2.4 Heman Resources

1.

It seems that jobs are divided into very small scgmcnts, each assigned to onc
employce. White this scheme gives them a clear objective, it may also give them
wrong job achicvement goals without considering efficiency improvements in
performance. Furtherimore, many small segments result in thinly spread management

and supervision time over subordmatea

_ While there are obviously a lot of managers and employces who are highly motwated

and devote themselves to accomplishing the objectives dnd goals of their units, theére
appears to be 2 morale issue in MWSS. Contributing factors may be as follows:

- Low compensation and lack of incentive sysicms |

- Lack of rcoognitioh of subordinates by middle and upper managers

- Slow promotion due to limiled available positions

- Bureaucratic red tape and slow decision making process

- Few rolc ntodels in m:dd!e and upper management

-’lhs e'qstmg Perforinance Appralsal Ralmg (PAR) system maml) focuscs on

mdwndual performance and is not dosngnod to cncourage team or group cfforts. Itis
not directl) integrated with cither cash/non-cash mccntne sy. stcms or compensahon
consequently it docs not motivate employces as originally plzumed In addluon itmay
not be appropﬂatu to apply a unificd evaluation system | to 'ﬂl cmplowcs since they
hwc jobs of different nature requiring different skalls .

Many lrammg programs (such as off thc jOb lrammg) are prowdcd for
ofﬁccrs!cmplo;ccs Wi uhout any sy stcmallc schcme through “h:ch thcy can de\elop
and improve their skllls stcp by stcp throughout thur carecr. Thesc tra:nmg programs
should be Sy s{cmamtd for - efficient and effectivé  skills dc‘eiopnu,nt of

officers/femployees.
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3. Streagthening Plans
3.1 Institution

The fundamental causc of incflicient and ineMective operations at MWSS is dircctly refated to its
institutional setup and is mainly duc to the Jack of incentives for competition as well as of the
application of commercial principles because of the natural govermment-owned intcgrated
monopoly. In order to cope with these institutional issues, two key approaches, “unbundling™ and

“private scctor patticipation =(PSP)" were studied for possible restructuring of the MWSS

organization and its opcrations. These two approaches will introduce compelitive and commercial .

principles to the operations thus creating incentives for better performance and casing’

goveramental controls.

Taking erganizational, physical and geographical setup into consideration in assessing the

unbundling Process: and options for the waler supply function of MWSS, the Stud) Team 1dcnhﬁcd

. five b'asm optlons for unbundling as follons

Option 1: Functmnal Unbundling
Option 2 chrcgahon between P!annmg/Dc»elopmcnt and Routine Opuratlons
Option 3: Unbundling between Wholesale and Rclall
Optibn 4: Unbundling by Water Source
| 'IO'ption,S Unbundlmg Retail Operatmns b) ch:on

M\Vés opcratibns 'shéuld Bc also brokén up bi",t\t'één arcas in \\'hich private sector pénicipation
{PSP) is suntablu for cfﬁcncnt opcranons duc to its conuncrcnal and économic nature on the ong E

" hand, and arcas in \\thh pub‘hc aulhont) must be imposed such as resouree management, program
dey clopmcnl r»gulalor) and monitoring activitics. Unbund!mg of operations nceds to be

considercd mth the possible introduction of PSP,

The Study Team pcrf'o;_rmcd a'n.qxicnsivc sfudy on the futare orgauizatibn:of MWSS,'ih'cluding '

typcs of ownership ahd manégcmcnt coupled with unbundiing"md PSP. Numerous 'oplidns ﬁir the
fulure orgamzauon were considered and thu follomng four OpthllS were identified for m—dcplh

analysis:
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Optién {: Full Corporatization

Option 2:" Partial Privatization

Option 3: Unbundling and Privatization
Option 4: Full Privatization

As a result our study reached the following conclusions: -

" Corc MWSS functions that includé resource management, planning and programming,

infrasteucture development, and operations and maintenance of wholesale arca shall
remain as a GOCC. MWSS shall own the entire assets of infrastructure, from sourcing
through treatment and transmission to distribution, in order to maintain the intcgrity of

water supply system and to achieve cconomy of scale.

"The Customer Service Area shall be divided into two or more units and privatized through

* asale of franchisés. One mode to accomplish this in customer service and distribution will

! be the establishment of a joint venture between MWSS and the privatic sector (Option 3:

 Unbundling and Privatization.)

" As an initial step, one service sector or two in the Customes Service Arca {CSA) could be

' privatized on a pilot basis. Thereafter, all or most scctors i.ﬂ']l follow according to the

expericnoe gained previuosly.

[

ln the mfrastructurc dev clopmcnt area, BOT or sumlar schemcs shall be prcnnoled for the

1o e\pand capltal assets w nhout incurring any burden on the goxcmmcmal budget (Opllon '

2: Partial ananzahon) However, those schemes must be carefully introduced since

MWSS has no cwpencncc with this modc of PSP.

T the opcrations and mamtenancc functlon of lhc \\holeS'l!c operalmns M\VSS will bc

able to enter inlo a management contract with the private scclot to 1mprmc malnlmancc :
and logistics on a short term basis (Option 2: Partial Privatization). As a long term
s!ralcg), MWSS may be able to estabhsh a joint venture with that sector to provide

cnginecring and maintenance scrviess o MWSS. In ordér 1o secure financing for the
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major rchabilitation projects on the existing treatment plants or other facililics,' MWSS
may sell franchiscs to the privaté sector to operate those facilities bascd on a ldasc or a

COnCession are angemcm.

- The fundamental issuc in MWVSS sewerage and sanitation operations is lack of public awarencss on
the importance of public health/safety and prevention of environmental degradation; hence, both of
those operations have received less altention and lower priority from the GOP, MWSS and the

“intémational lending agencies to date.

