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ABSTRACT
Financial analysis is the process of identifying fimancial strengths and weakness of the firm
from the available accounting data and financialeshents. The focus of financial analysis is on
key figures in the financial statements and theiigant relationship that exists between them.
The analysis of financial statements is a procéssvaluating relationship between component
parts of financial statements to obtain a bettedeustanding of the firm’s position and
performance. The objective of this study wasnteestigate on financial performance of water
service providers licensed by Rift Valley Water\Begs Board. The study adopted a descriptive
survey method. The target population for the stwag all water service providers licensed by
Rift valley Water Services Board which are ten (dthin its jurisdiction. The study adopted
census method to get a sample. From the ten werécs providers, four senior managers from
different departments were purposively sampledllitinfthe questionnaires.
Descriptive inferential statistics and frequenciese used to analyze the various variables using
Statistical Package for Social Sciences. The aisalyas shown that predictor variables are
highly correlated with financial performance. Frome finding of the study, it can be concluded
that Rift Valley Water Services Board financial feemance is poor since the WSPs are
performing below average. The financial performahas been affected by high levels of UFW
across all the WSPs, low profitability ratio amonggjority WSPs, poor debt ratio and

management and inefficient billing.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study
Halving the estimated 1.1 billion people withoutess to safe drinking water by 2015 is one of
the Millennium Development Goals. At the currerteraf progress it is unlikely that this target
will be achieved in many parts of the developingldioAccording to the most recent Human
Development Repar2040 is a more likely date for this goal to be avbd in Africa unless
there is accelerated investment in the sector (UNZWR6). While traditional government-run
water utilities often subsidize prices for consusnarhopes of attaining social equity (i.e. people
pay according to what they can afford, or all cimtte to reduce costs because this is most
socially beneficial), many private and publicly adhwater systems today are choosing to adopt

a commercial approach to water pricing (Bakker, 72200

A water sector crisis in Africa followed the recessry conditions of the 1970s, when many
service providers found themselves in a financimious circle caused by a decline in
government funding of capital expenditure, lowftarilow billing, low revenue collections and
increasing demand for water (Shirley, 2002). Theliberal solution to problems in the water
sector has been privatization. However, the expamsof more than a decade have shown that
privatization of water services was a poor policgsgription, involving ‘spectacular failures’ in
the words of UNDP (2006 ).

In 2002 the Government of Kenya carried out wageta reforms that culminated in the passing
of the Water Act of 2002. This Act gained legislatiforce in 2003. Under this Act, it is
recognized that water resources remain vestedeirSthte. The Water Act however recognizes
the need to decentralize management and regulatithre sector to ensure more participation of
stakeholders in the sector. These stakeholders dwodlude the private sector, the local
authorities, community based organizations and gamrernmental organizations. Further, the
Act has introduced increased commercialization atieiwresources as part of the decentralization
policy. The new Water Act seeks to allow reformtithe sector, to strengthen institutional
framework into the sector while eliminating the @awvment’s direct role in provision of water
(MWI, 2005).



During the 1980/90s various studies notable ambamt the National Water Master Plan Study
pointed out that the then widely acknowledged magorstraint in the development of the water
sector - inadequate financial resources, was dusntierlying compounded problems such as
lack of comprehensive policy, institutional and dedramework, centralized decision making
and lack of adequate financing mechanism in theewséctor (National Water Master Plan
Study, 1992).

In the past, management of utilities was mainly ernthe public institutions such as Local
Authorities, National Water Conservation and PipelCorporation (NWCPC) and Ministry of
Water and lIrrigation (MWI). The Government commeahogater sector reforms with the
enactment of the Water Act 2002. These reformddeithe creation of the new institutions and
effectively separated aspects of policy formulatioegulation, asset development and water
service provision (MWI, 2005). Thus, the Ministr{y Water and Irrigation retained the role of
policy formulation, coordination and sourcing fantls while Water Services Regulatory Board
(WASREB) was given regulatory and monitoring raMater Service Boards (WSBs) and Water

service Providers (WSPs) were given the role oewahd sanitation services delivery.

Water services were being undertaken by publigtuigins such as the City Council, Municipal
Councils, National Water Conservation and Pipellmeporation and the Government itself. It
was felt that the public institutions were not kasting the revenues back in the water services
hence the deterioration of the services. The comialegnterprises (WSPs) created are required

to collect the revenues and reinvest back for irmg@neent of the water services (MWI, 2005).

The WSPs are required to apply the commercial arsihbss principles in the conduct of their
activities. The WSPs have to ensure that all opmrak costs are recovered and that surpluses
made are for service improvement. The WSPs brirgaradigm shift from the Government
purely technical orientation to commercial and oosgr orientation in water service delivery.
This shift requires the Companies to take good oatieir customers, the water consumers as
without them they will not exist. Government and mipality employees did not regard

consumers as important for their existence as #ieqys received their salaries whether they



attended to customer complaints or even colletteadvenues or not (MWI, 2005).

In this paradigm shift workers who mainly came framnicipalities, Government employees in
the water ministry and National water Conservataoma Pipeline corporation have to change
their cultures and attitude to fit in the new disga&tion of water commercialization. The
consumers as well were also to change their peoteptf water as a free social good to a

commercial good which has a cost and must be paid f

Though water is a social good, the water sectarmef advocate for commercialization in which
private — sector — like management principles gpli@d in the management of the water
entities, with the objective of ring- fencing wateinds and ploughing back the same into the
sector for improved services delivery. Good goveceais to be embraced and appreciation of
water as a commodity that has a cost and has foaltefor to guarantee sustainable quality

service.

According to Global Water and Sanitation Assessniggport of year 2000 the challenges of
keeping with a net population growth of more thabilion people over the next 15 years,
closing the coverage and service gap with emplmsisanitation that lags behind considerably
behind the water supply, ensuring sustainabilitgxisting and new services and improving the
guality of the water services were found to berfg@and will continue to face the water sector in
the years to come (WHO/UNICEF, 2000).

The report came up with conclusions that the Millem Development Goals (MDGSs) target of
halving the fraction of the population without waservices in Africa, Asia, Latin America and
the Caribbean had to be met and that there is teeaddress and resolve institutional and social
issues in the water sector which were considerede nooitical than the technical issues
(WHO/UNICEF, 2000).

According to Global water and Sanitation Assessni2&@0 Report, Sustainability development
was defined as “development that meets the needbeopresent without compromising the
ability of the future generations to meet their omgeds” (WHO/UNICEF, 2000). Functional



Sustainability is the ability of the Institution diits finances to carry on long after the initial
excitement of the system inauguration. The queghahthe functional sustainability answers is
whether the system will survive or will only go antlisuse because essential funds or skills for
operation and maintenance cannot be found. Envieatr8ustainability on the other hand asks
the question whether the system operations willatprthe environment and thereby damage the
health and prosperity of the future generationsziilenment Sustainability will also answer the
guestion as to whether the operations today withage the water sources to the point where
future services become difficult or impossible taimain. The Water and Sewerage sector has
always found easy to get money for capital investnbeit have had it very difficult to maintain
the sustainable system. A system cannot be subtaima the long run if its costs cannot be

recovered.

1.1.1 Rift Valley Water ServicesBoard
On the institutional and social arrangements theyldeGovernment enacted the water Act 2002

creating separate institutions and bringing all sh@keholders on board for efficient service
delivery. Rift Valley Water Services Board (RVWS®pas created together with other boards
through this Act to provide water services in iespective region (Ministry of Water and

Irrigation, 2002).

