amount is used for transporting domestic waste down sewers.

The main justification for government involvement in the provision of an improved domestic water
supply is the health benefit. However consumers normally demand improved water supply primarily
for convenience, for which they are often willing to pay. Because convenience influences the amount
of water used which affects health benefits, these two factors, health and convenience, have to be kept

in balance.

At present 1,332 million (82%) urban dwellers in the lower-income countries are believed to have a
suitable water supply along with 2,659 million (63%) of the rural population. However, many of those
counted as having an adequate supply suffer because it is inoperable or at best is working only
intermittently. In addition to improving existing supplies, the population requiring a new service by the
year 2000 is estimated to be 813 million people in the urban areas and 1,301 million in the rural (UN,

1990).

Recognising this enormous and continually increasing demand, there are three key issues in domestic

water use:
e  What is an adequate water supply and who will have access to it?
e How can the supply of domestic water be financed and managed?
e  Will there be enough water to meet the ‘adequate’ demand?

The main area of interest for this study is the second point. However the answer to all three questions

begins with an understanding of the role of economics in water supply and sanitation provision.

1.2 Water supply and economics

In order to determine efficient, sustainable levels of service and their necessary tariff levels it is
necessary consider the Theory of Supply and Demand and the factors affecting the supply and demand
of water and sanitation services. This agrees with Lipsey’s definition of economics as the study of
“the ways in which a society uses its resources and distributes its output among individuals and groups

in society; the ways in which production and distribution change over time; and the efficiencies and
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inefficiencies of economic systems” alternatively defined as “the study of what we produce, how and

for whom” (Begg, Fischer and Dornbusch, 1984).

Public Goods Impossible
X

CAPITAL GOODS

Water Supply and Inefficient

Sanitation

Private Goods Programmes
CONSUMER GOODS
Curative Health

Figure 1.1 Production possibility frontier

The Production possibility frontier illustrates how society as a whole has a choice between the
production of Private Goods or Public Goods/social services. And within that chosen efficient level
of social services, government can choose to improve public health through investment in medical
facilities for Curative Health or Water Supply and Sanitation for preventive medicine. That is between
CONSUMER GOODS or CAPITAL GOODS. These alternatives are sketched in Figure 1.1. Having
made those initial choices the Production possibility frontier could describe the alternative
technological means of improving water supply and sanitation, describing the process known in the

industry as Sector Planning.

Elementary Supply and Demand

Figure 1.2 outlines elementary supply and demand curves for urban water supply, taking into account
the influences to demand and supply of Prices and Costs, Income, Alternatives, Preferences or Tastes

and Technology

The diagram shows a low-income demand curve, representing limited (but vital) amounts of water
required for the two billion people with an average income of less than $1 per day and describes a
possible dry season shift in the demand curve. There is no suggestion of an income increase related
shift with average incomes only growing at 0.1% per capita over the last couple of decades. There is
however a high-income demand curve representing that small percentage of the population which in

many countries has monopolised the government provision of household water connections. A new
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demand curve represents the effect of the ‘related’ or ‘complementary good’ of sewerage being

introduced which requires large amounts of water for waste transport.

rwaf/Aug-97



Utility Supply Vendor Supply Vendor Supply Private Borehole
Donkeys Tankers Supply

Price per unit

Seasonal Change Related Good Demand - Sewetage
QOutput
LOW-INCOME HIGH-INCOME
DEMAND DEMAND

Figure 1.2 Elementary Supply and Demand

The first supply curve suggests water provision through the public utility and is shown to be almost
inelastic because of structural or institutional inertia (and lack of resources because of ineffective
tariffs) which prevents producers from increasing output in response to rising prices. Substitutes for
water supply are limited (‘let them drink Perrier’ does not seem to be a realistic cry). In practice the
alternatives are to walk and collect polluted water from a surface stream or drain or to purchase water
from vendors. Two alternative supply curves aresuggested, one representing water supplied from a
vendor’s barrel on a donkey cart and the second representing economies of scale of providing water
from vendor’s tankers. The final supply curve represents a common approach of the high-income

group of drilling their own on-plot boreholes.

Because water supply is a ‘necessity good’, price elasticity is less than one. Measured values suggest
average figures of between 0 and 0.3 for low-income consumers whose needs are absolute but for small
amounts and ranging between 0.3 and 0.6 for higher-income consumers. See Figure 1.3. There are no

significant cross-price elasticities because of the lack of substitutes.
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Price

High Income Consumers 0.3 - 0.6

Pow Income Consumers 0 - 0.3

Output

Figure 1.3 Price elasticity

Demand

Figure 1.4 suggests a series of Indifference Curves representing the balance between the need for basic

services of food and housing compared with the equally necessary water supply. It is proposed that the

different Indifference Curves could represent the different utility to be obtained from different

technical means of delivering water. Although all four curves provide the necessary public health

benefits the extra convenience represented by the successive curves is eventually being realised as a

significant component of project demand. Assumptions as to the Budget Line for low-income

consumers or ‘Affordability to Pay’ at 3% of household income have recently been shown to be

incorrect as the ‘Willingness to Pay’, even of low-income consumers has on occasion been at a higher

level or indifference curve because of the higher level of convenience.

Food and Housing

Indifference Curves(Willingness to Pay)

a House Connections
b Yardtaps

¢ Standposts/Wells
d Donkey vendors

et Lines (Affordabjlity to Pay)

Water Supply

Figure 1.4 Indifference Curves
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Supply

Figure 1.5 illustrates the Long Run Marginal Cost curve for a monopolist urban water supplier,
demonstrating the very high initial costs of constructing abstraction, treatment and distribution
systems. This falls to a minimum due to economies of scale and then rises again reflecting the
increasing costs as the system reaches capacity and then the smoothed out marginal costs of adding to
the abstraction and treatment system. The long run average costs curve tends to rise as quantity
increases because in practical terms the simplest and cheapest sources are always exploited first. Each
additional dam or transmission pipe will be further away from the city and more awkward and more

expensive to build.

Long run Marginal

Cost and Price Marginal Revenue

High-Income Demand

Low-Income Demand

Output

Figure 1.5 Long run marginal cost - monopoly supplier

A Marginal revenue (or benefit) curve along with the income related demand curves is illustrated in
Figure 1.5. The steeply sloping low-income curve represents the inelastic nature of low-income
demand. The optimal production level of the monopolist utility for low-income consumers where
Marginal Revenue equals Marginal Costs is drawn as below the long term average cost curve,
representing the all too common financial deficit which many utilities experience. The demand curve
for high-income consumers suggests the potential for generating revenue over and above the average

cost and therefore for cross-subsidising low-income consumers.

Industry solutions

As a result of applying these theories of supply and demand the water industry and particularly the
international development banks and donors have settled on the use of Average Incremental Cost as a
means of determining the most efficient tariff based upon long run marginal costing (Gilling, 1980).

Average Incremental Cost is determined by dividing the present value of investment, operation and
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maintenance costs by the present value of water anticipated to be supplied from the new investment.

This in effect is equating long run marginal costs with long run marginal revenue.

Price
Average Incremental Cost

Lifeline Block | 10m3/month
Quantity/unit of time

Figure 1.6 Increasing block tariffs

The price per cubic metre resulting from this approach is normally beyond the means of low-income
consumers. However, as there is usually an existing water supply system, fully depreciated, the
compromise used is to take an increasing block tariff, as shown in Figure 1.6 whereby the initial
‘Lifeline Block’ at 10m3 per household per month represents the water needed for survival and health,
charged for at operation and maintenance costs only.. Above that amount, in theory, usage is paid for at
the Average Incremental Cost in order to signal to larger (and richer) users the economic value of the
resource they are consuming. In practise very few utilities feel politically strong enough to impose

such high tariffs and end up with a politically bargained compromise.

1.2.1 What is an adequate water supply and who will have access to it?

It is estimated that diarrhoea caused by inadequate water supply and sanitation results annually in
deaths of 4.6 million children under the age of five. Improvements up to an ‘adequate’ system can lead
on average to a reduction in the overall incidence of infant and child diarrhoea by one quarter and total
infant and child mortality by more than one half (Warner and Laugeri, 1991). Although children suffer
most acutely from inadequate water and sanitation the recent outbreak of cholera in Latin America led
to a reported 251,568 cases resulting in 2,618 deaths whilst the on-going outbreak in Africa had 45,159
cases and 3,488 deaths over the same six month period (WHO, 1991). In addition, infections such as
Guinea worm lead to serious debilitation in adults and loss of productive output, with attack rates
ranging from 10 to 40 per cent of the population leaving victims completely disabled for periods
lasting 3 to 29 weeks (Smith et.al., 1988). In addition to the health problems, many people (almost all
are women) still spend hours each day collecting water from a distant source which also leads to a

potential loss of productive output.
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The agreed slogan for the water sector for this decade is ‘Some for all, not all for some’. Kalbermatten
(1991) reports that at present 70 to 80 per cent of funds go to serve 20 to 30 per cent of the population.
The population served are mostly the rich who have access to formal housing and also the political
power to achieve the average capital expenditure of $200 per capita for household water connections

and $350 per capita for sewerage (Christmas and de Rooy, 1990).

The quantity of water and the proximity of the supply point to the home have been found to be more
important than actual water quality in improving health. Even then water supply is only effective when
linked with adequate sanitation. Therefore an ‘adequate’ water supply following the ‘Some for all, not
all for some’ guideline will require standposts delivering 40 Ipcd within 100 metres as the first priority
with yard taps designed to supply 60 Ipcd as second priority to meet the health criteria (Cairncross,
1990). To define these service levels as adequate does not preclude higher levels for those who desire
them. However the higher water use resulting from house connections with its subsequent increase in
drainage requirements should not be seen as a suitable service to subsidise. These ‘adequate’ levels of
watcr service can be provided for an estimated investment of $100 per capita in urban areas, a

significant reduction in cost.

1.2.2 Will there be enough water to meet an ‘adequate’ demand?

There is a growing concern that the dramatic growth in the population of the urban areas will lead to a
shortage of water. Undoubtedly bringing a dispersed population together demands a much greater point
supply than was needed previously. Engineering can be effective at developing sources ever more
distant from a city and transporting water over long distances. Where water sources are limited clever
engineering can desalinate (at high cost). Domestic water demand management is one way of ensuring

that there will be sufficient water at an economic cost. The major areas of demand management to

consider are the use of technical, social and economic techniques and most importantly the choice of

sanitation.