There arc two major isstes in this regard; onc is the low priority of program development and
imp!cmcnteition, and the other is the difficulty in operating on a full cost recovery basis. The study
was conducted on several options of the future sewerage and sanitation operations including

_indepcndcncc'from MWSS and operations transfer to other agencies.

“As a result, our sludy.conélu’dés that MWSS should retain both the scwerage :and sanitation
operations and create an independent and scparaic operating unil apart from water sdpply

operations within MWSS (Option 1 - Llndcpcndcnt Opefations from Watcrworks). The new

sewerage and sanitation unit would be headed by a Deputy Administrator who reports dircctly to-

the Administrator or any other senior executive with the stature to secure autonomy and

independence on budgel, personncl, and day-to-day decisions for the sewerage and sanitation

- . operations. In the long sun, an independent scwémgc and sinitalion system from MWSS (Option

2 - N cw Public Lntcrpnsc lndcpcndcnl from MWSS) may bc sought as capltal pro;ects and

- opcrahons cxpand

3.2 Organization

‘Thé objective and goal of organizational strengthening is to transform MWSS into a more efficient
and effective organization.© Key strategics to be formulated here are centered . around

decentralization, ¢émpowenuent and rightsizing,

The 0pcrati6n§ Area and CSA, which r'eqhirc daily routine dpcratio'ns and inunediate attention to
' customcrs roquosts, Sh'l” bc scgregated from the Adniinistrator’s direct responsibility and placed
~under a Chicf Opcratmg Ofticer (COO) at the SDA les d Another strategy is for sectoralization

in the customer service function to be fully implemented and formatized. In the long run, the CSA
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and/or a service scetor may be able to gain greater autonomy and independence from headquarters,
while they assume more financial responsibility and are held accountable for the results of theic

opcrations.

In order to avoid a lengthy and slow decision making process due to involvement of too many
deciston makers and organizational red tape, powers and dutics for the Administrator, SDA, DAs,
department and division managers and scction chiefs shall be redefined after a thorough review of
the MWSS bylaws and the corresponding assignment and delegation of authority. The objective of
the review is to transfer arcas that require day-to-day attention from upper mmxagcmént to a lower
hierarchy in the organization. Upper managemcirt will thus be freed from daily routine work and

problcms so that they can devote time to more critical management issues.

~ MWSS has been reducing the nuniber of regular and casual employcees for the past several years,

Adjustments in the size of organizations will be continuous dug to rationalization by information -

: techndlogy, contracting out of non-mission aclivitics, transfer of eXCess personncl‘to strategically

- important functions and cmployment pollcy MWSS has to be prupared for massive reduction in

casual cmployces especnally in the Conslructlon Management Arca, lf future w&!cr _souree

'de\elopmcnl projects are m1plemented lhrough PSP, such as BOT or similar schemes.

‘Based on the stratcgles for organizational strcngthemng dlscusscd above, the f‘ollowmg shoutd be

cons;dered in the morgamzauon

1. A ccnlrahzed orgamzahon d:rwtl) hcadod by the Admnmstrator should concentrate on
- resource plannmg and managcmcnt engmocnng and conslruct:on ﬁnancc 'md
- administration.. o _ . . _
2. A decentralized organization headed by COO or SDA should bc dircetly involved in -
operations and customer service. The Opcratibns arca should be further divided between
the waterworks and lhc sewefage and sanitation systeins. o
| 3 Cotplan, MIS and PM&E should be oombmcd to enhance pIannmg and momtormg
capacity and to maintain mlegnty in the planning and momtormg cg, cle. |
4.  The Enginccring and Construction Management Arcas should be combmed after major :

capital expansion pmjccls are completed.
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5. Ancw department in the Construction Management Arca should be created, with all
excess casual employecs to be pooled/assigned. This department will provide common
work as a back office for FAP and L¥Ps.

6. Part of the material management functions WWSD and PMD) should be integrated with the
facilitics and cquipment maintenance function (CMD).

7. The MWSS Action Center shoutd be transferred to the Customer Scrvice Area.

On December 6, 1995, just before finalizing this Final Report, _Ma?acanang {The Office of the
President) fssued Exceutive Order No, 286 (EQ 236) morganizing M\WVSS and LWUA pursuant to
Republic Act No. 8401 othenwise known as the National Water Crisis Act of 1995, At the time of
writing this Final Report, MWSS is being reorganized according to the EO 286 which contains key
changes of the MWSS organizational structure recommended by the Study Feam - The following

lists the major points of the new MWSS organization: -

* Appointment of two (2) Senior Deputy Administrators, one for Operations and Customer

Service and the other for Resource Dcvclophacnt and Management

-+ © Appointment of four (4) 'Depulyj Administrators, onc (1) for Engincering and Construction,
one (1) for Finance and Administration, and two (2) for Cpstdmér Service (District 1 and
2). '

& 3 3 Operations

. 10 cf&cu\ t,l) fulﬁll its corporatz, nussmn and to achieve long- tcnn ob;uctn;s and goais \‘lWSS
: nccds lo dcxclop a corporate planning process for long-, modlum and short term plannmg cyclcs
and to monitor progress of such plans based upon pre-dctcrmmcd pcrfonnanoe measurenients at

various levels and functional areas.

‘As a road map for MVVSS’s short-term business goal, the budget is supposed to be prepared based
upon 'ictivitics ncwséary to atlain such a goal, sct by MWSS managemem during thc oorpc;ralc o

planmng proccss T'hcn, is also a need to introduce the conccpt of pmﬁt center \-.hen,bs cach

opcralmg funcuon or unit \\1I1 bc fi nancmll) evaluated.

"In the Engincering and Construction Management Areas, MWSS should steive for development of

management guidelines and dissemination of engincering data and information sharing in order to
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improve communication among partics concerned with construction projects and to expedite the

overall project process.