Under the Water Act 2002, Rift Valley Water SergcBoard is legally responsible for the
provision of Water and Sanitation services throwghicense issued by the Water Services
Regulatory Board. The Law does not however allomNRSB to supply water and sanitation
services directly, but should do so through theoapgment of agents referred to as Water
Service providers (WSPs). RVWSkppoints WSPs through a Service Provision Agreement
(SPA). The responsibility of RVWSB is to hold, deye and manage all the water assets in its
area of jurisdiction. The Board undertakes investm@ogrammes and rehabilitation of the
existing pipelines and other infrastructures. RVW88n hands over through a lease agreement
called deed of hand over, these assets to theawbedr water service providers in the respective
area for operation .The Water Services Provideysapaagreed lease / agency fees to RVWSB to
cover financing costs of the assets and also tnnt&ito operational costs of the Board. The

water service providers are required to pay 1%heirtcollected revenue to the Water Services



Regulatory Board to meet its operational costs {#fiiy of Water and Irrigation, 2002).

The Water Act 2002 however prohibited the Boardgtovide the services directly to the
consumers but required the Boards to appoint agetiesd water service providers which were
registered under Companies Act Cap 486. Currentmatds of the Kenyan water supply
situation indicate that about 64 per cent and 40 gemt of the country's urban and rural
populations respectively have access to safe daniiater. In Rift valley the current estimate
indicate that 43% of the population gets water less than 3% have access to sanitation
facilities. Rift Valley Water Services Board (RVWpRas established through Kenya Gazette
Notice NO.1715 of 12 March, 2004.In line with the Water Act 2002, RVW$&s the legal
responsibility of ensuring cost effective and swmsthle provision of water and sanitation
services in its area of jurisdiction(Ministry of Wéa and Irrigation, 2002). The Board is one of
the eight boards in the country that have been ataddto fulfill the governments mandate in
providing water and sanitation services in the tourRift Valley Water Services Board is

required to provide water to 50% of its residehtstigh its agents the WSPs by the year 2015.

It is this Act that provided for the commercialipet of water services through recruitment of
water service providers. The strategic objectivéhef companies is to be financially viable and
self sustaining commercial enterprises. Their rasjimlities being to provide quality water and
sewerage services to the residents in their afgasigdiction according to the water act and also

the SPA signed between themselves and the Boards.

1.2  Research Problem

A water sector crisis in Africa followed the recessry conditions of the 1970s, when many
service providers found themselves in a financimious circle caused by a decline in
government funding of capital expenditure, lowftarilow billing, low revenue collections and
increasing demand for water (Shirley, 2002). Theliberal solution to problems in the water
sector has been privatization. However, the expamsof more than a decade have shown that
privatization of water services was a poor policgsgription, involving ‘spectacular failures’ in
the words of UNDP (2006 ). Problems have been &ssacwith the difficulty of establishing
competitive market structures (Estache et al, 20Gssides, 2004; Kirkpatrick et al., 2006),



ineffectiveness of regulation in the presence dbrimation asymmetries and incomplete
contracts (Martimort, 2006), and negative welfafleas (Bayliss, 2003; Dagdeviren, 2006;
Ugaz and Price, 2003). Over the years, the condiglasf the public in the benefits of utility
privatization and that of the private sector in fhrefitability of developing country utilities,
especially water, has dwindled. Private investmeninfrastructure projects has declined and
many existing private operations have been sulgece-negotiation (Hall and Lobina, 2004;
Harris, 2003).

In Kenya, some of the utilities still depend onvgmment even after many years of
commercialization. This has resulted in the seattacting a large number of operators such as
the Self-Help Groups, Organized Communities and NG&ho wish to start and operate their
schemes. Their efforts have positively impactedhenSector, which hitherto relied heavily on
the public sector for the development and managewfethe water resources. In the Economic
Survey released by the government (GOK, 1990) & weavealed that, budgetary constraints is
the main bottleneck in the development of the waéstor. The problem has been compounded
by the water tariff regime in place, which does nover the cost of services rendered. In a
liberalized socio-economic framework, it would mat advisable therefore, to continue spending

public funds on utilities whose operational costsrmt be sustained.

On a study conducted by Otieno (2006) on the efféetater sector reforms on service delivery,
at Narok Water and sewerage Company found out tth@tconsumers raised a number of
complaints regarding the service delivery by thenpany. There were complaints about meter
readings, payment procedures and water shortagesanOther study by Gikuhi (2005) on
commercialization of services by Local Authoritifeere were recommendations that Local
authorities in Kenya should engage more in PublRrivate Partnerships in water services and
other services for better performance and effigiefidased on fieldwork carried out in 1999-
2000, Onjala (2002) compared five Kenyan urbanresnt Nairobi, Eldoret, Kisumu, Nakuru
and Thika — regarding the performance of their watehorities, measured in terms of service
ratio, unaccounted-for-water, metering, and caltectefficiency. The service ratio is the
percentage of the urban population served by tHdigpwater utility and ranged from 52%

(Kisumu) to 88% (Nairobi). The percentages of uoaoted-for water were high: 45% (Nakuru)



to 82% (Kisumu) of the water produced was ‘lostedo the dilapidated state of the pipeline
infrastructure and/or illegal connections. As faater metering, only an estimated 25% of the
consumers in Nairobi were properly metered. In abiger four urban centres, percentages of
metered connections were much higher (76-90%)s Inithis line that this study sought to
investigate on financial performance of water ssrvproviders licensed by Rift Valley Water

Service Board.

1.3  Objectiveof the Study
The objective of this study was to investigate amaricial performance of water service

providers licensed by Rift Valley Water Service Bba

1.4  Significance of the Study

The study will build a case for evaluation of watempanies in terms of their performance in
key performance indicators in water sector. Stakighre will be able to stride. This information
can be used to generate recommendations on segiciep, program strategy and management
of service delivery and improvement. Furthermotes study will act as a tool to provide
feedback to the companies as a public service agentheir strengths and weaknesses in
delivering its services as commercial entity. Thelg will provide feedback to the Government
through the Rift Valley Water Services Board on sluecess WSPS on financial performance
after water sector reforms. The WSPs studied utieeRift Valley Water Services Board will

also share the results and recommendations witlr @thter service providers in the country.



CHAPTER TWO
LITERATURE REVIEW
21 Introduction
This chapter gives the literature review of thedgturhe chapter is divided into sections. One of
the sections gives theoretical review of the stutiych explore water scenario in Kenya, water
sector reforms in Kenya, commercialization of palater utilities in other countries and theory
on financial performance. The other section disesigsast studies while other sections give

general literature review and summary of the study.

2.2  Commercialization of Water ServicesIn Kenya

Commercialization of water and sanitation servit@sthe first time featured in the Session
paper No. 1 of 1986 on Economic Management for RedeGrowth. The paper suggested
decentralization of water and sanitation servicesthie Local Authorities from Central

government that was seen as having the necessampniattative and technical capacity to
efficiently run the services.

In line with the Sessional Paper, GTZ which waspsuiing water and sanitation Projects in
Kenya moved to the Ministry of Local Government dadned Water and Sewerage Operation
Unit (WSOU).WSOU'’'s goal was to ensure that wated aewerage services in selected
municipalities were self sustaining (Lotz,1995)OWS later changed the name to Urban Water
and Sanitation Management (UWASAM) focused on &aegid.ocal Authorities to form fully
fledged water and sanitation departments (WSDsh vatitonomous powers within the

municipalities.

In 1995 a workshop was held in Nairobi and attenojedhe piloted municipalities, Ministry of
Water and Development, Ministry of Local Governmemtd GTZ that resolved that the
formation of water and Sewerage Companies be tensdevel. In 1997 three water companies

namely Kericho, Eldoret, and Nyeri were registemsdtompanies.

In a Sessional paper No.1 on the national wateicyan water resources management and
development (G.0.K 1999) the Government of Kenysedsd that water is one of the most



important resources for man's survival. In recagniof this fact, it instituted Water Supply and
Sanitation Programmes in various parts of the aguot bring water closer to the people. The
National Water Master Plag.0.K. 1974), had indicated that portable water wmaade
available, at a reasonable distance, to all houdshay the year 2000 through the establishment
of water supply schemes, sinking of boreholes, ttonagon of catchment dams and provision of

the conveyance infrastructure in the form of piged furrows.