The use of technology for water saving depends upon leakage control, pressure reduction and the
introduction of reduced water-using appliances such as aerator taps and showers and low flush toilets.
These technical solutions are simple and effective though require a significant initial investment. In the
case of hou'sehold appliances some form of promotion is usually required with the support of changes

in bye-laws.

Social techniques of demand management refer to the use of education and legislation. Often these
approaches appear to have most value at special times of drought but in the long term as attitudes

towards use of resources change they may have a significant part to play in continuous demand control.

Economic techniques depend upon tariffs and metering. For tariffs to have an effect on water
consumption they have to be linked with meters. Whilst at first sight it is entirely logical to have a
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system whereby people pay directly for what they consume, the problem with meters is that they are
expensive to install and maintain. There has been a 13 per cent average reduction in domestic water use
in the UK metering trials but it is anticipated that this will decrease as coverage increases, for most of
the reduction is achieved in the richer suburbs with large gardens. Binnie (1992) also reports that the
cost of meter installation rises significantly as coverage increases (the simplest properties tend to be

metered first).

If in this country where meter installation would cost only 2 per cent of average annual income we
have not yet been persuaded of their value is it reasonable to expect them to be used in countries where

the cost represents 28 per cent?

The reduction in demand may not be worth a reported increase in water supply costs of 25 per cent in
low-income countries. Alternatives to consider are the use of flow restrictors in delivery pipes or some
form of design limitation in pipe size and pressure to limit overall supply to low-income, subsidised
consumers. Another approach is to consider the use of district meters with private or community

vendors selling on the water as described earlier.

In addition to domestic water use, sanitation has to be considered because of the implications for water
demand (in addition to the health implications). Demand for improved sanitation by the year 2000 is
estimated to be 947 million people in the cities and 1,676 million people in the rural areas. If this total
of 2,623 million is to receive sanitation through conventional means the increased demand for
domestic water supply will be insupportable when considering an average four flushes per day at 10

litres (or even a reduced 5 litres) per flush.

On-plot sanitation (very improved latrines or septic tanks) can reduce per capita water demand by
between 25 and 50 per cent (as compared with sewerage) whilst providing all necessary convenience,
cleanliness as well as affordability. Currently the focus of an ODA research project, many countries
still see on-plot sanitation in urban areas as worse than second best. Intriguingly it is reported that in
Japan only 42 per cent of households are connected to sewers - ‘the rest have to make do with septic

tanks emptied by suction truck once every few months’ (Independent, 1991).

The major fear regarding on-plot sanitation has been the danger of pollution reaching the groundwater.
This pollution is represented primarily by nitrates as pathogens do not normally travel any significant
distance. In the successful Maputo sanitation programme there has been a measurable rise in nitrate
levels in the shallow groundwater but following experience in other areas with higher than
recommended nitrate levels there have been no recognisable health implications. If in the end problems
do arise with local deterioration in shallow groundwater quality the figures suggest that it is always

more economic to pipe clean water in to a city than it is to pipe waste water out.
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All these techniques show that domestic water demand can be significantly reduced. However, in the
context of overall water resources it is necessary to recognise that only 15 per cent of the water
abstracted from the hydrological cycle is used for non-irrigation purposes and of that only one third is
directly for domestic use (ICWE, 1992). This puts into context the apparently high wastage of 34 per
cent average unaccounted for water - especially when it is suggested that ‘losses’ in irrigation,

representing 85 per cent of water abstracted, are of the order of 60 per cent.

The choice therefore becomes clear. In a year one thousand cubic metres of water may be used either
to provide water for 80 people or to grow food for between 1.6 and 3 people. This imbalance of
between 1: 30 to 1:50 in the ratio for daily water use to irrigation grown food suggests that in the
context of competing demand for water then domestic water use should win every time. It is far more
economic to move food from a rain rich area to a dry area than it is to move water. ‘In some regions it
has been demonstrated that more efficient agricultural irrigation would release sufficient water to meet

all additional urban needs’. (Okun and Lauria, 1991)

Present thinking therefore says that water for irrigation and for domestic use must be valued as an
economic good. If this policy was followed, particularly with regard to groundwater abstraction, then

many apparent shortages of drinking water could be overcome.

1.2.3 Water and sanitation summary

To be effective domestic water supply requires a moderate amount of water of moderate quality as
close to home as possible. To be sustainable water supply requires revitalised institutions that have
control over their finances. What are the implications for engineering once domestic water is seen to
have priority over irrigation water? This project does not focus on engineering for after all, ‘what is
difficult about connecting a power supply and some lengths of pipe to a pump and turning on?’ This
gross oversimplification is meant to suggest that the basic engineering is relatively easy. Optimisation
of the engincering is a challenge - but remains worthless when the underlying problems are

institutional.

The extra percentage points of efficiency are only achieved once an effective institutional system is in
operation. Even then, engineers must avoid the temptation to concentrate on the functional aspects of
planning and think more of the normative aspects. UNICEF imported over a million small plastic taps
into Nigeria to fix to water pots. Now that people no longer have to dip a contaminated container into
the household water store health benefits are more assured than when the effort went into achieving
ever higher ‘engineered’ quality of water at the standpost. The objectives still have to be considered

before the means.
To maximise benefits from investment of aid in domestic water use it is necessary to draw back from
the engineering and enable institutional development based on commercial and customer orientation.
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‘Capacity building and the institutional and human resources development effort that are integral to it,
is essential to provide program and project sustainability’(Okun and Lauria, 1991). Without this
targeted investment we will continue to see inadequate and intermittent supplies with the resultant

disease and dis-ease afflicting tens of millions.

1.3 Management in low-income countries

The capacity building required is dependent upon the capabilities and effectiveness of managers in
low-income countries. Developing countries, by definition, have weak economies. Now that so many
years have passed since nominal ‘Independence’ it is suggested that any weaknesses may not
necessarily be the result of colonial degradation or a slow start to economic development but rather

may be inherent in the culture or style of management of development.

In summary, at present rates of progress the number of people in the world without safe water will rise
from one billion to 2.2 billion by 2030 and the number of people without adequate sanitation will rise
from 1.7 billion to over three billion. Accelerated investment in the sector can reduce those growth
rates but the World Bank (World Bank, 1993) suggests that the only way to turn the growth curves
around so that the number without safe water supply and sanitation begins to decrease is to achieve

‘efficiency reforms’ in the management. Hence management becomes the key issue in this study.

1.3.1 Management in low-income countries - a literature review

Are the principles of management different in low-income countries? The ways in which people
interact and manage their objectives within organisations are often seen to be culturally biased and may
give an explanation as to varying success levels. Though it can be argued that measures of success are

culturally biased.

Hyden (1983) stresses that African managers are deeply ethical with strong commitments to their
families and villages of origin. ‘In fact they are likely to see the impersonality that is such a virtue in
the Western bureaucratic ethic as somewhat immoral’. But these ethics relate to the absolute necessity,
the overriding imperative, to fulfill one’s societal obligations to the extended family, then the clan and

then the tribe, rather than to the employing organisation.

The key factors described to the author in the Ugandan context are the necessity for staff to be corrupt
(‘eating’) because of the low remuneration; it was suggested that take home pay would only meet one
quarter of a head of household’s financial responsibilities. Therefore nobody trusts anybody else’s
decision-making because each person believes that the other was making their decision on the basis of

what they might personally get out of it.
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Leonard (1987) suggests that African administration is distinctive in the degree to which it is
penetrated by its politicised and patronage-prone environment and that it is not amenable to

management methods that are based on a Western conception of purposive rationality.’

Kiggundu (1988) reports that in developing countries, society and environment pervade organisation
and management and Adamolekun (1989) describes the critically important issue of the impact of
culture on management. Blunt and Jones (1992) explain that ‘whereas African organisations may find
that they can apply Western management concepts and practices to their technical core with few major
modifications, these imported ideas and practices are generally found to be inadequate and/or

inappropriate for the organisation’s relationships with their environments.’

Brown (1989) rejects ‘simple formula’ explanations of alleged differences in management practices in
Africa as compared to elsewhere . .’which are reductionist and ignore obvious features of African
societies which it requires no great imaginative leap to comprehend’: political centralisation,
patronage, poverty of resources, low capacities for growth, low risk political strategies; and political

instability.

The symptoms of poor organisational performance identified by the Conference on Civil Service
Reform (ODA, 1989) include ‘inability to make policy and routine decisions and implement them;
failing services; low morale; high spending on staff; overstaffing; declining revenue; and weak

financial management, budgeting, control, accounting and audit.’

One factor which emerges from these quotations as essential to managerial success is the building and
maintenance of political connections. This consists not in building an independent political base, but in
gaining access to top politicians in order to influence policy decisions, supply of resources, and
protection against politicisation and inappropriate policies. Such political support has to be earned

through loyalty and careful network building (Blunt and Jones, 1992).

They go on to explain that cultural and institutional factors underlie the propensity among Chinese and
African managers to personalise and centralise transactions to a greater extent that among Western

Managers.

Corruption and politicisation are described above as significant characteristics of low-income country
management. Another is the style of leadership whereby many managers ‘become habituated to
intervention from above and invite and expect it, as in the case of the subordinate who refuses to take
even the most routine of decisions not governed by a rule for fear that he or she will be blames, and

punished, by a superior if anything goes wrong’. (Blunt and Jones, 1992)

The author has personal experience of attempting to obtain agreement over some relatively

unimportant matter and being ushered up the management hierarchy to the most senior person who
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holds court with many chairs in the room with each request being considered in front of all other
supplicants in rank order of perceived importance. Whereas the original manager had all the
information and would have given the same answer but he knew that he was not ‘allowed’ to give that

answer.

Montgomery (1987) writes that the personalistic interpretation of African bureaucracy is perhaps
oversimplified, but turns out to be a recognisable explanation of observed realities. ‘ African managers
are more concerned with internal matters than other issues’. Therefore the best way to get
acknowledged as such and to obtain favourable treatment is to try and personalise relationships with

the manager to get him involved (Blunt and Jones, 1992).

