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Introduction

UPMU was established in accordance with WAJ Law No. 18 and its amendments in
Article (10) to enhance water sector principles of transparency and good governance,
and to improve legal and contractual relationship between the Ministry of Water and
Irrigation (MW]1) - WAJ and Water Utilities.

Monitoring Performance is very important and critical for building better performing
utilities. It helps them to determine how efficiently their operations and activities are
being conducted, and to assess the productivity of management and employees. It
also enables the utilities to evaluate their results against a set of Performance
Indicators (PIs).

The organization structure of UPMU consist of director and five experts, GIZ supports
UPMU with different training and workshops from August 2019 to end of Jun 2021 as
listed in the following chapter.
GIZ will continues supporting UPMU in different fields as below:

Update monitoring tool where needed.
Set performance targets for utilities in combination with business planning
Develop a concept to support utilities in improving data collection.

Formulate business plans guidelines

Formulate customer service guidelines and customer orientation.

o gk wbdhPE

Recommend updates on regulations and review the assignment agreements

7. Develop a concept of incentive and penalty scheme for utilities on quality-of-service

delivery and implementation enforcement

8. Develop an inspection protocol to validate data.



1. Documentation of training and workshop through GIZ support

1.1 Dirk Schaefer

1.1.1 Agenda of Management of water resources in Jordan Workshop (27" July
to 02" August 2019)

Management of water resources in Jordan
PN: 2018.22286.1
C: Regulation and Private Sector Particpation
Time Schedule for the visit of Mr. Dirk Schaefer
27" July to 02™ August 2019
Date Time Activity Notes / Remarks
Saturday Artival
27.07.2018
Sunday 08:00 am - 04:00 pm Internal discussion MWI - ground floor - project office
28072018 Confirmed
09:00 am ~02:00 pm Internal discussion MWI ~ ground floor — project office
Confirmed
Monday
29.07.2019 02:00 pm - 03:30 pm Meeting with Udo Kachel, PMU meeting room — MWI — 2 floor
Confirmed
09:00 am —- 10.00 am Internal discussion MWI — ground floor — project office
Corfirmed
10:30 am - 02:30 pm Miyahuna Miyahuna offices — Jabal AlHussien — Amman
Tuesday Meeting with Head of Business Planning unit and KP's Confirmed
30.07.2019 Meeting with Financial Director it
g Meeting with CEO and Deputy
03:00 pm ~04:00 pm Internal discussion MWI — ground floor — project office
Confirmed
10,00 am - 0200 pm | YWC/irbid YWC-HQ
Meeting with the Strategic Planning Manager Mr. Abo Sheikah Condirmed
Meeting with Mr. Mahmoud Zoubi and Mr. Imad Khazahela | “*rmed
(reporting)
31.07.2018 Meeting with acting Financial Manager or Osama Tawalbeh Canceted
Meeting with Eng. Nabeel Zoubi DG /YWC S
09:00 am - 10.00 pm Meeting with Mr. Hussien Sorahki -WAJ Financial department WAJ- Financial Dep. Meeting room — & floor Contrmes
Thursday 11.00am -~ 11:30 am Meeting Udo Kachel PMU meeting room ~ MWI - 2* fioor
01.08.2018 Postponed to Monday 5 8 2010 @ 800 to 900
13:30 pm ~ 03,00 pm Wra meetin
B i g 4 MWI — ground floor — project office
Friday Departure
02.08.2019
WA Water Authority of Jordan
MWI: Minstry of Water and Irngation
PMLU Program Management Uinit




1.1.2 Utility Performance Monitoring presentation (8th March 2020)

Utility Performance Monitoring

Objectives, content and preparation of
Quarterly and Annual Reports

Main objectives of performance monitoring in Jordan?

Advise policy makers? Ministry?
Aim: Inform country-wide policy and strategy formulation
Increase allocation from national budget

others

Advise decision makers deciding e.g. on resource allocation to individual utilities? WAJ?

Aim: More targeted resource allocation, e.g. to achieve national targets

Informed incentives or sanctions for good or poor performance of utility management, through
comparison with performance targets, benchmarks or other utilities

others




Main objectives of performance monitoring in Jordan?

Inform management of utilities about assessment/perception of their performance

Aim: Provide guidance on priorities set by government
Create spirit of competition amongst utilities

Foster spirit of information based decision making

Inform the public about performance of water utilities in the country
Aim: Create transparency and build trust in public services
Improve accountability
Foster spirit of competition amongst utilities

Foster confidence of development partners in the water sector

Quarterly vs. Annual Performance Reports

Quarterly reports Annual reports

= Primary target group: Ministry & WAJ = Primary target groups: Ministry, WAJ, public,

: development partners

= Short/concise (reading time < 30 minutes)

“ = Comprehensive (reading time > 1 hour)

= Publicly available?
| : , a and performance analysis in the broader

ceord on +4 /1 Arma - Jeie g
» Focussed on data/performance analysis B of national strategies

= Does not include financial data » Provide an understanding of

® Provide an understanding of tor status quo on key indicators
» sector status quo on key indicators formance and trends of utili
» performance and trends (?) of utilities individually and
individually and in comparison to each other
> incomparison to each other S PhisUeTent ot Ratiornal Cte

identific of main challenges in the
sector




Drafting the first Quarterly Report

First UPMU quarterly report differs from future quarterly reports

® Include 3 quarters, no analysis for each individual quarter

= Could briefly make reference to national strategies monitored by UPMU and current status based on data available

= Should potentially include policy advise based on data analysed to emphasize the relevance and value of UPMU

Drafting the first Quarterly Report

Content/structure of first Quarterly Report

L

o

Foreword

2. Description of UPMU, current status of operationalization, road map, envisaged mandate, challenges
3.
4

Explanation on rationale/objectives of the Quarterly Report (and future Annual Performance Reports)

. Short description of monitoring tool, its key functionalities and process of its development (consultation with

utilities)
Description of (key) performance indicators (and their rationale? Could be reused in Annual Report)

Analysis and comparison of utilities’ performance

Who will work on which part and by when?




Drafting the first Quarterly Report — Analysis chapter

What to include?

Should we show the three quarters in the same graphs?

46%

2014 L2016 Average 2015

ge 2016

Drafting the first Quarterly Report - Analysis chapter

What to include?

Should we calculate weighted averages based on the reporting utilities, e.g. average water losses?

Figure 2.2: NRW Trend
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Drafting the first Quarterly Report - Analysis chapter

What to include?
Utility summary table - detailed

Table 3.1: General Data on Utilities 2017/18

Very Large (235000 conns |
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Drafting the first Quarterly Report - Analysis chapter

What to include?
Utility summary table - simple

Table 1: Operational data for service providers in the West Bank

§ w52k

poputation population Water network
Sorvice Providee N0 Ofstft e | maww "I 1-:1- water Songh
service km)
sarvice
Jericha L 4807 n.500 2475 0
Jwu m 6,761 0 340 000 0 1500
South East
Nablus District 2n 1482 ° 418188 ° m
Ramman snd A:-
Taiyba L] 0 L] 260 0
Katr Ra) 5 1330 2 a3 L] s
Kharas L] 1365 2% 9.100 3500 3
Kudr Al-Labad . bALY m 5,000 1.000 n
Mythaloun " 4300 0 21.500 L 1w
Nablus m s wan 219 214986 m




Drafting the first Quarterly Report - Analysis chapter

Layout of graphs
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1.1.3 Utility Performance Monitoring in Jordan presentation (14th May 2020)

Utility Performance
Monitoring
in Jordan

Dirk Schaefer
14.05.2020




General recommendations for
regulatory performance
monitoring

First experiences with new
approach in Jordan

Outline

Next steps to consider

General recommendations
for regulatory performance
monitoring
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= Performance monitoring is at the heart of any
regulator

= Most of the interactions between a regulator and
utilities are based on data

= Performance monitoring is not an IT function

Pe rfO r m a n Ce = Every staff member (except admin or support)
: = must play an active role in gathering and
monitoring & soalsi et
l 3 = Every staff of the regulator should be familiar
with the indicators and the performance of each
regu ation ity

= |nternal rules and responsibilities of the
regulator need to reflect the importance of
performance monitoring

Efficiency and Ask yourself

effectiveness oo o e pmomeiar

Of * WHAT regulatory action might result from it?
performance

monitoring

>>> data collection is not an end in itself <<<

Note: When developing their monitoring and reporting systems, regulators sometimes have a
tendency to ask for every possible information they can think of. The legal mandate to monitor
and report on utility performance is sometimes interpreted in a way, that the regulator should
collect or have access to, maybe even in real time, every information, the utility is processing.

This ambition can lead to information systems which contain a lot of information, the regulator
does no use and need to fulfil its regulatory mandate. It also wastes resources at utilities, who
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have to invest time and effort to compile and submit the information in the way the regulator
demands.

If utilities experience, that the regulator does not analyse and utilize most of the information
submitted and does not provide sound feedback on the same, respect and acceptance for the
regulatory authority can suffer

It is therefore part of the regulator’s responsibility and its strive for efficiency in the sector to
carefully choose the data it requires utilities to submit. In order to do so, above questions can
provide guidance.

Performance monitoring and the
use of reporting tools

= The Excel Tool is only a tool to support UPMU'’s
performance monitoring

= |t helps in collecting, structuring and analysing data

= The quality and relevance of performance
monitoring will depend on

v how you use this tool
v" what you use it for

v" how you develop it further

Note: To improve the efficiency and consistency of data collection and to facilitate the analysis
and comparison of utility performance, regulators should use tailor-made tools.

For the first phase of developing the regulatory framework for Jordan, a simple Excel tool was
developed. At this early stage and also given the small number of regulated utilities, developing
an Excel based tool appeared most economical.

It is a tool to support the processes of data collection and analysis at UPMU. It is, however, only
a tool and its usefulness depends on how UPMU staff uses it in practice and continues to amend
and further improve it according to the experience gained.
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How to approach data analysis using the
Excel Tool

Step 1: Check trends for each indicator for each
individual utility

. : Quarter Data @
Step 2: Mark negative trends and strong fluctuations

Variables
Step 3: Search for reasons for negative trends or m

fluctuations by analysing underlying variables

v

= g.g. changes in NRW: Did volume distributed
increase? Did billed volume decrease? Is data
plausible or maybe erroneous? Is it a normal
fluctuation (e.g. seasonal) or cause for
concern?

TAL AR i

Step 4: Compare utilities and search for reasons for
differences in performance

>>> indicators provide a summary of utility performance and can indicate, where you should take a closer look <<<

Comparing utilities means assessing the differences in
performance and understanding the reasons

Reasons can be external, internal or both
External reasons: Topography — Electricity per m?
C O m p a fl S O N Internal reasons: Efficiency — Collection rate

Of U t| | |t | es Both: Economies of scale & Efficiency — Staff per
1.000 connections

>>> comparison is essential for performance monitoring <<<

Note: At the start of developing the monitoring framework for Jordan, many stakeholders
insisted, that the utilities in Jordan “cannot be compared because they are so different”.

This reflected a misperception of what “comparison” means from a regulator’s point of view. For

a regulator “comparison” does not imply that the regulator expects that all utilities perform at the
same level for each indicator.

Rather, comparison means as a first step making differences in performance visible and as a
second step trying to understand those differences. Differences in performance can be caused
by external factors like topography, which could lead to higher electricity costs for pumping,
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internal factors like management performance which can influence collection efficiency or by a
mix of both, as can be the case for staff per 1.000 connections.

It is one of the regulator’s core responsibilities to analyse and compare performance and to
differentiate between justifiable and non-justifiable differences in performance.

First experiences with new
approach in Jordan

® First data collection with new indicators and
variables

= Data sets incomplete, due to lack of data
and COVID-19 restrictions

First round of

= 14 out of 48 indicators included in Quarterly

monitoring Report

= First step in a long-term process —
monitoring systems evolve over time
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Water service complaints per 1000 subscribers ("water quality” & "no water”)

How many complaints are
related to ,water quality” how
many are related to ,,no water”?

“Water quality” or “no water”
require different interventions.

How can a regulator respond if
the problem is unclear?

>>> your indicators need to be specific <<<

Note: In the initial set of indicators, partly borrowed from the previous PMU reporting, some
definitions proofed to be ambiguous and therefore would have hindered any specific
regulatory response.

In above indicator for instance, complaints on water quality and lack of water had been
combined. But both complaints are of very different nature and require very different
responses.

It is, therefore, important, that indicators are defined in a way that allows for precise
identification of underlying problems and for specific utility or regulatory responses.

"No water” complaints per 1.000 active subscribers What we see:
No. of complaints increases steadily
from Q1 to Q3

) i No. of complaints
Q1: 26.311
® i Q2:31.148
‘ Q3:10.428
- ‘ Campany Quarter | Quarter Il Quarter Il
¢ {

Agaba 467 933 1115
Miyahuna_Amman 15342 38.045 51.570
Yarmouk 26311 31.148 10.428

Agaba Miyahuna _Amman

uarter Il m Quarter I

Note: Separating "no water"complaints from "water quality “complaints helped to get a much
clearer picture.
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'No water” complaints per 1.000 active subscribers Billed water consumption per capita (litres/residential subscribers)

«
40

n = 24
u Bl |
af
-
Agqaba Miyahuna_Amman

@ Quarter | W Quarter | & Quarter (Il

What we see; What we see:
= Complaints increase significantly from Q1 to Q3 = Residential consumption increases while “no water
complaints increase

What we don’t see: What we don’t see:
=  Which areas complaints originate from = Consumption distribution, i.e. if some consume
= |f some subscribers complain frequently significantly more while others consume/get less

>>> further analysis required, e.g. on potential inequalities in water distribution <<<

Note: Nevertheless, the analysis of many indicators will allow the regulator to notice a potential
problem (i.e. large or increasing number of "no water “complaints), but in order to formulate a
regulatory response, further analysis might be required.

A starting point is often to look at other indicators which could help to develop a deeper
understanding.

In above case, the comparison with the indicator “billed water consumption per capita” for
instance reveals, that while the number of complaints on “no water” rise during the second and
third quarter in Agaba and Miyahuna, the average consumption increases as well. l.e. the
increase in complaints is not correlated to a decrease in total water provided and could,
therefore be an indication of rising inequalities in water distribution during summer. But to verify
this, UPMU would have to ask for additional information, e.g. on the spatial distribution of
complaints.

omplaints per 1.000 active subscribers

Preliminary conclusion:

= Probably errorin Yarmouk 3© quarter
=> regulatory action: in-depth data
analysis in Excel Tool, ask utility to verify
data

= Seasonal increase, strongest influence at
Miyahuna
=> regulatory action: discuss with
Miyahuna causes for this increase

= Highest average number in Yarmouk,
lowest in Agaba
=> regulatory action: discuss with

834
e62 675 203 1 Yarmouk to understand the situation
=t |
l { = Consider in-depth analysis e.g. through
| ‘ complaints mapping, reporting on

Billed water consumption per capita (litres/residential subscribers)

776 730

compliance with supply schedule to
inform further regulatory action

I
?
i
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Non-Revenue Water What we see:
Non-revenue water increases
with increased distribution

What we don't see:
If the water is lost through
leakage, faulty meters, theft...

Billed volume
increased by 20% while
distributed volume
increased by 4%

Note: When looking at indicators as a regulator, it is important to understand the formula behind
each indicator in order to be able to properly interpret the results.

It is key for a regulator to develop an understanding of not just what an indicator does show
but also of what an indicator does not show. Significant variations, like the above example for
Miyahuna, can result from inaccurate data, mistakes in data entry but can also have plausible
operational reasons. A first step towards understanding the reasons for such fluctuations is
often to look at the underlying data reported by the utility, which is used to calculate the
indicator.

Non-Revenue Water

.)* Vater losses per subscriber [itrs/day]*
o .
azs e o
351 380 . uoe

: “

s L oam

o — n
I | : I
Acaba Mepshasa_Servms varreouh
= " *suppl

*distributed

*distributed

Note: NRW or water losses is considered a KPI in the water sector in most countries.

However, there are different ways to look at and to analyse and compare water losses according
to the International Water Association (IWA). Using those different indicators to rank the water
utilities in Jordan would lead to different results. To fully understand water losses from a
regulatory perspective, focussing on the formula for NRW alone might therefore not be
sufficient.
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Next steps to consider

Linking indicators and performance targets

Sector targets can be defined based on
(international) best practises (benchmark)
Same target for all utilities or groups of
utilities

Targets cannot be defined, e.g. if influencing
factors are too complex or beyond control of
a utility

Monitoring might still be relevant

Individual targets can be defined, considering utility-

specific factors, e.g. current performance, age of
infrastructure, topography

Requires in-depth understanding of individual utility
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Does a performance target make sense here?

Water resources used per capita per day [itrs

I | ... or here?
) | o I[

Note: For some performance indicators, it is not possible to establish a specific
performance target.

E.g. for water resources used per capita, Agaba’s higher consumption results from the
larger share of industrial customers. It is, therefore, not an expression of inefficiency.

Likewise, the average water charges for billed consumption are a direct result of the tariff
structure  and consumption patterns of customers. While a higher average water charge
might be better for the financial status of a utility, it could also be the result of unequal water
distribution during periods of water scarcity. l.e. there is no unambiguous way to establish
a performance target for this indicator, but it is still important for UPMU to analyse and
understand the differences between the utilities and to identify potential issues of concern

How would you establish
performance targets here?

... or here?

Note: For employees per 1000 connections regulators often do set performance targets.
However, they might differentiate between larger and smaller utilities. Given its size, there
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might be a justification for Agqaba to have more staff per 1000 connections than Myiahuna.
But what is an acceptable level? This requires deeper understanding which UPMU might
develop over time.

Similarly, for the indicator of “training per employee”. Staff development is an important task
of utilities that is very often neglected. UPMU would need to discuss with utilities to
understand the current demand for training and the differences between utilities to be able
to decide, whether there should be a performance target and whether it should be the same
for all utilities.

Aspects to consider

Indicatars for Utiity Performance Monitoring Unit

Parturmiance Sigm souk] tu vt

st of indrack.al bty & G conmdorabon of invesTvent

Pedormance target cinid te set toc fr, Curmont statis of i ashuCLes, olher

5 = Porformance terget ey 1ot be sdwiste.
Performance targets only

for priority areas

y wtio of tavenues colectad hom béled amounts duing
Performance targets to . :ﬂ"""':":;mw O e B e i
reflect real progress while 15— Framiog o employes T o e T T —
l : | ) l I- 2 lo P Percentago of nours when he SUpply) system i
eing « e )ie -
2INng achieva S Numoer of 1o water” 1000 actve u
s Véater conaumpBon pes capita (residentinl Gally water cansumptCn per casits
Clarity about consequences :

of not meeting
performance targets

n ng |
|Average numeer of biling complaints #nd Gueries per 1,000 water

2 |Biling complaints Derod

Note: When thinking about setting performance targets in Jordan, above criteria should be
taken into consideration

Potential regulatory actions resulting from monitoring

Promote peer learning

Ask utility for justification for
performing worse than others | | Ask poorly performing utility to
submit plan on how they will improve
by 20% in 2 years and publish results
[ in Annual Report

Note: Besides setting uniform performance targets, UPMU can consider additional regulatory
actions that can result from performance monitoring.
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If results differ significantly between utilities, as is the case for preventive maintenance of
pumps in above chart, UPMU could think about facilitating peer learning between utilities.

Where UPMU assumes that poor performance might be a result of inefficient management, it
could ask utilities to provide a detailed justification as to why its performance is worse than
the performance of others.

Ultimately, UPMU could ask utilities to formulate and submit a plan on how it intends to
improve its performance. Ideally, this will in future be linked to a regular update and approval
of the utilities’ Business Plans. A process which will be covered in a different session.

Next steps

Discussion on indicators and
performance targets

Training of all UPMU staff
on Excel Tool

Agreement on internal

procedures and Data collection and analysis
responsibilities for for Annual Report 2020
performance monitoring
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1.1.4 Responsibilities and procedures for monitoring presentation (2" June
2020)

Utility Performance
Monitoring
in Jordan

Responsibilities &

procedures

Dirk Schaefer

02.06.2020

Note: This presentation was held before the first annual reporting cycle and preparation of the
first Annual Performance Report was completed.

Some of the information on the slides might therefore be outdated, the general
recommendations are still considered valid.

a) Collecting the right data

e variables, indicators & targets
Pre req uisites for linked to objective of regulation
effective

performance b) Processing data the right way

itori creating transparency,
monitoring accountability & predictability

within UPMU and towards
utilities

Note: Performance monitoring is one of the most critical tasks of any regulator.

Therefore, developing tools to monitor performance together with the variables which require
reporting, indicators which help to assess and compare performance and the development of
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benchmarks or targets usually feature prominently during the early stage of developing a
regulatory framework.

In Jordan, this has been addressed through the serious effort that went into developing the
customized Excel tool for monitoring.

Not always, however, do regulators invest similar levels of effort into the development of
procedures to ensure best use of the monitoring framework, e.g. through efficient data analysis.
To use the full potential of performance monitoring, regulators need to have clear processes
which assign responsibilities within the institution for each step. This helps to ensure
accountability within UPMU, as a prerequisite for effective management.

Imagine a situation where Agaba has not submitted data by the date stipulated by UPMU.
Obviously, some action by UPMU is required. But what kind of action and when and by whom?

If these questions cannot be clearly answered, the institution will not function efficiently since
either everyone is waiting for somebody else to take action or everyone is blaming somebody
else for the fact that no follow-up was done to ensure that the data would be available when
required.

Many regulators struggle with this clear assignment for responsibilities, leaving loopholes for
utilities to not comply with regulatory requirements.

But having clear processes related to data collection and processing also creates transparency
and predictability for the utilities. It helps them to know whom to talk to, e.g. in case of any
guestions or delays.

Responsibility Regular communication includes e.g.

= request for and submission of regular
performance data through Excel Tool

for regular communication . )
between UPMU and utilities = follow-up in case of delays or incomplete

data

= feedback after data analysis

Responsible at UPMU: IT Expert

Responsible at utility: one Coordinator

Cc. to utilities CEQ’s, UPMU staff and GIZ project

This set-up needs to be clearly communicated and adhered to

Note: Regulators therefore need to assign clear responsibilities for regular communication with
utilities on matters related to performance monitoring.

This includes e.g. request for and submission of regular performance data through the Excel
Tool, follow-up in case of delays or incomplete data or feedback after data analysis.

For the initial phase, UPMU decided on responsibilities as outlined in this slide.
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It is important to communicate these responsibilities to all parties involved and to also inform
them in case of any changes.

Responsi bil 1aY Standard analysis could comprise
= Trend for each indicator

for data analysis at UPMU

= Search for explanations in case of fluctuations
or anomalies — deep dive into variables

= Comparison with performance targets

= Preparation of summary to share and discuss,
including need for further clarification

Responsible at UPMU: Thematic Experts

With various people analysing same data set, clear timelines & procedures for consolidation required

Note: Similar to the responsibilities for communication, responsibilities also have to be assigned
for the analysis of data at UPMU.

Some key steps a standard data analysis should comprise are outlined above, as well as the
responsibility decided upon by UPMU.

The draft work plan which was shared and discussed in May 2021 includes more details on
timelines and sequencing of tasks to coordinate the work of the various thematic experts.

— . - Y A

Send | | Receive D'SCUSS Send

request data Analyse analysis,
for data 2 data f I
check & ormulate

import feedback to utility
(day1) ) | (day 30) (day 40) (day 45) | (daySl)/‘

N L

Thematic v UPMU
Experts A Director

Plan carefully for and prioritize the period when data analysis needs to be done
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Note: Above graph indicates a first draft timeline for the process from requesting utilities to
submit quarterly or annual data to the point where UPMU provides a feedback on their findings
during the analysis to the utilities.

Note: This timeline was prepared before the first annual reporting and analysis had been
concluded. In the meantime, first experience has shown, that utilities might require more than
30 days to submit the annual data. This experience should be reflected in UPMU’s work plan
going forward.

Preparation of Quarterly and
Annual Reports

Agree on timeline and responsibility for preparation of
Quarterly and Annual Reports

Analvsis
Once Quarterly Report is finalized, share with CEOs and

invite feedback

Consider organizing roundtable when Annual Report is
ready

Note: Timeline and responsibilities for the preparation of the Quarterly and Annual Reports
should be agreed upon when developing the annual work plan.

It is recommended to share potential quarterly reports or analysis prepared by UPMU also with
the CEQ’s of the utilities and to invite their feedback.

Experience from other countries also suggests that the launch of the Annual Report during an
annual conference can be used to have a roundtable discussion with utilities (after the public
and the media have left) to discuss critical issues and to look ahead to the coming 12 months.

All of this can help to create a spirit of transparency, can foster mutual learning and
understanding but also demonstrates to utilities that the data they submit is actually being
analysed by UPMU and can eventually have an impact on decisions e.g. by the Ministry or
development partners.
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1.1.5 Performance Targets and Benchmarking presentation (30" November
2020)

Performance Targets &
Benchmarking

Dirk Schaefer & Prof. Dr. Mark Oelmann
30.11.2020

v £ Approaches by other regulators

Outline oS Reflection on UPMU'’s indicators

Next steps to consider
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In business, benchmarking is a process in which a
company its products and methods with
those of the most successful companies in its field,
in order to try to improve its own performance.

(Collins dictionary)

Benchmarking is the practice of comparing business
processes and performance metrics to industry

bests and best practices from other companies.
(Wikipedia)

Benchmark (noun): something that serves
as a standard by which others may be

measured or judged
(Merriam Webster)

Note: Benchmarking and setting performance targets are key tools for water services regulators.