The Sectoralization Scheme should be formalized through persistent negotiation with DBM in due

- course, as ISP takes place and is included in the 1996 MWSS budget. In the long run, care should

be taken that the service sector boundarics correspond to the municipal boundarics, through

changes in hydraulic Jayout as pipelines are replaced and rehabititated.

The implementation of ISP, which is onc of the most critical opcrationai strengthening projeets of
MWSS together with CMP, should be reprioritized, and required resources should bé identified,
reassigned and rescheduled to avoid further delay in implementation. MWSS should also

formutate the second phase of ISP (ISP-11) to cnhance and improve the systems to be put in place

" under ISP-1.

" 3.4 Human Resources

© At present, MWSS emptoys appré-ximatély 7,800 regular and casual employees. * The number of

employees and their functional composition will gradually change over ‘th_e next 20 years due to

- various fabtors_such as fewer predicted major construction projects after the year 2005, a conSiaﬁt

increase of work volume in customer service and contracting out some routine operations to the

© private sector.

The following table '_'summa‘rizc's:thc results of the projection for the total number of regular and -

casval em ployces and the niumber of personncl for work to be contracted dut:
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Table 4.2 Projected Number of Employces

Descriplion Present | 2000 | 2005 | 2010 | 2015

Service connections (in 000) 7991 1063 1,549| 2092% 2,83}
[Scptage tanks desludgéd {in 000) 500| 1034 | 1034| 1886} 1886
A(})_R»ggg!ar cmployecs 4616 | 4,576 4805] 4980 5,195
{2) Casual employces 3,180 2,18Y | 1.827]| 1055 941
(3) MWSS employees {132} | 2,796 6,751 6632| 6,035| 6,136

$1af171,000 connoctions 93| 60| 40| 27| 20
{4) Work to be contracted oul 855] 1,430 1950 23587 2,991
(3) Total (3)+(d) 8651 s181] 8582 ] sé22| 9127

The projection shows that the total number of employees will decrease by 1,660 from 7,796 to
6,136. The number of regutar employees will increase by 579 from 4,616 to 5,195 because of a

rapid increase in service connections, while the number of casual employees will decline drastically

from 3,180 to 941 mainly duc to the completion of major expansion projects after the )ear 2005 '

c\ccpt renovatmn pro_lec{s

 MWSS nceds restructiring o become nore. r05p0ns"ivc, so the future organization and its

. opcrati_ons should be éharact_t;_rizcd as follows:

* . More mission, goal and customer orientation
. Decentralization throu gh bettcr corporate plannmg and empo“cmm:t
. ET'ikmg advantagc of prvate seclor participation (PSP)
. ,Ex{cnsu.t, use of mfonnatlon tcchnolog) '

o ‘:: 'fntroducllon of con’uuercml aﬂd compctmu, pnnc!plcs

As the characteristics of the MWSS oiganization and operations change in the i;uﬁlré, thcjr will also

roquiré achangeof skill-sct from existing employees. Emphasis on required skills and capabil‘ity in
the future will s_hiﬁ.from implementation to planning, from infrastructure development to Q&M

and R&D, from rcincdics to préﬁenﬁon énd from hlantlal clerical work to compulcr-a“islcd work.
' Smcc HRDisa long-tmn 1ssuc sfralcglcs for human resourcc dery dopment should be: d».,[’mcd in

tenms of the futurc mix of oon, skills and compctmc) roqumd by MWSS.
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HR management arcas to be improved are enhancement of employee motivation, introduction of a
job rotation systeém, review of position litles, job description and qualification standards, and

cstablishing higher goals and targets.

3.5 Water Sector Activities

The future R&D strategies to be implemented are: concentrating R&D activities in key areas,

creating Special Interest Groups (SIGs), introducing team-oriented R&D projcct organization, and

~ promoting joint projects in conjunction with other research institutions. In order to effectively

carry out these strategies, a medium-tern R&D plan supported by _eiclion plans for individual

- activitics should be drawn out.

Inthe arca of public relations, the fields of public awareness, health education and hearings should

" be further enhanced fo maintain closer relationship with the gencral public and stakcholders.
Especially, MWSS should formulate a strategy for a boltont-up approach through mobilizing a .
| grass root movement by resident forces basod on th{: barangay (stnallest admlmstratm. umt) or

“other smali community. unions.

Ineﬁment opcralu)ns and delay in mf‘raslructurc dcvclopmem are partly attributable to \\cak
water-related domcstlc mdustncs that arc not sufficiently capable of mecting the requirements of

MWSS. The necessary eﬂ“orls to dc\'clop these mdusines \ull be rcqu1rcd at three levds ic.,

national, water scctor and MWSS Stratcgles to be 1mtqatcd by GOP mcluclc the prcparallon of -

mdustw dc\clopment plans for targetcd sub-scctors and gov cmmcnlal mccnuu,s and assistance to

éncourage local productlon Watcr scctor m:tlahvcs mcludc the cstabhshmcnl of nauonal _

watcmorks standards !hrough participation m PWWA activities. ' As for MWSS, transfus of =

SOMC Service delucry n.spons1b1lmcs {o the private scctor through moblhzmg PSP in the form of

- delegated contracts witl be required.

4, Proposed Projects
'4,¢ Corporate Planning and Monitoring

“This project aims at strengthening organizational capabilitics through the development, and

”implcmcmati'on of the corporate planning, budg’eling and monitoring process, its purposes in

MWSS being as follows:
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* : Clarification of Directions - To establish common goals and objectives, strategics
and plans to clarify the corporate dircctions

* Integration of Plans - To intcgrate expansion project and functional plans into an

overall corporate plan in order to maintain their integrity and consistency (including

also the budget’s) for better coordination of busincss activitics

*  Resource Re-deployment - To optimize allocation of management resousecs to
various projects and operating units through well coordinated corporate planning,
budgeting and monitoring processcs.