The combination of centralisation and personalisation of relationships coupled with fear of ‘failure’
and responsibility for error at lower levels leads to overload at the top. ‘This in turn depresses decision

quality and causes inordinate delays’ (ibid.).

However, Leonard (1987) explains that ‘There is every reason to expect that [leadership] skills are as
readily available in Africa as they are in the West. But it is also evident that values are at the very
centre of the leadership function - a leader must be able to define the goals that an organisation is to
pursue and to secure effort to achieve them. In the West it is relatively easy to find a leader who will
sufficiently embody the organisation’s goals so as to maintain them.” This is achieved by creating goal
commitment artificially with respect to that manager’s career advancement. ‘The environment of
government activity in Africa is so politicised, however, that this kind of artificial link betwéen
organisational goals and a senior manager’s career often does not exist. To a much greater extent than

in the West, then, commitment must be internally generated by the manager.’

‘We certainly have no knowledge of what reforms might be used to improve the performance of
Africa’s public organisations. We can be reasonably certain that techniques imported from the West

will fail unless they are revised quite fundamentally.’ (Leonard, 1987)

The examples given relate mainly to public sector organisations. It could be argued that the private
sector organisations might be different in their style of low-income country management.
Montgomery’s study (1987) produced little evidence for this. He found that there was little or no
difference between the management styles and skill requirements of large public and private

organisations.

‘African managers are unusual among the world’s elite in the extent of their patronage obligations to
poorer peoples and the strength of the moral pressures they feel to fulfill them. For these reasons and
for selfish ones that are far more universally, state organisations in Africa are extensively used to
pursue informal, personal goals of the managers rather than the collective ones that are formally

proclaimed (Leonard, 1987)
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1.3.2 Management in India - comments from water sector managers

Comments from Indian managers on their style reveal that they believe that good managers have a
much broader understanding than managers they met in UK. However they are also more frustrated in
their work. ‘The Chief Engineer will phone at 5.00pm on a Friday and say that he wants to see me o'n
Jirst thing on Saturday morning. so I will come in and have to unlock the office (for all junior staff will
be on weekend) and then other middle rank engineers might come in because they have been
summoned - and then it might be 2pm before he calls me in.” This confirms the centralisation viewpoint

described earlier.

Regarding industrial relations they report that it is impossible to sack anybody - so one has to manage a
vast staff with no motivation; in some rare cases fourfold rise in productivity was reported just with the
threat of the sack. However this was most unusual as labour cases and appeals over ‘dismissals’ can
take at least ten years and up to fifty years to get through the courts, even for an unskilled labourer on

£0.50/day

‘The unions have such power that when an individual complains about something it can easily go right
up to the State Minister’ - and then the manager is got at for disturbing the system and so they quickly

learn that it is ‘better not to make waves .

Promotions are by age and entry score (i.e. ranking in interviews and academic qualifications on
joining at age 21 which follow the engineer/manager right through their career) which is severely de
motivating but oddly promotions can still take place even when the manager is working abroad! So
managers ask the question ‘Why should staff be interested in team building when they have already
achieved a ‘job for life’ 7 Albeit at a very low salary and have full protection of powerful unions and
can extract money for their services - i.e. they only sweep certain streets, empty certain solid waste

bins if the local residents pay an extra amount.

‘If managers try to manage and dare fo criticise or even comment on the work of their staff - then the
staff simply accuse them of taking bribes and accepting purchase of faulty/low standard tools and
materials (which is why operatives cannot do job properly) and if it goes further take managers to

Labour Board.’

Each politician or commissioner, to show that they are important and popular, can only visit places or
receive visitors if they are surrounded by their staff - their ‘team’ - but this team is not expected to do
anything or contribute anything - simply to be seen. But these staff may be senior managers who

should be doing many other tasks. ‘This sort of system perpetuates itself remarkably effectively as this

is the only model managers have experience of .

Senior people are always calling for statistics and information which they won't really use but which

tie up enormous amounts of manager's time. Items can be starred which demands a response within
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twenty four hours.’ Information is required ‘just in case (JIC)’ according to another manager which can

absorb an inordinate amount of time to prepare but which is unlikely ever to be used.

One manager remarked that ‘80 percent of our time is taken up in meetings which have zero percent
effectiveness.’ ‘The most important task of any manager, (the bottom line), is to avoid questions from
Members in the State Assembly, that is to keep your nose clean.’ (All quotations are personal

communications with the author, Nagpur, 1992).

1.3.3 General Management - Conclusions

Managcement style in low-income countries might be characterised as ‘chiefly’ rather than the
‘dictatorial’ style with which it might be compared in rich countries. ‘Chiefs’ have considerable
centralised powers of patronage which they are expected to use for their own benefit and for the benefit
of ‘their’ people. However wisely they make their decisions it means that all decisions have to go up
the chain of command - which turns managers at surprisingly high levels in any hierarchy into
‘supervisors’ rather than managers. But which also means that very junior staff have the right to appeal
at the highest level. For example an operative in the Ugandan Water Corporation will have to talk
directly to the Managing Director about improving his housing allowance or borrowing a vehicle for a
relative’s funeral. And the MD is pleased to be seen to be distributing largesse in this way whilst

knowing that he has to do it to remain ‘chief’.

Management thus becomes reactive to a significant degree as ‘managers’ cannot challenge the ‘chief’.
They can only wait their turn to move up the ladder of advancement. Low-income countries can be
described as having a ‘survival culture’. In management terms this can be seen as reflecting the bottom
two steps of Maslow’s hierarchy of needs (though Maslow may not be transferable to different
cultures), that is physiological and safety needs. In a ‘survival culture’, survival means you cannot be
attacked for doing nothing but you can be attacked for doing something. ‘The image that managers are
resistant to change may be true, [there are] very few reports of organisational change introduced by
managers on their own initiative - reluctant to take the risk without having first sought much higher

level approval’ (Montgomery, 1987).

Because everyday life (particularly in Africa) can be so uncertain mangers will do everything possible
to avoid uncertainty in their work place with considerable tolerance for those who apparently (in
western eyes) are doing nothing. Collectivism therefore rules all encounters, there is no sense of
managers knowing all the answers - only the very top man is expected to take on that role. Conflict is

to be avoided for it will not get you anywhere.

Management training, as with all professional training is seen as a useful excuse to spend some time in

a richer country but there is little belief that it can make much difference to their own organisation.
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Meetings become the place for the senior manager to demonstrate their patronage and chiefly control

and largesse rather than as a forum for solving problems and coming to a common solution.

In terms of nationalistic pride, there remains considerable frustration at their own countries’ apparent
economic and technological backwardness and neo-colonialism in the form of World Bank/IMF
structural adjustment programmes is resented intensely. But yet many managers say that their own

leaders are not prepared to propose or taste the bitter medicine that they know their economy needs.

Certain professions are seen to be advantageous to personal progression (surprisingly in the UK
context engineering is seen in this light) but in India the old British arts favouritism for managers is
retained in the Indian Administrative Service from where managers are imposed at the highest level on
the myriad government connected organisations. At that level there is reasonable mobility but for the
middle managers working their way up the ladder there is minimal mobility with the exception of the
obligatory trip to the Gulf for two years to be able to build a house and purchase a car. Apart from this
there is little mobility between the public and private sector because nobody willingly gives up a job
for life with guaranteed housing and little responsibility and often many opportunities for extra

earnings.

In many ways low-income country systems have managed to retain the best and the worst aspects of
the colonial bureaucracy without acknowledging that all systems have to change over time. The

hierarchical pyramid still retains all its power which staff cannot bypass but have to endure.

On top of all this industrial relations have taken on a powerful legal status which must not be offended.
So managers have to bow down to their junior staff, never expecting much and rarely disciplining

whilst also deferring all decisions up to the senior management.

The values of managers reflect considerable tolerance for outsiders, unbelievable patience
(resignation?) with their system and a determination to take out of the organisation anything they can
to further their extended family’s needs - not through the western style of career progression with
subsequent salary enhancement but through continually ‘borrowing’ the organisation’s resources,

through working part-time unofficially and through direct corruption.

1.3.4 Management in public utilities - Conclusions

Discussion in the previous section considers the nature of management in low-income countries in
general. Management in the public sector perhaps exaggerates all these aspects and is doubly
significant because of the disproportionate size of the public sector. Dia (1991), for example, suggests
that ‘perhaps one of the single biggest hindrances to economic development in Sub-Saharan Africa is

the poor performance of the public sector and chronic weaknesses in the local institutions.’
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A particular problem of a low-income country utility is that staff will be paid very low wages relative
to international comparison ($1 per day for unskilled staff, $100 to $200 per month for managers), and
also low wages relative to traders and private enterprise within that country. Immediately this leads
towards the temptation to over-manning such that a manager can ring the bell on his desk to summon a
‘peon’ from outside to bring a file just two metres within the room from a shelf to the sitting manager

at his desk.

There is also the likelihood that public utilities have to function as job providers, this being seen as a
more important function than their actual task of service provision. If the bottom line for OECD
utilities is profit and service with the bias at present towards service, perhaps the bottom line for many

low-income countries is job provision and service, with the bias towards jobs.

‘I once visited an Indian organisation that employed 20,000 people, suffering from bureaucratic
arthritis. Everyone seemed to have a power of veto over every decision. There were on average twenty
rungs in each ladder, 20 levels of command. You see, they said, ‘we are enormously taken with this
British idea of annual appraisal, but good appraisals need to be rewarded with promotion, otherwise
Indians lose face. Therefore we had to create all these opportunities for promotion.”’ (Handy, 1989)
Handy goes on to comment that ‘the days of British India thinking are over, the kind of thinking that
boasted in the fact that 2,000 Britons ran India. It was the kind of thinking that led to management
trainees and fast tracks to the top for a selected few.” Unfortunately for India, it seems they have not

been able to dispose of this concept quite so easily.