However, there is no universally agreed upon definition of benchmarking or more specifically
benchmarking in the water sector. But generally speaking, benchmarking comprises comparing
utilities with what is considered best practices, best sector performance or sector standards.

In this respect, benchmarking and the process of setting performance targets can overlap
significantly and are often perceived as almost one and the same.

We will see in this presentation, that water service regulators in practise often use both
instruments, by setting uniform performance targets for all or groups of utilities and calling them
“benchmarks”, while in parallel setting specific performance targets (sometimes even for the
same indicators) as short- or medium term goals for individual utilities. The latter is often tied to
other regulatory processes, like tariff adjustments or up-dating and approval of Business Plans.

Zambia
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Table 3: Overview of Sector Performance
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Note: In Zambia, the regulator NWASCO established a benchmarking system based on 9 key
performance indicators almost 20 years ago.

In Zambia, water supply is provided by 11 so called ,commercialized utilities “, publicly owned,
regional service providers.

In its annual report, the regulator provides an overview of the benchmarking results, using
color-codes. It also uses performance scores to rank utilities.

Table 3: Overview of Sector Performance
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Benchmark = Uniform sector performance target

Note: Except for service hours, the regulator applies the same benchmarks, or performance
targets for all utilities, e.g. 25% NRW or 85% collection efficiency.
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Table 3: Overview of Sector Performance
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Note: The color-codes in the benchmarking table are red, if the performance of a utility for a
particular indicator is both, below the benchmark and worse than the sector average. Yellow
is used if a utility’s performance is better than the sector average but still below the sector
benchmark/performance target. Green is used, if a utility achieved at least “acceptable”
performance according to the benchmarking system.
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Note: Comparing the performance over time, enables readers to understand the trends in the
sector. It shows that Zambian utilities have achieved significant improvements in some areas,
e.g. metering ratio, which on average improved from 39% to 73% or O&M cost recovery, which
improved from 77 to 96%. In other areas, e.g. NRW, little or no improvement was achieved.

This bears the question if formulating general performance targets which are not being
achieved over a period of 15 years, is an effective method. It could demonstrate, that either
the sector needs more targeted support resulting from benchmarking, stronger incentives
linked to benchmarking or individual performance targets with a certain level of accountability.
If utilities experience that not achieving certain benchmarks for prolonged periods does not
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have any repercussions, it could undermine the credibility of the overall objective or
benchmarking.

Kenya
Benchmarking
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Large Utilities
Meru 21 11

Note: The regulator WASREB in Kenya has introduced a benchmarking and reporting
systems which is similar to Zambia. It uses some type of colour coding and almost the same
indicators. It also ranks utilities according to their overall performance. However, Kenya has
more than 80 water utilities at different sizes and with different capacities

Sector trend and sector average

Key Performance Indicators 201718 2018/19

Water Coverage, 7%

Drinking Water Quality, %

Hours of Supply, hrs/day

Non- Revenue Water, %

Metering Ratio, %

Staff Productivity, Staff per 1000 Connections
Personnel expenditure as % of O+M Costs, %

Revenue Collection Efficiency, %

O+M Cost Coverage, %

Sewered Sanitafion Coverage, % *

Sanitation Coverage, % *

Sector Benchmarks: | good acceptable M not acceptable benchmark varies

Note: In addition to the performance of individual utilities, the regulator also reports on the
average sector performance and overall sector trends.
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Sector benchmarks

= Valuable initial guidance for sector actors

= Static system, e.g.

= No recognition of external
dependencies

Woter Coverage, %

2 | Drinking water uallly . &

= Some indicators too far from current
Population > 100,000

R—— szl [kt performance
Popighon «<100,000 2

= No direct link to incentives or penalties

Lorge and Very Large
Companies

Paoionnel Expandifure
s Percentoge of Medium Companies
OV Costs.

small Companies

V4 Cost Coveroge, %

Rovenue Collechion Eficency, %

Hon-Reverue Water. %

Lorge & Very Large
Comparniss

Staff Procduc vty

(Stalf per 1000 all Pess

Comnecton). No.

mal (2 or

Motedng Ratio, % ’ - Benchmark = Uniform performance target for sector or group of utilities

Note: Because of the number of diversity of utilities, the regulator grouped them into three
categories according to their size: Large & very large, medium and small companies.

For some of the indictors, e.g. staff productivity, the performance targets/benchmarks differ
between groups, with larger utilities being expected to perform better. In addition, the regulator

[T

has established three levels of performance: “good”, “acceptable” and “not acceptable”.

Similar to Zambia, the benchmarking system is rather static, i.e. it did not change a lot over time
and for some indicators, e.g. the average performance did not improve significantly over time,
without this having direct implications for poorly performing utilities. For some of the indicators,
the current performance of many utilities is far from the established benchmark and the
expected improvement would only be possible with significant external support.

Kenya
Individual performance targets

linked to tariff approval
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Tariff conditions for Malindi

# Tariff Structure & Meter Rent £ Water Deposits & Other Charges & Penalities & Conditions

Targets for the Tariff Period

Indicator 2017/2018 2018/2019 2019/2020
Water Coverage (%) 83 7
Water Quality (%) 100% compliance with the quality standards 100% compliance with the quality stendards 100% compliance with the quality standards

Non Revenue Water (%) 27 25

Hours of Supply (Hrs)

Metering Ratio (%) 100 100 100
Collection Efficiency (%) 94 9 95
Resale at Kiosk (Ksh/20L) KSh. 1 per 20 litres KSh, 1 per 20 litres KSh, 1 per 20 litres

Staff per 1000 connections

O&M Cost Coverage (%) 104 107 119

Note: During the tariff approval process, the regulator takes a second look at the performance
indicators of an individual utility and established performance targets which can differ from the
respective benchmark. In general, the regulator expects utilities to gradually improve their
performance, which can lead to performance targets being initially less ambitious than the
sector benchmark but gradually aiming at least at “acceptable” performance levels.

In this example showing the utility of Malindi, the utility’s performance on NRW with 27% is
already very close to “acceptable” performance, which ranges between 20% and 25%.
Therefore, the regulator expects this level to be achieved during the second year.

Tariff conditions for Nakuru

# Tanff Structur & Meter Rent E4 Water Deposits £ Other Charges € Penalities £ Conditions

Targets for the Tariff Period

Indicator 2017/2018 2018/2019 2019/2020 2020/2021 2021/2022
Water Coverage (%) 92 93 94 35 9¢
Water Quality (%) 100 100 100 100 100

I Non Revenue Water (%) 30 29 27 26 25
Hours of Supply (Hrs) 17 175 18 19 2(
Metering Ratio (%) Q4 ¢ 98 99 g9
Collection Efficiency (%) 92 93 54 94

Resale at Kiosk (Ksh/20L)
Staff per 1000 connections 5 5 4 1

Staff Costs (%) 30 30 30 30 30

Note: In the case of Nakuru, the utility is still further away from “acceptable” performance levels
and is therefore given until the 5th year to reach 25% NRW.
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UK
Benchmarking
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Overall assessment of efficiency and effectiveness of service delivery (17 utilities)
-
Whalesale Retall Customer Moating Eaming Lnakago -m“. Water quality  Intornal Pollution Mode 5%
service performance  financial contacts sawer Incidents.
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Note: Other than in Zambia or Kenya, the utilities in the UK are privately owned. The regulator
of wat in the UK also uses a colour-coded table to show the performance of regulated utilities.
of wat uses 10 indicators, which are quite different from the indicators used in Zambia, Kenya
or Jordan, partly as a result of a more matured water sector and also the private ownership.
However, also of wat shows trends and ranks utilities from better to poorer performance. The
colours indicate, whether a utility’s performance is amongst the top 25%, the middle 50% or
the bottom 25%.

Individual

Performance Commitments (PC)
linked to tariff and business plan
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Meeting performance commitment levels in 2018-19
s s Utilities propose their Performance Commitments to the regulator,
10 2017-18 (% achieved) based on consideration of customer priorities and willingness to pay
. « I
s ¥ 58 Each utility develops a unique set of Performance Commitments but
Hairen Dyfrowy* Ll . Py "
W 5 5 regulator does prescribe certain “must haves
Severn Trent Water' . 62
South West Water o " The Performance Commitments form part of the tariff approval
Southern Watae A e process and are synchronized with the utilities” 5 year Business Plans
Thames Watar v a8
Unitnd Ustton A 4 System introduced in 2014, on basis of many years of experience
Weasex Watar - [ —
ornane Vi N e S
ety Water - [
Bristol Waster o Ly
Potumout W N T T
South East Water v 2
South Staffs Weater a o
SES Water v "
2018-19 performance Retative
compared 10 2017-18 performance
tmproved a wpzn
Stable <> Middie S0%
Deterorated Vv Botiom 25%

Note: In 2014, of wat has changed the process of setting performance targets from a more
regulator-driven approach to an approach where utilities propose “performance commitments
“based on customer priorities. l.e. utilities have to consult their customers on what their
expectations for improvement are and whether they would be willing to pay for the associated
costs.

Once agreed, the “performance commitments” become part of the tariff approval process and
are synchronized the utilities’ 5-year Business Plans.

The above table shows the degree to which each utility managed to achieve its “performance
commitments” in 2018/2019.

Supply interruptions performance Leakage performance in 2018-19

Pertormance against targnts

Note: Above tables show that for KPIs like “supply interruptions® or “leakage” performance
targets are being set for all or at least most utilities, but the actual target performance can
differ between utilities.

For leakage the target is not set as a percentage but as an absolute volume, hence the
targets are very different.
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But also for “supply interruptions in minutes per property” the targets range from 5 minutes
to more than 12 minutes, taking into consideration the current level of performance.

UK
Outcome Delivery Incentives

(ODI) incentives and penalties

Outcome Delivery Incentive (ODI)

Some Performance Commitments are underpinned by the Outcome Delivery Incentive (ODI) scheme, e.g.
because of general sector priority defined by the regulator:

= supply interruptions, pollution incidents and internal sewer flooding (upper-quartile measures)
= reducing water demand— measured as leakage and per capita consumption

» asset health measures—measured as mains repairs, unplanned outage, sewer collapses, external
sewer flooding, water quality (...)

* resilience measures—measured as risks of sewer flooding in a storm and severe restriction in a
drought

Examples of financial implications:

= The incentives to reduce water leakage expose companies to penalties in excess of £510 million when
aggregated and rewards of up to £228 million.

= The incentives to reduce interruptions to water supply expose companies to penalties of up to £291 million
and rewards of up to £234 million.
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Example: ODI rewards and penalties = Thames Water

m e s

Our performance commitment outcomes - 2015 to 2020
Delivering our core services

Rewards Penalties
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Note: this slide shows a page from the annual report of Thames Water and provides an
overview of the rewards and penalties that resulted from the outcome delivery incentives for

the period 2015 to 2020.

Access the full report here: https://www.thameswater.co.uk/about-us/investors/our-results

Pertormancs summary

‘ Benchmarking and performance target systems can
= include uniform sector targets
include individual utility targets based on current performance and feasibility
consider consumer priorities and willingness to pay

be developed with strong involvement of the regulated utilities

evolve over time
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Netherlands

Benchmarking beyond classical
water sector indicators

Comparing costs per connection

The total costs per connection range from € 144 to € 215, broken down into 4 cost categories

Such comparison can

Total costs Taxes Costs of capital Dep Operational costs

* Create transparency € / connection € / connection € / connection € / connection € / connection
* Reveal inefficiencies or highlight i wmp 144 [ 2 5 [ 32 N 105 |
ik B vitens W] N BN . )
" (Create competition (R s o [ ——
* Protect consumers B wear A N O (> | s
W wmL B DN DTN N e
I Evides BN DN DT
M Waternet 202 [ 1 ] HEEEE BTN T
Dunea [ 204 BN 16 I 15 | s8N 116 |
Oasen 210 g 7 M 8 J§ 38 N 15 |
M PWN | 215 o N 32 BN s 128

Sector 172 4 30 42 97

Source: VEWIN (2013, p_45)

Note: The regulator in the Netherlands shows that regulation can use benchmarks beyond the
most common water sector indicators as long as there is a certain degree of comparability.

This is the case for instance for the costs per connection. The regulator compared those costs,
broken down into 4 cost categories and used this comparison to reveal inefficiencies, to create
competition and to protect consumers from inflated costs.

Of wat in the UK has carried out similar comparisons in the past.
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Reflection on UPMU'’s
indicators

Linking indicators and performance targets

s Jstandards can ba defined based Individual targets can be defined, considering utility-

ot (international) best practises (banchmark) ?pecmc factors,. e.g. current per.formance, age of
infrastructure, investment requirements, topography

safe farget foral ulibesiorgmupspittiites Requires in-depth understanding of individual utility

Targets cannot be defined, e.g. if influencing
factors are too complex or beyond control of
a utility

Monitoring might still be relevant

Note: Moving forward, UPMU should consider to categorise the performance targets
calculated in the Excel tool into 4 groups as outlined in this slide.

It is important to understand that not every indicator that is being monitored by a regulator can
or should be used to prescribe performance targets
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Could you currently set performance targets here?

Water resources used per capita per day [itrs]

... or here?

Average water charges for billed consumption J0D/m?)]

098 099 100 100 100

081 i

oss 987

=
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® Quarter |

Quartee | ®Quarter & W Ouaner il

Note: For some performance indicators, it is not possible to establish a specific performance
target.

E.g. for water resources used per capita, Agaba’s higher consumption results from the larger
share of industrial customers. It is, therefore, not an expression of inefficiency.

Likewise, the average water charges for billed consumption are a direct result of the tariff
structure and consumption patterns of customers. While a higher average water charge might
be better for the financial status of a utility, it could also be the result of unequal water
distribution during periods of water scarcity. l.e. there is no unambiguous way to establish a
performance target for this indicator, but it is still important for UPMU to analyse and
understand the differences between the utilities and to identify potential issues of concern.

fralning per employee

Is this a suitable indicator for a standard or
for an individual performance target?

Employees per 1000 subscribers

34 35
21 | 18
12
il ma
K . .
Miyahuna_Amman Yo uk

43 4
2 a2 | wOusrer |l Cuaetar I

il

: 1 ; Is there an obvious and acceptable

1 b justification for existing differences?

L Could a minimum threshold be defined?
|
=
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Note: For employees per 1000 connections, regulators often do set performance targets.
However, they might differentiate between larger and smaller utilities. Given its size, there
might be a justification for Agaba to have more staff per 1000 connections than Miyahuna. But
what is an acceptable level? This requires deeper understanding which UPMU might develop

over time.

Similarly, for the indicator of “training per employee”. Staff development is an important task
of utilities that is very often neglected. UPMU would need to discuss with utilities to understand
the current demand for training and the differences between utilities to be able to decide,

whether there should.

Aspects to consider

Consider differentiating between
sector benchmarks and individual
performance targets

Set benchmarks and performance
targets only for priority areas,
keeping in mind that the system
can evolve over time

Performance targets should
reflect real progress while being

achievable

Clarity about consequences of not
meeting performance targets

Consider link to Business Plans

Indicators and their suitability for performance targets

Indicator nunatée for bonchmank

ufcator sutabbe for mdrmdual prdormanms Luget

Emplayees per 1000 subscrbers

10 |Traning per employee
Contnutty of supply

ainng hours per smployes dunng reportg__|
Mmumm when the (intermiitent supply) System

“4 I"NO wister™ Compimnis ped 1000 sulscribens

(Nurnber of “ni water” complarts per 1000 active
dunng penod

5 consumption ey sapRs (reelcentiet Average dally witer Consumgtion per capta

Total coection fram water and wastowater Sraces.

8 06t Coverage ratio

" of ropor of fatures: [Parcentage of network ant water service connection

10 [Meter romding ratio [Peccentage of active customers whose meter has been
ALCOUNTS rec anable COmpanad to

25 [Oelay in accourts reconable

2 Biling complants

Average rumber of billng complants and quenes per 1 000

water subscribers duing reporting period

Rewl lossies dunng the sssessment penod / System nput
OIS AUONO Ihe nevod *100

8 |Inefficiency of use of walor resowces

Note: be a performance target and whether it should be the same for all utilities.

Next steps to consider




Next steps

Define short- and medium-
term goals for
benchmarking and
performance targets

Set “first generation”
priority benchmarks and
performance targets jointly
with utilities

Screen your indicator list to
highlight suitable indicators
for benchmarks and
performance targets

Include achievement of
targets in future progress
reports

42
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1.2 Mark Oelmann

Prof. Dr. Mark Oelmann Tel.: ++49 208 / 88 254 - 358
- Professor or Water and Energy Economics Fax: ++49 152 /538 55 461
(Hochschule Ruhr West) E-Mail: mark.oelmann@mocons.de

. Managing Partner MOcons

MOcons GmbH & Co. KG - Brandenberg 30 - 45478 Mdulheim an der Ruhr

www.mocons.de

@ MOcons

1.2.1 Time Schedule for the visit of Dr. Mark Oelmann and Felix Richter (11" to
18" December 2019)

Management of water resources in Jordan Monday 16 Dec. 2018
PN: 2018.2226.1
C: Regulation and Private Sector Particpation
Time Schedule for the visit of Dr. Mark Oelmann and
Felix Richter
11™ Dec. to 18™ Dec. 2019 (3" mission)

Date Time Activity Notes / Remarks
Wednesday Arival to the Hotel in the avening
11.122018
09.00 - 10:00 Mesting with Mrs. Frauke Neumann-Sikow Head of GIZ Water | MWI — 7th floor- Mrs. Frauke office (Confirmed)
Portfolio
10:00 - 11:00 Maating with Mr. Udo Kachel - UPMU coordinator MWI — 2nd floor (Confirmed)
Thursday 11:00 - 12:00 Intemnal discussion to finalize points to be discussad with Decision | MW — ground fioor — projact offics (Confirmed)
12.122019 makers later in the day
12:00 - 13:30 Pre by jion with Decision makers to have | By Dr. Mark Osimann. WA SG office (Confirmed)
Guidance and Inputs for the workshop on Regulation
Fslix Richter. Room # 405, MWI Building
1200 - 15:00 In parallel “Individual meetings with UPMU Stafr™ (Time table is Attached) *
13:30— 16:00 Out of the office for official GIZ sngagement Neyef and Zsyad
Friday Preparation Hotal
13122018
Saturday Preparaton Hotel
14 122018
08.00 - 15:.00 Workshop on: Marriott Hotel - 8 participants
Sunday Reguilation in general
15.122019 Detailed Agenda by Dr. Mark (attached)
Relevant UPMU Staff
08:00 - 10:30 Internal discussion MWI — ground floor — project office (Confirmed )
Monday
16.122019 11:00 - 16:00 Workshop with UPMU staff on; Room # 104 MWI fore
Roles. road map. institutional setup Detailed Agenda by Felix (later)
09:00— 10:30 Internal discussion to review work plan MW — ground floor — project office (Confirmed)
10:45 -12:30 Meeting with Stafr from and WAJ- Dep. Mr. Hussien Surkh! and
F Director aF Study Mohammad Al Akhras and Baha Baghdadl from
Miyshuna. Meeting room - 6% floor- WAJ
(Confirmed)
Tuesday 1245- 1330 Debrefing meeting with Dacision makers To be confirmed
17.122019
13:30 - 14:45 Maating WMI Project WA — 4th Floor- WMI offics — (Confirmed)
14:15 - 15:00 Internal discussing on Capacity Buildings and needs MWI — ground floor — project office (Confirmed)
1500 - 1545 Mesting with Mrs. Frauke Neumann-Silkow - Head of GIZ Water | MWI] — 7th fioor — Mrs. Fruake office (Confirmed)
Portfalio / closing maeting
Wednesday ] Departure
18122019

WAJ: Water Authority of Jordan. MWI: Ministry of Water and Imigation. PMU: Program Management Unit. UPMU: Utility Performance Monitoring Unit
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12:30—- 13:00
13:00 - 13:30
13:30 - 14:00
14:00 - 14:30

between Felix and UPMU Staff on Thursday 12.12. 2019.
12:00 - 12:30

Eng. Lubna Weshah.
Eng. Jamal Naouri.
Mr. Hussain Surakhi
Dr. Ahmad AlAzzam.
Mr. Ibraheem Obadah.

1.2.2 Current and future mandate of new UPMU and its implications
presentation (12" to 17" December 2019)

Current and future mandate of new UPMU and its implications

Jordan, Dec. 12th — 17th 2019

Prof. Dr. Mark Oelmann

I@ MOcons
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Content

1. Fundamentals of regulation

and Procedures

I@ MOcons

2. Regulation as an approach to enable corporatization in water/wastewater

3. Functions of old PMU according to Assignment Agreements and PMU Rules

4. Future Tasks according to BOC Decision and Implications

Appendix: Structure of last year’s report

Problems of a natural monopoly
= Tendto oly prices
= Do not face competition

= Naming companies with
their performance

* Shaming for missed goals

* Faming outperformer

l@ MOcons

1. Fundamentals of regulation

Most relevant for Jordan I

v‘

Several approaches on how to deal with a natural monoply

Incentive regulation
= Price-cap regulation
* Revenue-cap regulation
* Yardstick regulation

= + linking subsidies to performance if no cost-
covering tariffs; standard setting

v

Each incentive regulation has its foundation in

benchmarking = always the first step with main
intention to foster corporatization




46

2. Regulation as an approach to enable corporatization

Market failure of a natural monoply (minor intrinsic incentives to improve) justifies regulation.

The regulator does not tell the companies how to do their buisness!

The regulator steers with KPI - Targets! Developing KPI-targets is the result of benchmarking and
business plans handed in by corporations.

How the corporation reaches the targets is solely task of the CEO! Neither the regulator nor other
»non-corporations” should be drawn into micro-management.

A non-achievement of targets should have personal consequences for CEOs/top management. This
implies a strong regulator. But what is a strong regulator.

I@ MOcons

2. Regulation as an approach to enable corporatization

Institutional
independence

Financial
independence

Power to
sanction

Forms of
Indendence
of an
Economic
Regulator

Power to
obtain data

Setting up a regulator with only parts of these independences can result in an entitiy which is not

able to fulfill its tasks.

I@ MOcons
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3. Functions of old PMU according to Assignment Agreements
(AW, Miyahuna 12.1.2) and PMU Rules and Procedures

Old PMU ...

... Customer Service

= ... Cost- SEEEE
... Performance Monitoring; 7 ey 2 Monitoring
: - effectiveness ... Reviewing tariffs -
Business Plan Review e [... Developing yearly
Monitoring
reports]
*Many options to request eCalculation of effects *Develop appropriate * Monitor customer service
data, conduct proceedings and of investments on tariff setting performance incl. response to
to monitor (PMU RP Sect. 8, tariffs to reach methodology (PMU RP service complaints (PMU RP
10, 15) performance Sect. 12 (3)) Sect. 3)
sSetting KPI targets (PMU RP indicator objectives *Review tariff * Making proposals on ...
Sect. 9; AA 12.1.2.4) (PMU RP Sect. 3; AA adjustment issues Sector reform initiatives and
*Reports on individual 12.1.2.6) (PMU RP Sect. 3) matters relating to the

continuing development )
Setting KP| targets (PMU RP
Sect. 11, 2f)

performance of utilities (PMU
RP Sect. 3 and 11; AA)
* Review Business Plans and
capital budget (PMU RP Sect.
3;AA12.1.2.2)

Legal framework for old PMU already entailed a number of functions which will also be necessary

for UPMU. This is a good basis as well as interim functions to further build on.
What is already been done and has to be done now to implement future mandate?

I@ MOcons

4. Future Tasks according to BOC Decision and Implications (1)

General remark: These future tasks are very much in line with best international practice

and thus give important and good guidance for the future development of UPMU.

1. Set & Evaluate Operational Performance Targets: This activity previously done by
PMU and currently to be done by the new unit created for this purpose
—-> already taken care of (data delivery, KPI setting (high level, operational
level), processes of UPMU with companies,and BoDs

2. Monitor Compliance with standard of KPI’s: This was implemented by former PMU
under the umbrella of Assignment Agreements should be done by third independent
party like the regulator as per License agreements. Essential to this function is a self-

reporting mechanism by the utilities.
- performance measurement to be taken care of; reporting requirements
and procedures of data exchange also to be delivered
- License Agreements not under current contract; Jord. lawyer needed

I@ MOcons
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4. Future Tasks according to BOC Decision and Implications (2)

2UdidlONyY COIm 10N (Mandadadie ). rinal Qi | > ecermnp V. i

3. Review and recommend tariff: This activity includes the review of cost recovery
levels of the sector and the analysis of costs recovered by tariff and the amount of
required subsidies by utility. Regulator should prepare an options analysis for the
Cabinet.

-> ToR for financial study is part of current project

- Based on governmental decision a tariff setting guideline and a subsidy
granting guideline have to be developed

4, Recommend Subsidy: As part of the tariff analysis, this function will allow the
precise estimation of subsidies required by each utility and the reason of these,
assuring that efficiency factors are met.

-> To do’s under point 3 ensure that this task can also be fulfilled

I@ MOcons

4. Future Tasks according to BOC Decision and Implications (3)

- } N . | ~ r { 4 o Ea» £4 ) Ir
2 ’ 1LOTI'V ( (1T a8 11 ) I | alt — s

5. Incentive/Penalties on Service Delivery: This function will include a detailed list of
causes and results of incentives and penalties that will be specified in license
agreements for each operator. Execution will be in the hands of Regulator.

-> Very important and crucial point (see levels of independence);

License Agreements not under current contract; Jord. lawyer needed

6. Settle customer complaints and disputes between regulated entities: These
functions will be carried out by the Regulator following an internal regulation. Second
level of complaint in addition to the utilities system of complaints management.