By the 1980s and 1990s the Kenyan water sectodamulonger adequately cope with the ever-
increasing challenges. Deficiencies in the managémiewater and sanitation installations were
responsible for the growing disconnect of watersige both rural and urban areas. Insufficient
maintenance and shortages of funds for operationght to a halt the extension of services to
new and fast growing settlements. Insufficient costovery was the cause of increasing

interruption of water supply, dwindling water qugland falling coverage.

The World Bank Report of 1994 defines commercil@ato be characterised by the Institution
having clear and coherent goals focused on defhgerservices, having autonomous
management and enjoying financial independenceve§uon estimates done by JICA/GOK
(GOK/JICA 1990); on the Kenyan water supply sitoiatindicate that about 64 per cent and 40
per cent of the country's urban and rural poputaticespectively have access to safe drinking
water. This has been achieved through provisionsofne 330 gazetted water sources
countrywide, accounting for 80 per cent of the edrpopulation; the rest (20 per cent) of the

population is supplied by the non-gazetted schemes.

This has resulted in the sector attracting a largmber of operators such as the Self-Help
Groups, Organized Communities and NGOs, who wisttad and operate their schemes. Their
efforts have positively impacted on the Sector,ohiitherto relied heavily on the public sector

for the development and management of the wateuress. In the Economic Survey released
by the government (GOK, 1990) it was revealed thmtggetary constraints is the main

bottleneck in the development of the water seclbe problem has been compounded by the
water tariff regime in place, which does not cotrex cost of services rendered. In a liberalized

socio-economic framework, it would not be advisathlerefore, to continue spending public



funds on utilities whose operational costs caneasustained.

In order to ensure sustainable water schemes,ftherghere was need to apply commercial
principles and make water a product that has @ @i to remove the mentality of free water.
There is nothing that is free. Water has a co$tet@ble to reach the consumer. This is the cost
that must be paid for. The Government, has allotihedformation of these companies so that
they able to improve the services and recover fherational costs from the consumers. The
Government on its part is to take care of the dgwekent of the assets in the country. The

Companies are managed by Boards of directors sdlé@m the private sector.

The water sector reforms in Kenya began in the 18i80’s with the reports generated from the
water resources assessment programme (WRAP) andatienal Water Master Plan of 1992
(NWMP, 1992). The challenges which were noted dutirtese studies lead to the formation of a
water policy to address the challenges of the iMater Act cap 372 (1972). The water policy
was finalised (NWP, 1999) in 1999 and it culminatetb the Water Act (2002) which was
enacted and became effective on March, 18, 200i3. fds led to radical reforms in the water
sector, where water management and water servigeispn is handled by two separate
institutions, Water Resources Management AuthdyrRMA) and Water Services Regulatory
Board (WASREB).

The Water Act (2002) also provides for the chandewater resources management from
political boundary based concept to catchment mamagt approach. Based on this approach
and the drainage network in Kenya, six catchmesdsere created each drained by one river
system or several rivers and their tributaries. sehare Lake Victoria North, Lake Victoria
South, Rift Valley, Tana, Athi and Ewaso Nyiro NariThe national WRMA office located in
Nairobi regulates the activities of the regionalficefs. Stakeholder participation is
institutionalised at the region through the CAAQw aVater Resources Users Associations
(WRUAS).

The massive problems in the water sector negatiaffgcted progress in other areas such as

public health, agriculture, industrial productiondatourism, to name a few. By the end of the
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1990s the Ministry of Water Irrigation (MWI) couldo longer allow the situation to further
deteriorate and commenced a thorough reform inoresp to increasing pressure of public

opinion and to seek long-lasting solutions for itenifold problems in the sector.

The comprehensive water sector reform processhidmtbeen implemented in Kenya over the
last five years has brought about a high level oflemnization in the sector. It has gradually
increased the efficiency of government institutiamsl commercialized organizations for water
and sanitation, as well as for water resource memagt. It has oriented the sector along the
international framework towards which the GoverntneinKenya has committed itself- above

all to the millennium development goals (MDGS) &munan rights.

2.3  Financial Performance Measures of Water Sector

Financial analysis is the process of identifying filmancial strengths and weakness of the firm
from the available accounting data and financialeshents. The focus of financial analysis is on
key figures in the financial statements and theifigant relationship that exists between them.
The analysis of financial statements is a procéssvaluating relationship between component
parts of financial statements to obtain a bettedesstanding of the firm’s position and

performance.

The analysis of financial statements is an impartd to financial analysis. They provide
information on how the firm has performed in thetpand what is its current financial position.
Financial analysis is the process of identifying filmancial strengths and weakness of the firm
from the available accounting data and financialeshents. The focus of financial analysis is on
key figures in the financial statements and thaiBaant relationship that exists between them.
The analysis of financial statements is a procéssvaluating relationship between component
parts of financial statements to obtain a bettedesstanding of the firm’s position and

performance.

2.3.1 Metering Ratio
Metering ratio is defined as the number of conmastiwith operational meters compared to the

total number of connections. Metering enables a W§HEhange consumers according to what
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they have actually consumed. It is also a criticadl for controlling Non Revenue Water
(especially commercial losses) and for managing qagita water consumption. WASREB
inspections have established that most of the WiBRwt have accurate and reliable measuring
devices (master and consumer meters) and theredtyre@n estimates to determine production
and consumption. Low metering ratio is a thredirtancial sustainability of the WSPs, directly

translating into poor service and large revenusdss

2.3.2 Un- accounted For Water
Un- accounted For Water (UFW) is defined as theedihce between the amount of water produced

for distribution and the amount of water billed ¢consumers. It results from a combination of
physical losses (leakages) and commercial losgdéegél connection/water theft, unmetered public
consumption, metering errors, unbilled metered gomnion and water use for which no payment is
collected. The Global Water Supply and sanitation AssessmegpoR indicated that the
distribution systems are the major factors contniguto the physical losses. According to this
report Africa has the highest rate of unaccountedvater followed by Asia, Latin America and
the Caribbean. Management through concerted eft@h early enough eliminate commercial
losses at minimal costs as they tackle technicads which may be due to dilapidated systems.
Unaccounted for Water takes over 50% of all theewptoduced hence a huge loss to the water
service provider. The levels of UFW act as a measidrfinancial performance in the water

sector.

2.3.3 Cost recovery/sustainability
According to Global Water and Sanitation Assessi2€00 Report Sustainability development

was defined as “development that meets the needbeopresent without compromising the
ability of the future generations to meet their owgeds”. Functional Sustainability is the ability
of the Institution and its finances to carry ondoafter the initial excitement of the system
inauguration. The question that the functional austbility answers is whether the system will
survive or will only be put into disuse becauseeatial funds or skills for operation and
maintenance cannot be found .Environment Sustdityabn the other hand asks the question
whether the system operations will damage the enment and thereby damage the health and
prosperity of the future generations. Environmeust8inability will also answer the question as

to whether the operations today will damage theemwsdurces to the point where future services
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become difficult or impossible to maintain.

The Water and Sewerage sector has always foundteagt money for capital investment but
have had it very difficult to maintain the sustdilgasystem. A system cannot be sustainable in

the long run if its costs cannot be recovered dingaenue collected.

2.3.4 Revenue Collection Efficiency
Revenue collection efficiency is defined as thaltatnount collected by a water service provider

compared to the total amount billed in a given qerit gives an indication on the effectiveness
of the revenue management system in place and qoasty the amount of resources available
to the water service provider. It also reflectstoosers’ willingness to pay, which is closely
correlated to customer satisfaction with the sendcwater service provider provides. Paddey
(1999) describes Revenue as the value of goodereices supplied to a customer. The water
service providers will receive revenue from watales.According to WHO (1994) only about
60% of the revenue due from the 20-50% of the wttat reaches the consumer and hence
billed is collected. This is as a result of poonswmer records combined with inefficient billing
and collection practices not to mention the unelhpcactices like illegal connection due to low
staff morale.