*  Decentralization and Empowerment - To facilitate decentralization and

cmpowerment through the iniplementation of the processes in the previous paragraph.

* The scope of the project will cover development of the corporate planning guidelines, formulation -

* of the medium-term corporate plan, preparation of the two-year rolling business plan, and

- development and implementation of a monitoring and evaluation procéss in the following phases:

Phase I - Developm:enl of Corporate Planning Guidelines: These will clearly describe corporate -

planniﬁg process, roles and responsibiilities' of the partics concerned, refated activitiés for
fonnulalmg a medlum terh (5 year) corporate plan, and a tw 0-)car rolling busmcss plan

and annual budget.

: . Phasell - Formulatwn of the Medmm~term Corporate Plan:. ’I“nc mcdmm—tcrm corporate p!an

: mll consnst of corporate pohcncs gmls and objccu\ os, slmtegncs expansion pro;cc! and

4

 functional phns and ﬁnancual pro;cchons

. Phase Il - Preparation of the Twn-yeﬁr Rolling Plan and Annual Budget' The two-yecar

rollmg business plan will cover short-term corporatc goals and objeclncs cxpansion

: pro;ect and funcnonal plans, and ﬁmncial pro;cclions _The annual budgct based on the‘

above plan, “:II cover fevenucs, - operating expenses by dcpartmmtfdms:on pro;cct

cwpend:lures debt service, cle. The budgdmg process will also cover preparation of

: pro;cctod financial statements and cash flow.
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Phase IV - Development and Tmplementation of the Mohitoring and Evaluation Process: This

process will be developed and inpleménted for the execution of Phasc 11 items,

4.2 Maintenance and Leogistics

This project aims at strengthening the operations and maintenance arca through the development of
maintenance guidelines and programs and the streamlining of maintenance and logistics operations

based on the business process re-cnginecring approach.

The scope of the proposed project will be divided into two components - the development of
maintenance guidelines and programs and the re-engincering of maintendnce and logistics

operating processes.

The development of maintenance gui_clclincs and programs will cover routine patrol and chcéks,
periodical prc\'c'ntivc maintenance and emergency rcpairs by focalion and type of facility and
. cquipment, w hilc the re-engmecnng work will cover both the mamtenancc and logistlcs operatlons
Rc—cngmecnng the mamlcnanoe operations will _include mamtemnce planmng, job order |
j momtonng, resource allocation 'md scheduling, maintenance and repalr “ork job costing and
f performance MeasuIcnIcht Processes. As far as logistics, it \\ il} mcludc procurcment plannmg and
‘ managcmcnt ru::ewmg and i lssumg, mwntory contro! and monitonng, ‘and inventory valuahon

" processes for materials, paits, tools and maintcnance _cqmpmcnt.

“The maihténg{nc‘l‘c and logistics project will be pcrfomie(i in t\:\'o phases as follows:
Phase | - Development of Maintenance Guidelines and Programé
« - Identification of facilities and equipment to be covered by this project
. Clarification of deficicncics and issucs on’ .lhe existing maintcnance policics,
standards systems and prooedun,s |
. Formulation of new matmcnanoe strategics, pohcws and standards as gu:dclmcs
. D;wefopment of now maintenance programs for sc!cclcd key facilitics and cqmpmcnt
«  Development ‘of action plans for .implemcn.ti:ig “maintenance giliécli_nc's and

programs,
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Phase 11 - Re-enginceving of Maintenance and Logisties Opera!ions
+  Study on the existing operating processes for maintcnance and logistics
e Devetopment of solutions to integrate and streamline these operations

¢ Development of an action plan for implementing changes.

4.3 R&D and Laboratory

i'ﬂ\is project ainis at strengthening MWSS R&D and laboratory testing capabilitics through the
" development of an integrated medivmi-term R&D and laboratory strengthening plan. The putposcs

in developing this plan are as fotlows:

* Clarification of R&D directions and strategics
¢ Prioritizing R&D and laboratory investments
»  Effective allocation of scarce R&D resources

»  Strengthening laboralory testing capability

“The soope of the proposed pro;cct \\11[ cover sclcctmg R&D subjects, scltmg up R&D projcct
teams and Special Interest Groups {S[Gs) labon!ory stn,ngthemng and dev clopmcnt of R&D
Skl“S in the following phaces R ‘ : _ . . ‘ g;i

Phase I - Development of R&D and Lal‘m‘i’aiory‘Strenglhening Plan: This medium-term plan
includes R&D goals and objcetives, strategics, R&D areas for focusing, skills to be
enhanced, equipent 1o be acquired, action plans and cost estimation for implementing the

plan.

Phase 11 - Implementation of R&D and Laboratory Strengthening Plan: Based on the above
medivm-term phn R&D project teams and SIGs will be formed, and required laborator}
. equ:pmcnt witl be procur-,d

4.4 Human Resources
This project focuses' on . strengthening drg‘anizalionaljcapabi!ilics through the planning,
“development and implementation of integrated human resoirce management and development

‘plans. [ts purposes are as follows:
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e Clarifying Human Resource Requirentents - Defining present and future human
resource requirements in terms of skills, compelency, and number of employecs by
function and hicracchy

*  Securing Reguired Skills and Conipetency - Developing and implementing a
comprehensive human resource development program based on the carcer path to
secure future skills and competency required by MWSS _

* Motivating Employees - Motivating managers and other employces by establishing
an integrated human resouree management program including appraisal system and

inccntive plan.