-> Customer Service Guideline to be developed

- General process concerning customer service and role of UPMU to be

developed; to be laid down in licence and/or UPMU law

7. Conduct inspections and investigations: This function to be carried out by the

Regulator will be a routine exercise that utilities should be prepared to deal with.
- Very important and crucial point (see levels of independence); general
procedure to be developed; additionally to be taken care of in license)

I@ MOcons
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4. Future Tasks according to BOC Decision and Implications (4)

8. Recommends updates and changes on laws, legislation and regulations: This
function involves the constant evaluation of existing laws and regulations and the
analysis of its impacts of financial and operational performance results to guide the
drafting of amendments of laws and regulations and the development of proposals to
implement those changes at the level of Ministry, Cabinet and the legislative body.

not part of current contract

I@ MOcons

Overall: Future tasks good. Additional need of an UPMU law — only license agreements
with companies might not be sufficient; such a law needs to show for example in detail

how steering committee, head of UPMU is elected, how the interaction between formal
organs take place and what degree of independence is granted to UPMU!
A Jordanian lawyer will be needed.

Appendix: Structure of Last Year‘s Report

Report
“Observations and way forward concerning
regulatory/institutional Issues in the Jordan
Water sector’

B e o ot e, 1O

Display of the current problems of regulation and policy

issues

Outline of the relationship between the ministry, WAJ,
PMU, the companies and their BODs

Advice on how to strengthen the concept of
corporatization

Display of the different options on how to set up and
where to place a regulator

Suggestions on proposal activities for the Jordanian water

and wastewater sector

@ MOcons
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5. Where to place PMU

A regulator can be placed at different positions within the overall organization of the

water and wastewater sector

Regulator affiliated

The regulatory agency could be affiliated to the Minister/Ministry/
to Minister WAJ as a dependent agency

tariffs

The minister retains important responsibilities like a final decision on

Affiliation of the

Regulator:as division new regulation should profit from already built-up reputation

regulator to an already existing entity — main idea:

of other independent
regulator (e.g. Energy)

Example Germany: regulation of energy and railway was taken up by
the existing regulator for telecommmunication and postal services

I@ MOcons

Approximately 20% of countries/regions worlwide have decided to choose a dependent regulator.

5. Where to place PMU

The favored concept of implementing a regulatory agency in Jordan is an affiliated

regulator (Option 1)

— The question is where to exactly link it

Transfer of personnel might be
easier (WAJ has more freedom
in paying good employees) (Waj
Law Art. 13)

Synergies in work ‘\
according to WAJ Law and \
PMU RP (tariff review; \\
investments of corpora-

tions)

WA is owner of companies = this could cause a
conflict of interest e.g. by reporting deteriorations in
performance

WAJ might be strengthened compared to BoDs

PMU is regarded as part of WAJ with
less options to build up own reputation

Conflict of roles: Whereas WAJ as
owner might also be interested in
daily business, PMU has to ensure

PMU currently is affiliated to WAJ.

\ that it is not micro-managing

Less legal acts have to be changed

\ PMU less independent — besides

\ Minister SG might interfere

WA has built up strong reputation in sector \
I@ MOcons “
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5. Where to place PMU

Questions that arise A legal act / amendment of the by-law of the ministry could
concerning incorporate elements of independence for PMU = but which
independence forms of independence do we talk about?

Institutional
Independence

Forms of
Indendence
of an
Economic

Regulator

Setting up a regulator with only parts of these independences can result in an entitiy which is not
able to fulfill its tasks.

I@ MOcons

4. Current financing of companies important task to be solved

That tariffs are not covering total cost is common for many countries, however

uncommon at least for most of the European countries

Jordan does not have full cost coverage and with increasing electricity tariffs with at

the same time an abstinence of applying dynamic tariffs also in water implies the need
to subsidise.

Tariffs are not calculated on an individual basis but are the same for the whole

country. 2> different specific situations of the companies imply drastic variations in the
financial situations of the different corporations.

v

Important step to conquer this situation is the development of a compelling and

reliable funding scheme. ToR for Financing Study part of current work.

I@ MOcons
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|
5. Current Tasks according to Council Decision and Link to Project
N I | | ora £ 10 [
1. Monitor the performance of the companies owned by WAJ (fully or partially)
- soon to be done
2. Set and develop the KPI baselines and the mechanisms of their calculation (2)
- currently being done
3. Set the (KPI) targets in cooperation with the companies and in accordance with the
water policies (5)
- soon to be done
4. Compare and evaluate the performance of the companies on their basis (2)
- structure of an annual report soon to be done
I@, MOcons
||

5. Current Tasks according to Council Decision and Link to Project

fer to lis

5. Issue the performance report (1)

6. (Approve) company business plans (5)
-> linkages between company business plan and regulatory business plan
soon to be displayed and discussed

7. Issue the basis and general evidence which outline the frameworks for the
development of internal working guidelines and procedures, such as the staff
guidelines, financial guidelines and others (4)

-> processes how UPMU works internally as well as with companies, board

of directors of companies and steering committee soon to be developed

- the same holds true for data delivery from companies for benchmarking

- proposal: no guidelines how companies organize their internal processes
(no micro-management (slide 4)),

I@ MOcons
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5. Where to place PMU

1. Institutional independence:

- PMU independent public body with detailed
rights and obligations (similar to Waj according to

2 WAJ Law Art. 3)

- Installing/Dismissal of PMU Director/Management

- Clarifying functions of PMU (PMU RP Sect. 3)

- Developing vision

- Defining principles for work: e.g. transparency,
non-discrimination, participation, rule-based
decision-making

- Public reporting requirements for PMU

indepandence

Forms of
Indendence
of an
Economic
Regulator

Lepslatoe
Pewet

(

2. Financial independence:
- Percentage of turnover of corporations/companies

Institutional independence is not a “one-way-street”. Yearly performance contracts for PMU ensure

that the regulatory unit is also thriving to improve its performance (similar to WAJ = delivering
report to Council of Ministers; Art. 29 WAJ Law).

I@ MOcons

5. Where to place PMU

3. Legislative power:

- By-law should assign the right to PMU to issue
certain guidelines which would then be legally

2 binding for corporations (e.g. business planning
guideline, cost accounting guideline, customer
complaint guideline ...)

- In certain countries in case of disputes arbitration
is performed by regulator

Forms of
Indendence
of an
Economic
Regulator

4. Power to obtain data:
- Sufficiently taken care of in AA and PMU RP

5. Power to sanction:
- Financial penalties, additional reporting requirements, maybe even the possibility to
dismiss a CEO of a corporation (WAJ = Art. 30 up to 2 years imprisonment)

If these levels of independence are taken care of PMU can develop into a strong actor even if it

would remain with WAJ, the ministry or the minister.

I@ MOcons
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6. Steps to improve regulation by PMU

1. Establishing and strengthening a dependent regulatory unit

Establishing resp. strengthening a dependent regulatory unit (PMU) affiliated to the
minister/ministry/WAJ with as much independence as possible ensured by ring-fencing
(e.g. amendments of ministry by-law, obligation to publish reports). The use of
performance contracts between minister/ministry/WAJ and PMU also .

Legal study: Decisions from first step have to be legally formulated; current PMU rules
and procedures ... to be reconsidered

Organisational study, which illustrates how many employees with what kind of
qualifications are needed to work in which departments of PMU

Study on the IT- and data-systems: The aim is to analyse whether the collection and
delivery of data between corporations and PMU could be performed more efficiently.

I@, MOcons

6. Steps to improve regulation by PMU

2. Development of regulatory instruments and a sustainable and predictable financing system

Development of a transparent, publically available benchmarking, which compares
companies. The benchmarking should be set up in a kind of strengthening the credibility
of the regulator. BoDs should be trained how to best use the performance reports to
better challenge their CEQ’s.

Study on options how to finance the water and wastewater companies in a more
sustainable way. This by doing an in-depth review of the full-cost structure of each
company, a calculation of the potential revenues, the derived subsidies and a proposal of
a sustainable and predictable financing system.

Further development of regulatory instruments: Linking the provision of subsidies to
performance of corporations, developing guidelines e.g. on business planning,
strengthening consumer involvement.

Establish a yearly report by the regulatory unit on the problems the companies face and

how PMU has achieved its targets.

3. Exchange with other dependent regulators (e.g. Portugal, Lithuania)

I@ MOcons
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1.2.3 Regulation workshop agenda and presentation (15" December 2019)

giz| Deutsche Gesellschaft fiir
Internationale Zusammenarbeit (GIZ) GmbH
Moh’d Baseem Al-Khammash St.13 Sweifieh
P.0.BOX 9262 38

Amman 11190

O el 1

Jordan e L .
Agenda
Introduction to Water Utilities Regulation
Venue: Marriott Hotel
Sunday, Dec. 15, 2019,
9:00 am —3:00 pm
Time Content
8:30-9:00 | Registration and Welcome Coffee
9:00-9:15 Introduction
9:15-10:30 | \why do we regulate?
10:30-11:00 | coffee Break
11:00-11:30 | \what do we regulate?
11:30-13:00 | How do we regulate? (1)
13:00-13:45 | |unch Break
13:45-14:15 | How do we regulate? (2)
14:15-14:45 Broadening our view: Newest developments in water utility regulation
14:45-15:30 | Remaining questions: Water utility regulation with the very particular focus on
Jordan
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Summary of Key Messages

Water Utility Regulation

An Introduction into Practical Experiences for UPMU

Prof. Dr. Mark Oelmahh

I ¢2 MOcons
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Introduction

1. Introduction

Objoctives of our session

- Displaying the I of a natural the need of some form ef
ragulstory engagament

= Disouesing the various farms of sompatition (compatition in the markat, = far tha market, ~ by
regulation)

= Descnbing how European wader markets are and the

+ Denving the need o INcentiise Monopolies ne matter i private o pubic

the division of
Jordanian challenges

ion between actors and painting to the

- Displaying lhe vanious slements of mqulzion and col !

particularly cencaming benchmarking - which might be suitable for the Jerdantan situation

« Gtressing the point to siricty follow guiding and 1o
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1. Introduction

Remarks from Thursday's interviews

I 2 MOcons
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Objective of this workshop
Get an overview of:

e .. various components of water
utility regulation (and best-practice
examples)

e ..interdependendencies in water
utility regulation

And derive suitable elements of regulation
for the Jordan situation.

Due to feedback of UPMU employees in
workshop the goals of an improved
regulatory framework should be i.a.:

e Create an independent regulator

e Implement a clear regulation and
clear processes

e The relationship between UPMU
and WC needs to be improved

e Increase transparency




1. Why do we regulate?
1.1 Economic reasons

2. Why do we regulate?
What's so differer tween wat 1N

If we don't like the shoes, we buy them somewhere else.
If we don't like the water..., our problem!
- In many countries bad experiences to glve water 1o a private supplier,
but: How do wa know that the public ane is engaged???

I 2 MOcons

2. Why do we regulate?

st refevart for Jarcan ]

Tend 1o take monopoly
@are competition Var. apomacheson hew to deal with a natural monoplv
+.G ition” by reg

of Competition for the rnafkel
or Competitionin the market”

+ =+ linking subsidies to performance if no cost-
covering tarifis; standard setting

‘v

Each 1 its in
. benchmarking —) always the first step with makn
intznticn to fester corporatization

+ Naming companies with their
performance

+ Shaming for missed goals

+  Faming outperformer

I 2 MOcons
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Why do we regulate?

Compared to other industries water
customers can’t change their water
supplier.

=>» Water industry does not face
competition! Thus: How can we set
incentives for WCs to improve in
their service delivery.

Several approaches on how to deal with
natural monopolies like water industry:

Different forms of incentive regulation

e “Competition” by regulation
o “Competition” for the market
e “Competition” in the market

=>» Each incentive regulation has its
foundation in benchmarking

1.2 Current practice in Europe

2.b. Current Practice in Europe

Luxembourg
Mo private companies or PRPs

Netherlands
Nn private comganies, although there are
Public warking as
nmapendenl camgpanies (private model)

Greece
Belglum There are thres (fpes of Putiic operatar
Numerous pubilc operators. Furification spstems

acivities under a PPP In Flanders, and
Doty privatized In Brusseis. Amhrooic
waler cycle managed by a PFF n
Walania (SPGE)

Man profit making comporations oan
and aperate rammant plants as
prwate emenpises

Municigal compenies as privats
enterpases

§ -
o Nt (3005 st e ke N ST Lruipal o sgunant
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\1 Howest svailabio comprehensive shudy

The following slides just create an overview
of the variety, how European countries
structure their water markets.

They differ according to the...

e Size of companies

e Ownership (private, public, PPP)

e Integrated delivery of both water
and wastewater service

e Form of regulation




2.b. Current Practice in Europe

Finland

Mainfy public operators; currently 2.3
Finnish private operatcr companies
offering sarvices. And coa PEP far 3

WWiR

Seurca Mehupd o [2000] sl virws adjimbuenis MDY
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2.b. Current Practice in Europe

freland

Pubic Water Supoly Schemes: 1011
supohirg 2077425 peopls outside
Dubdin. 1,300,000 peopls i Dubin are
serveel by the public wrter supply
scheme.

Aind {rural] Group Water Sthemes: 5512
senving o tosal of 454,891 pecale

Seunca Mehupi o W [2003] s worws
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2.b. Current Practice in Europe

Pl dperarers
fo

Franee

Austria

A large b of srall players. There
are sbout 4,000 aperabors for weter
sunply, about 1,150 sewnge tremtment
plants and anout 2,500 companies
working in the water disposal sector,
About 3,000 firms £an ba assigned to the
WRLST SEctor i @ bread s, 309 of
these are werking in considting and 70%
i ihe sectars for construction or

o pmeit

Scotland and Northern Ireland

Only one public sence provider n
Scotland,

Morthern Iratanc: Mary public oparatats

England and Wales

Mo puslic mansgemens, anby prvte

sempariss,

The private sector serve 98 % of
consmers in delegated servees.

The ather 2 4 are served by a cther
aprrators (local cres in generall,

Seurca Mehupd o [2000] sl virws adjimbuenis MDY

I 2 MOcons
2.b. Current Practice in Europe

-

B, ;
Competition i’ &%Ba nchmarld:?g%
" (woluntary)
Regulator only Ex-post-
regulates requlation of
network cartel offices

the market <

Competition
for the Market

Benchmarking
{compulsory)

Compaetition
by Regulation

60

Mainly public companies

e Finland (private model)

e Sweden (partly private model)

e Scotland

e Northern Ireland (private model)
e Austria (private model)

Mainly public companies

e [taly (partly private model)
e Ireland (private model)
e Portugal

Public and private companies

e Spain

Mainly public companies
e Germany
Mainly Private
e France
Only private companies

e England
e Wales

Heterogenous approaches of water and
wastewater regulation all over Europe:

e Competition in the market
(network regulation)

e Benchmarking voluntarily/
compulsory

e Ex-post regulation by cartel offices

e Competition for the market

e Competition by regulation




2.b. Current Practice in Europe

White Papar on services of general interest, 12.5.2004, COM{2004) 374 final

“The provi of high quality, d affor of general
Interest meeting the needs of consumers and enterpiisas s therefore an iImportant
element . [to reach fhe goals of the Lisbon strategy, MC] It will aim to ensure
thal the European Union continues to make a positive contribution o the
developmeant of services of general imerest as part of the European model, while

ing the diversity of i . Str and thatexists in
the Member States.” (p. 4-5).

EC Troaty Articie 16

“Without prejudice to Articles 73_ 86 and B7 [State Aid, Public Procurement ...
see Basic-6 Prof. Koenig, MO] , and given the place oceupied by services of
general econamic imterest in the shared values of the Union as weil as their rale in
prameting social and territodal cohesion, the Community and the Member
States, each within their respective powers and within the scope of
application of this Treaty, shall take care fhat such senices operate on the
basis of pnnciples and conditiens which enable them o fulfil therr messions,
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2. Why do we regulate?

oSt redevart for Jardan ]

|- Tend io take monopoly prices o

< Tonol face competition > | VAT approaches an how to deal with a natural monoply
e i +.G ition” by i

of  Competiticn for the market”
. or  Competitionin the market

+ =+ linking subsidies lo performance if no cost-
covering tarifis; standard setting

‘W’

Each incentve regulation has its foundation in
benchmarking - always the firsi step with matn
intznticn to fester corporatizatian

+ Naming companies with their
performance

+  Shaming for missed goals

= Faming outperformer
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How come that we do not have a similar
approach like we in for example in the
regulation of electricity, gas or
telecommunications?

The reason for the heterogeneous
regulatory approaches in Europe are the
diversity of traditions, structures and
situations that exist in the respective states.
European Commission was not successful in
issuing an European Directive on Water
Utility Regulation.

Given the different regulation approaches

e Competition by regulation
e Competition for the market
e Competition in the market

the question is, what is the best regulatory
option for Jordan (by taking into account
the respective historical framework and
structure of the water sector)

Let us start with Competition in the market.

1.3 Regulation vs. Competition

2.c. Regulation vs. Competition

or regulate 7

Cowan (1957). . The appropriate approach lo regulatory policy is to define precisely
where the natural monopoly element is, to focus regulation on this area - noting
that natural it can change over time as technology and demand

aller —and ta encourage competition everywhere alse”

I 2 MOcons

2.c. Regulation vs. Competition

= Allowing suppliers to compete for customers via access to ly pipeline facilties -
Iner classical approach 10 epen up markels in other nedwork industries

= Widely agreed that it would hardly work in the waler sector
= Reasons

~ Produstion cost relafively low = polentially compefitive parts account for less than
40 % (Electnc ity approx. 60%)

= Wateris hard and costly 1o transpart, especially in cempanson to the production of
waler (relafive fransport cost can be 10 to 20 times higher compared to electnoty
and gas [OFWAT calculations])

= Water not homogencus
= coslly tomix and to comply wilh drinking waler fargels;

= hard and costly to distinguish who is to be held respongible for breach; thus costhy
regulatory system needed

I 2 MOcons

Competition in the market = closest to
non-monopoly situation

To allow competition in the market the
natural monopoly element must be
precisely defined and regulated, while the
rest of the value chain must be unbundled
to encourage competition in these
elements.

= Main question: Is it possible?

Water sector - Competition in the market

=>» Access to monopoly network
facilities
=> Not a valuable approach (1)
e Water is costly to transport
e Production cost relatively low (an
open market would only account
for competition for roughly 40%
of the total costs)
e Water is not homogenous




2.c. Regulation vs. Competition

# Lack of national water grids = Usually not economically sensible to by-pass water
{and sewsrage] networks when there are significant economies of scale and scope
in distribution

= \erioal separation % Loss of economies of scope and loss of internalization of any.
externalities (assumed 1o be esp. important m waler. .9, localsed nature of supply
I W]y more ywith costal for ragulators needed

~ Meed of supplier of last resort (especizlly in waler scarce areas supplier has to hold
water in excess < additional cost fo secura supply)
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2.c. Regulation vs. Competition

# Can occur when competition in the market is believed to be infeasible or undesirable

+ Operation of 8 nalural menopoly could be auctioned off to the firm that offers the
lowesl price (Demsatz, 1968) or the largest money amount

= Pro's:
* Market-based decision making < miormaton is exposed in bidding process
* Lower regulatory risk

* High incentives for companies, which won bidding processes (o increass
efficiency

I 2 MOcons

2.c. Regulation vs. Competition

#Con's:
= Uncompetitive bidding
~ Semal numbar of blodars laading 1o colssicn

— Sirateges advaniage exercised by moumbent franchises arisng from supenar
Hnedge

asnets when is being
= Contrect specification and monitoring
- Confract incornpletencss i1 long lerm contracts -3 this incomplate nature of contracts
leans 10 salition where CORract enforcement CoMVETDEs Wit rEqUiatan: n batveen
auchonng intervals no competitve threet for francheses

— Oplimal mainlenance and replacement levels - in last years a franchisee might run
down assets 1 operator d2es nat Miend 1o renew contract

— Incompiete contracts can mad to rent sesking, cormupton and fuflment of poktical
wishes
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2.c. Regulation vs. Competition

= Summary:
+ gonfracts either highly defailed and thus inflexible or short-term

* If short-term anly management contracts <» private partner
hesitant to bring in capital for investmenls

e might
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=> Not a valuable approach (2)
e Lack of national water grids
e Vertical separation leads to loss in
= economies of scope
= and the internalization of
externalities
e Supplier needs to keep last resort

Conclusion: Not relevant for Jordan;
England will make some experiences in
2020’s

Water sector - Competition for the market
(similar to PPPs)

Operation of natural monopoly is auctioned
e To lowest water price offer
e Or largest money amount offered

Pro’s:
e High transparency
e Lower regulatory risk (less need
for regulator)
e High incentive to increase
efficiency

Con’s:

e Uncompetitive bidding (collusion)

e Valuation of assets in case of
transition of power

e Contract specification and
monitoring (converges with
regulation)

e Lack of optimal maintenance and
replacement levels (especially in
the last year)

Summary: A country entering into PPPs
might decide between:

e Long-term contracts: Highly
detailed and inflexible

e Short-term contracts: hesitation to
bring in capital for investments by
private companies




2.c. Regulation vs. Competition

+ Cempelition by Regulation: natural monopoly is censtrained by rules
(quality, pricirg [RPI-X] _.) {3 see tanfl regulation, 4.b.)

= Owerall idea
~ Mot costs but allowed revenues are regulated

- Since revenues are regulated, companies have an incenlive 1o
decrease costs

= Attention” Sin & Id not i1 ywhere
some kind of quality and investment regulation needed in addition

= Approachworks under two assumptions:

- Cost-covering larfs or at least partly cost-covering tarifls incl. rule-
hased granting of subsidies

= Works balter but not soiely if we have privalized companias

I 2 MOcons

2.c. Regulation vs. Competition

| fost relesant for Jordan ]

v

+ Tend to take monopoly prices
+ Donotface competition Var. approaches an how to deal with a natural manoply

=+ .0 ition” by

of Competition for the market”
or  Competitionin the market”

+ =+ linking subsidies io performance if no cost-

+ Naming companies with their covering s slandadaating

performance
+ Shaming for missed goals

+  Faming oulperformer W

Each kind of regulation has its foundation in
benchmarking = always the first step wilh main
intenticn ta foster corporatization

I 2 MOcons
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Competition by Regulation

Revenues are regulated
=>» creates incentive to reduce costs,
because reducing costs raises profit
=» Quality and investment regulation
are needed
Attention:
e Tariffs need to be cost covering
e PPPs - combination of different
regulatory approaches

One day a combination of competition for
the market and competition by regulation
might evolve Jordan.

However, each kind of regulation has its
foundation in benchmarking! The reason is
that a regulator needs to gain knowledge by
collecting and analysing data. He would
then be also the actor to oversee PPPs or at
least in assisting to oversee PPPs.




2. What do we regulate?

3. What Do We Regulate?

Rk
05 004
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3. What Do We Regulate?

irefend B
Mo charges Full cost (price
covers &l the
costs)

Prica doas not
cover al the cosis

Frice covers
almost the cost
(partial irvestrment

eosty
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3. What Do We Regulate?

iy o 1
Smers e - |
Fartugsl T
E ] |
Denmars Ay 1
Sectiardiioen rabind [ T Z
EngleciVisles =
Lummbaurg i

Franca 1m
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3. What Do We Regulate?

Critical water Abundant
sihuabion = [B50UTDES

A

Many
rESOUES
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What do we regulate? Prices

However: Differing pricing do not imply that
companies in certain countries are better or
worse.

Reason: Many factors determine different
prices.

= Which factors may explain different
prices?

The cost price relationship is what
regulation needs to focus on!

The price does not reveal the efficiency of
utilities, especially when the price is not
covering the costs.

Water consumption per capita varies a lot
in different countries and needs to be
considered in the regulatory framework.

Water availability varies a lot for different
countries and needs to be considered if we
observe different prices in different
countries.




3. What Do We Regulate?

In the Netherlancs thers is na mamn seurce of water

W D
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3. What Do We Regulate?

Decision on quality lovels ¥ service lovel agreements
{either individually o for whole sector}

Integratian of customers.

Crealing

transparency via
Benchmarkin

——
Reflecting particularities Monliing

in certaln area ’ Accounting
Situstion "cost recovery Guidelinas Potential sourees of
level” financing:

Pro-poar Tariffs - fanifis

Watar scareity v water - nationalfinternational
capital markets

Margeicy Very often PPP sets important - bi- and multilatersl
benchmark for others donors
Need to identily role of regulator = governmental budget
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Main source of water varies a lot for
different countries and needs to be
considered in the regulatory framework.

Thus: Benchmarking tries to create
transparency
Regulation normally has to balance...
e Tariffs
o costrecovery levels
o orientated on ability to pay
e Optimal Quality/ Service levels
o Investments
Always the starting point: monitoring and
reliable accounting




3. How do we regulate?
3.1 Creating transparency

4.a. Creating Transparency

= Only 10 water companies in the Netheriands —

= According to officials, sector is still
too fragmented
- poses the question of the right size
of a water company (o
watorQnet o

s

Suroe VEWI OIS p 1)
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4.a. Creating Transparency

= Since change in legislation, companies do no longer face threat to be
privatized; some argue this was the price to participate in benchmarking

« 2012: Sixth,, i -report
2000, 2003, 2008, 2009); available online

studies in 1997,

ing 1ty VEWIN, the industrial water federation; NO
FORMAL ECONOMIC REGULATGR

Iso started for

side |, Unie van water Il

- Companies have to participate in benchmarking; performance of specific
company in report

* Various stakeholders and press carefully analyze performance of _their
company®
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4.a. Creating Transparency

as holisticas in and in
{IWA data definitions)

Ahvays mos! appicatie report used o best derive lessons leamt far
Jordan; does nat necessariy mean ihe newest
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4.a. Creating Transparency

= Reports contain more and more information

- Comparison of company data over time and with other network industries

B vl O 00
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Our first example are the Netherlands:

=» 10 Water companies in NL

Questions the Dutch deal with:

e Optimal size of water company -
Are companies still too small?