24  Theory on Financial Performance

24.1 Positive accounting theory
There is no one theoretical framework within whichconceptualize such a study but rather

there are strands of a number of theories. Chaingascounting policy and resulting changes in
profitability and funding are, in part, a resporieemanagers making self-interested choices.
Newly-appointed managers may have perceived thaflie could be derived from measuring
their performance from a low base and taken adgandéthe opportunity to utilize discretionary
accruals by shifting income to the post-corporétsaperiod and recording write-offs and
increased depreciation in the pre-privatisationqaerThis deliberate exercising of accounting
policy choice falls within the framework of posiiaccounting theory (Watts and Zimmerman,

1986) as the managers of water entities soughirestrve” earnings for future years.

2.4.2 Agency Theory
The agency theory aspect of positive accountingrthprovides a framework for examining the
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economic incentives that could motivate manageraaftoice of accounting policies. Watts and
Zimmerman (1986) includes government regulation palitical costs (e.g. income taxes) as
suggested factors that would influence managertheir choice of accounting policies. Such
choices may include revaluation of assets to gil@neer rate of return in order to justify price
increases or the use of ‘discretionary accrual€all, 1985). Agency theory would therefore
lead us to expect changes in accounting practicaegiperiods of environmental and regulatory

change as experienced by the companies.

The change from local body entities to companied,feom an engineering culture to a business
culture encompassing shareholder expectations, iggdv motivation for newly-appointed
managers to maximize their personal objectivesiridtmice of accounting policies influenced
their ability to achieve those objectives. Thus thesearch can be framed to some extent by
agency theory aspects of positive accounting thdargddition legitimacy theory has been used
to explain the behaviour of managers and the psooé®rganizations adapting to a changing
environment. Both theories acknowledge the intewaadf organizations and their environment.
Water Sector reforms placed a number of confliciingssures on managers as they sought to
obtain legitimacy for their entities, and balaniceit own expectations with those of shareholders

and consumers. These interactions took place walsceptical and challenging environment.

25  Empirical Review

The historical and economic context in which conuiadization is implemented has a crucial

impact on the outcome of the policy. In a studyelonGuinea found that the water sector was in
crisis before commercialization in 1989. The stunlyicated that the utility was under-funded

and over-staffed. Collection rates were very low an1987 it was estimated that only 15% of

those billed, paid for the water. The network wasery poor shape with unaccounted-for-water
(UFW) at 50% and a connection rate below 40% (Meaad Clarke 2000).

A major study was funded by the government, theltvVBank and the UNDP and undertaken by
a private consultancy firm, Coopers and Lybrand, @m.assess the issues in the water and
sanitation sector in Zambia and inform the govemmnadout the possible reform strategies. The

study found that the revenues of urban suppliekereal 83 per cent of total operational and
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maintenance costs in 1987 (Coopers and Lybrand)198hen this is compared to the average
cost recovery of 67 per cent in 2005 it becomesirmart to ask what has gone wrong in the

process of commercialization.

In Gabon, on the other hand, the water utility weesforming well before privatisation.
Assistance in the privatisation process was pralioe the World Bank’s International Finance
Corporation (IFC). According to Francois Wohrewastment officer in IFC's privatisation and
financial advisory group, SEEG (the utilities oftbhoGabon and Guinea have the acronym
SEEG) was a 'relatively wealthy company' in bestepe than many African utilities. Speaking
just before the contract was awarded, Wohrer Sdidy have been showing limited losses but
will make a fairly decent profit in 1996...The compaves a little messy before 1993 but there
has been a nice cleaning process over the lastetlygars. There is no overstaffing and the

company is quite well managéd

The utility in Senegal was also performing well dvef privatisation. Following financial
difficulties and the need for major investment,orais began in 1993 and in 1996 a ten year
lease contract was signed with a Saur-led consorknown as Senegal aise des Eaux (SdE).
Before the privatisation, water services withinamrlcentres were well managed by the public
utility, SONEES. Labour productivity was high (7r@g00connections in 1994), UFW was at
30% in 1994. 80% of the population had access tem{&erf 2000). However, the company’s
financial position was overshadowed by non-paynfisngovernment agencies and low prices.
Aside from any efforts by the investors, followipgvatisation the financial position was greatly
improved thanks to a World Bank loan of $247m (Toéghet al 2002).

In Cote d’lvoire the water utility SODECI was priized in 1960. Operational performance has
always been very good (until recently). There hesnbhigh water quality, a high collection rate
from private users (although not from public usehsyh labour productivity (8 workers per
1000 connections in 1987); low levels of UFW (abd®Co in 1987 — similar to Western
Europe). In 1987, the sector suffered a severendiah shock when an ambitious expansion
programme coincided with macroeconomic shock angredsed demand for water. Large

industrial users which were paying the highestsratearply reduced their water consumption,
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meanwhile poor consumers increased theirs but fzéy less so while the total number of
consumers was unchanged the total revenue fell. EBXD® remuneration was about the same
for all tariff levels but the revenue available government was reduced substantially. The
contract was renegotiated for a further 20 yeannfi987. During renegotiations, the authorities
managed to negotiate a 20 percent reduction ifette paid to SODECI by suggesting that they
might allow other companies to bid for the conti@dénard and Clarke 2000).

In a study done in Guinea by Menard & Clarke, tearg after the start of the lease, found that
UFW was still high at about 47%. The structure s tontract meant that the private operator
had little incentive to reduce UFW (Menard and &4a2000). In Gabon a study findings showed
that losses on average were about 14% (TremoleNaate 2002). In Senegal, leakage was cut
from 31% to 22% (although this was still higher rththe 15% target set in the contract)
(Tremolet, 2002). In Cote d’'lvoire, UFW has beemsistently less than 20% in Abidjan since
the early 1960s and was about 16% nationally (Meeaad Clarke 2002s). However — following
recent social tensions in the country — the figoreUFW is reported to be increasing and now
stands at about 23% of water production (Tremde2.

In Guinea one of the first effects of privatisatisras a massive increase in the extent of
metering. Before reform about 5% of customers hadking meters. By 1996 98% of private
customers were metered and 100% of administratbtomections were metered. Bill collection
from private customers improved initially but tHedl when the price increased. The collection
rate fell from 75% of the amount billed in 1989-@0under 50% in 1991-1992, recovering to
around 60% in 1993 where it stayed. The fall inemtion rates was due to the increase in the
price as water as well as the fact that the govemrstill fails to pay its water bills (Menard and
Clarke 2000).

In Gabon, customers were already paying their b#ifore privatization when levels of recovery
on monthly billing for electricity and water wereoand 93%. According to the IFC adviser on
the project before the privatisatioReople are paying their bills quite well -- ths & very high
level of compliance for developing country, and helps to explain the irgefeom bidders

In Senegal, bill collection was also good beforeairsation but it improved from 91% to 97 %
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due in part to government starting to pay theitsbéls well as adopting a strict disconnection
policy (Tremolet 2002). In 2002 it was reportedttha many as 12% of existing connections
were not in service in the area of operation in ¢hpital, Dakar. The rate outside Dakar was
even higher (Tremolet et al 2002).

In Cote d’lvoire, collection rates from the privaector are high but they are low from the public
sector. By the early 1980s, metering was almostarsal and billing was executed efficiently
with a computerised system. However, this achieveroenceals a substantial social cost in the
form of disconnection of non-payers. Private secisstomers have been routinely cut-off for
non-payment and households were entitled to recifree ‘social’ connection only once. In
1997, it was estimated that SODECI carried out A7 forced disconnections and in some of
SODECI's areas of operation, up to 20% of connesti@re inactive (Tremolet and Neale 2002).
Collection rates from the public sector (which agcued for 25% of total sales) have been much
lower. SODECI is unable to cut off public sectotiggs for non-payment (Menard and

Clarke 2000).