The scope of the proposed project will cover a study on present and future manpower and skill
requircments, development of human resource (HR) strategies, design of a carcer devclopment

program (CDP), formulation of a comprehensive human rescurce development (HRD) program,

. and review of the present appraisal sysiem and incentive plan for modification. The project witl be

exceuted in the féllom’ﬁg three phases:

© Phasel - Study on HR'Requi_i"ements; and CDP: The preseat manpower and skill requirements

will be studied based on a manpower audit, and so will future ones be also defined in this
phasc. Based on the latter requirements, several career path models 'will be designed and a

carcer development program developed for cach. |

Phase H IS Study on Human Resource Developmenl Program -A ﬁvc-yc'ar huniaﬁ rcsduroc

: dcx elopment progra.m will bc fonnulatcd to suppart thc carcer dcxclopmcnt program and

to develop rcqulmd skills in MWSS.

Phase ]ll Study on Appraisal System and Incentive Plan: The present appraisal system andj
the incentive plan will be evalvated to identify their wcaknesses and deficiencics. In
add:hon, the ex;stmg CSC rules, regulations and related administration/labor laws mll be
studied ‘to:idemi[‘y areas where MWSS will be able to ﬁlddify or changé the eﬁciéliﬁg, _
appraisal system and incentive plan. Then a new appraisal system, inccnti\'c plan and
reward system, which must be closely mtegratcd to each other, will be d051gncd and an .

action plan for implementation developed.
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4.5 Management Information System

This project ains at strengthening MWSS operational oapabililic's through a full implementation of
the present lnformation Systems Plan (ISP-1) coupled with that of the Change Management
Program (CMP) and plans for an enhancement of ISP-1 (ISP-11). 1t is critically important for
" MWSS to successfully carey out ISP-1and CMP to tay down the foundation for organizational and
opcrational improvements. To achieve this objocinc a pmjcct organization consisting of external
and internal expestise should be formed. The outside consultants, working on a full time basis on
this project, will provide tochnical assistance for reviewing the cxisting ISP-1 project status,
determining prioritics of implementation, re-atlocating resources, assisting implementation efforts
and developing a plan for the second phase of ISP {(ISP-II). The intemal experﬁse will be selected
from the existing ISP Project Team and user departments cross-functionally on a full time or

part-time basis.
- The scope of the proposed project \\jili:(.‘O\'c'l' the following areas in three phases:
Phase I - Project Review and Planning for 1SP-I .

+ . Review on the present status of the ongoing ISP-1 and CMP

*  Development of the revised implementation plan for ISP-I/ACMP.

~ Phase IE - System Planmng for ISP-11

Assessmcnt of the prcsmt ISP lto 1dcnhf) Ley addmoml roqulrcmcnts :

. Study on unp!cmentatlon scopc of OA/DSS systcm and olhcr ne“ apphcahon '

sg, stems

»  Development of the systei plan for ISP-11.

_ Phase lll - Implemeutatmn Support for lsP-!lC’\‘lP _

- Q',Owrall Project Managemcnt for the tmp!ementanon of !SP I/CMP
. 'Assmmg in user trammg and data conversion
e Assnaimg in defining ncw operating stand’ards and proccdurcs

-+ Development of Standard Operating Procedure (SOP) manuals.
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5. Evaluation

5.1 Quantitative Analysis

The project duration, the required eutside consultants and the cost of aoqnirfng consulling services

for the above five proposed projects are estimated as follows:

“Table 4.3 _Estimaled Project Duration and Cost

Proposed Project Duration | Consultants (M/M) | Consulting Cost
. | (Months) | Overseas | Domestic | {Million Pesos)

Corporaic Planning and Moaitoring .
Strengthening Project (CPMSP) 15 19 17 16
Maintenance and Logistics Strengthening ' -
Project {(MLSP) 6 12 12 10
R&D and Laboratory Strengthening : . .
Project (RDLSP) _ 5 T 6 b
Human Resources Strengthening ijecl . : : N
(HIRSP) . - 1 13 | 15 i2
Managenient Information System : o o C o
Strengthening Project {(MISSP) ' 20 - 32 96 C 40

. Note: Duration in months

Judgmg from the abmc tach MISSP rcqum,s the largest nmnagcmcnt FCSOUICES. in terms of cost

2 and hme followed by CP\!SP HRSP MLSP and RDLSP.

The cos;ts for these projects méy Bc: pértially funded by imemhl cash gencration (ICG) -MWSS .

may also scck ﬁnancnal and techmcal asssstancc from mtemanonal donors through NEDA, since its

~ own intemal rcsources arc madequatc to e\iccute the pro;e»:ls Costs mll be recovered through - _

i m\provcd O\crall corponte pelf‘ormance cxpectcd hlgher emplo)ee produclmly, and more

effective use of managemmt resources to av o:d wastcon a med:um-tcrm basis.

5.2 Qualitative Analysrs

Thc Srudy Team cvaluatcd the five proposcd pmjccts from the vw\\pomts of cons:stcncy withthe
corporate mission, technical and financial fcasxbaht), e\pocted bencﬁts potcnt:al nsks and o

"urgency. The following table summarizes results of the quahtame anal)s|s of the five projeets:
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Table 4.4 Qualitative Analysis of Proposed Projects

Project - | Consistency | Feasibility | Benefits Risks Urgency | Overall
[ cpmsP High High | Medium | Low | Mediom | Medium |
MLSP High Medium High Medium High High
RDLSP Medium Low Medinm Low Low Low
HRSP Medium Mediom Medium Medium | Medium } Medium
MISSP High | Medium | Righ Medium High | High

As a result of the overall cvaluation, MISSP and MLSP are at the highest priority followed by

CPMSP, HRSP and RDLSP.
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Part V

Fmancnal Study :






PartV Financiai Study
1. Review of Current Operation

1.1 Financial Performance
111 Profitability

MWSS’s financial performance was reviewed for the past five years from 1990 to 1994. It
recorded its highest proﬁtébility in 1992, when the profit ratio (operating profit to total operating
revenue) was as high as 26.3 percent. 72 percent of net income was from operations and 28
percent from interest. For FY 1994, net income went down from a peak of P1,194 million to
P6567 million. During this two year period, the increase in operating revenuc (from P3,245
million to P3,774 im’l!iou) was more than offset by that in operating expenses (from Pl 070-

miltion to P} /413 million), depreciation {from P623 miltion to Po00 million) and ﬁnanc:all

: charges (from P632 mllhon to P1,048 million). In 1994 almost half of the net mc0mc was

earncd from interest incémc (P331 million).