There are however some favourable factors for public enterprises in such a setting as they are within
the government system and ‘free from the normal hassles a business enterprise has to face’. But there
are also the unfavourable factors which include ‘almost day to day interference from the political
masters and bureaucrats in their functioning’. They do not have any freedom in dealing with
employees, whether in recruitment, transfer or dismissal. Interference in all these matters is common.
‘Public enterprises have failed significantly when faced with a challenge of a crisis. The root cause for
this lack of productivity can be found in the absence of appropriate strategy, technical stagnation and
absence of employee involvement.’(Govinda Rajan, 1991) This situation might be summarised

therefore as a lack of leadership and teamwork.

The problem might well stem from a failure of the traditional approaches to institutional development
to fully integrate the political and socio-cultural values that influence economic decision-making.
‘Traditionally institutional development projects have been based on a mechanistic and linear
conception of development, a technological approach to management that assumes western techniques

are the only roads to modernization; and an ethnocentric approach to culture.’ (Dia, 1991)
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Dia goes on to comment that ‘western values are not always congruent with traditional incentives and
behavioural patterns prevalent in most African countries. Self-reliance and self-interest tend to take a
back seat to ethnicity and group loyalty. The main concern seems to be maintaining social balance and

equity within the groups, rather than individual economic achievements.’

African economic psychology is generally characterised by powerful connections between objects,
humans and the supernatural. The frontiers separating collective preferences from individual ones are
often non-existent or quite vague. Typically a higher value is placed on inter-personal relationships and
the timely execution of certain social and religious or mystic activities than on individual

achievements.(ibid.)

There are particular attitudes to savings and investments, which have to be shared with the community
lavishly; to authority, which tends to be paternalistic and hierarchical; with commitment, which has
to be in front of several witnesses; to decision-making, which is by consensus rather than ‘by the
book’; and to labour where a high value is placed on leisure and the attendant ability to engage in

rituals, ceremonies and social activities. (ibid.)

1.4 Chapter Conclusion

In conclusion, from the comments of managers involved and from the management literature it appears
that there is as great a desire and as great a need for leadership and team-building in low-income
countries as there is in the rich. Blunt (1983) finds that there is no reason to believe that forms of
teamwork and worker participation are not as applicable in developing countries as they are in the rich
countries. ‘An unexpected finding was that the educational level of workers did not appear to be a

critical factor in determining the success or failure of work reorganisation.’

Peters’ comment (1987) that there must be a reduction in bureaucracy, excessive rules, regulations,
and paperwork and ‘liberation through the elimination of excessive procedures’ is even more true in

the highly centralised government based hierarchies of many low-income country public utilities.

So this author suggests there must be freedom to generate sufficient revenue to reward staff adequately
whilst understanding that a manger’s conduct will always be influenced by the cultural setting and the
different forces operating in his personality. ‘Most certainly he will view leadership problems on the

basis of his personal background, knowledge and experience’. (Abisheganaden, 1988)

The managers interviewed want to be part of effective teams and they want to receive and provide
leadership within an environment which recognises and rewards them. And this is necessary if their
customers are to receive their basic needs requirements for efficient, affordable, sustainable public
services. But there is also a cultural difference which impacts on managment style. The similarities in

management culture may be masking the differences which are then not given due understanding.
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Chapter 2

Institutional and Financial Analysis

2.1 Institutions

It is proposed in this thesis that a significant reason for the failure of public water supply and sanitation in low-

income countries is the weakness of management and the institutions within which they have to operate.

At the simplest level “an institution is an established way of behaving”, representing the beliefs, practices, laws
and roles of a part of the structure of society. At another level the institution is the structure or organisation rather

than just the behaviour. “Institutions are the organs that perform societies’ functions” (Mitchell, 1979).

Infrastructure projects require established behaviour patterns and organisations that promote rather than hinder the
development process. Various groups have an interest in infrastructure from the Governmental bodies directly
responsible along with other interested Ministries to local government and so to the community or consumer
groups. In addition internal and external aid organisations (ESA’s) , both bi-lateral and multi-lateral, non-

governmental organisations (NGO’s) and voluntary agencies as well as the private sector may have a part to play.

The conventional approach sees infrastructure as the institutional responsibility of the government of any country.
[t has been believed that if the government is not meeting the basic needs of their people for water supply, for
example, it is not carrying out its due functions. Politically it has been advantageous for a politician to prove that

he is serving his electorate by ‘bringing’ an improved water supply or other infrastructural facility to the area.

However, the fiscal or tax base of the majority of low income countries is extremely limited - and subsequent
government support (following implementation) of any infrastructure institution is woefully small. Recurrent
budgets and therefore staff remuneration and training and general resources for carrying out the job are not

adequate which leads to limited motivation and consequent problems.

Into this situation come the multi-lateral and bi-lateral funding agencies. The funding agencies know that to be
involved in a development need as understandable as infrastructure meets their criteria for serving the poor with
‘basic needs’. And it is relatively easy (if extremely expensive in local terms) to employ an international firm of
engineering consultants and to set up a special Project Unit within the recipient institution. The unit can seize
upon a readily manageable need and make the appropriate studies and employ international contractors to build

the system. Add on a bit of training for the nominal counterparts and the completed system can be handed over.

The host institution is left to reabsorb their own staff from the special project (who have become used to the
benefits that go with working with international firms) and of course to ensure the operation and maintenance of

the system so generously provided.

There may alternatively be an NGO trying to become involved, often bypassing the official sectoral institution

altogether, or working through the Ministry of Health or the Ministry of Community Development - trying to
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establish effective community based organisations (CBO’s), often very effectively, but finding it difficult to

replicate the approach nationwide.

At the two extremes, the system appears to be working relatively well - that is the brand new urban motorway or
water treatment and distribution system and the small scale community based rural approach (though long term
sustainability may still be in doubt). However, there appears to be a large ‘grey’ area in the middle of the
spectrum where institutions are trying their best with limited resources but often have a declining quality of
service. This is the area which is not large enough to attract significant bilateral and multilateral funds and capable

institutional support but which has appeared to be outside the scope of community participation schemes.

2.1.1 Key problems
The key problems in the urban water institutions discussed in this thesis are said to be (Coopers & Lybrand,

undated):

e Government utilities/departments often LACK DIRECTION

¢ Planning framework and procedures are often WEAK

¢ Financial and physical objectives are POORLY DEFINED

¢ Control over project design standards and execution is LACKING

¢ Operating and maintenance procedures NOT FORMALISED

¢ Division of responsibility between management and operating units UNCLEAR
e Management information is POOR

e Performance standards are not DEFINED

e Bureaucratic controls INHIBIT effective management.

Cullivan et al (1986) point out that “Institutional problems are qualitatively different from specific technical or
procedural problems. They affect broad areas of operational performance and therefore are ‘cross-cutting’. Often
deficiencies in an easily identifiable area of institutional output are identified as the primary problem when in

reality the deficiency identified is merely a symptom of the larger problem.”

Institutional Development (where do we want to be?) seeks to encourage the development of appropriate
organisation structures within as well as linkages between the various groups to the ultimate benefit of the
consumer. This can best be done by analysing or assessing the present situation in a systematic manner (where are
we now?). The use of objective verifiable indicators to measure behaviour or procedures related to subjective

performance descriptions within a framework of an activity and responsibility matrix are vital tools of analysis.
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From the analysis comes an indication of the strengths and weaknesses (and opportunities and threats?) of the
institution. With formal organisations it is then possible to design and implement a programme of improvement

and strengthening (how are we going to get there?).

2.2 Institutional analysis

Some methodology is required to understand the existing situation in an institution. There are a number of

alternatives such as the McKinsey’s 7°S’ shown as a diagram below.

/ Structure Strategy \

Systems SHARED Style

AN
_VALUESS_

Skills Staff

Figure 2.1 Institutional Factors (McKinsey)

Other techniques include the Johnson and Scholes Framework (1993) and the Michael Porter value chain analysis
which considers a firm’s infrastructure, human resources management, technology development, procurement,
logistics, operations, marketing and sales and service. These alternatives are clearly aimed at the needs of
businesses in a competitive environment. Authors in the public service sector consider categories of: Public
policy-making, Leadership, General internal administration (management - the organization of work),
Bureaucratic hygiene (accounting, auditing, procurement, contract compliance and personnel systems), (Leonard,

1987) or alternatively: Operations, Marketing, Administrative support, Personnel (EDI, 1985).

2.2.1 The competitive arena

The focus of this study is on the water supply function as a strategic business unit. [n public sector organisations
Johnson and Scholes (1993) describe how an SBU might be a part of the organisation or service for which there is
a distinct client group. However, because of the low regard in which the sanitation functions of most water
utilities are held it must be acknowledged that SBU’s described here verge on the corporate level. As described
above, the water function can be seen as a social service and as a deliverer of convenience. The SBU considered

in this study is the basic needs aspect of water supply.

It also has to be acknowledged that it is rather forcing Porter's ideas to fit a monopolistic supplier with only
indirect competitors into the model of a competitive arena. However, several other authors have applied 'strategic
planning' ideas to the public sector, most noticeably in America, though 'public and third sector organisations face
problems quite different from those faced by firms and that therefore they require their own distinctive brand of
strategic planning’ (Backoff and Nutt, 1988, p120). They suggest that considerably more attention has to be paid
to the need for political awareness rather than competitor awareness. For the real competition for resources and

perceptions of success come in the political arena rather than alternative suppliers. Water utilities tend to be
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monopolistic because the capital cost of water treatment and distribution makes it uneconomic to have

competition.

Johnson and Scholes (1993, p28) also comment that many of the Porter concepts are just as important in public
sector. However, 'their role in providing public services is problematic from a strategic point of view because they
may not be able to specialise, and may not be able to generate surpluses from their services to invest in
development. As is frequently pointed out by government, press and the users alike, this combination of lack of

market focus, lack of involvement and a very broad role can lead to a mediocrity of service.'

In a low-income country such as Uganda there is competition amongst the poorer income groups in that private
vendors distribute water at anything up to ten times the official price to the informal housing areas. It is not at all
clear whether the national supplier perceives this to be competition. If they could supply water through pipes at
their subsidised prices any consumer would instantly change. In some of the peri-urban areas handdug wells and

handpumps and even springs form alternative supplies of water.