In Guinea, the financial position of the privateemdor improved rapidly as a result of
improvements in billing and large increases inffimriln 1996, the company made profits of
$3.2m (Menard and Clarke 2000). In Gabon, turndvas risen and since its first year of
operation, SEEG has paid dividends to its sharensldn 2000, the company reported a profit
of $6.89m and in 2001 this rose to $9.67m (Tremaled Neale 2002). In Senegal financial
results are not available (as the company is rsdédi on the stock exchange) but they are
reported to be disappointing due to demand falbefpw projections although the company is
now posting stable profits (Tremolet et al 2002). Gote d’lvoire, the utility SODECI has
remained profitable since 1986 and profits werer@gghing $4m in 1996 (Menard and Clarke
2000).

2.6 Summary
Lack of access more often results from sociopalitimctors and institutions that constrain
delivery, than from scarcity of water resourcestilthe late 1980s, the supply of water in the

vast majority of developing countries was entrustegublic companies. But the latter failed to
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make the infrastructural investments required twvjole water services to all, and poorer regions,
neighborhoods and people were often neglected. Bress that were connected to public water
supplies suffered from unreliable service, an iatian that maintenance was also insufficient.
By the early 1990s, reforms involving commercidii@a of water services—the application of
principles of cost recovery and profit maximizatieand private sector participation were being
proposed as a way to increase investment in watkvedy networks, improve access for all

sectors of the population and reduce the burdgmblic services on government finances.

In the water sector, one of the most common wayisrioiging in the private sector is through
concession agreements, via which the state, whil@ning ownership, transfers the right of
operating the water utility to a private companwt Bhe commercialization and privatization of
water services are controversial. On one handetisestrong opposition from large segments of
society that question the treatment of water puaslya commodity, rather than as a human right.
On the other hand, water fee increases as a caomsegwf reforms are predictably unpopular,
and users have voiced their concerns, sometimdsentiy, often bringing reforms to a halt.
Moreover, increases in water fees tend to be regeshurting the poor more than other

segments of society.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter discusses the research design, thay gtopulation, sample and sampling
procedures or techniques which will be used. Ib alsscusses the instrumentations and data
collection procedurerhe study is expected to be carried out for a plesioone and half months
between August 2012 and mid September 2012.

3.2  Research Design

This study adopted a descriptive survey methodci@s/e survey method was good for this
study since it involved an investigation which atfgs to describe and interpret what exists at
present in the form of conditions, practices, psses, trends, effects, attitudes and beliefs. This
method was the most ideal for this study as itngted to analyze important aspects of the
financial performance of water service providers.

3.3  Study Population

Population according to Mugenda and Mugenda (28&f)s to the entire group of individuals,
events or objects having a common observable clesistcc. It's not feasible to reach the entire
population or the universe in any research becafidanmitations in terms of time and other
resources thus the need to identify and definexgerenentally accessible population for the
study which should have the desirable charactesidtr the study from which to choose a
sample (lbid). The target population for this stwdgs all water service providers licensed by
Rift valley Water Service Board. Currently, the Bbahas ten (10) licensed water service
providers within its jurisdiction.

34  Sample Method and Sampling Procedure

There are ten water service providers licensed iftyMalley Water Service Board. The study
adopted census method to get a sample. All thevéder service providers licensed by the board
were sampled. From the ten water service providieng; senior managers from different
departments were purposively sampled to fill in theestionnaires. These departments were
purposively picked since they were assumed to lbenoan in every water service provider and
were in position to give required information pertag to financial performance of the water
service providers after commercialization. The ngens that were sampled from each water
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provider company include commercial manager, fieamanager, technical manager and human
resource manager.

3.5 DatacCollection

Data collection instruments were developed whickilifated collection of information.
Questionnaires were the main data collection insémt. Also secondary data from
financial/audit reports of the water service prev&lwere used. The study considered data from
the year 2009 to 2012. Questionnaires were delivéserespondent who filled them and the
researcher collected them. Secondary data wasnebt&diom relevant department. Examination

of records was also carried out.

3.6 DataAnalysis

Data collected from questionnaire administereceta@ managers of the water service providers
was coded and entered into the computer by uskststakt package of social scientist (SPSS)
version 17. It was cleaned in readiness for amalyBiescriptive inferential statistics and
frequencies were used to analyze the various asabhe information was presented in from of
table, charts and narrative form.

The regression model that will be used will be

FP=a+ BM + B,UFW + B;CR + BRCE +e

Where:

FP=Financial performance is the dependent variald is measured as return on assets
(profitability)

a= minimum value of the dependent variable if ladl independent variables are zero

M- Metering ratio- Number of connections with opeyaal meters compared to the total number
of connections

UFW- Unaccounted for Water —difference between #mount of water produced for
distribution and the amount of water billed to comers

CR- Cost recoveryRecover of all of the costs associated with a waystem, programme or
service to ensure long-term sustainability

RCE- Revenue Collection Efficiency —total amouniteszied by WSP compared to total amount
billed in a given period

e=Error
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CHAPTER FOUR
DATA ANALYSIS AND RESULTS
4.1  Introduction
This chapter gives the results of the data coltkared data analysis approaches that were used in
this study to achieve the objectives of this stadg the results of the analysis. Data obtained
from the field was verified, coded, entered in tdoenputer, cleaned and analyzed using SPSS

(Statistical Package for Social Science).

4.2  Background information

The analysis of financial statements is an impartd to financial analysis. They provide
information on how the firm has performed in thetpand what is its current financial position.
Financial analysis is the process of identifying filmancial strengths and weakness of the firm
from the available accounting data and financialeshents. The focus of financial analysis is on
key figures in the financial statements and thaiBaant relationship that exists between them.
The analysis of financial statements is a procéssvaluating relationship between component
parts of financial statements to obtain a bettedesstanding of the firm’s position and
performance. The report analysis on financial grentince was based on four key performance
indicators namely: metering ratio, Un- accounted @ter, cost recovery/ sustainability and
revenue collection efficiency. Together these iatbes give a good picture of the performance
of a WSP and, in aggregate, the overall sectoropednce. Data used in the performance
analysis was generated from questionnaires tha¢ Wiked by WSPs management and cross

checking of reports provided by the WSPs.

4.3  Findings of the study

431 Metering Ratio
The average performance on this indicator was ksit&ol to be 55.6% in 2009/10, 59.5% in

2010/11 and 65.8% in 2011/12 for the WSPs that wtrdied. The Overall average for the three
years was established to 60.23% which is belovb&rehmark of 100%. It was established that
only one WSP had attained 100% metering ratio. &tm@ment in metering ratio was noted from

2009/10 to 2011/12. Metering enables a WSP to ehaogsumers according to what they have

actually consumed. Low metering ratio renders a Vid&mRmercially unsustainable and lead to
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inefficient use of available resources. From timelifig, where only 1 out of 10 WSPs is able to
achieve 100% metering, there is need for the W8Hmd ways of increasing the number of
metered consumers and ensure that all are opeshtianstudy report on performance of WSPs
in the Kenya by Water Service Regulatory Board2@99/10, it was established that only 17
WSPs (27%) in the country were within the accegtaelctor benchmark (WASREB, 2010).
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Figure1l: Metering Ratio

4.3.2 Un-Accounted For Water
Un- accounted For water result from a combinatibphysical losses (leakage) and commercial

losses (illegal connections/water theft, unmetgreblic consumption, metering errors, unbilled
metered consumption and water use for which no payns collected). It was established from
the study that the average WSPs UFW in 2009/10 46a83%. This increased in 2010/11 to
52.1% but dropped in 2011/12 to 45.68%. The overatrage for the three year was established
to be 48.17%. This is far much above the sectoe@able benchmark of 25%. The high level

may be attributed to lack of accurate and reliabkasuring devices (masters and consumer
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meters) thus resulting to reliance on estimates.