Creating Transparency — Netherlands (NL)

e Six performance reports are
available online so far

e Companies have to participate in
benchmarking

e Stakeholders and media analyse
performance

= Naming, Faming and Shaming

Creating Transparency — Netherlands (NL)
Important: Holistic benchmarking approach

Water quality
Service
Environment
Finance & Efficiency

Creating Transparency — Netherlands (NL)
Reports use more information over time

e Development of a company over
time can be displayed

e Comparison with other network
industries




4.a. Creating Transparency

= Thetotal costs per connection amountto an average of € 172, witha

spread bety water jesof € 71 per Thetotal costs
are divided into four cost categories.

Betal conty Tasms asta of suprial Dusrscistiors Syantiusl casty
W wwe ] - | IR

W ieas L L 3 =y = L]

B Gnnentwere IEECEE EEEENEEN T -
B weae [ w1 e | [ ]
L e e e el e —
W Friae N T T U
B Watemet e ] [ = = J 1= ]
Dusss I T | T T
o wn I B T T T
m [ =5 3 I R .

Gactar m " n - L

Sawra: VEWIR (A% [ 2%
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4.a. Creating Transparency

= The spread between the biggest cost i and d s to

€ 53 per connection. The total costs per connaction decreased by an
average of € 23 since 1997,

O -] | T

L T E— =

L ] ——

Brkast Pener I 1 — -

(] - | =T

v N -2 — ;

D L) v

o ——

whar ——
-- = =

i

Sawrs VEWIN (2015 5 4Ty
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4.a. Creating Transparency

4.a

P
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Creating Transparency — Netherlands (NL)

Total costs divided into four cost categories

Taxes

Costs of capital
Depreciations
Operational costs

=>» Overview of cost drivers for

different companies

Creating Transparency — Netherlands (NL)

Effectiveness of Benchmarking

Almost all utilities decreased costs
per connection since 1997

Spread between the cheapest and
most expensive company
decreased over time; same price for
the whole country absolutely
uncommon!!!

. Creating Transparency

ortugal = four yearly reports:

Benchmarking: Lessons Learnt

Even public companies improve
Reports need to display the
individual performance

Reports need to be widely
communicated in public
Benchmarking gets more valuable
over time

EnglandWales—various yearly reports:

Benchmarking: Lessons Learnt

Publication frequency is not
decisive

Reports can be very detailed
Benchmarking is dealing with cost
AND quality situation




4.a. Creating Transparency

e
Lt e
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4.a. Creating Transparency

Graup 1~ Key Performance ingicator &

soarce. Prrfurmams fepat 2002, ERRU (20 4

I 2 MOcons

4.a. Creating Transparency
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4.a. Creating Transparency

Ranking ing to [lafi) and improvement, 2008-2003:
Frnm  PET Pt P BT Pech clicud
Taitany ] [ = ]
ik ast D e an
Tatmtg i | Sk ]
| e . 4w ]
Huamrzpres e | 1 B 1%
Wereres L] | o B b i
Hrres n | Y ke

Ssure: WANEK] (00 gp. 32:24)

s learnt: Do not enly fa
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Benchmarking: Lessons Learnt

e Appropriate key performance
indicators are needed

e Results need to inform and address
(uninformed) public

=>» Key messages of report must be
delivered in an ostensive way

Benchmarking: Lessons Learnt

e To distinguish between a good and
poor performance helps the public
to better understand the individual
results.

Benchmarking: Lessons Learnt

e Assign weights to performance
indicators to calculate overall
performance

e Blame poor performances AND
fame good ones

Benchmarking: Lessons Learnt

e Fame the best achieving companies
AND the ones, who have improved
the most

e Display best practices and
encourage exchange




4.a, Creating Transparency

Water Coverage 8080% 808% nfa wa
Sewerage Coverage 5080% S1.0% » % wa
Deinkang Water Quaiity nia w3 Na %% wa
Hours of Supply Mours/cay) 105 e S 8 3
Total Cost Coverage’ 794%  827% A 0% 0%
08M Cost Covaragst 10570% 106.3% 2 100% 954
Collectian EMficiency TRTR F0.9% A 82%

Statf €tticiency [staty/ 1000 connectsans! ra R &) - Ao

Nor-revenue wates 6550% 7.1% & 0%

Motoring Ratio S040% A% ~ 83%

ser By

amt: Do not only display the performance of sach company individually but also of the

sector in totall
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4.a. Creating Transparency
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4.a. Creating Transparency

Chapter 3:
Diffarences in
andowmants kead fo
differences in costs

Chapter &: Try to
report in the most
oatentive way!
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4.a. Creating Transparency — a)Taking endowments into account (1)

= A numberof explanatory factors has been identified on the basis of
regression analysis -» shall help the reader to handle data with caution

'3 par o o driaking watar suppiied ars highse wetn:

+ Lo el

+ Lowar use + Higher rtwors camuisacty

ol arererataer

Eouen VEWNEIE &)
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Benchmarking: Lessons Learnt

e Display performance of each
company individually AND for the
sector in total

Benchmarking: Lessons Learnt

e Display the progress over time in
the reports to point out the success
of the regulatory framework and
the regulator’s work.

Benchmarking: Lessons Learnt

e Report in a way that takes different
endowments into account

e Address reasons of different
performance results (especially due
to different endowments; for
Jordan e.g. differences in subsidy
distribution)

Taking endowments into account

e Explanatory factors for varying
costs

e These can be identified by
regression analysis.




4.a. Creating Transparency — a)Taking endowments into account (2)
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4.a. Creating Transparency — a)Taking endowments into account (1)

an eoets and +  Costsare not compared lo the costs
of the best company bul instead to a
1 company's own expacted (average)
1 coats”
< 1
£ - Compary with distribution costs of
£ 143 ctim is better (1) than the one
HE with distri costs of 45 avm?
fw
E “n + OLS Analysis; always vabidated Dy
o DEADr DEAand SFAAnalyses
a : - . :
o \ :
Structurd condlions.
(1= gond ~ 5= lud comitons
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4.a. Creating Transparency — b) UPMU partner of companies

= Very mpora
taken care of in L

malianal
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Taking endowments into account

e Qualitative performance
description needs to follow uniform
and transparent methodology

e This is the example of Portugal and

Ana()

Taking endowments into account

e Compare companies with similar
endowments

e Costs should be compared to
company’s own expected (average)
costs (like GE)

Reflection on Jordan’s regulator UPMU

e UPNU shall file annual report and
evaluate companies
e UPNU shall be transparent on
o how steering committee is
elected
o theinteraction between
formal organs
o the degree of
independence

Reflection on Jordan’s regulator UPMU

e UPMU mandate in line with best
international practice

=» Benchmarking starting point for
everything
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3.2 Tariff regulation

4.b. Tariff Regulation

Information gathered from benchmarking
What next’ need to be used to regulate tariffs.

MNow we have collected much data an g experiences how a
company is performing

UPMU not in charge of setting tariffs, but is
able to assist in making determinations

a) How is this knowledge used in other waler markets o calculate tariffs?

b} What does it imply for the Jordanian s on'?
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4.b. Tariff Regulation We have mainly two different options in
g setting tariffs:

The control of prices s a central regukatory function
prloes| egulatory functh T Tt

R
s e,

< RS egRIsen (ROR) a) Rate-of-return Regulation  Cost
= Definition of rate-of-retum reguiation Orie nted

* Frices shoukd be setin order (o provide & well-managed waler
utility a fair and reasonakble retum on caphal

=SSR RO Should provide a fair and reasonable return
- Determine the utilify's total revenue requirement (total cost of .
Thesetvics] of capital

— Determane a fair rate-of-return (nancial integry, capital
attractiveness, ste.)

~ Determine the price structure Problem: Lack of incentives to reduce cost

= Problem of cost-onenled pricing: Lack of incentives to reduce cost

I @MOcons
| |
4.b. Tariff Regulation
rice-Cap Regula ! b) Price-cap Regulation
Ap, =RPI +/—P +/- K, +/—0PA, o )
e Price limits are set for certain
= RPI: Retail Price index; P Expected Productivity Growth of industry; 1 . .
Expested Productivity Growth of individual pany, OPA- Expected
F'rgsu_c:wly Growth of ln;‘n:’utdu‘;l company ansing from relatlmrquaht,' pe r Od Of t Ime
Provigin

o T e Incentive to increase efficiency due
# Price limits are set every five years in "Price Review . . :
~ Betwean pencdic reviaws reg COmpanies can profils through tO Cha nce Of Ian'eaSIng prOfItS
achieving greatar than forecast efficiency. . . .

e Customers benefit from efficiency
increase in following regulatory
period by decreasing prices

=>» Practice Example: England/Wales

= Such efficiencies are passed on to customers in later years through price
limits set for subsequent parod

» Tha example of EnglandWales in mora detail

I 2 MOcons



4.b. Tariff Regulation

Cost Accounting Guideline also be

needed by UPMU in mid-torm!

| Base Servico I | Enhancement |
I 4 —
| I | | I I I Ih:‘“um
—l
Infrastrocture Maintonsnce mon-
renawels
Iw@ﬂi) I o

I 2 MOcons

Business Planning Guideline also

4.b. Tariff Regulation

b nasded by IPMLI in mid-termd

Obligation for Sarvice Standards
(5t by ministries; EC ..}

o= ]

> Oid Assets + New Invastment
w5 9

. Required Raturns
g
Minimun Profit

+

ol Efficient Operating Casts
[¥ordatick Cempatition}
| +

Tax

Necassary Ravenus
.
Pricas.
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4.b. Tariff Regulation

Two ways of calculating K-factors:

a)E ic Models (O ing
Expenditure Models)
b) Unit Costs Approach (Capital Werks
Unit Costs)
-

Step-by-step approach used
to derive the econametric medels

I 2 MOcons
4.b. Tariff Regulation

Unit Conts Approach [Capital Warks Lnit Costs)

To be detenminec: - Benchmark company
> Tite and percentage unill efficiency gap is to be closed

lower K

72

Price-cap Regulation in detail —
England/Wales

1° step: Division of cost

e Base Service (operation,
maintenance)

e Enhancement (quality, supply-
demand balance, service)

o CPET (TI .

Price-cap Regulation — England/Wales

2" step: Future prices are determined by
business planning

e Minimum profit (asset costs by
fulfilling the obligatory service
standard)

e Efficient operating costs (Yardstick
competition)

e Tax

Price-cap Regulation — England/Wales

3" step: Calculation of relative efficiencies

e Econometric models
=>» Step-by-step approach
e OR unit costs approach

A compary which is already 1 it peers

I 2 MOcons

Price-cap Regulation — England/Wales
Unit cost approach

=>» Unit cost of utilities are compared
e To be determined:
o Benchmark company
o Time and percentage to
close efficiency gap




4.b. Tariff Regulation

1% ’ = L%
=2 N Ly

First Step » Determination of P | x-factor™) and splitting up between stick and carrot

Secand Slep > Determination of K-factar and splltting up betwesn stick and carrol
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4.b. Tariff Regulation

i
!

- . ]

- Companies are evenly spread all over the chart
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4.b. Tariff Regulation

- Companies are now crowded in the upper rightcomer...
... Isn’t that great for the regulator?
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4.b. Tariff Regulation

OFWAT's task today:

“Shifting the frontier” rather than “moving to the efficiency
frontier",

Thus: ion of an i {, forthe
bestcompanies")
=

Summing up- (
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Price-cap Regulation — England/Wales

4t step: Turning efficiencies into prices
The idea of “Stick and Carrot”
o efficiency improvement factors are
calculated for each company
=> These efficiency improvement
factors are partly already in the
prices (stick); partly they will lead
to profits (carrots) if the company
manages to reach the efficiency
assumptions set by the Regulator

How successful was the English Price-cap
Regulation?

=>» Before: Huge variety of companies’
efficiency levels

=>» After: Companies moved closer to
the most efficient company

Companies both improved and at the same
time the rather bad ones started closing the
performance gap compared to best
performing companies.

Price-cap Regulation — England/Wales

But what do we do in order to set particular
incentives for the already very well
performing companies? Isn’t it harder for
the already well performing companies to
further improve?

=> Next step: Introduction of an
additional incentive for the most
efficient companies = shifting the
frontier




4.b. Tariff Regulation

That arilts sre nat covering of Lricameon &1

;? Jarnan anes net have ful cost covarsge and with increasing sieciricity tariffs aith & the same tme an
}; mbsiinence of applying dyramic tariffs siso in waler imphes the reed to subsdise

specific stuntons of e companies imply drastc variations n ;e financial siiuations of the different
carparEnrs

l? Tarfts are not calulated on an indlidual Basis B are the same for the whate caumry 3 dffarent ‘

‘v
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4.b. Tariff Regulation Tarlff Setting ~ and Subsidy Granting

Guidalin to bo duveloped!

P Freyrrpp—
mants would detsrmine subsidiesftarffs
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3.3 Quality regulation

]
4.c. Quality Regulation
Elements of the Overall Per
I 2 MOcons
]

4.c. Quality Regulation

Fariormance band | Adjusimaent te] “Company
(morecreoge of maximum | K facters in |
acnigvabic cverll 0506

Targets
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Applicability to Jordan?

e So far tariffs in Jordan (unlike in
England/Wales) are not cost
covering = Subsidies are needed

e Tariffs are not calculated on an
individual basis

= Important step: Develop compelling
and reliable funding; Analyse cost
data!

Final draft of UPMU mandate from end of
2019 included more rights. From this
perspective:

e With draft of the mandate UPMU
would be well endowed to perform
its tasks

e Tariff settings and subsidy granting
guideline need to be developed
though

e UPMU (Bye-) Law of utmost
importance

As already said: Price regulation always has
to observe overall performance
assessment; the example of England/Wales:

Weighted elements of assessment
according to holistic approach of
benchmarking:

e Water quality

e Service

e Environment
(Finance & Efficiency already covered by
tariff regulation)

Applicability to Jordan

e Quality regulation of
England/Wales is not applicable to
Jordan

e But quality targets need to be set
by UPMU

e Underachievement should lead to
sanctions/penalties 2 e.g. no/less
granting of subsidies




3.4 Investment regulation

| |
4.d. Investment Regulation
~Serviceability Indicators” (SI)
e - e <
JService . * * o % JAsset
Indicators" | * & Performance |
* R A J indicators®
W - e
! ] 1 =
£.g. response to a.g. properlies e.g. number of bursts
billing contacts subject to flooding
T incidents
& LAUTL R
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4.d. Investment Regulation

D of guality time.
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4.d. Investment Regulation

conatant [ % W0

mangmal dechne [ | 15 B
signiicant dechine 2% | A S
i el il S

i
¥ worsa Ten awrage

In this example a company is only allowed to invest, if...

... the state of its assets are in worse shape than the average ones;

. the state of its assets has deteriorated.
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As already said: Price regulation always has
to observe overall performance
assessment; Investments are needed in
order to achieve quality improvemens.

Thus Regulating via output variables

=>» Investments will be granted if
output variables suggest that
investments are needed.

Investment regulation
Regulating via output variables

The goal is an optimized not a maximum
quality/output

=>» Investments will be only granted if
the optimized output level is not
yet reached.

Applicability to Jordan

e Investment regulation of
England/Wales is not applicable to
Jordan

e Important: To achieve quality
improvements very often additional
financing is needed

=>» Need of a transparent subsidisation
policy




3.5 Customer engagement

| |
4.e. Customer Engagement
+ Adynamic approach is to analyse consumers' views...
ive: Resanrch on wi pay to estimate the monetary value of the benefits
that custamers obtain from changes in lavals of servica provided (contingant valuation)
+ Examplo: Service measures and levals
Souce dzult (3003, p 1)
I 2 MOcons
u
4.e. Customer Engagement
I 2 MOcons
| |
4.e. Customer Engagement
Functions of Water Watch Groups Activities of WWGs
= Represeni the general interests of consumers = Hold public meetings
Fallow ug unresolved customer complaints :"Tms”mers
b . otd meetings to
Improve comme and
providars reviaw oomplaints
= Arbitratem conflicts + Engage |_n_wueach
and publicily programs
Sensitize consumers (e.g. the poor) 16 their righls A
T = Submit periodic
and ohligafions reports
Educate consumers an role and runctmnaf regulator + Hold public meetings
Caliect information on performance of providers with companies on
Infarm regulator about eff af P and
Create public awareness of WNGS exdstence strategy {England)
Publicize tariff adustments locally
Applicable for Jordan?
I 2 MOcons
| |

Customar Servi

Guldolina/Customar

4.e. Customer Engagement Gtk i i wiic i

puated enlills
cond kvel of complamt i addition o

haza finctions Wil oa
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As already said: Price regulation always has
to observe that incentives do not lead to
cost saving where we would not like to
have them - include customer’s view

Here: Include customers willingness to pay
to determine optimal quality

=>» Research on willingness to pay to
estimate the monetary value of the
benefit that customers obtain from
changes in levels of service
provided.

England: Include customers view

= Consumer Council for Water
provides quality indicators which
reflect opinion of the public.

Zambia: Include customers view

Water Watch Groups represent the general
interest of customers on the one hand and
spread all needed information from and

about the water utilities on the other hand.

Summary

First steps:
e Benchmarking
e Business planning
e Financing study
Mid-Term steps:
e Clarification of vision/mission/core
principles
e C(larify guidelines
e UPMU (Bye-) Law
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4. Guiding principles for UPMU

5. Guiding Principles for UPMU

Which criteria need to be met for good regulation?
= legislative mandate

1 prisndate int
+ accountabiity
IPIAL I acetunta
A1

= dug process

- expertise

A S o e St G i futesr

cerlain decisons need fo consoer compeling optons and balance udgment

infarmialios
« eficiency
i e
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5. Guiding Principles for UPMU

formulated
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5. Guiding Principles for UPMU

There are certain criteria for Regulators on
good regulation. It makes sense to always
keep them in mind:

e Legislative mandate (authorisation)

e Accountability (controlled by
democratic institutions)

e Due process (non-discrimination)

e Expertise

e Efficiency (efficient results at low
cost)

Legislative mandate and accountability

To fulfil the mandate accountability is
necessary and therefore independence:

Institutional independence
Financial independence
Legislative power

Power to obtain data
Power to sanction

Whereas the working | iples guide yday's in

ternal decisi the sector needs to

become aware of the Regul;

Therefore the Regul

needs to be present, BUT

aigo needs to have a clear external communication strategy!

N

Vislon and Misgion

T —

I 2 MOcons

5. Guiding Principles for UPMU

WWRO's Role and Responsibilities
+  Selting service tariffs which
balance afordabdity and financial
wiabdlity of providers
Lizensing
Ensuring that providers will not
misuse monepolistic position
Monitoring and reporting
Establishingand supporting
Customens’ Consuilative
Commitieas

= Approving terms for forgiveness
and sattiement of past debls

Leading Work Principies of WWRO

Indepandence

= Balanong

= Obgectivity

+  Protection of customer interests

= Consulting - “Policy development

should be consultative’

= Transparency
+ Cooperation
= Non-discrimination

I 2 Mcons

Translation of legislative mandate for
external communication

e Sector needs to become aware of
regulator

=>» Regulator needs to be present

=>» Regulator needs clear external
communication strategy = Vision,
mission and key messages

Clear external communication strategy

e Formulate roles and responsibilities

e Derive Working principles

e Let principles determine every
day’s decisions

=» Communicate roles, responsibilities
and working principles
transparently




5. Guiding Principles for UPMU

Water and W

sector

G oy

Policy setting Regulation Service delivery

* lity of iesio - p by LIPMU
formulate sector palicies and on basis of kegal
strategios mandale

* transfer nto law after
approval of pariament or
narmative acts.

e

5. Guiding Principles for UPMU

Biggest dangerin requiation:
To be dragged info too close ties with either single

= responsiollity of

Corporaions

* respansioility to

achieve KP| largets

Oelmann (2008}, own figure,

companies or

poiitical actors! This leads to a loss of reputation in the market!

4 &

] e
( Consulling the

Transparency - seclor
_ Lo
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Classical Challenge for regulator

a) Forgetting separation of roles

e Policy setting

e Regulation

Service delivery

=> Not regulator’s role to tell how to
reach targets = no micro-
management

— Conaultation
Faper

\hEn_s'nal Cnmrvtrjijii@

Summary of || Dacision
Brswers s

I 2 MOcons

2) Beware of regulatory capture

e Towards companies
e And political actors

Stick to
e Transparency
e Vision/Mission
e Consulting the sector




5. Concluding remarks

7. Concluding Remarks

* Ina natural sector some kind of ¥
+ Cncepts to introduce more ition are ible. © tition in the market
will not work, starts to make a serfous attempt.
o via ing is atways the first step for a whaole
varlety of app s 1 England..). Such apy hes can develop
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time. An Increased transparency always needs to be the first crucial step!
+ The various concepts of Competition in the market, = for the marketand ~ by

regulation intertwine. A combination of ition for the
will e.g, become necessary, if Jordan follows the path of various forms of Private
Sector Participation.
+ Regulation is much mare than anly tariff reg Quality ~ and
d to by as well.
+ Forthe Jordanian situationan i ion with all the other “water actors” is
crucial. Sucha [ for every reg and helps him

finding its role according to its mandate.

I 2 MOcons

7. Concluding Remarks

+ Principles are Important for the regulator’s strategy. They need to be
communicated together with the vision and mission. In addition the regulator
needs to summarize its views in key phrases which should be censtantly brought
into public.

which is currently for UPMU is goi the right
direction. UPMU (Bye-} Law is of utmostimportance.

* UPMU needs to be both the challenger as well as the partner of the water

corporations.,
+ Th tsteps are: B king, Internal and those ones
ingi il ToR for Financing Study
+ Mid-Termsteps could be: Clari of visi i issuing
first benchmarking and annual report, tariff setting and subsidy granting
ine, cost 1 ideli
- Steps thereafter could be: Options’ analysis riffs and subsidi
Customer Service Guideline
I 2 MOcons

7. Concluding Remarks

I 2 MOcons

e Natural monopoly demands
regulation

e Introducing benchmarking and
therefore transparency is always
the first step

e ForJordan: A combination of
competition for the market and
regulation might evolve over time

e Regulation means: Tariff, quality,
investment regulation and involving
customers

e Communication is key

e Principles are important for
regulator’s strategy

e Regulator needs to be challenger
and partner to WCs

e Prioritize: First things first
(benchmarking, internal processes,
Business planning, financial study),
then mid-term steps

Were all goals of an improved regulatory
framework (due to interviews) touched?
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1.2.4 Workshop with UPMU staff on organizational setup agenda and
presentation (16" December 2019)

giz| Deutsche Gesellschaft fiir
Internationale Zusammenarbeit (GIZ) GmbH
Moh’d Baseem Al-Khammash St.13 Sweifieh
P.0.BOX 9262 38

Amman 11190

Jordan PV 3 Y

LR L

Erbanthlengiranpmmenarhes

Agenda
Workshop with UPMU staff on organizational setup
Venue: Venue: Room 104 MWI
Monday, Dec. 16, 2019,

11:00 am —3:00 pm

Time Content
10:30-11:00 Registration and Welcome Coffee
e Aim and agenda of the workshop
11:00-11:10 e Introduction of participants
11:10-12:00 e Structure and roles within UPMU
e Internal and inter-organisational processes (e.g. UPMU — Steering
Committee UPMU — WC — Board of Directors - Ministry)
12:00-14:00
[Integrated coffee break — coffee available in the room]
e integrated coffee break
14:00-14:50 e Defining road map for institutional development (step-by-step approach
during next years)
14:50-15:30 e Summary and next steps
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Water Utility Regulation

Workshop on Organisation of UPMU

Prof. Dr. Mark Celmann, Felix Richter

I 2 MOcons

Objectives and agenda of the workshop

Develop roadmap for the organisational setup
2 Defining core deliverables and processes
Looking at structures and roles
4. Get started!

Suggestions based on previous interviews, review of studies, and
project experience. Results will be documented in workshop report.

—= Time frame 11 a.m. to 4 p.m. with integrated pause(s)

I %2 MOcons
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Definitions

1. Structure, based on posts (organigram)

2. Rele (functionof a post, e.g. supervision, guality control)
2. Tasks (also "job”™; activities assigned {o a post)

4. Process

= Repeating action steps in chronoilogical order

= Clear starting point and clear result

5. Roadmap (necessary actions to reach a given aim)

I %2 MOcons

ROAD MAP AND ACTION PLANNING

I %22 MOcons
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|
The basis for action planning is UPMU"'s mandate
I. Set & Evaluate Operational Performance Targets
2. Monitor Compliance with standard of KPI's (review of reports
and direct verification of compliance of standards and KRPIs).
1. Review and recommend tariff (includes review of cost, tariffs,
required subsidies options analysis for the Cabinet).
4. Recommend Subsidy
5 Incentive/Penalties on Service Delivery
G, Settle customer complaints and disputes
7. Conduct inspections and investigations
F. Recommends updates on laws, legislation and regulations
- Mandate, tasks and processes should be consistent and form
an intertwined organizational system!
I %2 MOcons
|

Joined action planning for UPMU

Take a look at our brainstorming of possible activities during the
first 1,5 years:

1. Necessary changes (additional tasks, different wording)?
VWhat is the correct order over time?

2. Additional comments (resources, issues...)?

Putting stickers where you see an engagement of yourselfl

k

[~

I %2 MOcons
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[ |
INTERNAL AND CROSS-
ORGANISATIONAL PROCEDURES
I 2 MOcons
[ |

How can we define “Process” for UPMU

Definition
- Repesating action steps over time. clearly defined
= Clear starting point (trigger) and clear result
= Additional infermation can include!
= who does what,
= whean,
= how,
= with which resources?