The real competitive arena in which water utilities operate therefore is the 'basic needs' sector by which people
live. Food, clothing, shelter, schooling and medical health care in addition to water are the critical elements of any
household budget which have to be found. A more restricted competitive arena may be seen as that applying to

health which would include medical health services, water supply, sanitation, drainage and solid waste disposal.

Because of the fixed and extremely limited incomes this can be perceived as a competitive arena because an
increase in market share (i.e. through a price rise) by one of the other basic needs SBU's will automatically lead to

a decrease in the market share of at least one other SBU in the arena (Lawrence, 1993).

Notwithstanding the value of Porter et al, the approach taken in this thesis follows and adds to the WASH
approach (Cullivan et al, 1986) which has been specifically aimed at the needs of the water supply and sanitation

sector.

2.2.2 Activity and Responsibility Matrix
Initially it is necessary to determine which institution is doing what and which institution is actually responsible
for doing what. A simple Activity and responsibility matrix shows at a glance what activities are being covered,

which have dual responsibility and which are missing out key players.

Activity Legislation Water Allocat | Tariffs | Project Project Operatio | Water Training | Community
Resources ion of Planning | Impleme n and Quality Involvement

Financ and ntation Maintcna
¢ Design nce

Responsibility

Central

Government

State

Government
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Water Supply
and Sewerage

Board

Municipal

Corporation

Health

Department

Development

Department

Pollution

Control Board

Donors/Banks

Privatc

Institutions

Consumcrs

Responsibility - Involvement & Interest  priii

Table 2.1 Activity and responsibility matrix - example for water supply

2.2.3 Objective (Verifiable) Performance Indicators

Having determined who is doing what (not always as straightforward as it might appear) the output measures of
any significant institution are assessed to determine whether a more detailed analysis is required. These output
measures or performance indicators (or objective verifiable indicators) are also invaluable for development,

control and evaluation.

Shearer (1988) points out that “measurement (of performance) on its own will produce a series of snapshots of
performance, which, over time, will demonstrate a trend which may be favourable or otherwise. In some areas
where absolute values (ie customer complaints) are difficult to determine, an improving trend is often the best

which can be achieved.”

The most common performance indicators for water supply institutions relate to production, delivery,
consumption, efficiency, effectiveness and finance. The list below attempts to give a comprehensive view of a
water and sanitation organisation, taking into account special factors such as source difficulties or consumer
affordability. Clearly no single indicator can tell the whole story but if one attempts to tell the whole story the list
becomes so exhaustive that it is not possible to make any sense of it. The list developed below attempts a

compromise. The financial indicators are described in a subsequent section.
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Most Recent | Average Industry
Year Trend Average
Production Quantity of water produced Volume treated (mld)
Quality of water produced Percentage samples acceptable 08%
‘Transmission factor Source distance X Elevation /100,000
Production factor Energy & Chemicals costs as %age Operating
Costs
Delivery Target population
Conncctions
Service coverage Percentage of population served 95%,
Scrvice delivery Percentage connections/standposts
Service timing Average supply hours per day at acceptable 24 hours
pressure
Population density Population/service area
Efﬁcicncy Unaccounted for water Percentage water not measured in consumption 20%
Maintenance Frequency of bursts per ? km pipes
Consumption Quantity of water consumed Served population/water consumed 100Ipcd
Metered consumption Percentage of working consumption meters varies
Quality of water delivered Percentage samples acceptable 08%
Sanitation Service Coverage Percentage population connected to sewers
Percentage population with acceptable on-site
sanitation
Maintenance Frequency of failure per » km sewer
Treatment Percentage waste water treated to 20:30 100%
Effectiveness Extent of water related diseases Diarrheal morbidity/CholeraTyphoid cases
permillionper year
Customer satisfaction surveys Proportion customers questioned expressing
satisfaction with service
Productivity | Employees
Stafting levels Connections per employee 200 (EDI 1985)
Population served per employee 1000(EDI1985)
Staffing costs as %age Operating costs

Table 2.2 Performance Indicators for Water Utilities

An approach from the Local Water Utilities Administration in the Philippines takes this even further with details
of 26 indicators (some of which may vary according to population size) divided into four categories of
importance. Category 1 is weighted 1.2 times higher than category 2 which is rated 1.2 times higher than category
3 which is rated 1.2 times category 4. From these (arbitrary ?) weightings an overall score for the institutions is

calculated (Mendoza, 1989).

2.2.4 Subjective institutional performance descriptions

It is likely that the objective performance indicators will highlight areas of weakness but these may well be the
symptoms of problems rather than the causes. It is also extremely likely that it will be impossible to determine any
more than a handful of these objective performance indicators as often very little management information is
recorded. An analysis of the ‘softer’ elements of management is therefore required which will be difficult to
measure in numerical terms and is uhlikely to be particularly objective. The "WASH" approach (Cullivan et al,
1986) considers 'performance categories' for institutional analysis, though these could be described as individual
perceptions or subjective descriptions of performance under certain categories, described by the author as

subjective institutional performance descriptions.

The main categories are:
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Organisational

Autonomy
Legislative Management &
Framework Administration

Technical Capability Human Resources

Leadership Development
Commercial Consumer Orientation
Orientation

Organisational Culture

Figure 2.2 Subjective Performance Descriptions

Each category is expanded or explained by the headings or descriptions in Appendix 1.

To measure effectiveness in each of these performance categories (in addition to any relevant performance

indicators) there are four primary data-gathering techniques:

. interviewing (giving rise to two thirds of the usable information collected according to Cullivan)
. one page surveys

. reading institutional documents

. observation

These are not scientific or objective measurements, even where an attempt is made to assign a numerical score,
they are the perceptions of the information gatherer. Therefore they are open to debate about the categories which
make up a 'successful’ water and sanitation institution, the headings to be considered under each category and the

score that any particular observer might give to that heading.

2.2.5 Organisational culture & corruption

The importance of each of these performance description headings could be described in detail (further
information is given in Appendix 1) but because of space constraints only one idea, of vital relevance, but not
always realised from the UK perspective is investigated, that is the aspect of corruption within the organisation

culture.

“All societies have corrupt features in the sense that some public money is illicitly diverted for private gain. The

particular circumstances of developing countries - rapid social and economic change, strong kinship ties, new
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institutions, overlapping and sometimes conflicting views about proper public behaviour - may be peculiarly

conducive to corruption.” (World Bank, 1988)
Corruption seriously undermines the effectiveness of government because :

‘over time corruption tends to corrode popular confidence in public institutions. This makes it harder to raise the
standards of public service, deflects public debate away from economic performance towards this single issue and

in extreme cases prompts violent changes in government;

public officials will do nothing without bribes and many people are unproductively employed in securing their

favours or buying their silence;
corruption tends to favour those with economic or institutional power;

some corruption is on a scale that it has major economic consequences: it may stimulate the illegal export of
capital or result in large projects being awarded to contractors according to the size of their bribes rather than the

quality of their performance’ (ibid).

Institutional analysis must consider the issue of corruption and consider ways of minimising both the corruption
and its effects. Eradication of corruption as a feature of public life depends upon the gradual creation of a
political and public climate favouring impartial institutions, as well as on specific actions by government.
Anticorruption drives tend to be ineffective and short-lived. More effective is to avoid administratively created
scarcities by reducing controls on international trade and payments; and by improving the incentives and
accountability of officials in the areas where regulations or administrative discretion remain. Corruption is
usually better fought by a combination of fewer, better-paid officials controlling only what really needs to be (and

can effectively be) controlled.”(World Bank, 1988)

Corruption scandals in recent years have led to changes at the highest levels of the governments of Holland, West
Germany, Great Britain, Israel, Japan and the United States. In Massachusetts, a recent enquiry revealed that 76
per cent of a sample of public buildings manifested at least one *structural defect’ that could not have occurred
without corrupt deals by building inspectors. . . . however .. corrupt activities are more widespread - and more

systematically embedded - in many governments of the developing world than in the West. (Klitgaard, 1988:10)

Webster’s Dictionary Definition :‘Inducement (as of a public official) by means of improper considerations (as
bribery) to commit a violation of duty.” Behaviour which deviates from the formal duties of a public role because
of private-regarding (personal, close family, private clique) pecuniary or status gains; or violates rules against the

exercise of certain types of private regarding behaviour. Klitgaard, 1988:23

Economists may say that ‘corruption may introduce an element of competition into what is otherwise a
comfortably monopolistic industry’ (Leff in Klitgaard). Political scientists may say that corruption can be a
mechanism of political participation, particularly by ethnic minorities and foreign corporations. “In most
underdeveloped countries, interest groups are weak and political parties rarely permit the participation of elements
outside the contending cliques. Consequently, graft may be the only institution allowing other interests to achieve
articulation and representation in the political process.”( Leff in Ekpo in Klitgaard, 1988:30)
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Managers may say that if bureaucratic rules are constraining, the organisation may sometimes benefit by the
employee’s corrupt circumvention of the rules and a limited amount of theft and embezzlement may be tacitly
allowed by top management because such illicit sources of income may in the long run substitute for higher

wages.

BUT others argue that “Only when corruption circumvents already existing “distortions’ can it be economically,

politically or organisationally useful” (Klitgaard, 1988:35)

A study in Ghana showed that corruption ‘had intensified ethnic conflict, ruined the efficiency of municipal
government and federal agencies, crippled merit systems of hiring and promotion, generated ‘an atmosphere of
distrust which pervades all levels of administration’ and undermined the philosophy of African socialism.’

(Werlin H, p253 in Bureaucratic Corruption, ed Ekpo, p272)

Graft and corruption has strongly affected development efforts negatively . . corruption leads to the favouring of
inefficient producers, the unfair and inequitable distribution of public resources, and the leakage of revenue from
government coffers to private hands. Less directly, but no less perniciously, corruption leads to loss of confidence

in the government (Carino L V and de Leon J H, in Klitgaard, 1988).