The study established that UFW may be higher tlaheged from the questionnaires as it was
noted from WSPs’ audit report. A case is given &l RUWASCO where the UFW in quantity
was 5,446,702 famounting to 62% of the water produced in 2009/&hy&a National Audit
Office, 2010)
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Figure 2: Un- Accounted For Water in percentage

4.3.3 Cost Recovery/ Sustainability
Every WSP incur operation and maintenance costs.costs include administration, personnel,

energy, chemical cost and maintenance of planteguibments. Cost recovery ratio measures
the ability of the WSP to meet its costs againstrévenue available. The sustainability of WSP
is assured if it attains the benchmark of the seetoich is 150% (WASREB, 2010).It was
established from the study that some WSPs did ae¢ klata for this. The average coverage in
2009/10 was 100.67%, in 2010/11 it dropped to 8B.6#d rose in 2011/12 to 91.63%. The
overall cost recovery ratio was established to BeO®% which is way below the sector
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benchmark.
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Figure 3: Cost Recovery ratio in percentage

4.3.4 Revenue Collection Efficiency

From the finding of the study, it was establishiedt tthe average revenue collection efficiency
stood at 82.05% in 2009/10 improved to 92.52% ih@201 but dropped to 87.41% in 2011/12.
The overall average for the WSPs over that peridthree years was established to be 87.33%.
From the study, 3 out of 10 WSPs were establisbdthve revenue collection efficiency of more
than 100%. This can be attributed to in-ability WISPs to differentiate between current
collections and arrears which is a factor affectatigthe WSPs. It was established from data
analyzed from WSPs’ audit reports that almost lal WSPs were not able to collect all the
revenue in a given period which led to accumulatbrarrears despite them selling water on
cash which is paid within fourteen days from thadibilled. This has led to WSPs failing to
meet their needs opting for loans and subsidies fgopvernment. The WSPs end up under-
performing and experiencing difficulties in meetitigeir obligations. In a study conducted by
WHO (1994), it was established that only about Gfi%he revenue due from the 20-50% of the

water that reaches the consumer and hence billsmlected.
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Figure 4: Collection Efficiency in Percentage

4.3.5 Billing Efficiency
From, the finding of the study, 5(50%) WSPs coubd @stablish their billing efficiency. From

those that their billing efficiency could be estabéd, only one WSP has 100% billing
efficiency. The average billing efficiency for the 2009/10 was 69.5% which improved in
2010/11 to 72.8% and further improved to 73.8392041/12. Billing play an important role in
revenue collection as consumers will pay for whalthave consumed. Laxity and inconsistence
in billing affects the paying behavior of consumenso failed to pay resulting to Non Revenue
Water. In-ability of management to monitor theiltibg system amount to losses in WSPs. From

the study finding, the overall average of 72.06%ay below the sector benchmark of 85%.
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Figure5: Billing efficiency in percentage

4.3.6 Debt Management
Debt management is one of the areas accordediaftentd measures put in place with specific

performance targets to be achieved. One of thetsxf WSPs is to reduce the number of days
of outstanding debts. The challenge facing moshefWSPs is in-ability of their systems to do
debt age analysis which can help them recover aelper the period the debt was incurred. The
study established that only 20% of the WSPs hadrdscon data Management but also they
were not complete. As established from secondary dathered through documents provided,
all the WSPs were not able to manage their deb& dhronological manner and even debts
arising from arrears were at times treated as &véor a given month. All the WSPs could not
separate debts for the three consecutive yearsr wtdeéy and would only report their debts

cumulatively.

4.3.7 Profitability Ratio
From the finding of the study, it was establishbdttonly 6 out of 10 WSPs had data on

profitability ratio. Only 2 out of 6 WSPs that heetords on profitability posted positive profit. It
was established from the finding of the study thajority of the WSPs were running at loss as
shown in the figure below. As established from seleoy data, WSPs profitability is being
affected by high level of UFW, poor billing, hugeldds and high operation costs.
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Figure 7: Profitability ratio in percentage

44  Financial performance M odel

The analysis of financial statements is an impdr&d to financial analysis. They provide
information on how the firm has performed in thetpand what is its current financial position.
Financial analysis is the process of identifying fimancial strengths and weakness of the firm
from the available accounting data and financialeshents. The focus of financial analysis is on
key figures in the financial statements and thaiBaant relationship that exists between them.
The analysis of financial statements is a procéssvaluating relationship between component
parts of financial statements to obtain a bettedeustanding of the firm’s position and
performance.

The regression model that was used was;

FP=a+ BM + B,UFW + B;.CR + BRCE +e

Where:

FP=Financial performance is the dependent variald is measured as return on assets

(profitability)
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a= minimum value of the dependent variable if fladl independent variables are zero

M- Metering ratio- Number of connections with opgeraal meters compared to the total number
of connections

UFW- Unaccounted for Water —difference between #mount of water produced for
distribution and the amount of water billed to comers

CR- Cost recoveryRecover of all of the costs associated with a waystem, programme or
service to ensure long-term sustainability

RCE- Revenue Collection Efficiency —total amounitestied by WSP compared to total amount
billed in a given period

e=Error term

The study finding analysis yielded the following;

Table 1: Model Summary”®
Model R R Square Adjusted R Square Std. Error of the Estimate

1 938 .88( 400 1.195918265427438k1
a. Predictors: (Constant), Revenue Collection kgfficy, Cost Recovery , Metering Ratio, UFW
b. Dependent Variable: Financial Performance

The rough interpretation of’Rn table 1 above is that 88 percent of the vaain the
dependent variable can be explained by variatian(d)e independent variable(s).

Table2: ANOVA table

ANOVAP
Model Sum of Squares df Mean Square F Sig.
1 Regression 1049.43¢ 4 262.35¢ 1.834 .499
Residual 143.023 1 143.027
Total 1192.454 5

a. Predictors: (Constant), Revenue Collection kgfficy, Cost Recovery , Metering Ratio, UFW
b. Dependent Variable: Financial Performance

The table 2 above shows the “ANOVA table” for tlegnmession. ANOVA stands for Analysis

Of Variance — specifically the analysis of variaticn the FP scores. The variance of the

residuals (or errors) is the value of the mean gaaor or MSE—here it is 143.022.
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Also in this table 2 we get the F test. This tekts hypothesis that the predictors shows no

relationship to Financial performance (FP).

The value of the test for our data is F(4,1) = 4.83

From table 3 below, our values&fB;, B>, BzandB, are listed as “unstandardized” values, and
their standard errors are in the second column.

Table 3: Model Coefficientstable

Coefficients®

Standardized

Unstandardized Coefficient Coefficients
Model B Std. Error Beta t |Sig.
1 (Constant) -393.874 180.161 -[.273

2.184
Metering Ratio .796 .574 1.67( 1.383.399
Cost Recovery .982 633 .733 1.551.365
UFW 2.384 1.384 2.504 1.723.334
Revenue Collection 1.325 .748 1.1859 1.771.3271
Efficiency

a. Dependent Variable: Financial Performance

The results show that, taken together, there aleeféects by the different category variables on
the WSPs’ financial performance and explain 88 grof the variance in performance. Thus, as
a whole, the model appears to be a modestly rqivasdictor of financial performance. However,
none of the individual independent variables igidiaally significant—it cannot be said,
therefore, that at the level of individual variahlewhether the ‘effects’ to ‘financial
performance’ are due to something more than chdnche same way, results showing a sign

that is not consistent with expectations cannatdid to be real effects.