= Mot all activities consist of formal, standardised processes)

I 2 MOcons
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pul
Process definition (GiZ)
Lo
Mustasgement arxd
Sleerid pMQCUsSsgs
33 s
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I %2 MOcons
.

Joint elaboration of core processes

1. What are core deliverables for UPMU during the first 1,5
years?

2. Joint process elaboration
=+ Define series of action over time
=+ Leading to defined results
“+ Wisualisation {one action on one paper card)

3. Adding further attributes (2.g. who (RACI), when. resources.___)

I %2 MOcons




86

-
Option: application of the Responsiblity Assignment Matrix (RACI
chart)
F s ls S585
z o X : S .
TELOEFES S «§«3$$¢§§fq§
Planning / Schadule RIA|I |C 23
Risk Management L I ) A
Quatity Management RS B
| Prosiiammnt § 2 -
1 SV\.-‘eci.‘:f;lhu.-m. L sting A R
2. Site Requirements ClAIR|Q R
3. Call for Tenders QlA|R|C R
' ‘37 G:ndg-_d A‘),p,r,"'v,",. AlQ R
5. Contract Negotations A Q/RIR
* R — Responsible {works on), A — Accountable, C — Consuited, | - Informed, Q — Quality Reviewer
I Z2 MOcons
|

STRUCTURE AND ROLES

I 2 MOcons
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Structure and roles within UPMU

TPAL Director of
Regnlatory Uit

Financial' Economic Drata Officer — 1T Ltikiey Operations Castomer Services &
Amakysis Expert Expert Expert { Water/ WA Hetatioms Expert

-2 What are core activities and core oulputs within sach post?

I %2 MOcons

Suggestions for next steps...

1. Based on the workshop report, you can organize a two-day
workshop for the UPMU 2020 operational plan

= Further specification of core deliverables
= Finalisation of rocadmap {who does what, when, etc.)

= ...no over-steering, it's a team of 4 (+ director)

2. For each core deliverable (e.g. for performance
benchmarking report)

= Planningworkshop to define a) structure, b) content, c) work
packages, d) time-frame

= Joint elaboration of results seems necessary

= ... No under-steering

I %2 MOcons
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|
The 7s-Model of McKinsey can support thorough planning. We will
provide a ,,7s-Checklist” in the MOcons workshop report
Don'‘tforgetteam
building ;-)
|

Optional final exercise
Criteria for ,,good” cooperation of UPMU

Fleasa write down three core criteria for ,good” cooperation within
UPKMU. What Is important for you? {(5-10 min)
Share results in plenary (ca. 10 min}

S After everybody has shared his ¢ her expectations, discuss the
results! (ca. 15-20 min)

I 72 MOcons




1.2.5 Organization of UPMU report

Report

Workshop Report:
Organisation of UPMU

Prof. Dr. Mark Oelmann, Felix Richter
MOcons GmbH & Co. KG

Brandenberg 30

D - 45478 Milheim an der Ruhr
Germany

Amman/Berlin/Milheim, 09/01/2022
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1 Introduction

1.1 Aim of the Report

This report aims at providing support for the organisational development of the new regulatory
authority (in the following UPMU) for the Jordanian water sector. It is based on a workshop
in the Ministry of Water and Irrigation in Amman which took place 16. Dec. 2019 with water
sector experts/future UPMU employees as well as representatives of GIZ and the
consultancy MOcons, with the objectives to: (a) develop a roadmap for the organisational
setup; (b) define core deliverables and processes; (c¢) discuss structures and roles of UPMU,
and (d) improve teamwork.

In detall, this report aims at reflecting and specifying the results of the workshop, especially
to

1. Outline the core strategic orientation of UPMU which will particularly be based on the
final mandate (chapter 2)

2. Describe the roadmap with the different activities and an allocation of responsibilities
(based on the RACI-and the 7 s models) (chapter 3)

3. Define core organisational processes including first proposals for the benchmarking
~ and for the inspection process and a proposal to plan each subsequent year
(chapter 4)

4. Reflect on the structure and the roles within UPMU (chapter 5)

a. for the following year (2020) (chapter 5.1);
b. as well as the future development (chapter 5.2.)

5. Specify needed capacity building including proposals how to perform team building
workshops (chapter 6)

The workshop was based on suggestions of the MOcons team which built on previous
interviews, review of existing data of the Jordanian Water Sector as well as international
project experience in the area of water regulation. These recommendations were discussed
and refined with the participants.

1.2 Definitions
For a joint terminology and understanding of the core elements of organisational
development, the following terms are defined:

1. The organisational structure is usually displayed in organigrams (see also chapter
4).

2. The organigram is based on posts. Posts can be filled with individual employees or
managers, but are to be defined independently of individual actors.

3. Tasks (also “job”) are the activities assigned to posts (e.g. coordination tasks,
planning tasks).

4. Organisational roles are defined as functions of a post, e.g. supervision, quality
control, which are different from the concrete tasks.
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5. Processes are series of repeating action steps in chronological order, which have
clearly defined starting points and results (e.g. from a request by the Ministry to a
documented answer).

6. The Roadmap developed for UPMU is based on its mandate and represents a list of
necessary actions to reach the objectives of the organisation.

7. The Operational Plan refers to a detailed annual plan for the UPMU which includes
action items, responsibilities, needed resources, and milestones.

8. The Kick-off workshop is a two day workshop of the newly established UPMU team
in which core questions of the internal cooperation are clarified and the Operational
Plan is worked out. All team members need to participate.

2 Strategic Orientation

2.1 UPMU’s Mandate
All activities within UPMU, including tasks, roles, structures, processes etc. need to be
based on the mandate, which includes the following elements:

1. Set and evaluate Operational Performance Targets

2. Monitor compliance with standard of KPI’s (review of reports and direct verification
of compliance of standards and KPIs).

3. Conduct inspections and investigations

4. Settle customer complaints and disputes

o

Review and recommend tariff (includes review of cost, tariffs, required subsidies
options analysis for the Cabinet).

6. Recommend subsidy

7. Incentive/penalties on service delivery

8. Recommends updates on laws, legislation and regulations
9. Review Companies Business Plans

This means that for each function 1-9 of the mandate, there need to be tasks, roles, and
processes etc. to fill the mandate with life. The joint understanding of the mandate (by all
parties involved!) is thus a pre-requisite for a consistent operationalisation of UPMU’s
roadmap. Thus, the mandate defines the basic requirements for the organisational
development.

Mandate, tasks and processes should be consistent and form an intertwined
organisational system!
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2.2Core outputs and impact of UPMU

The definition of core deliverables (i.e. outputs) of UPMU facilitates orientation for the daily
and weekly management. If the outputs are clearly defined, operative and management
activities as well as processes can be geared towards these (output) objectives.

Note: The outputs are an instrument for realizing the impact goals for the Jordanian Water
Sector, such as fair water prices, efficiency and quality of water.

2.2.1 Outputs for year 2020

During the first year of operation 2020, the following outputs have been defined in the
December workshop:

1. Publication of an initial (first) report (expected end of April 2020)

2. Formulate guidelines for data-Management, business planning (Q3 according to
UPMU plan, planned to be published end of July 2020)

1. Publication of (slim) quarterly reports (which are to be discussed with the water
companies)

2. Prepare annual report, which includes the performance benchmarks (Q3 according to
UPMU plan; planned to be published end of July 2020)

3. Formulate benchmarking concept

4. Discuss the differences between Business plans needed for UPMU and Business
plans needed by the corporations (during consultants 4" mission)

5. Agree on the general set-up of a UPMU business planning guideline (during
consultants 4™ mission)

The concrete deadlines are to be defined in the operational plan.
2.2.2 Outputs in the year 2021

In the year 2021, building on the achievements in 2020, the following outputs can be
produced (first draft):

1. Recommendation concerning incentives and penalties
2. Tariff studies

3. Slim quarterly reports

4. Annual report

3 Organisational Roadmap

3.1Methodology

The organisational roadmap for UPMU includes a table with activities (overview; see chapter
3.1.3) as well as a checklist based on the 7s-approach', which describes core requirement
areas for organisational development.

During the workshop, the participants undertook a brainstorming concerning UPMU'’s
activities during the first 1.5 years. Based on suggestions by MOcons, they finalized the

" Developed by McKinsey
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roadmap by redrafting the Metaplan cards (additional tasks, different wording), putting them
in the right order over time, and added additional comments (resources, issues...). In
addition, the participants marked individually on the cards, where they see their own
engagement (based on their competencies).

3.2The RACI-model

A RACI matrix? helps to plan and to coordinate the way in which (a) team members of UPMU
as well as (b) partnering organisations (e.g. the water companies) are involved into the work.
RACI stands for:

o “Responsible” employees or managers are the ones who work on the task.

o “Approve” (or accountable; signing-off): for each task, there is only one person who
is accountable and who approves the result. This person is often the manager of the
person who is responsible for the execution of the task.

e “Consulted”: in some cases, the person responsible for the job needs additional
advice from other experts. In this case, there is not only one-way information, but the
person consulted provides also an answer (expert advice). In formal processes, there
can be rules that other organisational units (or individuals within the hierarchy) are
consulted before work is e.g. published or passed on.

¢ “Informed” —these are colleagues who need to be informed (e.g. because they have
a right to be informed or because they need this information for the execution of their
jobs).

As described in the beginning, the roles as well as posts are to be seen independently of

concrete individuals. Also, there can be roles which are relevant to various posts (e.g. quality
assurance of reports).

A RACI matrix helps to systematically plan the contributions of each team member as well
as external partners. It is strongly recommended that UPMU clarifies the different roles based
on a RACI chart. Thus, the RACI chart is relevant for both UPMU’s roadmap as well as
its processes.

The following graph shows how a RACI matrix is designed. The different team members are
positioned in the vertical cells; the different activity steps of a process in the (horizontal) lines.

2 The following information is based on wikipedia.com, the graph is from the same source (downloaded
23/12/2019)
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Figure 1: The RACI chart

3.3Roadmap

The following table specifies the core activities and the responsibilities of UPMU. It can be
finalised during UPMU’s kick-off workshop, once the team is complete. During this workshop,
a comprehensive operation plan should be worked out.?

Due to the size of the team, we expect that UPMU’s director is accountable for all working
results. This question needs also to be discussed during the kick-off workshop. Exemptions
to this rule should be noted in the operational plan as well as in the process charts.

During the first year, due to the size of the team, many tasks need to be implemented
with the support of all team members. Examples:

¢ All team members need to have a good understanding of the Water Companies. So
the task to visit the Water Companies and hence to understand their operations is —
in the first months — a must for all UPMU employees.

e The concept for inspections and investigations is based on financial information, the
operations of the Water Companies, but also touches on the service management
and customer relations as well as important questions of information and
communication technologies. Thus, the whole UPMU team needs to be involved (all
functional views) for drafting the concept. Therefore, team work is indispensable.

Some tasks might be facilitated with external support (e.g. kick-off workshop, team
development). This should be noted in the following list and the operational plan.

3 During the December workshop, there was a first brainstorming which team member will take over which
roles. This might be a valuable source for completing the following roadmap. UPMU’s Director should work out
a first draft of the suggested work allocation before the kick-off workshop.



No.

Activity

Activities January — March 2020 (Q1)

Qi/1

Q1/2

Q1/3

Qi/a

Q1/5

Q1/6

Identify  physical office
space

Manage recruiting and
onboarding of staff

Visit to the Water
Companies

Redefine KPI concept and
review performance targets

Prepare monitoring concept

Prepare benchmarking

concept

Comment

Includes IT platform and IT-
based working spaces for
all team members

This includes allocation of
responsibilities and
working spaces.

Some employees are
already on board. They
should deal with topics
which will be needed in the
future. Particularly the
ones mentioned under
“Getting started/First

months” are interesting for
UPMU. Employees should
get familiarised with these
procedures and in
interacting with companies
both via visits and via other
forms of communication
they should get to know
management and key
personnel of water
companies. Best practices
in recommended activities
should be formulated.

Prepare consolidated excel

sheet after  receiving
comments from the water
companies (currently

ongoing); in addition an
automatic  transfer of
delivered data into UPMU-
Excel-Sheets and additional
features are currently
developed

This activity is linked to
Q1/3 and Q1/4. It should
start as soon as all
employees are on board.
Should be discussed during
4™ mission of Consultants.

This activity is also linked to
Q1/3 and Q1/4. It should
start as soon as all
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Actors (RACI)

Director (A), one team
member can be assigned
with identifying options
(R); UPMU team (C, I)

Director (R, A), UPMU team
(G, 1)

Director (A), UPMU team
(A G1)

Coordination by Director
(A), Financial / economic
analyses expert (R); UPMU
team (C, 1); GIZ Project
including Consultant (C);
Extension of contract due
to additional programming
needed

Director (A), Operations
expert (R); GIZ Consultant —
depending on Consultants’
input extension of contract
needed (recommendation:
no additional help needed)

Director (A), Financial /
economic analyses expert
(R), Operations expert



Qi/7

Q1/8

Q1/9

Q1/10

Q1/11

(Internal) kick-off workshop
for UPMU

Clarify mandate

Clarify vision, mission and
principles how to interact
with corporations/other
stakeholders

Team
activities

development

Formal launching event for
uPmuU

employees are on board.
Should be discussed during
4™ mission of Consultants.

Here, the operational plan
2020 as well as joint rules
and routines for internal

cooperation should be
developed. Elements
discussed in this report

should be taken up. There
is the option of hiring a
facilitator so that the team
can focus on the content. A
two-day  workshop is
recommended once all
employees are on board.

Currently an UPMU
law/Bye-law is discussed.
Since this document s
essential for the upcoming
work and responsibility of
UPMU the consultants
recommend their
involvement. It should e.g.
be ensured that UPMU is
allowed to sanction, e.g. if
no data is being delivered
by the Water Companies.

Based on UPMU’s mandate
formulated in UPMU
law/Bye-law vision, mission
and principles how to
interact with
corporations/other
stakeholders should be
derived. Some examples
have been given in the
workshop on regulation

Additional activities
accompanying Q1/3 might
be needed.

Ask Minister to announce
and formally introduce
UPMU to the general public
as well as the Water
Companies; employees
should all be employed
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concerning operations (R),
UPMU team (C); GIZ
Consultant (C)

Initiation by Director (A),
one team member can be
assigned  with  overall
coordination (R), all team
members need to be
involved; external
consultants (C) (Extension
of contract needed if Felix
Richter (MOcons) is asked
to lead the workshop)

Coordination by Director
(A), , one team member
can be assigned with
overall coordination (R), all
team members need to be
involved (C), support from
consultants (4t
mission/extension) (C)
(Depending on  input
extension of contract
needed)

Director (A) and initiation,
one team member can be
assigned  with  overall
coordination (R), all team

members need to be
involved (C); during
extension phase

Director (A), one team

member can be assigned
with identifying options
and overall coordination
(R), whole UPMU team to
participate

Coordination by Director
(A), one team member can
be assigned with overall
coordination (R); UPMU
team (I)



Q1/12

Q1/13

Define Terms of Reference
for financing study

Concept for regulatory

business planning

Activities April —June 2020 (Q2)

Q2/1

Q2/2

Q2/3

Q2/4

Q2/5

Perform study tour to water
utility regulator

Revise processes of data
collection and reporting

for
and

Compile
inspections
investigations

concept

Develop IT planning and

concept

Plan format and content of
quarterly and annual
performance reports

During mission # 3 a
discussion round on
financing issues took place.
Mark delivered a summary
of this meeting on 17%
December 2019. Proposal:
Feedback to Mark on this
summary and discussion on
the need of such a study
during 4™ mission

Discuss the differences
between Business plans
needed for UPMU and

Business plans needed by
the corporations and
agreement on the general
set-up of a UPMU business
planning

Most probably trip to
ERSAR (Portugal) (input by
ERSAR 3 half days); should
be done as soon as all
employees are on board

Includes fine tuning of
processes. First proposals
are made for performance
benchmarking ~ and
inspection process in this
report

Includes fine tuning of
processes. First proposals
are made for performance
benchmarking ~ and
inspection process in this
report

Internal data management;
needs to be done after
Q2/2 and Q2/3.

Define report structure and
format, working packages
and responsibilities
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Director (A), Financial /
Economic Analyses Expert
(R), UPMU team (C)

Coordination by Director
(A), Financial / economic
analyses expert (R); UPMU
team (C, 1); GIZ Project
including Consultant (part
of current contract and as
part of 4" mission (C)

Director (A), external
consultant (part of current
contract) and GlZ
consultants (R); UPMU
team (C)

Director (A), Data officer
and IT expert (R); UPMU
team (C)

Director (A), Customer
Services and Relations
expert overall integration
(R), UPMU team needs

overall overview; each
provides input  from
his/her functional

expertise (C)

Director (A), Data officer
and IT expert (A), UPMU

team (), Water
Companies (C)
Director (A), Financial /

economic analyses expert
overall integration (R);



Q2/6

Q2/7

Q2/8

Q2/9

Q2/10

Define communication
concept

Identify required
competencies and plan

capacity development of
UPMU team.

Formulate customer service
guidelines (including
processes)

Conduct finance study

Deliver first quarterly report
to Ministry

Activities July — September 2020 (Q3)

Stakeholders need to be
analysed and structured —
thereafter concept how to
reach whom in which
frequency; determining the
process of communication

As soon as all employees
are on board and as soon
employees have got some
general ideas about their
future responsibilities

Some countries deliver a
customer service guideline,
some deliver minimal
service standards, some
customer contracts -
according to consultants
this is a complex task;
however proposal: draft to
be developed by UPMU;

comments by external
consultant
Depending on Q1/12

finance study is conducted
by an internal consultant

The work on the first
quarterly report should
right from the beginning
also take into account
structure of first annual
report (Q2/5). Certain
figures in quarterly reports
e.g. should also be used in
annual performance report
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UPMU team needs overall
overview; each provides
input from his/her
functional expertise (C);
Consultant (C) — depending

on extent of input
extension of contract
needed

Director (A), Customer
Services and Relations

expert (R); UPMU team (C)

Director (R, A), UPMU team
(C), external GIZ consultant
(Part of current contract; if
this task is not possible to
perform in 4th mission,
because it is too early,
extension of contract for a
5% mission needed ) (C)

Director (A), Customer
Services and Relations
expert (R), Data officer
concerning

processes/digitisation (R),
UPMU team (C). If
comments by external
consultant needed

extension of contract

Director (A), Financial /
economic analyses expert
(A); UPMU team (C)

Director (A), Customer
Services and Relations
expert overall integration
(R), UPMU team needs

overall overview; each
provides input  from
his/her functional
expertise (C); if support of
external consultant
needed  extension  of

contract (strongly advised)



Q3/1

Q3/2

Q3/3

Q3/a

Q3/5

Q3/6

Prepare finance concept for
Water Companies

Develop incentive and

penalty scheme concept

Formulate business
planning  guideline  for
Water Companies

Formulate cost accounting
guideline

Publish first
benchmarking/performance
report

Publish first annual report

On the basis of Q2/9 a
document needs to be
formulated how companies
should be financed in mid-
to long-term. This would
need to be discussed with
Ministry.

Depending on Q1/8 UPMU
might become responsible
to decide on tariff increases
or to make suggestions on

proposals on tariff
increases. This would imply
that incentives and
penalties would need to be
incorporated in the
proposal of new tariffs.
Since incentives and

penalties will only function
if there is no alternative
way of financing Q3/1 is a
precondition for Q3/2.

For a future setting of
tariffs or a proposal on
tariffs business plans of
water companies are a
valuable input; Q1/13 basis
for formulating a
regulatory business
planning guideline

Assumption: No
consultants’ help needed

In previous missions we
came to the conclusion that
the first annual
performance report needs
to be very convincing.
Proposal thus that external
consultant assists in
drafting this report

Question is, if part of this
annual report should also
be a commenting of
current situation of sector

It wasn’t clear if the annual
report and the annual
performance report are
actually two documents or
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Director (A), Financial /
economic analyses expert
(R); UPMU team (C)

Director (A), Financial /
economic analyses expert
(R); Operations expert (C);
UPMU team (l), GIZ
consultant (C) -2 if this
leads into a tariff setting

guideline and external
consultant should give
support  extension  of

contract would be needed

Director (A), Financial /
economic analyses expert
(R); Operations expert (C);
UPMU team (I), GlzZ
consultant (C) — for an
additional support contract
extension would be
needed

Director (A), Financial /
economic analyses expert
(R); UPMU team (C)

Director (A), Operations
expert, also overall
integration (R); Financial /
economic analyses expert
(C) UPMU team (l), Water
Companies (C); if input
from external consultant is
needed  extension  of
contract important

Director (A), Customer
Services and Relations
expert overall integration
(R), UPMU team input from



whether commenting on
the situation of the sector
should be a part of the
annual performance report
(see also Q3.5)

Activities October — December 2020 (Q4)

Q4/1

Q4/1

Q4/2

Displaying results of first
annual performance report

Analysis and maybe revision
of data delivery and KPI
targets for Water
Companies

Analysis and maybe revision
of concept for Customer
Management

Activities starting in year 2021

2021/1 Propose tariff setting and

subsidy granting guideline

2021/2 Automate data assessment

Ideas: articles in
newspapers, information
on TV, performing a
conference  with  best
practice  elements  of
companies

A change in KPI targets
should only be done if
absolutely needed.
Otherwise comparisons
between different points in
time are harder. Revision of
data is different.

This activity builds upon
Q3/2 and Q3/3. In addition
this task is highly linked to
the mandate and the
UPMU law/Bye-law (Q1.8).

First automation is
performed in Q1/4. It
makes sense to take a look
at the data delivery again
after some time and to
analyse if additional
automation is worth doing.
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the respective functional
expertise (C)

Director (A), Customer
Services and Relations
expert (R), UPMU team (C).
Assumption: No assistance

by external consultant
needed

Director (A), Operations
expert, also overall

integration (R); Financial /
economic analyses expert
(C) UPMU team (l), Water
Companies (C)

Director (A), Customer
Services and Relations
expert overall integration
(R), UPMU team (C)

Director (A), Financial /
economic analyses expert
(R); Operations expert (C);
UPMU team (l); if input
from external consultant is
needed extension  of
contract important

Director (A), Data Officer
and IT expert (R); UPMU
team (C)

3.4Checklist based on the 7s approach

The 7s model outlines core organisational activity areas in a generic way. Used by
UPMU, it ensures that all necessary areas of organisational development will be taken into



consideration. The model can also be the basis for aligning all activities and processes
within UPMU (all elements depicted in the following graph):

The 7s-Model of McKinsey can support thorough planning. We will
provide a ,, 7s-Checklist” in the MOcons workshop report

Shared |

Hard S

Values
Soft S

Skills

Figure 2: The 7s Model

There are the following “hard” elements:

101

1. The first “s” refers to the strategy of the organisation. In the case of UPMU, its
strategy (objectives as well as the means to reach these objectives) must be based

on the mandate.

2. The structure refers to the posts and the organigram (see also definitions in chapter

1.2)

3. Systems refer to procedures for coordinating the work and to measure the results of

the work.

There are “soft” elements (which have a human and social dimension):

4. Afirst list of shared values has been elaborated during the December workshop; it

includes openness, transparency, and reliability etc.

These values can be discussed during the teambuilding workshop (or time reserved
for teambuilding). This should be done not only in an abstract way (‘I think

communication goes well”) but with concrete examples (“I appreciate that you ..

“I wish that you ... more in the future”...with concrete examples).

Jor

The elaboration of shared values is relevant for the design of the hard elements. An
example: the question which control systems are applied needs to be linked to the

shared values concerning trust and cooperation.

5. The skills refer to the staff competencies and capabilities (e.g. good writing skills,

communication skills).
6. Staff refers to the staff structure of UPMU and the way HR is organized.

7. Style refers to the culture, to daily routines of UPMU which could be described by

“How do we work together”. This includes leadership.
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Note: All elements are interdependent: there is e.g. a general “strategy” for UPMU, but
there is also a strategy for human resources (“staff”), for information technology (“systems”)
etc. or the other elements of the model.

The following table contains a first 7s-checklist for UPMU. The questions in the table should
be discussed during the kick-off-workshop. The UPMU team will need to discuss the
guestions and agree on their modes of working (for this reason, a final recommendation
cannot be given within this report). Where applicable, the resulting tasks and
responsibilities should be integrated in the operational plan.

No. Activity Comments

Shared Values

1 What are the joint values of UPMU (regarding e.g. It is necessary to discuss concrete
trust and control, openness, flexibility)? examples of the values (see above).
2 Are the shared values aligned with the mandate, the Example: is e.g. “flexibility” as a value
strategy and the systems of UPMU? realistic in the light of the rules and
the implemented systems?
3 Is there a joint idea of cooperation culture in the This can be reflected e.g. in early
team? summer 2020 (after some months of

joint work experiences).

4 (...)
Structure
1 Are all posts and roles defined and understood

(internally by all team members and externally by
cooperation partners)?

2 What are the reporting and communication
mechanisms?

3 Is the work coordinated and documented in a
comprehensive way?

4 Who decides what (the Director? the team?
assigned staff?)? This should also include external
actors such as the Ministry.

5 (...)
Strategy

1 What is the strategy of UPMU? This should include output and
outcome objectives. It should be
clear, with which means (activities,
decisions) the objectives are to be
reached.

Is there a joint vision for e.g. 2025 (if applicable)?

2 What are the cooperation strategies with the Based on stakeholder map
Ministry, the Water Companies, and with the
general public?