“Ilicit behaviour flourishes when agents have monopoly power over clients, when agents have great discretion
and when accountability of agents to the principal is weak.” Klitgaard (1988:75) goes on to propose a formula to

describe the roots of corruption:

CORRUPTION=MONOPOPLY+DISCRETION-ACCOUNTABILITY
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The costs of corruption are believed to be: (Klitgaard, 1988:46)

Efficiency Wastes resources
Creates ‘public bads’ (negative externalities)
Distorts policy

Distribution Reallocates resources to the rich and powerful,
those with military or police power, or those
with monopoly power

Incentives Distorts energies of officials and citizens
towards the socially unproductive seeking of
corrupt ‘rents’
Creates risks, induces unproductive preventive
measures, distorts investments away from areas
with high corruption

Politics Breeds popular alienation and cynicism

Creates regime instability

But it is the reality of corruption which many managers have to face every day of their working lives which
affects the organisation and the effectiveness of their service to the public. Recent conversations the author has
had relevant to India suggest that 30 per cent is the accepted bribe for water projects. A reported conversation is
given below to enhance the flavour of the problem.

How does the corruption process actually take place? “Well the first and most obvious is the straight percentage deal. You
know the idea. I may be a minister or whatever but I have a big family, lots of responsibility, that kind of thing.

What kind of percentage? Ten? Twelve and a half?

Goodness me no. This is Africa. At least 20, maybe even 25. I 've even heard of 50 per cent. Goodness, if it were only ten per
cent we wouldn't have such problems. It would be cheaper to give everybody a straight ten per cent and forget about
corruption.

But how can you give such huge commissions?

You can’t. It's as simple as that. But they do.

How is it paid?

Into a bank; usually Pairs, sometimes New York. Not so often Switzerland. It's too obvious. Sometimes cash.

Fifty per cent in cash?
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I've seen trunks of cash dragged across hotel lobbies in the South of France, in Monte Carlo, even in the London Hilton. I was
in the lobby when I saw some officials from the embassy dragging this big trunk across the floor. They wouldn't let the porters
touch it. | asked them, What's in it? A dead body? They said it was the commission of some deal a minister had just
completed.

They knew all about it? They weren’t trying to keep it quict?

They 're quite open about it. In some countries they throw parties to celebrate their latest deal.

So if you don’t want cash, how else¢ can you take it?

Buy a house in Europe, that's a favourite. But that'’s old hat now, the big operators have all the houses they want. Now they
are trying to set up their own companies so they can get a commission and part of the sub-contract work.

How?

Well, in the old days if a new building was to be put up they would take a commission and that would be that. Today they want
a commission and they would want their architect to design it and their construction company to build it.” (Biddlecombe,

1993:164)

2.3 Financial Analysis

For an organisation which is providing a service to consumers a vital component of any analysis must be an
understanding of the financial position. To begin with it is necessary to understand the stated financial objective.
[s it to break-even, to generate some sort of profit or ‘surplus’, to achieve a specified Return on Fixed Assets? Or
is the given task to meet the basic needs of the poorest consumers in a programme designed to promote social

equity?

2.3.1 Financial objectives and social equity

There are different approaches to paying for water and sanitation. The most oft-quoted statement heard in rich
and poor countries alike is that ‘Water is a free gift for all in the same way as air is free and nobody should have
to pay for it.” Which means that government has to pay in some manner and all consumers hope that they won’t be
the ones who end up paying the necessary taxation. However, in developing countries the tax to GDP ratios are in
the 10-20 percent range, about half the levels of the industrial countries whereas expenditure levels are in the 20-

30 percent range, much closer to the levels of industrial countries.(World Bank, 1991)

Alternatively economists are tempted to say that 'If the people want clean water delivered to a convenient
location the people have to pay for it themselves." The compromise usually declared is that the cost of providing
clean water for the benefit of poor people should be subsidised by the richer people and the government - but

they should pay something towards the cost in order to understand the value of clean water.

"An integral and essential part of an effective strategy is to mobilise the community's own resources, both
financial and non-financial. This is necessary to assure that the community is truly in control, that systems remain

operating, and that the limited funds available to governments are directed to wherever they are needed most.
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A goal of every improvement effort should be to bring closer the day when the community can cover all of the

costs of its water service or other infrastructural improvement from its own resources. Many communities could
and should contribute more now to meeting their costs than they could have been expected to in the past. The

primary role of government agencies and donors must change from that of direct providers and financiers of

services to that of facilitators" (Briscoe, 1988).

2.3.2 Ability to Pay and Willingness to Pay
In considering financial practice and potential it is necessary to ask what these costs mean to the people who have
to use the services and ultimately will have to pay for them. There are two ideas to consider - Ability to Pay and

Willingness to Pay

Ability to pay is judged by estimating average incomes in an area and then taking a percentage of income as the
assumed ability to pay for that service. For example, a figure of 3 per cent of household income per year has
often been taken as the ability to pay for water and another 3 per cent per year for sanitation. Therefore it is
necessary to design any service within these ‘affordability’ limits. However, several reviews have shown that this
simple model of behavioural response is usually incorrect. For in many communities the level of service provided
is too low. The community does not value the improved service when compared with existing facilities and
therefore will not pay for it even though it can apparently afford it. Alternatively, the level of service is too high,

the community wants the service but cannot afford to pay for it unless there is significant subsidy.

Therefore it is necessary to consider willingness to pay. Willingness to pay describes the level or standard of
service that consumers want - and therefore it is appropriate for designers to attempt to provide infrastructure

which the people desire and are willing to pay for.

Various factors are believed to influence willingness to pay. The most significant appears to be the perceived
convenience and amenity of the proposed scheme. This means how convenient it is for consumers to use the
service at its point of delivery. This convenience is closely related to the level of service and the existence of any
alternatives. If the level of service is perceived as being too low or if very cheap alternatives are close at hand
then consumers will be less willing to pay for the new service. Also the socio-economic status of the household or
community will play an important role, whether the family size is large or small, what the average income level of
each household is. If the proposed service can be put to different uses and if it might bring economic benefits to
any small scale enterprises then again willingness to pay might improve. If a significant amount of time can be
saved by the new service, for example having a water point close to the house rather than several hundred metres
away, then willingness to pay increases but only in proportion to the value placed on women's time (as they are
likely to do the collecting) and the extent to which they are involved in making the decision. There are also the
perceived health benefits of public health improvements but these do not always increase willingness to pay in the

early stages when consumers remain to be convinced of the benefits.

With so many factors involved it is clearly difficult to determine willingness to pay. There are two main
approaches, the direct method (by asking people) and the indirect method (by attempting to measure the above
benefits). A direct method using the 'contingent valuation' approach is currently favoured as the best way, where

people are asked their preferences in a 'bidding game'. (Whittington, 1987 & Briscoe and Ferranti, 1988)
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2.3.3 Financial Statements

Having determined potential revenue it is then possible to turn to the conventional financial statements of the
organisation - if any exist. Can the institution pay its way or has it over-borrowed? Can lenders safely lend to it?
Can suppliers safely supply on credit? Is it totally dependent upon grants from central or state government? Is it

using its resources in the most efficient manner?

Many of these questions can be answered by looking at the information contained in the Financial Statements
which provide a standard structure for organising and comparing financial data about an institution. This can be
used to compare the financial status of different institutions in the same sector or the financial status of one

institution over a period of time.

Although widely used in commercial life detailed financial statements which account for all resources used are

relatively new to public utilities.

The information in the Financial Statements can then be interpreted in the normal way by relating figures to other
figures reported in the same accounts, to figures in previous years accounts or by references to the accounts of
other similar institutions. The particular amount disclosed for a particular item has little meaning in itself - only in
relationship to other amounts as determined by ratio analysis does it become meaningful. From the determination
of financial ratios or relationships over a period of years, trends can be seen which may give an indication of

future events.

Managers should be interested in controlling the financial affairs of the institution. The financial statements
report figures which can be related to corresponding budgeted figures or the prior year reported figures and the
presence or absence of acceptable statements is another indicator of the capability of an institution. It is reported
for example (personal communication, 1993) that government parastatals similar to water utilities in Nigeria, that

is Nigerian Airways and Nigerian Railways have not had their accounts audited for at least twenty years.

2.3.4 Ratio Analysis

Over time, managers and analysts have judged certain relationships and ratios between items on financial
statements to have a particular significance as indicators of financial health and good management practices.
These ratios are calculated directly from specific items on financial statements. The ratios of most relevance to

water utilities are:

Profitability ratios - focus on the profit realised by the institution in relation to the revenue generated or to the
resources employed. 'Profit' is taken before tax and interest. Assets are normally taken as the average between

opening and closing figures.

Return on Fixed Assets = Profit (Net Income)/ Net Fixed Assets (average fixed assets over year)
Return on Capital Employed (ROCE)= Profit/Capital Employed (equity and long term loans)

Liquidity ratios - indicators of the institution's ability to discharge current obligations in times of financial

difficulty.
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Current ratio = Current assets/Current liabilities
Quick ratio = Cash & Accounts Receivable/Current Liabilities

Creditworthiness ratios - demonstrates the sources and methods of financing used to acquire assets, giving an

indication of the safety of future lending

Debt equity ratio = Long-term debt/Long-term debt + Equity (gearing)

Debt Service ratio = Net Internal Cash Generation (net income plus depreciation)/Total Debt Service
Self-financing ratio = (Net Internal Cash Generation - Debt Service)/Capital Expenditure

Efficiency ratios - deal primarily with the way in which revenue is collected and used

Days receivable ratio = Accounts receivable x 365/Annual operating revenue

Operating ratio = Operating expenses/Operating income (ie arising out of normal operations)

Clearly one year's figures are insufficient; ideally trends are obtained from a comparison of at least five years.
When comparing with other institutions, it is necessary to ensure that the bases upon which the ratios have been
calculated are similar. Valid comparisons can only be made with firms of the same size and activity. Ratios do not
stand in isolation - no single ratio can give the whole answer as all ratios are interrelated. Ratios relate to a
particular point in time - seasonal factors can distort them and these should be known. Figures in financial
statements and the subsequent rations can be 'window dressed’, that is made to look better than they really are- for
example at the simplest level, loans can be repaid temporarily and then renegotiated after the production of the

financial statements (Griffiths, 1986).