Thus our study model now will be
FP=-393.875+ 0.79%8 +0.982CR+ 2.386UFW + 1.329RCE
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45  Summary and interpretation of the findings

The average performance on metering ratios wadlestad to be 55.6% in 2009/10, 59.5% in

2010/11 and 65.8% in 2011/12 for the WSPs that werdied. The Overall average for the three
years was established to be 60.23% which is bef@wbenchmark of 100%. It was established
that only one WSP had attained 100% metering ratiprovement in metering ratio was noted

from 2009/10 to 2011/12. From the finding, only dt @f 10 WSPs is able to achieve 100%

metering. The findings shows that majority of tleempanies have not been able to meter their
consumers or if they have, the connections are dotrar meters are faulty. This translates to
loss of revenue affecting the financial performaotthe WSPs and the RVWSB at the end. An
assessment that was done by Water Service ReguBdard on average performance of WSPs
in the country in 2009/10 indicated a meteringarati 82% which was below the bench mark of

100% but was an improved from 2008/9 (WASREB, 20T0)s implies that WSPs under study

are performing poorly compared to the national ager

It was established from the study that the avel&$Ps UFW in 2009/10 was 46.73%. This
increased in 2010/11 to 52.1% but dropped in 20116145.68%. The overall average for the
three year was established to be 48.17%. Thisaisnfuch above the sector acceptable
benchmark of 25%. The study established that UFW bw higher than gathered from the
guestionnaires as it was noted from WSPs’' audionteA case is given of NARUWASCO
where the UFW in quantity was 5,446,702 amounting to 62% of the water produced in
2009/10. In a report by WASREB on performance ofR¥2011/12 it was established that high
levels of UFW have huge financial implications. @total billing of KSh 541 million for rural
WSPs and KSh 11.6 billion for urban WSPs and camsid their average UFW is 63% and
45%respectively, the total amount lost in 2010/Eh de estimated at KSh 10.4 billion
(WASREB, 2012). From, the same report, it has kestablished that the average UFW for the
country has stagnated at 45% since 2009/10, rengaat a level almost double the minimum
acceptable level of 25% (WASREB, 2012). In factydieru Water Company has been able to
keep UFW at an acceptable level. Current UFW letralsslate to financial losses of KSh 9.5
billion annually, which is about a quarter of thenaal sector budget. The continuously high

UFW levels threaten the financial sustainabilitytte water services sector.
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It was established from findings of the study #@ne WSPs did not have data for cost recovery.
The average cost coverage in 2009/10 was 100.6vV281i0/11 it dropped to 88.63% and rose in
2011/12 to 91.63%. The overall cost recovery ratas established to be 93.93% which is way
below the sector benchmark. A study on performaoic&VSPs in the country in 2011/12
conducted by WASREB shows the average performattamed an average of 120%. While the
sector average was within the acceptable benchroahk six (6) WSPs attained in the country a
cost recovery ratio of more than 150%, which inthsathe long term sustainability of a WSP
(WASREB, 2012). The finding of the study can beeipreted that RVWSB WSPs are
performing poorly on cost recovery except for a famd still rely heavily on government

subsidies

The study established that the average revenuectiolh efficiency stood at 82.05% in 2009/10
improved to 92.52% in 2010/11 but dropped to 87.44%011/12. The overall average for the
WSPs over that period of three years was establishée 87.33%. From the study, 3 out of 10
WSPs were established to have revenue collectianegicy of more than 100%. The findings of
the study are not much different from the sectashasvn in WASREB IMPACT report of 2012.
From the report, the average collection efficienggrginally improved from 82% in 2009/10 to
84% in 2010/12 (WASREB, 2012). It is also evidemini the study that some WSPs have not
been able to separate between payments for cusiéing and arrears collected. Some WSPs
record revenue collection efficiencies of over 100®% assessment of WSPs in the country in
2010/11 showed that five (5) out of 35 WSPs repbctalection efficiencies above 100%, which
implies the inclusion of arrears (WASREB,2012).

Net debtor days assume that amounts are billedhdoeg not been collected. Billing efficiency,

on the other hand, measures the amount of watdrtat has been billed. While uncollected
bills affect the cash position of a WSP, unbilledes affect its revenue potential. From the
finding of the study, five (50%) WSPs could notadxdish their billing efficiency. From those

that their billing efficiency could be establish@wly one WSP has 100% billing efficiency. The
average billing efficiency in 2009/10 was 69.5% evhimproved in 2010/11 to 72.8% and
further improved to 73.83% in 2011/12.
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The challenge facing most of the WSPs is in- abiit their systems to do debt age analysis
which can help them recover debt as per the pehediebt was incurred. The study established
that only 20% of the WSPs had records on data Mamagt but also they were not complete.
On study done by WASREB 2010, the findings shovet thiver 60 percent of the total WSP
revenues, that is, over two-thirds, have accumdlaseaccounts receivable in their 2010 balance
sheets (WASREB/WSP, 2011). This may in part betduaherited legacy debts for which bad
debt provisions have not been made. Creating pomasfor bad debts will improve the net
debtor days, as this indicator accounts for debtetof provisions. In study done by WASREB
in collaboration with WSP in WaterCAT interviewstliutilities indicated very low billing (and
collection) efficiency scores. Less than half o tltility managers interviewed believed their
billing systems were adequate and efficient, relgasdof their shadow rating (WASREB/WSP,
2011). Inadequacies range from lack of consumeordsc inadequate updating of customer
accounts, outdated systems used for monitoring,cadegorization of receivables by customer

type and age, fragmented information managemedtptrer administrative problems.

From the finding of the study, it was establishbdttonly 6 out of 10 WSPs had data on
profitability ratio. Only 2 out of 6 WSPs that heetords on profitability posted positive profit. It
was established from the finding of the study thajority of the WSPs were running at a loss.
As established from secondary data, WSPs profitalsl being affected by high level of UFW,

poor billing, huge debts and high operation costs.

From the overall findings of the study, it showe financial performance of RVWSB is below

average. Using the model in the study, it was dstedd that the performance score was 40.64
which is far below the sector benchmark of 85 &abdished by WASREB.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
51 Summary
Unfortunately there is limited information availabh the public domain to establish an accurate
picture of the performance of these WSPs. Stilbagrall impression can be given and a number
of limitations can be established. In summarygertras that considerable improvements can be
made on all indicators that are used in this repofhe assessment shows that all service
providers in the case study areas have limitatoonalmost all performance indicators. Technical
efficiency is low to medium for WSPs because ohhigFW. From study the level of UFW is
almost double the minimum acceptable level of 25%e continuously high UFW levels
threaten the financial sustainability of the wagervices sector. This implies that WSPs under

study are performing poorly compared to the natiamarage.

The findings shows that majority of the companiasehnot been able to meter their consumers
or if they have, the connections are dormant oremseéire faulty. This translates to loss of

revenue affecting the financial performance of Wi8Ps and the RVWSB at the end. All the

WSPs under study have their metering ratio bel@vith0% sector bench mark.

The overall cost recovery ratio was establishethéd93.93% which is way below the sector
benchmark. A study on performance of WSPs in thetty in 2011/12 conducted by WASREB

shows the average performance attained an avefa@208. While the sector average was
within the acceptable benchmark, only six (6) W&Rained in the country a cost recovery ratio
of more than 150%, which indicates the long terstanability of a WSP (WASREB, 2012).

The overall average for the WSPs over that peridithree years was established to be 87.33%.
The findings of the study are not much differeonfrthe sector as shown in WASREB IMPACT
report of 2012. It is also evident from the studgttsome WSPs have not been able to separate
between payments for current billing and arreatlected some WSPs record revenue collection

efficiencies of over 100%
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While uncollected bills affect the cash position @fWSP, unbilled sales affect its revenue
potential. From the finding of the study, five (5Pp%/SPs could not establish their billing
efficiency. From those that their billing efficigncould be established, only one WSP has 100%
billing efficiency.