3 What general trends in Jordan and in the Water
Sector need to be taken into consideration (e.g.



environmental factors)? Who keeps track of these
changes?

4 (...)

Systems

1 What are the “back office” systems of UPMU?

2 What control mechanisms are agreed upon and
institutionalised (e.g. quality management; “four
eyes principle”; also with external partners)?

3 Which systems are used for documenting, archiving
and tracking communication (requests, feedback)
from the Ministry, the Water Companies, and the
general public?

4 Which IT-platform and IT applications are
implemented? Which formats and templates are
used (word, excel, powerpoint)?

5 (...)

Skills

1 If you look at the mandate and the roadmap of
UPMU, are there any skill gaps?

2 How does UPMU institutionalise organisational
learning?

3 Are personnel talks institutionalised and do they
include a dialogue on learning and skills?

4 (...)

Staff

1 What positions are vacant or need to be filled?

2 Is there a skills management in the organisation
(keeping systematic track of needed skills, e.g.
programming, communication etc.?)?

3 (...)

Style

1 What is the leadership and cooperation style of
UPMU (joint rules, joint routines, communication
style)?

2 Are all team members involved in an effective way

(where group participation is required)?
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This includes (a) resource planning,
(b) financial management, (c)
information and data management,
(d) human resources management,
etc.

This should include tracking of follow-
up measures.

E.g. (a) systematic onboarding of new
staff; (b) frequent occasions for
exchange and learning within the
team; (c) formal trainings etc.

Can be reflected only after some
months of cooperation. Reflection
should take place at least once a year.
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3 What is the style concerning documentation (text
length, degree of formal style, degree of
documentation)?

a  (.)
3.5Getting started

3.5.1 First months

During the first months of UPMU not all staff will be available, as recruitment processes
may need some time. Where this is feasible, already hired staff should be involved in the
ongoing and /or preparatory work. This includes the involvement in e.g. meetings and skype
conferences among the Ministry, GIZ and MOcons.

Recommendations:
Existing staff should get involved in the following activities:

a) Getting involved in the discussions and analyses concerning benchmarking

b) Getting to know how and how different corporations for e.g. calculate NRW or assess their
technical losses. Discuss and understand the potentially different approaches, try to

identify best practices and recommend to other utilities.

c) Analysing how to track electricity usage

d) Identifying, analysing and recommending electricity efficiency measures, consult also with
GIZ programme on climate neutral utilities

e) Other data gathering activities (to be analysed during visits of the companies; this can be

identified during a skype conference with MOcons).

f) Familiarization with Jordanian sector strategies, derived indicators and discussed which of
them are relevant for UPMU (covered in Performance Monitoring Tool, but UPMU could
still recommend amendments). The table shared by Nayef could be a good basis for

discussion. This could be an internal work session.

g) Read performance reports issued by regulators e.g. in Kenya
(https://wasreb.go.ke/impact-report-issue-no-11/ ) and Palestinian  Territories
(https://www.wsrc.ps/cached uploads/download/2018/12/19/summary-2017press-

1545206797.pdf). We suggest that each team member should read one performance

report from a different country and present on PowerPoint to the team their perception

of the report and what UPMU could learn from it.

h) Understand, how utilities are organizing their reporting to UPMU internally. Pay particular
attention to the differences amongst utilities on how they collect data and submit their

reports. Document those differences.

i) Find hidden treasures (best practices): Ask utilities about their most successful

measures/changes they implemented without external support during the last two years



https://wasreb.go.ke/impact-report-issue-no-11/
https://www.wsrc.ps/cached_uploads/download/2018/12/19/summary-2017press-1545206797.pdf
https://www.wsrc.ps/cached_uploads/download/2018/12/19/summary-2017press-1545206797.pdf
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Recommendations:

to improve their efficiency or customer services. Is there anything, other utilities could

learn from?

Organize an internal session to discuss and agree on the 3 to 5 biggest challenges the
Jordanian water utilities are facing and the 3 to 5 biggest risks for the Jordanian water
sector over the next 10 years. If you think 10 years ahead, what specifically would you wish
to be different compared to today?

Begin to think, what UPMU can contribute to mitigate those challenges and risks and to
work towards that vision.

3.5.2

Kick-off workshop of UPMU

As mentioned before, we recommend to organise a kick-off workshop. This report can
serve as a basis for structuring the workshop. Specific suggestions are:

1.
2.

The kick-off workshop should take about two days.
The director as well as all employees should participate and provide input from their
respective working fields.
The most important output should be the operational plan for 2020 (with further
specification of core deliverables, clarifying who does what, when, etc.), based on the
roadmap (see chapter 3.3) applying the RACI-methodology (see chapter 3.2).
Activities for organisational development should be defined on the basis of the 7-s
checklist (see chapter 3.4). This includes e.g. procurements of office materials,
planning a team building event, etc.
There should be a comprehensive list of the core deliverables (for
recommendations, see chapter 2.2.1 and 2.2.2), based on the first brainstorming
during the December workshop.
As not all details can be planned during the kick-off workshop, there should be defined
appointments for planning workshops for each core deliverable. During these
planning workshops, the team will ensure a comprehensive and in-depth planning
with input from all employees and define the

» Structures

+ Content

» work packages as well as

» deadlines for the elaboration and the

+ dissemination of the outputs.

Recommendation:

Conduct a kick-off workshop based on the criteria 1-6 mentioned above.

Comments concerning the organisation of cross-cutting work:

1.

The UPMU is a stand-alone organisation, so there are cross-cutting activities which
need to be organized in addition to the core tasks. Cross-cutting tasks include
financial management of the UPMU, personnel management, and UPMU branding
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and communication policies etc. For any staff which has been working in a larger
organisation before (e.g. a Ministry), this might require adapted ways of thinking.

2. It needs to be taken into consideration that UPMU consists of a team of 4 employees
and one director. This means that all management instruments should be kept
on a minimal level.

3. However, a decisive planning and clear assignment of responsibilities will be
necessary. A lot of coordination work can be done within team meetings (with short
documentation). In contrast to large organisations, comprehensive and detailed
process description will not be necessary.

Recommendation:
Ensure that there is neither over- nor under-steering.

3.5.3 Effective meeting organisation

The success of UPMU depends largely on successful communication. Hence, frequent
meetings will facilitate the internal dialogue. If meetings are properly organised, they are an
efficient and effective tool for the synchronisation of work; double work and delays will
hence be reduced to a minimum. The following checklist can be an important building block
for becoming a high performance team.

Although the list first may seem to be “trivial” to some, it is even more astonishing how
many teams do not follow basic meeting routines for a high team performance. The list
should nevertheless be discussed and, if necessary, be complemented by the team. Step
by step it should become a habit to organise meetings accordingly.
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Checklist for effective team meetings

1. | Before the meeting

e Meeting agenda Make sure to mail the agenda at least one day before ]
the meeting takes place to all participants.

e Background materials Make sure that all participants can access the relevant
background material for preparing the meeting. This |:|
includes core questions which are to be discussed.

2. | Beginning of the meeting

e Meeting objective Agree upon goals of the meeting. Ask yourselves: “What
is the meeting supposed to achieve?” L]

e Update agenda Review the agenda and modify it together with
participants if necessary. Decide whether breaks are
necessary (e.g. during longer meetings) L]

e Clarify roles Check (a) who documents the results of the meeting,

(b) who facilitates the dialogue and (c) who keeps track
of the time. []
3. | During the meeting
e Ensure sufficient Based on your agreed cooperation style, make sure that |:|
participation of all all team members participate on the basis of their roles
and competencies.
Ensure jointly that all colleagues are (mentally and |:|

e Active participation physically) present during the meeting (e.g. no mobile
phones, interruptions). If necessary, take a break.

4. | After the meeting .

e Documentation Make sure that the protocol is sent to all participants | [_]
within the agreed time span.

e Follow up Consider if further meetings have to take place.

Decide who will follow up on the decisions. |:|_

4 Organisational Processes

4.1Process definition

In chapter 1 of the report, the term “process” for UPMU was already shortly presented. The
following chapter will depict two core processes of UPMU, which have been elaborated during
the December workshop.

UPMU processes will have the following characteristics:
1. Clearly defined and repeating action steps over time
2. Clear starting point (trigger) and results of each process (output)
3. Additional process information can include:
a. who does what for achieving the output,
b. when (timeline of process),

c. how is the process conducted
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d. what are the necessary resources.

It is important to see that many UPMU activities will not be based on formal and standardized
processes.

4.1.1 GlZ understanding of organisational processes
It is possible to differentiate different types of processes (see following graph by GIZ):

1. Steering processes to ensure a comprehensive management: e.g. annual planning,
coordination of tasks;

2. Output processes necessary for producing the core results of UPMU (e.g. the annual
report)

3. Cooperation processes are inter-organisational processes, e.g. with Ministry or
water companies. Keeping track of cooperation processes will help to keep up
productivity even in turbulent environments.

4. Processes of organisational learning: This is stressed by GIZ because “learning”
creates innovation. These are e.g. team building measures or institutionalised
reflections of the team.

5. Auxiliary processes are e.g. service processes: producing printed material, event
management, etc. Some of these processes can be outsourced to service providers.
This will help to keep a slim organisation.

Finally, there are process hierarchies (see following graph). There are different levels of
process descriptions:

o from very general descriptions (“Monitoring”),

e to more detailed process descriptions (“Monitoring consists of data gathering, data
consolidation, and feedback to the water companies”),

o to very detailed process descriptions (“data gathering is based on asking the
companies to send data, receiving data, data consolidation etc.).

Process hierarchies can be applied for structuring the work of UPMU.
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|
Process definition (GIZ)
=
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Figure 3: GIZ definition of processes
4.2Performance Benchmarking Process
No. Activity Comment Responsible
1 Plan Work plan to be Director (A), Customer Service and Relations
benchmarking  drafted during Expert (R), UPMU team (C)
process for planning workshop
annual by the end of
performance October of previous
report (first year.
version of
annual report
will be more
slim compared
to the
following
years.)
2 Inform Director (R; A), UPMU team (I)
directors of
Water
Companies
about plan
3 Create unified Concerns Director (A), Data officer and IT expert (R), UPMU

forms for data requirements and team (C)
collection in at (data) interfaces
the beginning



No.

10

11

Activity
dialogue with
Water

Companies

When first
starting define
structure and
content of
quarterly and

annual reports

Gather
financial,
technical and
customer data
of Water
Companies

Verify the data
gathered

Integrate the
data gathered

Draft  annual

report

Assure quality
of report

Disseminate
report

Comment

Use Oracle interface
for data access in
future, until then
continue with
previous ways of
data collection,
starting in May of
each year.

Check, comment and
discuss  data; if
necessary conduct
visits to the Water
Companies. Work
towards a more
automated

verification process.

Provide quarterly
and annual reports
including the KPIs for
Water  Companies
and discuss further
action.

Internet, press
conference; includes
financial, customer

data as well as core
challenges.

Address different
target groups:
general public,
donors, Water

Companies, etc.
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Responsible

Director (A), Customer Services and Relations
Expert (R), UPMU team (C)

Director (A), Customer Services and Relations
Expert overall coordination (R), UPMU team (C),
Water Companies (C)

Director (A), Customer Services and Relations
Expert overall coordination (R), UPMU team based
on functions (R, C), Water Companies (C, 1)

Director (A), Customer Services and Relations
Expert overall integration (R), UPMU team based
on functions (C)

Director (A), Financial / economic analyses expert
(R); UPMU team (C)

Director (A), Customer Services and Relations
Expert overall integration (R)

Director (A), Customer Services and Relations
Expert overall integration (R), UPMU team (I)



4.3Inspection Process

No.

7

8

Activity
Conducting planning workshop for

inspections with the whole team

Define inspection types and scope based
on mandate

Prepare template, sub-templates and
checklist(s) for each inspection type

Ensure professional IT-based data

management

Announce inspections

Conduct inspection on site

Document inspection findings

Provide feedback to Water Companies

Comment

It should not be
possible to change
inspection data after
final saving of results.

Clarify whether
announcement is
wanted or not

111

Actors

Director (A), Customer
Services and Relations
Expert overall
coordination (R),
UPMU team based on
functions (C)

Director (A), Customer
Services and Relations
Expert overall
coordination (R),
UPMU team based on
functions (C)

Director (A), Data
officer and IT expert
(R); UPMU team (1)

Director (A), Data
officer and IT expert
(R); UPMU team (C, I)

Director (A), Customer
Services and Relations
Expert overall
coordination (R),
UPMU team (I)

Director (A), Customer
Services and Relations
Expert overall planning
and accompaniment
(R), UPMU team
visiting Water
Companies according
to function (R)

Director (A), Customer
Services and Relations

Expert overall
coordination and
quality checks (R),

UPMU team after the
visits documentation
(R); rest of the UPMU
team (I)

Director (A), Customer
Services and Relations
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No. Activity Comment Actors
Expert overall
coordination and

quality checks (R),
UPMU team (l)

4.4. Annual management process

The following process depicts the overall management process of UPMU based on the
management cycle:

1. It describes the relevant activities in the area of operational planning, which has
been outlined already in this report.

2. A full management cycle includes the coordination of the operations on the basis of
a cyclical monitoring; and

3. evaluation is necessary.

The use of the management cycle is a standard approach in many public as well as private
organisations. A core element is that by monitoring and evaluation, it is ensured that all tasks
are reached in time and in quality. Furthermore, it is ensured that the planning process of the
following year builds on the lessons learned of the previous year.

It is important that all staff is involved in the process to ensure that all competencies are
utilised.

Finally, the management process is a process according to the definition above, because it
is repeated every year in a standardised way.

The following table can thus serve UPMU as a blueprint for implementing a comprehensive
management process including planning, coordination and evaluation:

No. Core activity Process steps
1 Planning
1a Planning for the year - Formulate the annual goals of UPMU on basis of mandate, vision,

mission principles and performance targets. At this point, the

results of the evaluation of the previous year should be taken into

consideration.

(“What do we want to achieve, differentiated into output,
outcome and impact goals?”)

Examine target groups of UPMU action, e.g. Ministry, Water

Companies, general public, NGO etc.

(“Who do we want to address with our activities in the following

year?”)
Identify possible conflict situations, using the actors’ map.

(“What might interfere with our goals?”)
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1b  Assessment of external - Conduct a situation analysis, e.g. what are rules, regulations,
situation and internal
resources

stakeholders we have to consider this year and where do we look
at specifically

(“In which context do we operate this year?”)

Carry out personnel- and budget deployment, including
assessment of existing capacities/competencies.

(“What resources do we need to achieve our goals?”)

Address the identified (external) risks and chances

(“How do we deal with the potential conflicts and how can we
leverage existing chances?”)

The results of these assessments might influence (again) step 1a, so a
re-formulation of objectives might become necessary.

1c Operationalization - Assigning tasks to UPMU team members

(“Who will be in charge for what?”)

Clarify the individual roles within the team

(“What do | expect and what is expected from me?”)

1d  Setting-up Monitoring and  Preparing forms (first year) and defining the following instruments for
Evaluation scheme internal monitoring and evaluation:

Deviation analysis

(“Where do we differ from our goals?”)

Define in how far data from stakeholders are integrated (e.g.
customer satisfaction; responses from the Ministry)

(“How is the quality of our work from the perspective of different
stakeholders?”)

Identification of the cause of deviation

(“Why do we differ?”)

Define how to track in which way corrective action is taken
(“What do we need to do to get back on track?”)

On the basis of which data will we carry out the annual evaluation

of our work
2 Ongoing coordination and monitoring
2a Monitoring - Conduct a deviation analysis (e.g. each 3™ month at the end of

each quarter year)

(“Where do we differ from our goals?”)

Identify the cause of deviation



2b

3a

3b

3c

4

Ongoing coordination

(Annual) evaluation

Plan evaluation

Prepare evaluation

Conduct evaluation

Discussion of evaluation
results and dissemination
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(“Why do we differ?”)

Derive and carry out corrective action

(“What do we need to do to get back on track?”)

Assessment of monitoring results with the team (after
presentation of the Director)

Decision on measures and adapting the operational plan. If
necessary, the work allocation or the resources need to be
organized differently.

Results are noted in meeting minutes

Define the purpose of the evaluation (which depth of evaluation is
necessary; this may vary from year to year).

Decide on external support for evaluation

Define the scope of the evaluation (e.g. quality of work, impact in
the sector, efficiency of work)

Organize stakeholder participation for participative evaluation (if
desired)

Formulate communication strategy

Identify existing qualitative and quantitative data (e.g. existing
operational plan, baseline data, desk studies)

Deciding on methodology (key questions, data needed, stakeholder
involvement, resources)

Work out data collection tools (questionnaires, case study, SWOT-
analysis, focus group) including key questions and indicators (based
on the existing working plans)

Set up evaluation team

Collect and assess data on the basis of the collection tools

Prepare evaluation report and conduct quality check

Discuss results of the evaluation in the team

Decide on core communication measures to the Ministry, to the
general public, to the Water Companies, NGO etc.

Discuss consequences for the following year (next operational

plan)
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5 Structure & Roles

5.1The current organisational structure

As demonstrated in the following graph, UPMU consists of five posts: the director and four
employees. During the December workshop it became clear that all staff needs to be
involved in the elaboration of the core outputs (first draft in chapter 2.2.).

The director needs to participate actively in the production of the outputs, as in a small team
there is only limited managerial work (compared to larger teams/organisations). The director’s
work force represents 20% of the whole team, so this is a necessity.

It is furthermore recommended that the RACI chart is applied for the allocation of work
packages. Although deliverables are produced on the basis of team work, it needs to be
specified which colleagues work out which (sub-)results.

The kick-off workshop of UPMU is the context in which to elaborate the job descriptions
for all colleagues. This includes the definition of the RACI roles, which also should be
documented in the operational plan (“who does what...”).

As mentioned, the additional planning workshops for the core processes will be a time to
specify also details of work allocation.

UPMU
Director of

Regulatory
Unit
I

Financial/ Utility Customer

Economic Data Officer — Operations Services &

Analysis IT Expert Expert Relations
Expert (Water/WW) Expert

Figure 4: UPMU organigram (as of 1/1/20)

Summary of recommendations:

1. All colleagues need to participate in the elaboration of the core deliverables. Thus
frequent meetings are necessary to ensure that all perspectives are taken into
consideration (i.e. financial, information technology, utility operations, and customer

service)! All colleagues need to know about the overall team activities.

2. The director needs to take an active role in the elaboration of the results as the

management role is only 20-30% of his work.

3. Apply the RACI chart for all major tasks. There can be various colleagues who are

responsible for the work, but only one person who is accountable.
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Summary of recommendations:

4. During the kick-off workshop of UPMU the job descriptions can be discussed. However,
the final work allocation will take place during the planning workshops for all core
processes.

5.2The future organisational structure

At this point, it cannot be predicted how UPMU and its organisational structure will develop
in the future. The likelihood of organisational changes depends also on societal trends
(acceptance of regulation in the greater public), political factors (acceptance by Parliament,
business interests, opposition of the water companies), and tactical factors (negotiation
processes and power constellations). This is the same in other countries were regulatory
authorities have been introduced.

We strongly recommend that the development of the organisation follows the strengths and
weaknesses as well as the threats and challenges in the Jordanian Water Sector. This means
if e.g. “data collection” works very well in 2020, but introduction of new tariffs creates conflicts,
new posts should be introduced in this area of demand. In other words, to follow a
mechanistic planning approach based mainly on the experience of other authorities, will not
lead to success.

However, during the first phase of UPMU (first year of operations) it is useful to discuss
growth scenarios for UPMU. This can provide early and important impulses for developing
competencies in time, for the elaboration of strategy documents as well as providing a general
orientation for the leadership as well as the staff of UPMU.

The following graph depicts a possible organisational structure which can be achieved during
the next 2-3 years of operation. We suggest an incremental growth path with three stages of
development:

e Phase | has started in January 2020;
o Phase Il starts in July 2021;
o Phase Il will start in January 2023.
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This means that each phase lasts about 18 months, leaving enough time for developing new
positions, competencies and processes step by step. In some cases, there is an option
whether to introduce a new position in phase 2 or in phase 3 (posts are assigned with “2” and
“3” in this case).

Future Water Sector Regulatory Unit Organisational Structure

Board of Regulatory Unit
Director
[ [m]
|
| |

Regulatory Aﬁa"’l ; Legal Issues and Customer Affairs |— Internal
Enfarcement } | and Services*

Internal Audit n

;

Communication™

Financial & -
Monitoring & Financial and Economis,. |— Customeri 1 Administrative [
Benchmarking Section Section Affairs/ Affairs I
Complaints
Information
Data collection, Financial Analysis Communication Technology —
verification & Ea— -

information |- | 1 I
Survey s

Capital Investment &
Budgeting Phase 1

=
‘ Phase 2

- Phase 3
Operations
(*) One employee can also be named as Head of Department

The graph shows that some of the posts foreseen for the future will also be introduced in the
first phase 2020. These posts can be differentiated into two or more posts in the following
years. This means that e.g. jobs of the current post “Customer Service & Relations” can be
shifted to an extra post merely focusing on “Communication”. As mentioned before, if
experience shows — due to existing competencies or systemic causes — that the current
setting works better, it might be a better alternative to assign the post of a clerk (or alike) to
the current post for Customer Service.

KPI Setting,,
Tariff Determinations

BEIM I

Thus, in a second phase, the posts with the following focus areas can be amended:

1. Regulatory affairs (phase 2)

Data collection, verification and information (phase 2)

KPI setting and tariff determination (phase 2 or phase 3, depending on needs)
Legal issues and enforcement (phase 2 or phase 3, depending on needs)
Financial and administrative affairs (internal tasks, e.g. also dialogue with Ministry)
Communication (phase 2)

Surveys (phase 2)

Assistant to the director (phase 3)

© N ORr WD
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Additionally, the Ministry should establish a post for the Internal Audit of the UPMU in phase
3. However, the strategic independence of UPMU shall not be interfered with based on this
position.

Summary of recommendations:

1.

The future vision of an organisational structure should be kept in mind. We recommend,
however, an incremental growth of the organisational structure. Therefore,
organisational growth scenarios offer a chance to observe from an early stage on which

activity areas need more momentum, and thus enhanced capacities.

Decisions on the future organisational structure should follow concrete needs of the
Water Sector in Jordan based on the mandate and the working principles of UPMU. It is

not recommendable to follow a standardised “best practice” approach.

Organisational growth is realised by (a) adding new posts, (b) merging existing posts or (c)
differentiating existing posts into two or more posts. In all three cases, the jobs are
assigned to the posts. Each post should fulfil relevant functions for implementing the
mandate of UPMU.

6 Capacity building

6.1 Cooperation and organisational values

Methodology

During the workshop, the participants were asked to note core criteria for “good “cooperation
within the team (“What is important for you?”). The answers to the question were presented
and discussed.

Result

The participants came up with the following criteria for good cooperation (direct quotes, no
changes):

Team work

Trust (mentioned 2x)
Daily meeting with staff
Direct communication
Commitment
Knowledge exchange
Visionary long-term planning
Communicate

Good understanding
“Do your job on time”
Respect
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e “Share the right information at the right time”

e Share food

¢ Know each persons’ capabilities and act accordingly

e Good faith for the work to achieve good results

e Get the results needed by giving each person the task he/she is good at

These criteria can be the basis for further discussion during team building exercises. It will
be necessary to specify what e.g. “commitment” and “respect” mean not only in an abstract
way, but also in concrete situations:

“‘Commitment” can e.g. mean that when a colleague has finished the work assigned
to him or her, support is offered to colleagues who have a work overload

- “Respect’ can e.g. mean that there are no discriminatory comments or jokes (e.g.
based on gender) or that different working styles are appreciated.

Thus, shared values can be a basis for practical orientation and learning opportunities as a
team.

Summary of recommendations:

1. Discuss UPMU shared values on the basis of concrete situations to facilitate growth of the

UPMU working team.

6.2Recommendations for capacity building

6.2.1 Structure and content of team building workshops

In order to improve the teamwork of UPMU, we recommend holding a 2-day workshop that
focuses on both the potentials and challenges of working as a high-performance team. With
appropriate team-building measures, the team has the potential to ensure a high level of
productivity as well as quality of the working results.

We recommend team building on an organisational, interpersonal and cultural level (for
enhancing the team culture). This will enable a good balance between stability on the one
side and flexibility on the other side, based on an adequate internal team cohesion.

On this basis we suggest a team-building workshop with the following content (exemplary):

WORKSHOP AGENDA - Day 1

Time Thematic focus Contents

- Joint working rules: identifying, assessing and adjusting present
communication rules (meta plan/ flip chart/ interviews)

- Definition and differentiation of the concepts “team/group”

Fundamentals - Critical reflection of development stages of the team

- Image of 'self' and 'other' (group exercise, presentation,
evaluation, reflection)

- Team communication (e.g. “active communication”, feedback
culture, formulating objectives)

Morning
(4h)
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- Role of team leader
Leadership - Delegating tasks in the right way
- Team leading as a uniqgue communication interface

Afternoon
(2,5h)

WORKSHOP AGENDA - Day 2

Time Thematic focus Contents

- Phases of a typical team process

- Analysing team behaviour (e.g. “team roles” according to Belbin)

- Role of the individual in the team (self-awareness and awareness
of the other)

- Mapping the systemic team environment

Localisation

Morning
(4h)

- Team identity (Group awareness, organisational identity, mission)

- ldentifying and managing conflict in the team

- Case examples of beneficial team environment (examples of
“good practice”)

Strengthening

Afternoon
(2,5 h)

All members of UPMU are to participate in the workshop. The workshop ideally will take place
within the first 6 months of the formation of UPMU, under the premise of some months of joint
working experience.