' MWSS’s profitability is still‘ respoctable as cohlparcd to profi t-scéking companies bt in 1994
. barely managed to satisfy tile rate of rctum (ROR) on net fixed asscts of 8 pcrccnt cal!ed for by -
- ADB. Itis doubtful that this loan covenant wnll be met in 1995

.‘ Allhough the signifi cant increase m deprecnatnon cxpense Was pnmanly caused by thc shertenmg ;
" of useful hvcs of ﬁxcd assels, and theref‘om lt w1tl not further inflate in the future (e‘cccpt for that

* caused by annual revaluation), opcrahng cxpenscs and financial charges arc cxpectcd to grow

continuousty. Considering that MWSS currently may not be spending adequately in operation
and maintenance mainly for the purpose of : satisfying the ROR covenant, the future profitability

* . needs to be closely watched.

The financial data for the first six months of the year 1995 sh§\vs that gr'oss'f rovenue decreased
to P1,840 million froﬁ P.l ,889 million fof the same pcribd tast Iyear; Likewise net income went
down from P348 million fo P110 million. What is very alamming is that P108 hxiﬁion out of
P110 miltion came from interest income meaning that MWSS camed almost ﬁothing from its

operations. This situation was mainly caused by increased personnel expense.
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* The sewerage/sanitation operation has;sho\m better profilability than the watcr operation partly
because of the change in the way overhead expenses are allocated.  The cureent methodology is
in accordance with the recommendation made by an iBRD consultant but may be resulting in an
unduc burden for the water opération now. Good profitability is also duc to the fact that the
Sewerage Systém Department is not doing what is expected, ie., regular desludging of septic

: tanks.

MWSS’s profitability may be summarized as follows:

»  The operating revenue is helped by the relatively high tariff level, the benefit of which is

morc than offset by the ineffective operations as cvidenced by the high NRW rate

' reselting in less volume of water billed.

. Good interest income is the result of the large cash balance partially made possible by

 the past equity contnbutlon by the GOP. _
* - The favorable geographloal setup and the good quality of raw water result in less burden
- for power and chemical spending. S '

. MWSS s opcratmg CXPENSC sPendmg c;pomally in prwmtwc mamlcnanoe may hav

- been curtailed to generate sufficient income to satisfy the ROR reqmrcmcnl T hc high

E NRW rate may be the result of this.

. ' Thc sa!ary Ievcl of the 1\JIWSS pcrsonncl has bccn dctermmed lrrospectwe of I 1ts ﬁnancral

_ pcrt‘ormance due to the fact that 1t is'a GOCC and its perswmel '=.rc cwll seivants.

1.1.2 l;iciuidity

MWSS’s current financial position is very sound because of the past eqﬁity contribution by the
Gop and long: Icrm loans from IBRD and ADB. Almost 97 percent of asscts were funded by
ﬁmds of a Iong term natun, at FY[I 1994

. MWSS has épént c\&tensivcly in infrastnicture investments sinee ils inception, and the fotal assels

of P31,794 million at FYE l994 was more than cight tinies the opcratmg [CVenue, ncgalmg thc

high proﬁtablhly in terms of return on assets or equity.

- Asscts mainly consist of fixed assets in the amount of P25,750 million at FYE 1994 (including




construction in progress) subject to revaluation for inflation cvery year, further increasing the
importance of fixed asscts on the balance sheet. At FYE 1994, the fixed assets consisted of
original investment of P20,342 million and accumulated revaluation of P19,497 million, net of

accumulated depreciation of P 14,089 million.

© Othet important asscts are cash and accounts reecivable. The cash balance of P3,413 million at

FYE 1994 was almost 11 inonths worth of operating revenues. On the other hand, the accounts
receivable balance of P1,569 million was more than S months sales, well above what IBRD and

ADB call for.

~Virtually all of MWSS’s financing is of a long-term nature, which contributes to MWSS’s

_ healthy financial position.

. 1.1.3 Financial Capacity

: l‘or the ﬁve- year review pcnod the toLaI cash receipts of P19, 206 mx!]lou consisted of intemnal

cash generation from operatrons (6] 6 %), debt ﬁnancmg (27 8%) and equny ﬁnancmg (10. 6%)

~'The share of external financing was rclatively small mainty because not too r}mny major capital
‘projects wcrc:undcrtékcn for the period. Also the seif-financing ratio (IOCal financing vs. forcign
i nancmg) was e»:ocpnonally high. ‘It was supposcd tobe around 40 percent but will be as low as.

25 pcrccnt in lhc l‘uturc reﬂectmg the GOP’s msufhclent ﬁnancaal capacny

“In companson the total caeh dlsbursemcnts of PIS 114 m:lllon for the rcwew perlod were sphf

bct\\wn capital e\pcndlturcs (40.9%) and d:’bt scrvxcc paymcnts {59. l%) The cash receipts
exceeded the cash d:sbursm}cms by 6 percent. This resulted in an increase in cash balance by

P},092 mitlion or almost 50 percent over the year 1990,

Dbt semc» capacﬂy ratio as dcﬂnccl by the covenant of the forugn loans was 123 percent for .
; the )uar 1994 barely cxoecdmg the n,qumd 120 pcrccnt As debt service roqmremcnts are
: expected to go up in the foture, it goes without saying that morc income from operauon i necdcd'

~ while at the same time MWS$ will have to spend more in operation and maintenance. ’I"hcmforc-_,

its future in tesms of financial capacity may not be as favorable as before.