For water utilities desirable ratios are suggested by some authors, for example Jones (1985) proposes that the
operating ratio should be 60 per cent, a debt service ratio of 1.5, a current ratio of 2 (though commercial
companies would say between | and 2) and a quick ratio of 1. However the quick ratio is not particularly relevant
because the item for inventory or stocks does not refer to finished goods waiting to be sold but to items of
pipework and valves. The debt-equity ratio can be considerably higher than for a normal business because it has
been assumed (until the present) that the government owns and backs the utility. Some utilities therefore finance
their capital investment entirely by debt. The ratios generally acceptable now are in the region of 60 per cent
(Johnson, 1990) to 75 per cent mentioned by UK’s Ofwat. The key ratio of Rate of Return on Fixed Assets has to
reflect that even commercially oriented water utilities are generally presumed to be service oriented rather than
profit oriented. The UK privatised utilities are an exception to this. World Bank commonly requires a ROFA of
between 6-8 per cent which reflects the cost of borrowing and therefore ensures the potential for interest

repayment but does not amount to ‘profiteering’.
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The financial information judged to give the best overview of water utilities is summarised in Table 2.4

Most Trend | Industry
Recent Average
Year
Ma rketing Socio-economic Average houschold income - Highest quartile
Upper middle quartile
Lower middle quartile
Lowest quartile
Accessibility Connection fee/Lowest quartile household
income
Affordability Lifeline tariff/l.owest quartile houschold income
International affordabi“[y Weighted average tariff as percentage GNP pc
Wil]ingness to Pay Average payment to private vendors
Financial Avcrage domestic tariff
sustainability
Average commercial/industrial
tariff
Water supply sustainability Costs [op cost+ dep + RoFA/ consumption <1
J/Weighted average tariff
Sewerage sustainability Sewerage charge as percentage of average water 120%
charge
Proﬁtability Opera[ing ratio Operating expenses/Operating income 60%
Return on Fixed Assets Profit (net income)/ Average Net Fixed Assets 6%-8%
Liquidity Current ratio Current assets/Current liabilities 3
'Quick ratio’ Cash/Current Liabilities 1
Creditworthi Debt equity ratio Long-term debt/Equity (gearing) 300%
ness
Debt Service ratio Net Internal Cash Generation/Total Debt >1
Service
Financial Days receivablc ratio Accounts receivable/Daily operating revenuc 45 dayS
Efficiency
Bill collection efficiency Percentage of bills collected 95%

Table 2.4 Financial Indicators

2.4 Chapter conclusion
These tools of analysis have been used to investigate the status of three water utilities, two in India, Hyderabad
and Nagpur and the main focus of this study, the National Water and Sewerage Corporation of Uganda. The

results of the analysis and given in the following two chapters.
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Chapter Three

Water utility management in India - Hyderabad and
Nagpur

Chapter Three uses the tools of institutional analysis described in the previous chapter to investigate
the existing position of the management of water and sanitation provision in two Indian cities. This is

designed to give a useful comparison or benchmarking for the main focus of this study in Uganda.

3.1 Hyderabad - Andhra Pradesh, India

Hyderabad city is the capital of the state of Andhra Pradesh in India. The twin cities of Hyderabad and
Secunderabad extend over an area of about 169 sq km. In 1981 (1981 census) the population was about
2,100,000. In 1991 the population of greater Hyderabad was declared to be 4,273,498, this figure taken
from the 1991 census. The rise in population in the State as a whole was estimated to be 23.82% during
the decade whereas in urban areas in the state the rise was 42.26%. The population of the urban area of
Hyderabad in 1991 was estimated at 3,300,000 with 2,800,000 in the Municipal Corporation of
Hyderabad area of 169 sq km. From the information collected it was uncertain whether the 'greater

Hyderabad area’ and the 'urban area' were the same areas or different.

1979 | 1980 | 1981 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 [ 1990

90 184 110 98 10 13 66 30 68 24 11 14

Table 3.1 Representative Health Information :Cholera cases (Source: HMWSSB water works)

3.1.1 Institutional analysis - performance indicators and descriptions

The Hyderabad Metropolitan Water Supply and Sewerage Board was constituted on 1st November
1989 under the provisions of Hyderabad Metropolitan Water Supply and Sewerage Act 1989. The
Board is responsible for the planning, implementation, operation and maintenance of water supply and

sewerage for the twin cities of Hyderabad and Secunderabad.

There are currently serious problems due to lack of water resources; the supply is due to be increased
from 270 mld to 400 mld by mid 1991. The rapid industrial developments have caused waste disposal

and pollution problems.
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Figure 3.1 Organisational Chart for Hyderabad
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Table 3.2 Activity and Responsibility Matrix for Hyderabad
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Table 3.2 Activity and Responsibility Matrix for Hyderabad
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3.1.3 Quantitative Assessment

From the information detailed in Appendix II a summary of the physical perfomance indicators for

Hyderabad has been prepared.

Most recent data
Water Quantity of water produced Volume treated (mld) 270mld
Production
Quality of water produced Percentage samples acceptable
Transmission factor Source distance X Elevation /100,000
Production factor Energy & Chemicals costs as %age Operating 35.4%
Costs )
Water Target population 2,800,000
Delivery
Connections 190,000
Service coverage Percentage of population served 90%
Service delivery Percentage connections/standposts 55%
Service timing Average supply hours per day at acceptable 1hr
pressure
Population density Population/service area 165.7/ha
Efﬁciency of Unaccounted for water Percentage water not measured in consumption 40%
water supply
Maintenance Frequency of bursts per ? km pipes
Watcr Quanti[y of water consumed Served population/water consumed 45 lpcd
Consumption
Metered consumption Percentage of working consumption meters
Quality of water delivered Percentage sampl ptabl
Sanitation Service Coverage Percentage population connected to sewers
Percentage population with acceptable on-site
sanitation
Maintenance Frequency of failure per 7 km sewer
Treatment Percentage waste water treated to 20:30 0%
Effectiveness Extent of water related diseases Cholera cases permillionper year 4.2
Customer satisfaction surveys Proportion customers questioned expressing
satisfaction with service
Productivity | Employces 3,500
Staffing levels Connections per employee 55
Population served per employee 720
Staffing costs as %age Operating costs 51.7%

Table 3.3 Performance Indicators for Hyderabad ((Source: author’s analysis of data, see Appendix 11}
This information shows a low per capita delivery with high unaccounted for water, compounded by
high production costs. Staffing levels are average but sewage treatment is unacceptably low. However,

a new treatment works was being constructed at the time of this survey.

3.1.4 Qualitative Assessment - Performance Categories

In addition to collection of the objective performance indicators the organisation was assessed for more

subjective performance descriptions.

Organisational Autonomy

The organisation does not have well defined policy regarding autonomy. Their operating and capital
funds are controlled by the Government as are the tariff and service charges which are not even
sufficient to meet the operational expenditure. Salaries and other benefits are decided as per

Government Policy. Autonomy is therefore deemed to be low.
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Leadership

Clear performance standards are not fixed by management. There is a communication gap between
different levels of organisation. The Managing Director is an IAS appointee and therefore likely to be
transferred on after a limited period of time. Leadership is rated as medium because there is some

discernible progress in the organisation notwithstanding these criticisms.

Management and Administration

The staff lacks well defined responsibilities and performance standards. The employees are non-
accountable, there is a lack of communication. No performance standards are fixed to evaluate the

performance of individual staff. Hence Management and Administration are deemed to be ineffective.

Commercial Orientation

The Board was very recently formed and it is only now beginning to define its policy on its approach

to a commercial style of operation which has not been of any concern previously.

Consumer Orientation

Staftf at most levels do not demonstrate any orientation towards the needs of consumers. The level of
complaints from consumers is relatively high (one consumer told confidently that the performance
based on regularity, efficiency, quality and quantity sums up to "very bad" simple two words). No
effective measures are taken to educate consumers about institutional services and requirements.
However, there is now the proposal to set up area offices of the Board in an attempt to make it more
responsive to the needs of its customers. To gauge the beliefs of the consumers it is useful to note the

comments in the local newspapers which tend to reflect general opinions,

“Water Connection”

“A few days ago a new water line was laid in Chaderghat area and the existing water connection was
disconnected and some lines were also damaged without informing the residents of the area. Later we were given
a connection from the new line but the damaged ones were not repaired. The new connection is leaking and water
is going waste and we are not getting sufficient water. Will the water works department take steps and ensure
adequate water supply at the earliest?” Narayan Das, Chaderghat, Hyderabad

(Indian Express, Hyderabad Wednesday, April 3, 1991:7)

Technical Capability
The Board is technically well versed and is staffed with qualified persons who have all the necessary

skills. Similar to many utilities in India, the engineers are excellent as engineers, but perhaps not as

managers.

Human Resources Development

The employees are getting same benefits as given to other departments of Government which needs to

be revised to meet the new requirements of the Board. There is little in the way of formal training
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programmes and staff are promoted according to age and seniority rather than performance so there is

no sense of any planned human resources development.

Organisation Culture

As the Board was only formed recently, employees are still working on the same lines as other
Government staff. The staff have not developed an organisation culture suitable for an autonomous

organisation.

3.1.5 Financial Analysis

In its present organisational form the Board is only one year old and the balance sheet is yet to be
prepared. The trend of the performance of the Board cannot therefore be predicted on the basis of
analysis ratios as worked out from the limited financial statements. However, the Financial Director, in

interview, was committed to a commercialised approach to accounting for the Board.

The existing tariff was revised in 1987 for domestic supplies and in 1986 for other users. The Board
has prepared revised proposals for presentation to the Government for approval. The tariff is sufficient
to meet the operating expenses but does not account for depreciation, interest and profits. The tariff is
a block tariff which takes into account the needs of low-income consumers but the average tariff is too

low.