6.2.2 Performance Appraisal Discussion

To enhance organisational capacities of UPMU steadily, we recommend to formally organise
annual performance discussions between the director and the team members. Director and
staff are required to meet bilaterally the end of the assessment term (in December) to discuss
the performance over the whole appraisal period.

The director should provide the employee with an honest account of his or her performance
with regards to the extent to which the staff member has achieved his or her performance
goals and outcomes. By using checklists, coverage of all relevant topics can be ensured.

The appraisal discussion must:

1. Reflect the input of both superior and employee, i.e.:
o The employee’s job description,
o Agree upon goals and standards defined at the beginning of the appraisal
period,
o Outcomes and standards of the previous performance appraisal (if available,
not during first year),
o Structured performance appraisal form,
o Self-appraisal of the employee.
2. Take into account any unforeseen developments that may have affected performance
during the assessment period.
3. Call attention to the employee's strengths and accomplishments during the
assessment period.
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4. Provide a basis for helping the employee improve where needed (“productive
feedback”)
On this basis, an overall appraisal of the employee is elaborated and next steps for the
following assessment period (normally a full calendar year) are agreed upon.

The appropriate forms must be filled out and signed by both parties to underline that both
agree to the assessment’s results. Disagreements between the line manager and the
employee over any element of the appraisal should be referred to the responsible managers
in the ministry in order to resolve the issue.

The appraised employee and the director should also agree on a development plan for the
following period with the intention of aligning the employee’s personal aspirations with
organisational demands. It should include the following items:

Competency requirements,

Training,

Objectives and standards of the previous performance appraisal (if available),
Desired outcomes of the measures,

Cost estimates,

Time frames.

ok wNE
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1.2.6 UPMU as moderator for best practices (23" November 2020)

Summary of Key Messages

UPMU as Moderator for Best Practices

Prof. Dr. Mark Oelmann, Dirk Schafer

I ¢2 MOcons
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1. Role of regulator concerning performance
improvement

1. Role of regulator concerning performa

nce improvement

Water and Wastewater Service Providers are natural
monopoiies -» No pressure to improve

Regulation wants to
siire that companies|
art for the good of the
customars!

Reg ulation wants 1o make
sure that companies do
neither make too much

profit nor that they are not

self-sustainabie

Giving Incentives to the comparies by analyzing

Hey Idea
= Benchmarkl

I 2 MOcons

performance

ng ALWAYS at the cantar

The starting point of this presentation was
again the main objective of regulation:

e Company shall act in interest of the

customers

e Company should not make too
much profit

e Company needs to be self-
sustaining

Company needs to be efficient
=>» Regulator does not get involved in
micro-management

2. Common interaction of regulator with companies

Annual Conference:
- Annual Report is
presented
- Best performing
company of a group
gets a award

Regulator

performs
inspections

2. Common interaction of regulator with comp

Taritfs are only
increased to a certain
amount If companies

reach certain KPI goals
=

S

Regulator sets incentives
Regulator performs inspections

Regulator decides which companies reach
the level of best practice

3. The particular situation in Jordan

3. The particular situation in Jordan

Only three companies
<* Less effort needed to
monilor companies
—* Less opportunities

to learn difforent
approaches of
companies by normal
regulatory work"

UPMU
—a new actor In the

Water Market
- an actor with
predecessors

Jordan has only three companies

o Less effort for monitoring

e Less possibilities learning from
comparisons

= UPMU as new actor in the water
market needs to earn reputation

fast!
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4. Becoming a moderator - chances of peer learning

o

Becoming a moderator - chances of peer learning

[ Current situation |
W

*  UPMLU has mited knowledga how compamas structura ther work
= UPMU 15 stillin the process of building up reputation

+  Emplayees of differant companies know iftle how empleyees in similar deparimants in
ciher companiss perform their job

W

Advantages: a) Companies can learn from one another and thus Improve (Germany:
Benchmarking as means for poor performers to learn from better performance),
b At the same time UPMU also earns knowledge and bullds up reputation, This will

help for the next steps towards i ul Regy

I 2 MOcons
5. Topics to be discussed

5. Topics to be discussed

To be discussed

« P Tepics o ba (some P
*  Responsibhe persons) wilhin UPMU

- Frequencyof sessions

+  Durabion of a parficular session

*  Place to meet

+  Size of group

= General structure of meeting

+ Callection of findings

I 2 MOcons

next shide)

5. Potential topics and formats

Potential topics

= NRW reduction measures

Potential formats

+  UPMU inviles employees of similar

Implementing peer learning helps all:

Companies learn from one another
UPMU earns knowledge
UPMU builds up reputation which is
important for the cooperation also
with other stakeholders in the
sector

=>» Gain knowledge and earn
reputation at the same time

In the workshop we discussed the set-up of
meetings with the companies. For further
remarks please see notes on the seminar.

»  DMA implementation and affects

< Collectionimprovement procedures

+  Recelvables recuction sirategies

= Accounting, e.g charlaf accounts.
attnbution of cusicmer payments

+  ITand data management systems

+  Processes Internal auditing

+  Energy efficiency improvement
measUres

+  Chmate change adaptahion/climate
resilience improvement measurss

»  Other innovations

depariments 1o share ideas,
distribution of inputs by participants

*  Poor periormers wsit good
pertarmer to laam - “in the fiskd", Le.
real-ife demenstration whera
possible

»  Good perdormers visit poor
performer 1o acvise cn impravement
Measires (peer review)

= LPMU inviles external experts o
presant best practioe examples
fram cutside Jordan

I 2 MOcons

In the workshop we discussed various
topics for meetings with the companies. For
further remarks please see notes on the
seminar. Itis up to UPMU to further
develop topics which are interesting for
meetings. UPMU will gain ideas from e.g. its
discussions on the Company Business Plans.
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1.2.7 Invectives of UPMU presentation (17" December 2020)

Summary of Key Messages

Options for measures enforcing regulation
(incentives, sanctions)

Prof. Dr. Mark Oelmann

I ¢2 MOcons
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6. Starting Point: The UPMU mandate

1. Starting Point Mandate (Draft, 3 March 2020)
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1. Performing Benchmarking — Na

2. Performing Benchmarking — Naming, Faming and Shaming

= Thespread between the biggest cost increaser and decreaser amounts to
£ 53 per connection, The tolal costs per connection decraased by an
average of € 23 since 1997
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Mandate is starting point for discussion on
incentives — older version:

Set & evaluate performance targets
Monitor

Review and recommend tariff
Recommend Subsidy
Implementation and Execution of
incentives and penalties

2" Level complaints management
e Inspections and Investigations
Constant improvement of
Regulation

ming, Faming and Shaming

The first option is benchmarking

The Regulator needs to get an overview and
a feeling for efficiency in the sector.

Results should be published in public and
easy access- and understandable. This
already creates incentives for WCs to
improve.

Benchmarking: Lessons Learnt

e Reports need to display the
individual performance

e Reports need to be widely
communicated in public

e Benchmarking gets more valuable
over time

e Key messages of report must be
delivered in an ostensive way

Taking endowments into account

e Qualitative performance
description needs to follow uniform
and transparent methodology

e Otherwise WCs with rather
unfavourable endowment will
unfairly get criticized.




2, Performing Benchmarking — Naming, Faming and Shaming
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B Experiences from Portugal
+  Poruguese Water Poickes Resuls
mpresse
-+ Buscess Facton
+ Uik with Natiorial Water Polices
+ Cpopeeaon beiwesn difersnt
Waler Acters
*  Benchmarking and Transparency
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2. Performing Benchmarking — Naming, Faming and Shaming

Implications for Jordan:

= Ower time Benchmarking Repart may discuss the different companies in more

detail

]
= Reportneeds lo be understood also by readers with (nearly) c ok .

no ar in water

Fruseataton A, 9° Deoamber 2520, 6l 86,
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Awards Granting, Invitation
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= Annual
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= UPMU as moder ol betwean

2. Annual Report on Water Sector

3. Annual Report on Water Sector
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3. Role of Inspections

4. Role of Inspections

~
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© Currantly companies are dissabsted
because of
+ . no refiabe financing (at kast
accordng 1o companiss)

+  Companes do nol reach {some of
| KPI targels

¥

© UPHU also ncenlivass companies by
Tequnng more lansparency end mare
rebabilly in Francing.

*  UPMU should repart on companies’
prosiems on reaching (sama of mer)
KF targets

= UPHMU also noentvaes companies by
becoming an seger and ambiows actar
= eg. settng LUPMU fargets for
upcaming year; repodng on
achivaments a end of curert year
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Implications for Jordan from success in
Portugal

Link with water policies
Cooperation between actors
Benchmarking and transparency
(also for financing situation)

Success factors for Jordan may be:

Benchmarking (becomes more
valuable over time)

Easy to understand reports
Annual conferences (best practice,
award granting, media, owners)
UPMU as moderator/facilitator

The second option is issuing an Annual
Report and holding an Annual Conference.

Creating motivating environment for
utilities by reporting

Requiring more transparency

Be reliable on financing —as much
as possible for UPMU

Take endowments into account and
report accordingly

Set targets for upcoming year
Report on achievements

The third option to incentivize WCs are
inspections.

Inspection Protocol (including
process of inspection) is needed
Balance of incentives and sanctions
is essential
Detected problems or fraud in
reporting need to have
consequences

o More frequent reports

o Dismissal of managing

director (if possible)
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4. Discussing Business Plans with Companies

5. Discussing Business Plans with Companies

Annual econemis regulatory oycle for

@ : s Q‘f&"’“mw P

UPMU datermines
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The fourth option are the discussion on
business planning including target setting.

Business plans are essential:

e Includes targets, success measures,
derivatives of financial implications

e Proposal of budget and tariff by
utility (for Portugal..)

e Compliance with regulation needs
to be ensured

= Eventually UPMU determines KPI
targets and calculates effects on
financial means.

5. Reporting Loop with Supervisory Board of

Companies

6. Reporting Loop with Supervisory Board of Companies

| M pllc:mon-\ for Jordan

orden emiar o the

. Owmers doc idﬂ an fanf
adusiments
This process could be nked with
UPHU opinionsirecommentations

= Forinsience Supervisory Boord of
Companies has ta fis & rapan to
UIPHL in case i doasn't camply
with LIPRALI recommendations

. Repert could be publczed on
LB web-page
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Frassstmion Ans Aegerses 3" Dicarse: 2035, 6 3

I 72 MOcons

The fifth option is the information to
supervisory boards of companies:

e It might make sense to install
certain reporting loops to UPMU:

o For Instance: Board has to
file a report to UPMU in
case it doesn’t comply with
UPMU recommendations

o Report could be publicized
on UPMU web-page

6. Linking Strategic Plans with Indicators on Granting

Subsidies

7. Linking Strategic Plans with Indicators on Granting Subsidies

‘ Implications for Jordan
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The sixth option is trying to get influence
how subsidies are allocated to WCs.

Affordability issues can be tackled by tariff
design (e.g. increasing block tariffs,
different tariffs for different companies)

=>» Linking to granting subsidies

e Regulator can make
recommendations on rates of
financing sources (tariffs, municipal
budget, subsidies)

e Important: Transparency and
reliability on financing




7. Tariff Setting

8. Tariff Setting
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8. Tariff Setting

i paroiog oot wadory miv i fam &
2016 s — Vi
“The economic regulation model
should be adapted to the maturity
of sector” [Final remark Ana
Albuquerque, 15th December 2020,
i, 51)

Frasentedon dns Mbuquerue. 157 Decarber 2020 5. 20

Thareare various forms of
Including incentives into the
calculation of tariffs and
id rms follow one
of UPMU
ity
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8. Concluding Remarks

9. Concluding remarks

Incentivising and sanclioning companies

+  Perorming Benchmarking— Naming, Faming and Shaming

+  Annual conferences . Best Practices Presentation, Awards Granting,
Imvitation Media, Owners

* UPMU as tex of betwaen

«  Annual Report on Water Sector

«  Hole of Inspectons < Detected problems or fraud m reporting often leads to
. Requi to report more freg

Dismissal of Managing Director (probably hard bo percewe in Jordan)
+  Discussing Business Flans with Companies
* Reporing Loop wilh Supervisory Board of Companies
«  Linking Strategic Plans with Indicators on Granting Subsidies
+  Tanfl Satting
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The seventh option is to assist the Minister
how to set tariffs. It could be helpful if
UPMU calculates the effects of certain KPI
targets on financing needs.

Over time regulatory framework might also
include tariff setting responsibility (e.g.
revenue cap model, cost-plus regulation...).
This is the most classical option to set
incentives to WCs.

The economic regulation model should be
adopted to the maturity of sector.

Over time:
e Data quality reaches certain level
e Reputation of regulator increases

e Performing Benchmarking

e UPMU as moderator/facilitator

e Implement inspections with
respective consequences

e Discussing business plans with
companies

e Reporting loop with supervisory
board of companies

e Linking strategic plans with granting
subsidies
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1.2.8 Business planning of UPMU presentation (14" January 2021)

Summary of Key Messages

Workshop “Enforcing Regulation with
Particular Focus on Business Planning”

Prof. Dr. Mark Oelmann

I ¢2 MOcons
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9. Where we stand concerning measures enforcing

regulation...

1. Where we stand concerning measures enforcing regulation...

| | @
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1. Where we stand concerning measures enforcing regulation...

I 2 MOcons

1. Where we stand concerning measures enforcing regulation...

I 2 MOcons
1. Where we stand concerning measures enforcing regulation...

5. Disaussing Business Pians with Comanies

)

i
7 7
i

o

1,

These first slides again try to set the scene,
because the different workshops are
connected as we have seen now in our
session on “Operational planning”.

Challenges of UPMU as Moderator:

e Find out where companies have
problems
e Find best practices

Data analysis and the reports are the first
step towards finding out where companies
have their problems and identify best
practices.

Transparently derive performance targets:

e Data analysis and annual reports as
basis
e Display results in charts
o to getan overview
o and show overall situation
and development of
companies

For each of the above mentioned tasks
business planning is very helpful, because....

.... Working on companies’ problems and
derived performance targets come together
in the business planning.

=» Discussion of business plans
between UPMU and each single
company.




1. Where we stand concerning measures enforcing regulation...
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Focus in this presentation is on business
planning:

e Framework and outline
e Purpose, goals and utility
e |Interaction of UPMU

In following presentation, the gap to
finishing the regulatory circle will be closed
by going into detail in the topic of
performance targets.

10. The particular role of Business Planning
1.1 Introduction into Business Planning

|
1. Introduction to Business Planning

“Business Planning describes the methods used by
organisations to identify and present the activities needed to
address the(pressures placed upon them.”

Seauren WHE: Brinoss Planning Tkt
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1. Introduction to Business Planning

The two extremes

Cantrally run Free market

e

planning at state level planning at business level

Srource: WS e

ustomer-focused

s tomer-focusad

Def. Business Planning

Business planning describes activities to
address challenges

Why is formal business planning needed in
a sector which doesn’t face competition?
Free market:
e Planning at business level
e Competition = focus on customers
- improvement

Centrally run
e Planning at state level
e Focus on customers not naturally
enforced leads to a need to install
pressure to improve




1. Introduction to Business Planning

A Busirwss Plan,

provides a means to share infarmation with employees, custamers, political leaders and
potential investors = agreement on the utility's plans

«. makes sure that Invastment declslons take account of what censumars want and are
prepared to pay for.

ensites that ravenues are sufficlent for “full cost recovery®, e, the atiliey i financially
sustalnable

helps the utility to manitar financial and tachnical parformance.

SUPPOS per based with employess or a Private Operator, by helping

o ientify and agree on performance targers

helps t suppert sctivities needed for performance improvemants, such as water quality
manitanng, benchmarking and axtemal audits,

e W Ehesin e Planning boslbat
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Benefits of a business plans

e Information for different
stakeholders

e Investment decisions can be made
based on customers willingness to
pay

e Sufficient revenues for “full” cost
recovery

e Monitor performance and facilitate
performance-based contracts as
well as performance improvements

1.2 Elements in Business Planning and Jordanian

Experiences

2. Elementsin i Planning and Albanian Experiences

The contents of atyplcal buskness plan will
be largely deiven By the specific neads o1
the wtility and the 1arget audiencal

|

Mietint Liser sPOUT Be UBNLY i

i tant ise for the utility will

e the ability to complle reports for ather
stakehalders fine!. LPRILT

e Wik

2. Elementsin i Planning and Albanian Experiences

General Approach

Anahyste: revinw of hiszomn, actual data, trends

Linderstmsd sxterral presures om the sakty i M’? =
‘ ity bl Pl 1)

Elements of Business planning:

Analysis

Planning

Implementation

Content of business plans are
largely driven by specific needs of
respective utility and its target
audience

=» Main user should be utility itself

*. e o

Elements and experiences from Albania
Element 1: Analysis

e Understand external pressure (e.g.
performance measures, resource
limitation)

e Estimate likely future conditions
(e.g. statistics, tariff development)

e Identify problems

e Prioritise




2. Elements in Busi Planning and Albanian Experiences

General Approach

Planning: estmares futars costs. porformancs, Frojectian of trands

Charili the ENsinys pruroes sl
slyectives

I

e of acivties w3l e prklers deundied, |
»

Crame
target mcas i

Plasning

D L e ———
ostmned = 0 budes

usiness Planning in Albania jexample of Shkoder)

MISSICH STATEMENT
3 SEMICR MANASEMENT OVERV)
5 STRATEGIC GOALS ADDRES!
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2. Elements in Busi Planning and Albanian Experiences

General Approach

Planning: estmares futars costs. porformancs, Frojectian of trands

Charili the ENsinys pruroes sl
slyectives

Crame
target mcas i

e of acivties w3l e prklers deundied, |
»

Plasning

D L e ———
ostmned = 0 budes

usiness Planning in Albania jexample of Shkoder)

FIVE-YEAR CAFTTAL
4 .

2. Elements in Busi Planning and Albanian Experiences

General Approach

Implamans: moritenng, Variaton, wepanse to 3dusments

T L ‘

[ —

work prugranine o budae i e 1 0 delvemng
e plamzed sty snd o whet cost”

/

T

Adimt the programme hased om actaal ety |

usiness Planning in Albania jexample of Shkoder)
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2. Elements in Busi Planning and Jordanian Experiences

General Approach

Anahyste: revinw of hiszomn, actual data, trends

[ T —

‘ Tnderemed casereal presues
e

wsiness Planning in Jordan [ Je of Yarmouk Water|

5 ! R SUPPLE AND WASTEWATER COLLECTION
CHAPTER THREE:YWC REVIEW EXTERNAL SITUATION (PESTEL AMALYSIS

I 2 MOcons
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Element 2: Planning

1. Clarify the utilities purpose and
objectives
e Mission statement
e Senior management overview
e strategic goals
e performance improvement
program

2. Program of activities to address
identified problems and
performance measures
e Capital investment program
e Organisational structure and

staffing plan
e Revenue needs and tariff
analysis

3. Forecast
e Operations and maintenance

Element 3: Implementation

1. Implement the work programme
and assign responsibilities

2. Measure and assess performance of
work programme

3. Adjust the programme based on
actual events

Elements and experiences from Jordan
(Yarmouk WC)

Element 1: Analysis
External pressure - Review external
situation (pestel)

e Estimate future conditions 2>
population, demand, supply,
wastewater collection

e Identify problems

e Prioritise




2. Elements in Busi Planning and J Experiences

General Approach

Planning: estmares futars costs. porformancs, Frojectian of trands

Charili the ENsinys pruroes sl
slyectives

I

e of acivties w3l e prklers deundied, |
»

Crame
target mcas i

Plasning

D L e ———
ostmned = 0 budes

usiness Planning in Jordan [example of Yarmouk Water|
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2. Elements in Busi Pl ing and J

Experiences

General Approach

Planning: estmares futars costs. porformancs, Frojectian of trands

Charili the ENsinys pruroes sl
slyectives

Crame
target mcas i

e of acivties w3l e prklers deundied, |
»

Plasning

D L e ———
ostmned = 0 budes

usiness Planning in Jordan [example of Yarmouk W

CHAPTER FOURPLANNING ASSUMPTIONS
CHAPTER FIVE: STRATEGIC ANALYSIS - Strategse Objecthus

CHAPTER DGHT: FINANCIAL PRCJECTION 2019-2021
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2. Elements in Busi Planning and J

Experiences

General Approach

Implamans: moritenng, Variaton, wepanse to 3dusments

T L ‘

1

[ —

work prugranine o budae i e 1 0 delvemng
e plamzed sty snd o whet cost”

T

Adimt the programme hased om actaal ety |

usiness Planning in Jordan [example of Yarmouk Water|

CHAPTER SIIMPLEMENTATION PLAN

with = implementation
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2. Elements in Busi Planning and J
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Element 2: Planning

1. Clarify the utilities purpose and
objectives
e Planning assumptions
e Strategic analysis: Priority areas

2. Program of activities to address
identified problems and
performance measures
e Planning assumption
e Strategic analysis: Strategic

Objectives
3. Forecast
e Financial projection

Element 3: Implementation

1. Implement the work programme
and assign responsibilities

2. Measure and assess performance of
work programme

3. Adjust the programme based on
actual events

=>» Addressed in implementation plan

Assessment of strength and weaknesses of
the Yarmouk Water Business Plan

Strength:

e Determination of cost involved
e Links to financial projection




2.Elementsin B ing and J

The analysls of the external environment [dentifies
factors outside the control of YWE that could
parformanes. Tha analysis was undertaken thraugha
Feutiw of the Pelitical, Eeanamic, Sacisl, Tashnelagizal,
Envirenmental, and Lag STEL] factors which are
cutsicie YW control The outcoms of the PESTEL
analysis is 35 presented in (2] tables down bedow.

This business plan has been formulated i consistency
with the palicias and the < 5
"Matlonal Water Strat The process
wused to finalize this business plar involved a formulatian
—. of propects and strategic objectives ready for
inglermentation, In addition to setting a monltaring and
yatem to ke used acness all functions.. (page

e of the

5)
I 2 MOcons

2.Elementsin B

ing and J

The relationship between the company and owner WAL
L, The compary
hich it doss to

tiwities and

#groed key performance
! e defined in the
Whd Water Sector Laws, Regulations, and Instruetions.
{page7)

nefEAors & rlarmiance m

»
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2. Elementsin B

ing and J
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y
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e Include factors outside the control of
the company which however effect
performance - Interesting for
section on external problems in
UPMA Annual Report

e Strategic goals in line with National
Water Strategy (but not sufficiently

transparent)
e Monitoring and evaluation system in
place
Weaknesses:

o Key performance indicators not used
in business plan
e Rather fuzzy objectives

e Outcomes seldom specified
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1.3 Links between Business Planning (BP) and
REGULATORY Business Planning (RBP)

3. Links between Business Planning and REGULATORY Business Pl.

= To achieve certain strategic objectives implies a a) full cost financing.

next year's tarifls based on uext vear's

H
cIeases on tuns
= full recovery of costs
= reduced uneertainry
easier 1o plan bndgets for
coming vear

= To achigve certain
strategic
abjectives implies
b efficiency

E
¢

achie L5

Efficinncy
J———

lustificat=n ‘

Catf Darnand
Analysi
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3. Links between Business Planning and REGULATORY Business Pl.

Besides the kPl
darfwad from
Maticnal Plan and
UPMU abservations
— Are there ather
strategic abjective?
Challenging
Commpany = How
EXTEAMAL SITUATION (PESTEL ANALYSIS) 4o you want 1o
ruach KPS

Chalenging Company — Why i5 a
certain investment the best? How do
vou wan to rdlience dermani?

Chslergirg Campaiy - Wil you have
the money ta maintain assets?

I 72 MOcons

3. Links between Business Planning and REGULATORY Business Pl.

Business Planning Is important frem UPMU's point of view for three reasons

W B

e

App Tariff Proposals!F zial
Exerting pressure on ulilities 1o improve iPorovalof Tantt l'fm?ia AEEMDc
Proposals

+ Through Regulstory Buginess Planning the utifity must in a convincing
way....

. explain to the regulator how it intends [— which activities)

... 1o achieve which strategic goals (— level of KPlg)

. and what financial impact this has [— revenua neads).

Full cost financing required to achieve
certain strategic objectives

Challenge Jordan:
e No cost covering tariffs
e Sources of financing
e Uniform tariffs
Solution:
e Clarification of financial flows
e Striving for cost covering tariffs
e Orinfluence transfers to companies

Efficiency achievements required to
achieve certain strategic objectives

lustification on cost-/demand analysis
(capex, opex)

=>» Therefore, we need efficiency
assumptions (water key activity
projections e.g. treatment,
distribution)

Particularly relevant business plan elements

e Priority areas and strategic objectives
(KPIs, UPMU observations)

e Financial projection

Challenge the companies:
e Description how to reach the KPIs
o Justification for chosen investments
e Explanation for influence on demand
e Financial plan on maintaining assets

Through regulatory business planning the
utility must ...

... explain how it intents (= activities)
... to achieve which strategic goals (= KPIs)

... and what financial impact it has ( >
revenue needs)
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1.4 General concept of BP and RBP and proposal

|
4. General concept and Submission-schedule of BP and RBP

Different stakeholders /staff members of & utility have different information needs

management, supervisory board, Investors, UPMU

wtility heads of the departments

utility staff members

4. General concept and Submission-schedule of BP and RBP

Regulatony Business Planning builds on “rormal” Business Planning

utitity

__—" (Businass Planning)

Buarclen for utilities in co ruly smiall if they alreacy use

I 72 MOcons

4. General concept and Submission-schedule of BP and RBP

= Theregulators responsibility |5 o exert pressure onto the utilities that is needed to
achieve parformance-improvements in the sector

= However the regulator does not dictate how the improvement of performance should
ke achleved — that is the responsibility of & specific utility.