The challenge facing most of the WSPs is in- abiit their systems to do debt age analysis
which can help them recover debt as per the pehedlebt was incurred. The study established
that only 20% of the WSPs had records on data Managt but also they were not complete. In
study done by WASREB in collaboration with WSP inadCAT interviews with utilities
indicated very low billing (and collection) efficiey scores. Less than half of the utility
managers interviewed believed their billing systemese adequate and efficient, regardless of
their shadow rating (WASREB/WSP, 2011). Inadequacaage from lack of consumer records,
inadequate updating of customer accounts, outdaisiems used for monitoring, non
categorization of receivables by customer type age, fragmented information management,

and other administrative problems.

The finding of the study can be interpreted thatV'/RSB WSPs are performing poorly on cost
recovery except for a few and still rely heavily government subsidies. It was established from
finding of the study that some WSPs did not hava diar this. The average cost coverage in
2009/10 was 100.67%, in 2010/11 it dropped to 8B.6#d rose in 2011/12 to 91.63%. The
overall cost recovery ratio was established to BO®% which is way below the sector
benchmark. A study on performance of WSPs in thetty in 2011/12 conducted by WASREB
shows the average performance attained an avefd@®%.

From the finding of the study, it was establishadttonly 6 out of 10 WSPs had data on
profitability ratio. Only 2 out of 6 WSPs that heetords on profitability posted positive profit. It
was established from the finding of the study thajority of the WSPs were running at a loss.
As established from secondary data, WSPs profitalsl being affected by high level of UFW,

poor billing, huge debts and high operation costs.
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52  Conclusions

The findings of the study suggest that financiafqrenance of the WSP under Rift Valley Water
Service Board is below average. The analysis hasvisithat predictor variables are highly
correlated with financial performance .This impligsit poor results in any predictor variable
will affect overall financial performance of the \WS The performance of the Board in water
sector is assessed on how WSPs under its jurisdgcperforms. From the finding of the study, it
can be concluded that Rift Valley Water Service @d@ancial performance is poor since the

WSPs are performing below average.

The financial performance has been affected by hegbkls of UFW across all the WSPs, low
profitability ratio among majority WSPs, poor deatio and management and inefficient billing.
While efforts are made to grow investments in theta, high levels of water losses to be
experienced, translating to huge financial lI0s$®ASREB inspections have established that
most of the WSPs do not have accurate and reliagl@suring devices and therefore rely on
estimates to determine production and consumpEon effective management of UFW, it is of
utmost importance to switch to accurate measurity lat production, distribution as well as
consumer level. UFW is a threat to financial sumgthility of the WSPs, directly translating into
poor performance and large revenue los§ks. fact that WSPs have not been able to increase
their Operation and Maintenance Cost Coverage slioatstoo many WSPs are still operating

under unjustified and unsustainable tariffs.

The results of the study have also highlightedassihnat affect WSPs across the board, which
may need to be addressed through policy changelarge amount of accounts receivables in
the books of WSPs is one such policy issue. Uncitllile receivables may have to be written off
as bad debts and policies on recovering measunes ¢tasses of clients that habitually delay

payment of water bills, such as government agenfoegxample, may have to be put in place.

The major obstacle/challenge that faces all the 3VBPthe in-ability to separate between
payments for current billing and arrears collectedvenue collection efficiency of the WSPs
cannot be measured accurately as long as WSPotime a position to separate revenue from

arrears.
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Metering has also been a challenge that has beablisked in the study where WSPs are not
able to meter all their consumers. Metering enabl&¥SP to charge consumers according to
what they actually consumed. It is also a criticall for controlling UFW and for managing per
capita water consumption.

The negative performance trend can be explainaddmlequate execution of core activities such
as professional investment planning and monitoeagvell as the delegation of infrastructure
operations to WSPs or local communities (in thalrgetting). In fact, the biggest weakness of
RVWSB is the absence of investment plans suffityetitailed (to pre-feasibility quality), for
further development through feasibility studies dinéncing plans. The consequences are low
value for money in investments or poor impact eestments and unacceptably low investment

realizations despite continuously rising budgeelsv

5.3  Policy Recommendations

In order to effectively address UFW, utilities hake put monitoring systems at production,
distribution and consumer levels. Moreover, WSPsukh focus on reduction of commercial
losses. These generally represent about 40% dfN&®/ yet their mitigation does not require
major capital investments. Also, the WSPs shouldspingent measure like patrolling of water
mains, maintenance of water mains and meteringitb kigh level of UFW that will in effect
reduce the high water tariffs and improve revenakection. Also WSPs can put in place
measures to deal with rogue staffs who sometimagibate to water losses by colluding with

consumers who have illegal connections.

The WSPs should keep records of their activitieBeg@ble to know their status at glance. Small
WSPs which have rural setting have no elaborata gabmission systems which hamper the
efforts to keep track of their financial performan@he increasing number of WSPs who submit
data indicates a growing appreciation of the imgowee of accurate information in the planning
and operation of water services. Challenges, howegenain in terms of data quality and the

timeliness of data submission.

Also the WSPs should improve/upgrade their systeansure that age of debt can be monitored.

The WSPs should involve private sector in bringgfiiciency and improvement in the O & M

36



services for self sustainability. WSPs should stioward improving billing systems by using
state-of-the-art information management systemsnbooed with a focus on customer

management to deliver substantial results withshat time frame.

54 Limitations of the study

Due to data release constraints, this study wilyy de able to provide a broad overview of
performanceThe increasing number of WSPs who submit data ategca growing appreciation

of the importance of accurate information in thenpling and operation of water services.

Challenges, however, remain in terms of data quahd the timeliness of data submission.

The study adopted all WSPs under Rift Valley W&ervice Board without categorizing them in
terms of their sizes, capacities and their areapsration.To ensure a level playing field in
analyzing performance, WSPs need to be categofiztdby size and second, by the operating
environment (urban or rural.o account for significantly different operatingv@onments in
urban and rural settings (population density/geplgiaspread, state of infrastructure, level of
economic activity, availability of external supportperformance needed to be analyzed

separately for urban and rural WSPs.

The study focused on a few key performance indisatbhe sector has nine key performance
indicators but only four were evaluated. The steduld have adopted all the indicators but
opted for only four. This may be constraining thedy as other indicators may also have impact

to the performance of the study.

55  AreasSuggested for further Research

It appears that record keeping is a challenge aaitbshe WSPs. The study suggests a further
study on impact of record keeping and managemeimancial management of WSPs in Kenya.

A majority of the urban population lives in low mme areas, yet these areas continue to
experience inadequate services. It is evidentitiiatmation on water and sanitation coverage in

these areas remains scanty.
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Performance of a WSP can be influenced by its sapacity and location. The study suggests a
comparative study on financial performance of rawadl urban WSPs and factors affecting their
performanceSize is a key factor with respect to the sustaligbof WSPs. Larger WSPs
command a large share of business, making it pesfibthem to charge lower tariffs and still
remain viable. Small WSPs, on the other hand, éyleer unit operating costs, which makes it

hard for them to be viable.
It appears that very little has been done to dgvaloaudit framework for financial performance

in various water companies. It is suggested tHatther study be conducted in this area to look

at other aspect which impacts on financial perforoeaof Water service provides.
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Appendix |: Research Questionnaire

Financial performance

1. Give the following details in term of financial pe@mmance of the company for the past
three (3) years. Give the ratios in terms of peags change.
Ratio 2009/10 2010/11 2011/12

Metering ratio

Remuneration increment ratio

Cost recovery ratio

Un- accounted for water

Billing efficiency

Revenue collection efficiency

Debt management ratio

Profitability ratio

2. In your opinion, how has the water service provigerformed in terms of the following.
Tick where appropriate
Aspects No Slight Great

change I mprovement I mprovement

Maintenance of water mains

Payment of staff

Water supply network

Provision of working facilities

Debt payment

Procurement of goods and

services
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