The best financial information available is detailed in Appendix Il and summarised below:

Marketing Socio-economic Average household income - Highest quartile 17%>$1080
Upper middle quartite 53% $684-$ 1080
Lower middle quartile 30% <$684
Lowest quartile
Accessibility Connection fee/Lowest quartile household
income
Affordability Lifeline tariff/Lowest quartile household
income
International affordability Weighted average tariff as percentage GNP pc
Wil]ingness to Pay Average payment to private vendors
Financial Avcerage domestic tariff $0.05/
sustainability
Avcrage commercial/industrial $0.09
tariff
Water supply sustainability Costs [op cost+ dep+ RoFA/ consumption
|/Weighted average tariff
Sewerage sustainability "h ge charge as percentage of average water | ()04
charge
Proﬁtability Opcrating ratio Opcrating expenses/Operating income 96.4%
Return on Fixed Assets Profit (net income)/ Average Net Fixed Assets | () 1 60,
quu1dlty Current ratio Current assets/Current liabilities na
'‘Quick ratio’ Cash/Current Liabilities na
Creditworthin Debt cquity ratio Long-term debv/Equity (gearing) na
€SS
Debt Service ratio Net Intema! Cash Generation/Total Debt na
Service
Financia] l)ays receivable ratio Accounts receivable/Daily operating revenue 286days
Efficiency
Bill collection efficiency Percentage of bills collected

Table 3.4 Financial Indicators for Hyderabad(Source: author’s analysis of data, see Appendix II)
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Although only limited financial information was available it appears that the tariffs are too low with a

poor bill collection efficiency.

3.1.6 Hyderabad Summary

From the above information it would appear that the Hyderabad Metropolitan Water Supply and
Sewerage Board is a fairly average organisation, failing to meet the needs of its customers for water
and failing to collect any reasonable tariffs. However, from the conversations with the Managing
Director and the newly appointed Finance Director it is clear that Senior Management is beginning to
recognise the organisational shortcomings and is making efforts to become more commercially
oricnted. Evidence of this is the introduction of accounting for fixed assets and the setting up of area

offices to make the organisation more responsive to the concerns of customers.

3.2 Nagpur - Maharashtra, India

Nagpur City is almost at the geographical centre of India and situated at the crossing of the North
South and East West Highways, Railways and Airways of India. The area of Nagpur Municipal
Corporation is 218 km2 and the city area is 125.6 km2, the remaining area is designated as green belt

but is under increasing pressure of unauthorised development.

In 1971 the population was reported as 866,076 which by 1981 had grown to 1,219,461 of which
internal growth was 194,235 and migration 159,150. Nagpur has a 1991 census population of
1,622,000. It is spread over 217.56 square kilometres, divided into 98 electoral wards. Of this
approximately 300,000 people live in 34 'villages' which are included in the NMC area. One of
characteristics of Nagpur is the low population density. City development has been 'horizontal' and
unauthorised construction is widespread, many with the full knowledge of the Corporation. The total
number of dwelling units is reported as 268,837 with 1,434 'slums' containing 77,348 households and a
slum population of 410,843. Improvement work has been completed in 143 slums. In addition there are
1,500 unauthorised developments (572 'officially") representing many plots on each which can't be
taxed as they are unauthorised and can't be bulldozed as they are too many and which are now being
refused power supply and water supply to apply some sort of pressure , that is if they are not already

connccted following pressure from politicians.

In the absence of more accurate data, estimated household income is assumed to be one third earning
up to Rs 8,500 ($285) pa, one third at Rs 18,000 (3600) and one third at Rs 60,000 ($2,000) per

annum.
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3.2.1 Organisational arrangements

Nagpur Municipal Corporation is the organisation responsible for supply of water to Nagpur. By and
large the organisational set-up appears to be systematic but there is confusion at middle and basic
management levels. There is only one Executive Engineer in charge of the water works to supply 256
mld of water to 1.6 million people spread over a large area. It is very difficult for one Executive
Engineer to satisfactorily maintain the water supply. Public complaints are by and large communicated
not through complaints registers but through ward councillors who each want their own complaint to

be given top priority.

Figure 3.2 Organisational Chart SforNagpur
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Table 3.5 Activity and Responsibility Matrix for Nagpur

rwaf/Aug-97

47



rwaf/Aug-97

48



3.2.3 Quantitative Assessment - Performance Indicators

There are certain indicators from which the performance of an organisation can be suitably judged. In
casc of water supply they could be the level of complaints received, reliability of system, quantity of
water supplied, quality of water supplied, optimum utilisation of sources, functioning of various units

and water meters, inventory control and revenue collection efficiency.

The reliability of the water supply system is not adequate. In some areas it is daily, in some areas
alternate days. In summer when the demand increases, additional borewells are dug, distribution mains
laid and tankers used. Despite these measures, there is irregular water supply in those areas which is

evident from the frequent reporting of water complaints in newspapers.

Most Recent
Year
Water Production Quantity of water produced Volume treated (mid) 256mld
JQuality of water produced Percentage samples acceptable
I'ransmission factor Source distance X Elevation /100,000
Production factor Energy/Chemicals cost as percentage operating costs 2%,
Water Delivery [Target population 1,622,000
IConnections 90,448
[Service coverage Percentage of population served 60%
[Service delivery [Percentage connections/standposts 54%
Scrvice timing [Average supply hours per day at acceptable pressure 1-2 hrs
Population density/ha [Population/service area 74.4
[ndustrial usc [Percentage supplied to industry/cc 36%
Efﬁciency of water supply Unaccounted for water [Pcrcentage water not measured in consumption 29.7%
Maintenance Frequency of bursts per 100km pipes
Water Consumption Quantity of water consumed [Served population/water consumed 180Ipcd
Mctered consumption Percentage of working consumption meters 40%
Quality of water delivered [Percentage samples acceptable 746%
Sanitation Scrvice Coverage Percentage population connected to sewers
[Percentage population with acceptable on-site sanitation
Maintenance Aﬁrrequency of failure per 100km sewer
I'rcatment [Percentage waste water treated to 20:30 0%
Effectiveness Extent of water related diseases — [Diarrheal morbidity/Typhoid cases per millionper year 1,064
ICustomer satisfaction surveys Proponio_n customers questioned expressing satisfaction
[with service
Productivity Employces 3,000
Staffing levels IConnections per employee 30.1
fPopulation served per employee
[StafTing costs as percentage operating costs 57%

Table 3.6 Performance Indicators for Nagpur (Source: author’s analysis of data, see Appendix 1)
Nagpur is fortunate in having reasonably adequate sources of water through an irrigation canal and a
supplementary river source which is not so reliable. A nominal payment is made to the irrigation

department for the water abstracted from their canal system.

The indicators show poor and unreliable service coverage though with high estimated consumption by
an overlarge staff which is ill-equipped. The lack of sewage treatment is unacceptable, particularly as

the raw sewage is used to irrigate vegetable growing directly.
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3.2.5 Qualitative Asscssment - Performance Categories

Organisational Autonomy

NMC which is solely responsible for supplying water to Nagpur can be termed as a semi autonomous
organisation, because although it is run by elected representatives who have their say in the
developmental activities, recruitment of staff, approval of budget and taxes, they have to get the bye-
laws and tariff structure approved by government. Compensation of staff can only be given according
to government rules. The administrative head of NMC is a commissioner who is the Government of
India rcpresentative and he has to ensure that any development work is carried out according to

government priorities.

Within NMC the water supply function, which could be seen as a large business in its own right, has no

autonomy.

The autonomy of NMC is further constrained by the requirement that it carries out all major works
through Maharashtra Water Supply and Sewerage Board. In effect MWSSB act as a consulting
engineer but even though NMC are free to choose an alternative source of assistance MWSSB still get
their 17.5 per cent fee of contract value. It is suggested that a major MWSSB function is to ensure that

NMC does not misdirect water loans.

Leadership

In NMC the leadership quality was found to be of medium nature at top and middle level management
but there is scope for improvement in leadership at basic management level. Though employees were
found attending the complaints there was a lack of enthusiasm and seriousness in their actions. Until
there is a sense of responsibility and leadership at basic management level and subordinate level, no
improvement is possible. This can be seen from the working of Kanhan Treatment Plant and Seminary

Hill Reservoir as already explained.

Management and Administration

The main task of NMC management and administration is to maintain a regular supply of potable
drinking water. They were found to be very responsive and receptive in this regard but there is scope
for improvement at the basic management level. One example is sufficient to explain: the vehicles of
solid waste section could not be washed due to shortage of water - but the same organisation is

supplying 256 mld of water.

Some re-thinking is required at top management level regarding allocation of duties specially with
regard to chemical and health officers. One suggestion is that the 'bottom line' for any engineer in
management and administration is at all costs to avoid MLA questions in the State Assembly. This is

unlikely to lead to effective management.
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There used to be only one distribution engineer for Nagpur but now there are five zonal engineers so
the situation is better, but they are still on 24 hour call with no extra allowances, and no 24 hour crew
to help along with poor maintenance equipment. One engineer describes having been threatened with a
sword on one occasion. The maintenance staff are not well looked after - they receive a Rp25 per day
allowance but no food if working late to meet demands and hopes of consumers so engineers buy food

from their own pockets to help.

One indicator of the effectiveness of administration and management is the style of inventory control.
This was noticeably lacking in the example of the number of GI specials lying outside Seminary Hills

Reservoir boundary fence. They were neither properly stacked or secured.

Even the funds made available for such important works such as replacement of damaged pipe lines in
polluted water complaint areas, improvement of distribution mains and repairs of vehicles and water
meters have not been fully utilised. However, it is not clear whether this represents management

inefficiency or cash flow and political constraints.

Commercial orientation

Commercial orientation is the degree to which actions in an institution are driven by cost effectiveness
and operating efficiency. NMC was not found to be cost effective because the expenditure on
operations and maintenance are far more than the revenue realised by the sale of water. This is because
the water tariff charged for domestic connections is far less than the expenditure required to maintain
the system. Unless the system is made cost effective, reliable services cannot be provided. During the
year 1990-91, revenue realised was Rs 124,800,000 and maintenance expenditure was Rs 161,900,000.

There is no motivation to staff to work in a businesslike manner.

The production cost of water on Pench 1l project is expected to be Rs 2.9/m3 whereas presently the
tariff charged for domestic consumption is Rs 1/m3 up to 8m3 per month and thereafter an increase of
Rs 0.25/m3 up to 40m3 and Rs 0.30/m3 above 40m3. The tariff charged for industrial connections is
Rs 12/m3 but it is still very low. NMC are now paying 40 paise/10m3 but this being raised to 70 paise,

still a low rate, for water supplied by irrigation department through Pench canal.

The water department believes they are collecting 