1.2 Tariff

1.2.1 Overview

MWVSS is authorized by its chartcr RA 6234 to design and fix the level and structure of the tariff

on its own as long as the defined rate of return on capital asscts does not exceed 12 pereent. In
reality, however, as a GOCC and public éofporatiOn it cannot revise the tariff without consulting
higher decision-makers. In faét,‘the current tanft was last revised in 1992, and the MWSS

policy to change it annually at least for inflation has been disregarded for three years.

The présent taniff is sct separately but not independently for water and sewer/sanitation. The

sewer/sanitation charges are based on the water service charge.  Although there are other line

items in the current tariff structure such as inaintenance service charge and metering charge,
- those based o monthly service volume account for almost 100 percent of the total revenues.

“The ratio of water revenuc to scwer/sanitation revenue is about § to 1.

The average water service charge per onc cubic meter of w;alér is said to ‘be P4.56 for residential
c’tistbmcf;, P9.25 for commercial customers and P10.86 for industrial customers for the overall
average of P6.43. These averages aré. calculated bascd on a consumption survey made by
MWSS a few years ago and may now bc outdated since the actual avcragcs arc below the

lhcon,ucal ﬁgures o : L L L

: -CLRA {cu rrcncy c\changc ratc ad_;ustmcnt) forms & part of lhc water cerv:cc charge n b:llmg to
customers. It is designed 0 that the addmonal foreign dlsbursemcm rcqmrcmcnts due to, the
fluctuation between pesos and US dollar are taken care of. “fherefore, it should not be
considered a reveaue item bul rather a non-operating item corrcspondiaig to foreign cxchange

differentials which i_s classified as a finance charge in the income statement,

1.2:.2‘ Rcvcnué Adc.qua'cy

~ Asthe majonly of MWSS S revenus is eamcd from its opcratlons it is critical for the tariff to be
©set suﬂlcwntly high so that MWSS can financially support its daily opcranon and mainlenance

aclmtlc-s and capital projecis.
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In contrast to ROR .'dcﬁncd' by RA 6234 which is for the purpose of preventing MWSS from
sclting the tariff level too high, the one specified by the covenants in the loans from ADB cosures
that MWSS’s profitability is sufficient so that the repayment of the loéns is sccured. This ROR
has been regarded by MWSS as the key indicator of its profitability. The rate was well over the
required 8 percent until 1993 but was bércly achieved in 1994 and may be missed in 1995
However, this should not be taken as evidence that the cxisting tariff level is not generating
adequate revenue, The Study Team conchides that the inadequate revenue was caused not by a

low tarifY level but by the high NRW rate duc to incffective operations.

The current tariff level should be sufficient to sustain present operations while future operations
to include additional facilities and more concentrated maintenance activities may ncecssifate an

higher one.

. 1.2.3 Affordability

On the average b'lSIS the customers who are oonncctcd with MWSS’s scwuage syslem pay
“monthly 0.92 percent of thelr houscho]d income for the service. Those who have their own seplic
tanks on their premises pay 0.63 percent. These are gencrally higher than those for other water _

*utilities in the ASEAN countrics.

Although they are paying more fbr water and sc\\c.r[sanilatidn than thcif coun{crpa'rts in the
region, the Study ”leam concludes ‘that these services are affordable if the rate. IS less than one
pereeant of their houscho[d income. [f therc i§ cemm rcluctance in paying lhc MWSS bill on the.

part of the customcra, it is rather caused by the serv_wc quality than the _blllcd amount 1tsclf.

1.2.4 Sewerage and Sanitation Charge

- All the MWSS customers now pay an additional 10 percent of the water service charge as an
environmental charge‘ In spite of its nanic the environmental chargs was in{rodmod to cover the
" cost of rcgular desludgmg of scpuc anks owned by MWSS customcrs which became the

responsibility of MWSS in the 1980s and has becn prowdad free of chargc

There are currently about 98,000 customers who are connected with the MSS scwer system as

compared to about 820,000 water customers. The former pay a fucther 50 pereent on the water
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scrvice charge on top of the eavironmental charge.

2. Recommendations and Proposals

2.1 Finance and Accounting

‘Generally speaking, the financial statemends prepared by MWSS fairly state its results of

‘operation, financial position and cash flows cxcept for the following two items:

e The allowance for doubtful accounts has been provided at two percent of gross billing
although histo:ically about five percent remains uncollected.

. » Toreign currency _de.nominatcd loans may be consi_detably understated due to the

.. amunting pri_nc_iplé MWSS uses to present the account wﬁich is different from the

norm intemationally followed.

In order to increase the accuracy of the data and the efficiency of the piecedufes ISP in re!ation
to financial acoonntmg should be promptly implemented. If to be further dclaycd there may be a

necd for an interim measuie.

2.2 Tariff

2.2.1' Level

I“he overall levcl of the tanff should be consadcrcd from the wcwpomts of both rovenus adequacy ‘

and affordablhty

The revenue adequicy is defined by the required cost to enable sustainability of the operations.

!t will be dcternnnml by the futurc capital projects and operatmg and maintenance expenses "

ba.s;d on necessary and sufiicient actmncs performed effectively and efficicatly. The revenue

: adaquacy sels the’ ﬂoor for Lhc {aniff le\cl
On the aother hand, despite the national i}olicy of “full cost recovery” for the water sector, the

affordability will set the ceiling for the tariff level sirice water is a basic necessity in human life

“and must be affordable for the customers.
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It is possible that the tanifT level that satisfics the revenue adequacy oxcecds the affordability

" Jevel. In such a case, the affordability criteria must prevail, and the shortage nceds to bo

subsidized by the govemment possibly through a designated tax system. This effectively means
that the rich will subsidize the poor in water consumption, which should not conflict with the

national policy.

I‘rom the viewpoint of 'lf'tordablhty, the tarilf may be raised by 35 percent in consideration of

1995 average household mcome for the residents in NCR. This will result in the customerz. ‘

- spending one percent of their household income on water and sew crage!camtahon

The tariff should be regularly revised to maintain a constant rate between the average tanff and -

average houschold income.

222 Réconﬁgufatiun of ScwerlSanitation Charges |

“The Study Team concludcs that the current scheme for the sewer and samtatlon charges re.sults :
Hin mequlty betweer sev.ered and unscwcred customers and aocordmgly rcoommcnds that a :
.uniform environmental chargé be introduced at the rate of 30 percent of the water service chargc

ini retumn for abolishing the present sewer scrvice charge.

12, 2 3 Streamlmmg ofWater Semce Chargc K

'Thc exlslmg water sarv:cc charge shou!d be stnamlmed as fO!!O\Vb $0. that thc basic MWSS

policies in tariff selting’ will be obse.rwd more effectively:

1. There should be four grades for r‘csideﬁtial and one grade for busincss (commercial and
: industrial) customters (at. present 9 and 3) “The grades for residential shall be cut off at-
20, 40 and 60 cubic mcters (currenlly every 10 wblc nelers unhl 60 and evcry 20

thereafter). The incremental rate increase between grades should be 50 percent (now 15
percent). ‘

2. The cross subsidy ratio between residential and busmess customcrs should be two and.

half on the average basis {currently 2.09). The rate for commercial should be 90 pereent .

of that for industrial (now 85 percent).



3. CERA should be redesigned so that not only the forex fluctuation between pesos and US
dollars but that between pesos and other foréign currencies will be taken care of (at

present US dollar only).

3. Financing Scheme and Financial Projeetions

3.1 Financing Scheme
3.1.1 Past Finémcing Perfbrmance

As discussed previously, the financial state of MWSS has been fairly sound and stable for the

past five years, The gcuéral features are as follows:

. Thcrc were few cap:tal projects undertaken in the review period. :

*  These were all well taken carc of by the debt financing from the mtcmational lending
agencre:s and the cqulty financing by the GOP. '

& MWSS's ﬁnancmi capacity was sufficient dué to the fcw revisions of thc fariff to sahsfy

hE the debt service payment, requirements that darcc!ly rclatl,s to the c_ap_ltal projects

undertaken mainly before the year 1990,

3.1.2 Future Oi:tluo_k

Vanous factors as ehown below wnII make MWSS’s ﬁmnonal future somewhal pessumstlc

T oW hlch might ncwssrtate itto explore other ﬁnancnal means Lhan arc avallable now

¢ Muchless capital infusion expected from the GOP

*  Requirement to pay dividends and possibly income tax

«  Huge fund ruqmrements for ﬁiture capital projects for walerworks and sewerage svslem
‘mcluclmg replacement of c>.|stmg watcr p:p{: lincs

3 .Morc Operatmg oosis for propcr operation and maintenance

: Anioﬁg possible financial alternatives, the BOT scheme appears most promising although it will
: result in higher cost of water. ‘The decrease in the GOP’s financial role will have to be replaced

. with MWSS’s oxx%n internal cash generation and possibly debt financing from domestic banks.




The application of the full cost recovery concept to the full scale se‘.veragé and sanitation
operation appears o be extremely difficult, and therefore the opcrﬁtion may need to be either
heavily subsidized by the GOP or completely taken over by it or the LGUs from the viewpoint of

hational environmental protection.

3.2 Financial Prajections
© 3.2.1 Water

Operating revenue is projected to increase from P 3,081 million (1994) to P 29,799 ntillion
(2015).; During the master plan period, revenue water will increase 2.6 times while the average

chargc per cubic meter of water billed wﬂl goup 3.5 t!mes The average tadff is assumed to be

B rcwsed every year for mﬂahon and 50 pcrccnt of lnc. IGCICASE In GRJ)P for N(,R

Opcratlng expenses will increase from P2 103 m:lhon (1994) to P13,371 mlihon (20]5)
~ Alihough pcrsomlcl eXPensSs will be effectively oonlro!!ed by the 1mpr0vcmcnt in productmty, it

will be more than offset by the huge i increasc in depreciation due to newly constructed facilities.

huterest cxpenscs will mﬂatc as can be casﬂy cxpoctod but thanks toa good amount of cash

bahnoc 1nterc<:t mcomc wﬂl exceed intercst cxpcnscs toward the end of thc master plan period.

‘ROR (ADB covcnant) wdl be less than the reqmn,d 8 percent until Lhe year 2011 and thcn it
will exeded it the rost of the master phn period. On the other hand lhc dcbt scrvice mtlo will be .

'ovcr the ruqu:red 120 pcn:cnt most of the pcnod. .

3.2.2 SewcrlSaniialion

Opcratmg revenue is projected 1o increase from P 615 million (]994) toP 8 940 million (2015)
This i mcreasc is more than that of !hc watcr operallon becausc of the pmposod reconﬁgurat[on of
the seucrlsmntahon charge to be made at the start of 1996 v».hlch wnll result in SO percent

inerease in revenue tight away.

Operating expenses will increase from P287 million (1994) to 5,394 million (2015). 'ﬂﬁs drastic
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inereasc is because MWSS will destudge septic tanks primarily using outside contractors on a

scheduled basis as is mandated. There will also be an increase in depreciation expenses.

Interest expenses will keep increasing throughout the master plan period, unlike the water
opcratioh that will subdue after the year 2010 since the sewer/sanilation project disbursements
“will be fairly evenly spread. However, interest income is expecled to surpass interest expenscs

around the year 2013,

ROR (ADB covenant) will be better than the required 8 percent except for a few years toward
the end of the master plan period. On the other hand, the debt service ratio will significantly
fluctuate around the 100 percent level but will exceed the required 120 percent after the year
2008. S
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