... potential cpportunities and risks.
... capatities and resources

4. General concept and Submission-schedule of BP and RBP

= Although the BPs are not approved by the regulator, the regulatar can make certain
standard elements mandatory.

= Further requirements are formulated for Regulatory Business Plans by the regulatar —
to be approved by UPMU,

Regulatory Business Plan Requirements

qualitative quantitative

| Reguiatary Business Plan needs 1o be | FRBPsnead to be comparable across

| = consistent regarding its line of argument .l uliities to ensure fairness — in general
.. promising with réspect to sirategic goals. || use of uniform indicators with possibility of

| extension

.. realistic about the financial requingments

UPMU does not need all the information
that is collected by companies to steer their
business.

UPMU is in the same category of
informational needs like management,
supervisory board and investors. Thus, it
does not need everything!

This means: Regulatory business planning

builds on ,,normal“ business planning

=>» Business planning of utility goes
way more into depth of operations

=>» Burden for utilities in compelling a
regulatory business plan is
relatively small if they already use
business planning for steering their
company.

Regulator should build upon utility’s
information advantage

Responsibility of Regulator:
e Exert pressure onto utilities
e In order to achieve performance
improvements in the sector
Responsibility of Utility:
e Derive how improvement of
performance are achieved

Requirements for BP and RBP

e BP: Regulator can make certain
standard elements mandatory
e RBP: Requirements are formulated by
regulator
o Qualitative: Consistent, promising
(strategic goals) and realistic
o Quantitative: Must be
comparable across utilities to
ensure fairness




4. General concept and Submission-schedule of BP and RBP

1 Exncutive Surmma
11 ey mw:--w: P sy
1.2 strategic oot
13 possible risks

2 Gieneml company desrrigtion )

2.1 campany profila

L4 recent sgnticn
% Organisation and Le:

These informaton will ...

b proviged s of the Guidafing,

rot be mardatary for the B of the utiity

44 outline of staffing levels

rat g anpeoved By LPRL

\lll-.- wtility Is fres toprovide more information 1oits stekeholdess
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4. General concept and Submission-schedule of BP and RBP

1 Demand Farecasy
7 Strategic Planning

21 Inberan! situstional smakysi
211 SWOT anakysks o U 3Ry
213 avarvew of resnuress snd eapaeiied
213 bery statistics and KBl

22 strategic planning

2.3 activty plan
28 activity nu:w!\

[Threugh Regulatory Business Pamning the wiility

\ st in R WY

- andwhat financial Impact this has
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UPMU demands certain kind of information
according to a specific structure.

Further information of the utility...
e can be provided in an annex
e are not mandatory
e are not approved by UPMU

I 2 MOcons

4, General concept and Submission-schedule of BP and RBP

./ -

3 Financial Planming
3.1 funding requirements

Incentivising mandatory RBP information
Strategic planning and activity plan:

e With which activities does the utility
intent ...

e .. to achieve which strategic goals
(KPI targets).

Tugn Reguiitony Business Pranning the ity

gulator how it intends

@ which strategic goals
KPLtarges)

I
\}suwi'muumn this has
= regie nzeds], §

15 proposed tariif adjustment strategy
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4. General concept and Submission-schedule of BP and RBP

5. Marketing Strategy
[5. Financial Sustairabity

= Actiities

4. Monitoring snd Erakuation

Incentivising mandatory RBP information
Funding requirements:

= What financial impact (revenue
needs) is needed to achieve the
strategic goals.

Minimum requirements for a business plan

e Strategic plan
e Financial sustainability
e Investment plans

Development of a RBP
e First financial study
e Consider experiences of company’s
business planning
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2. The way ahead: Finishing the regulatory cycle - KPI targets
and linkages to RBP and tariff/financial means proposal

4. The way ahead: Finishing the regulatory cycle - KPI targets and
linkages to RBP and tariff/financial means proposal

Yeor-F

June 2021 %
hune 1023 —
wne 2023 — [Tl
R sune 2024 — Rl
sune

035 —»

[ —t

26 PP for A1 2 {5 gomrs - Sl vl MV phsns)

AT 20372031
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4. The way ahead: Finishing the regulatory cycle - KPI targets and
linkages to RBP and tariff/financial means proposal

S. Discussing Business Plans with Companies

Countries with cost covering tariffs
e Link between
=>» KPI targets
= RBP
=>» Tariff Adjustments

Jordan: Governmental transfers and
donations instead of cost covering tariffs
=>» Thus, UPMU would need to make
proposals for all financial sources

In following presentation, the gap to
finishing the regulatory cycle will be closed
by going into detail into the topic of
performance targets. After that binding up
everything in an operational planning for a
whole calendar year....
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1.2.9 Setting Performance Targets _to UPMU presentation (28" January
2021)

Summary of Key Messages

Workshop “Displaying Processes on
Performance Target Setting”

I ¢2 MOcons



142

1. Which elements of the regulatory cycle did we deal with ...

1. Which elements of the regulatory cycle did we deal with ...

I 2 MOcons |

1. Which elements of the regulatory cycle did we deal with ......

5. Disaussing Business Pians with Comanies

| @mocons

I 2 MOcons

First steps — already discussed:

e Getting an overview of relative
performances and building up a
data pool

e Getting an overview of best
practice approaches for certain
tasks

e Development of KPIs

Role of business planning — already
discussed:

Business plan displays:

e Objectives of companies (KPI
targets)
How to achieve objectives
Cost implications

=>» Baseline for Tariffs (Proposals to
Minister)

Overall goal of regulation:

Companies should improve and therefore
(figure out themselves how to) become
more efficient, more sustainable and more
client-oriented.

Therefore, KPI Targets are essential!

Content:

e Means to decide on price or
revenue cap

e Approach of comparable countries
to Jordan

e Options for Jordan
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2. Process of Performance Target Setting and
Formulation of Cost Allowances
2.1 Competition by Regulation (ex. England/Wales)

2, Process Performance Target Setting

If allowed Hevennes = Costs =
Tars (Englimd ' Wabes: Privare
Companiesp

I allowed Revenues = Costs <
Profit (England Wales: Private
Companies)

Allowed Revormes

Costs of Water
Compiny

I @ Ocuns

2. Process Performance Target Setting

Nt in cost
data and

2. Process Performance Target Setting

™ “%\-‘;‘"“\

Uit Costs Apgreach [Capital Works Unit Costs| \w.___*“m, Comt \\

I: — To be determined:

1 — Benchmark Company

T ——

S by sotpary

e

o DEWAT (0050 18}

Revenue-cap regulation:

Determine allowed revenues
Separation of revenue and cost
Set incentive to reduce cost
Additional investment- and quality
regulation is needed

Two ways to determine allowed revenues

A) Regression analysis

=>» Jordan: Already on the right track
with data collection and annual
report

B) Cost analysis

But generally: A relatively efficient
company will receive lower obligations to
improve than a company starting out being
relatively inefficient.
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2.2 Approach in rather comparable countries to Jordan
(ex. Albania)

2. Process of Performance Target Setting

Prajectad O M
Cant
Deshcton orsnaccopabiecorts p - [Tsuaetone
Ceat (A0

LLCUUELE Il Performance Adjustments Performance

Anaiysis _— Adjusied D&M
Lot (FAD)

ELLELRE LU PAC/ Quantity billed

el SR AL by Averaga Tk

Customet categorh 1

Setting of Tariff EEGTETTERA]

Structure - . L | Awerge Categories
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2. Process of Performance Target Setting

Comparison between Jordan and Albania:

e Albania has more companies
e Both: No cost covering tariffs

The price-setting cycle:

e Companies present business plan

e Tariffs derived from business plan

e Regulator screens business plan,
incl. KPI Targets and tariff
implications

e Regulator decides on allowed costs
and thus on allowed tariffs

The following charts show the way from
cost calculation to setting tariffs.

Adjusting cost data by comparison

Adjust cost by unacceptable items
Adjust performance analysis
Compare average tariffs for
respective average categories

*  Regulator uses henchmarking data and
compares one water company with the
ather ones

* M ihe explanations far fising costs are
not corvincing the Regulatar proposes
deductions in such a first step

= Example; |ncreasing salaries if already
overstaffed compared o other utilites

I 2 MOcons

2. Process of Performance Target Setting

Ristering Ratic

1st step: Deduction of unacceptable cost

e Regulator uses benchmarking data
and compares companies

o If explanations for relatively higher
costs are not convincing, regulator
proposes deduction

=>» Incentive to reduce unacceptable
cost

Witer Cusity |+ Theoiteria [1|-(4) are considered in

the caboulation of

\Waighted Justified Costs (PWICHT
next slide|, while criveria (5) and (&)

Estraordinry efforts and mitlatves to i * Al Ingheators Su
Fir

service Hours

i the 4th are

mptave efficienty serviee of nreeis Gua ntitatie i
have commi

Unazounmed for Wasor (UPA]

Callction Mfickncy
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2nd step: Performance adjustment

e Regulator verifies progress against
KPI targets

e Companies have committed
themselves to different
benchmarks according to particular
challenges

e Mainly quantitative indicators




2. Process of Performance Target Setting

Y : = 1

(&t prograres earanta g eperee wmris |
Lo B Lo
Ty ——— TS

*  Firststep ls to decide on scores assigned to
warious KPls.

+  Second stepis 10 calculate the sum and then
dertve the relevant deduction or sddition on
costs

o
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2. Process of Performance Target Setting
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e Assign scores to various KPIs

e Derive relevant deduction or
addition to cost

=>» Incentive to have a relatively good
performance, otherwise cost being
deducted

*  For these caloulations the Individually agreed

benchmark for UIW is used

= Anunderperformance right away leads to less

water hilled, theraty increasing 1he “Projectad
Average Cost per m™

*  For these calculations the individua lly agresd

benchmark far Callection Efficlancy |s used,

«  anunderperformance right away leads to less

revenues collected, thereby Increasing the
"Projected Auerage Cost per m>.

et e

e ey T e s 0 T P ¢ %

Swrans Lo Dy 100

‘ P A T g
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3rd step: Deriving the quantity billed and
collected

e Projected quantity billed is adjusted
by agreed benchmark for NRW

=> |ncentive to bill water; otherwise
WC looses earnings

e Projected average Tariff is adjusted
by agreed benchmark for collection
efficiency

=>» Incentive to increase billing
efficiency; otherwise WC looses
earnings right away
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2. Process of Performance Target Setting

Implications for Jordan

KPiz targets are an elemeant of a Regulatory Business Plan;
KFltargets to be discussed with 2nd finally decided by UFRMU;
Achieverment of KPI targets implies certain costs,

These costs need ta be analyzed, sceutinlzed and guestioned by UPMU in
miaetings with each individual compary;

{Efficient) costs are then used to determine tariffs,

I 72 MOcons

2. Process of Performance Target Setting

Determining (efficient] costand
Increas ing/deducing cost allowances
according o the achlevement of KFI

Once we have different tariifs for the three
different companies

Reporting of these (efficient) costs and
trying to ensure that they are taking into
sccount when tarifis are determined,
subsidies or transfers by international
donors are granted.

Albanian approach feasible. Once tariffs
would be the only source of financing for
companies Wriff setting will encounter
incentives.
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e KPI targets are an element of the
business plan
KPls finally decided by UPMU
Achievements of KPI targets imply
certain cost

e Cost need to be scrutinized by
UPMU

e (Efficient) cost are then used to
determine tariffs > UPMU can
inform Minister on financing needs
if KPI targets shall be reached

Two options for Jordan

e Different tariffs for companies
o Albania approach feasible
o When tariffs are the only
way of financing, incentives
will be effective
e Cost allowances according to
achievement of KPIs
o Subsidies are granted due
to KPIl achievements
One way or another, next step KPI targets!

3.The way ahead: Linked to the regulatory cycle — Tariff
Structure and Inspection Protocol

3. The way ahead: Linked to the regulatory cycle — Tariff Structure
and Inspection Protocol

5. Discussing Business Plans with Companies

l @ MoOcons

I 72 MOcons

This final slide already made a preview on
the next workshops. Determination of KPI
targets:
e Discussion with companies on
business plans 2 Next step
e Cost analysis and calculation of
efficient cost can start
e In parallel annual reports and
meetings with companies on best
practices
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1.2.10 Input Tariff Structure_ to UPMU (9" February 2021)

Summary of Key Messages

Introducing tariff setting and showing
Jordanian Context

Prof. Dr. Mark Oelmanh

I ¢2 MOcons
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1. What are key objectives in pricing?

| |
1. What are key objectives in pricing? (1) These Slides were developed for a
particular workshop with the Minstry,
_ WorldBank etc.
wmwawmmm» Starting point are the key objectives of
' pricing:
1 B e St S ey o
Cuntamers shoud have the freedom to chose witer consumgtion - ® Affordability
ard to pay acemding bo sctual comumation and wasiewster quantites ° Cost COVeri ng
- _ e Customer pay according to actual
m il consumption and wastewater
quantities
e Revenues should be predictable
I 72 MOcons
| |
2. What are key objectives in pricing? (2)
T — Current model according to objectives
o || e vy e Only O+M cost for supply are
e B considered; wastewater costs are
ffceri e} paid by other resources
e Affordability might compete with
sk Varabl kbt e | || Reenles o ustr sty et o cost covering approach
L e e Pay due to consumption demands
differ=nt househols y !:rreﬂ-ne'oh [nercentage of meters
e Revenues are predictable
I 72 MOcons

2. Which tariff options help to achieve which key

objectives?

2. Which tariff options help to achieve which key objectives?

With fixed charges plus progressive
volumetric tariffs all key objectives can be
achieved.

et

Taalffs bl bl ol

N rweims shon

[0 | TN ] Pttt resenves

CDHEEEE
EI 1
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3. What do we understand by cost recovery?

3. What do we understand by cost recovery?

Envirunmental
y Evrermulities

Exi walities
Opportunity Full

y Cost Fall Cost

Capleal Eeanrmie

Fult .
y Coss

. Supply
o&M Cersi
Cost Seur Rogers {1953

The European Union tries to sensitise European member states
to really thrive for full cost coverage. Yet unsuccessful.

I 72 MOcons

3. What do we understand by cost recovery?

;N R i = "

. i Boed; 407 valumetric e

i ot

Tlawd companent
245 = Damand pur Howrehsid (= year]
High velumetric conponent:
Ishrmerte” sevtnuns = Customers pay secording to real

eovisuraption sad have th treedam to thass
foibjective 3)
= HIEh incaptive 1o avakl waler wastage,

3. What do we understand by cost recovery?

Revenues from fixed component should cover fixed costs

Revenues from variable component should cover variable costs

Fixed costs = costs that are

independent from volumes of water

supplied to the system

Variable costs = costs that change with the
change of volumes of water supplied to
the system

= Staff expenses

+ Maintenance expenses

= Energy

= Chemicals

Efficient tariffs might imply less incentives to use water
economically (Objective 3 vs. 4).

I 72 MOcons

We have different categories of cost
recovery. According to European Directives
should cover far more costs than only O&M
and capital cost.

Full cost recovery may mean:

O+M cost

Capital cost

Opportunity cost

Economic Externalities
Environmental Externalities

There are different options to charge. On
the least complex sphere it is a combination
of fixed and volumetric component.

High fixed component
e Predictable
e No incentive to prevent water
wastage

High volumetric component
e Customer pays according to real
consumption
e High incentive to avoid water

The term “Efficient tariff” is important:

e Fixed components should cover
fixed cost
o Staff expenses
o Maintenance expenses
e Variable components should cover
variable cost
o Energy
o Chemicals

4. How do we achieve the affordability objective?

4. How do we achieve the affordability objective?

©.5.0.34 mday
180 efd

LOm¥day

Consumption per househald in m? per day

Precondition: Household meters,

I 72 MOcons

Increasing prices often raise the question of
affordability.

Increasing block tariffs are able to achieve
affordability goal

=>» The reduced tariff for low-income
consumers required “cross-
subsidies” from those who
consume more.

=>» Precondition: Household meters
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4. How do we achieve the affordability objective?

In case no direct subsidy is provided to low-income consumers {best option: e.g. usedin I n ca se n 0 d I reCt s u bs I dy Is p rOVI d Ed to IOW-
Chite] == Introduction of reduced tariff for basic needs, | ncome consumers:

For averyboedy the volumetric tariff for basic needs (1.e. first consumption block) would
be lower than the normal volumetric tariff

;rrr:rr:‘::::eww‘:;”;:,srl:me ;dre arfram uﬂ\e’rlceuqs:::?e:c:e'gmie; ) * \(Olur.netric tariff fo.r baSic needs
(i.e. first consumption block) for
- everybody . .
i .),-.,,-*""'. e Lower than normal volumetric tariff
e — > e Subsidised by those who consume
f% o A/ more or from other consumer
categories

I 72 MOcons
5. Does it help to introduce client groups?

| . . . .
5. Does it help to introduce different client groups? D|fferent ta”ffs can be app|IEd for d|fferent
' categories
e Commercial
households, | shaps, incl. schools, O Indu.StrIaI . .
permanent and su;?ermarhets_ manuta!:tunng universities, Y Publlc Instltutlons
termporary offices, hotels, procassing. etc. mosgques,
orcupancy tlubs, clinics, ete. churches, etc, 9 Cross Subsidisation in Order to
finance e.g. lifeline tariff
| Different tariffs can be applied for each category. Cross
subsidisation in order to finance e.g. lifeline tariff. [ have seen particular tariffs for bakeries or
rdener . Overall thi not mak
I@Mo‘mn5 garde esOeat s does not make
sense.

6. Which other water charges may exist?

6. Which other water charges may exist?

Intemationally [ T by-taws In Lebanon inciuce 8 reage of chamges WEs

it el s Commonly used additional charges:

Commoely ised charpes

Consumption charges

(Re-) Connection fee

Metering installation fee

Fees for delayed payments and
violations

Charges can be a useful instrument
however, too many charges cause
the feeling of arbitrariness

v

I 72 MOcons




7. What options do we have to charge wastewater?

7. What options do we have to charge wastewater?

Charge for connection to

the sewer network

Each customer pays a lumg
sum for the connection to
the pubic sewer network

The Company is
respansible to provide the
connaction ta the public
sewer petwork until the
boundary of the property.
Inside the property
customers are raspansibie
for the connection to the
public sewer network

Charges for wastewater
collection and treatment

Volumetric charge
according a percentage of

Arrangements for

non domestic customers

Industries which comply
with discharge

the water ¢ ]
(uesually B0% or SOM)
{common practice|

Wastewater charge as
percantage of the water
kil
Properties with private
wells should pay a lump
sum for discharging
wastewater to the public
network,

standards should pay
volumetric charges similar
to households,
Industries and cormmercial
customers which exceed
discharge standards are
abliged to pre-treat
wastewater prior to
discharge ta the public
sewer network.,
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e Charge for connection to the sewer
network (lump sum till boundary of

property)

e Charges for wastewater collection
and treatment (volumetric charge

of water consumption or
percentage of water bill)

e Arrangements for non-domestic
customers (as the circumstances

require pre-treatment)

I 72 MOcons

8. Which options do customers have to receive and to
pay their bills?

8. Which options do customers have to receive and to pay their
bills?

(INCE 3 Year quanten month
- Celivery through collectors Y
Customers collect bill from cashiersin branch offices
- Cashte enllectors
Cash to cashiers in branch offices

Billing frequency

Different possibilities for billing
frequency

il dalivery opticns

[ - "< 1> <ol ctors and cshies e Bill delivery or collection
po s e Payment options (cash, cheques,

digital)
Assistance to customers

Assistance to
nstalments slkowed for accurnulated unpaid bills?
customars
[ ]

Sometimes this is regarded as part of the topic “Tariff
Structure”, sometimes it is not.

I 72 MOcons

9. What should be the level of cost recovery from
consumers? Shall all consumer groups be

subsidised?

Political discussion on ...

9. What should be the level of cost recovery from consumers?
Shall all consumer groups be subsidised?

=>» ... cost recovery from consumer
tariffs (vs. subsidy) ...

=>» ... and one tariff model for whole
Jordan ...

... are needed.

Overall my personal opinion is that Jordan
should reach cost covering tariffs as quickly
as possible. Incentivising companies and
the predictability for companies will
strongly increase.

Political discussion needed. Also: One tariff model for the
whole of Jordan?

I 72 MOcons




Current Tariffs in Jordan

I 72 MOcons
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Current tariffs in Jordan — this slide was
foreseen as an invitation to enter into
discussion which then followed...

IB-Net from the WorldBank is a good source
to compare the different approaches of the
various countries.
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1.3 Inspection reports and presentations (WASREB- Kenyans Water
Services Regulator Board)

1.3.1 Agenda for the session on inspections (16" March 2021)

Agenda for the session on
inspections

« Brief round of introduction
« Short presentation by Dirk Sheafer

« Richard / WASREB speaks for a few minutes and
addresses some or all of the questions (without
presentation, Dirk will take notes)

* Q&A between WASREB and UPMU

16" March 2021 from 11:00 - 13:00 through MS Team

1.3.2 Inspections and Enforcement (16" March 2021)

wwwwasreb.go ke

INSPECTIONS AND ENFORCEMENT

——
i ——
e 2030
oW WASREB /&
J Water Services Regulatory Board @
‘o oy
MP
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Why Inspect
-*

« Verification of the correctness and coherenceof submitrted S— e e
data for the IMPACT report, tarifl adjustments, ...

o Assessmment of compliance to minimum service level
standards

« Assessment of compliance to record keeping and finamcial
systems

*  Investigation of the treatment and follow up of
complainis

« Verification of payment of regulatory levy

* Stand as witnesses on cases of non-compliance by WSPs
which Wasreb takes to court.

»  Mandate of Wasreb under Water Act 2006 to monitor and
regulate licencees and to enforce licence conditions,

What to inspect?

1 License and SPA Conditions
Quality of Service Standards
= Approved Tariff Conditions

o Customer Relations — Service charter
and Complaints resolution

= Adherence to Corporate Governance
Guideline

Adherence to Human Rescurce
Guideline

o Financial Probity

Economic and Efficient utilization of
Resources
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Mode of inspections

MHatification of
mspection

Fallow up Entry meeting

Internal
inspectors

External
inSpE‘CTC}rS Final repart and

recommeandations

Exit meating

Concept of external inspectors

Wasreb has not encugh internal staff
to inspect 88 WSPs per year (46 very
large or large WSps).

Engagement of external experts as
inspectors cshall increase the number of
inspections per year.

A team of external inspectors consists
of a technial and a financial expert on
o part-time basis contracted for three
years.

Inspectors receive a training and are
following an Inspection checklist and
guidelines provided by Wasreb.
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Conclusions
-

= Inspections are needed to enforce licence conditions
and to ensure correct data for reporting and tariff
adjustments.

= The piloting of external (part-time) inspectors has
been a success and will be scaled up.

SO q
Lﬁ

Q)WAS REB

Water Services Regulatory Board

wanarwasreb. go. ke
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1.3.3 Inspections online training Session notes (16" March 2021)

UPMU online session on inspections

Experience shared by Richard Cheruiyot, Director Monitoring and Enforcement at
the Water Services Regulatory Board, Kenya

Date: 16 March 2021

General overview of WASREB

The Water Services Regulatory Board (WASREB) has been in existence since 18 years

10 Years ago, Kenya adopted a devolved system, with 47 County Governments responsible
for water service provision

Currently there are 88 urban water utilities licensed by WASREB, 85 public utilities, 3
(smaller) private utilities

WASREB has 38 staff of which 20 are technical and 18 support staff

WASREB's inspections look at compliance with service provision standards, service
commitments, performance targets and tariff conditions, which complement the tariff setting
process.

Inspections are carried out by teams which can comprise WASREB’s own staff as well as
trained, external part-time inspectors

Questions related to inspections

1. How relevant are inspections for WASREB and why?

Inspections are critical to assess the situation on the ground and to ensure that utilities are
progressing in realizing the Human Right to Water and Sanitation

2. Is WASREB allowed to do inspections without prior notification? If yes, what are the
sequences?

Yes, WASREB can carry out inspections without prior notice (unscheduled inspections) in
case the regulator becomes aware of any serious issues. However, generally inspections
are scheduled and 7-day notice is given to ensure that all necessary documents for the
inspection are ready and that the core management of the utility is present.

In principal, WASREB’s target would be to inspect each utility once per year. In practice,
given the high number of utilities, WASREB does not have the capacity to do so.

Currently, WASREB carries out 24 scheduled inspections per year and focusses primarily
on the large and very large utilities, because the impact of any failure of these utilities is
proportionately higher, than for smaller utilities. Kenya has 4 categories of utilities based on
their number of connections. In addition, WASREB carries out an average of 8 inspections
per year linked to tariff applications.

3. Are all inspections the same or are they informed by any prior history or analysis?
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Inspections are informed by prior analysis of reports and other engagements with the
respective utility.

4. Are always the same inspectors inspecting the same utility?

WASREB prepares an annual inspections programme and forms a team for each inspection
based on the particular issues that require inspection. Through its own staff and external
part-time-inspectors, WASREB can assign technical (e.g. engineers, water quality experts),
commercial, financial, ICT, HR or legal experts. Generally, not the same teams will carry out
repeated inspections at the same utilities.

5. How many inspectors conduct one inspection?

This depends on the issues that need to be assessed, but generally 3 to 4 inspectors.

6. Arethere any measures put in place to minimize the risk of collusion between inspectors
and utilities?

Collusion has not been an issue in the past but is not impossible. Inspectors report directly
to the Director Monitoring and Enforcement and given the more than 15 years of experience,
WASREB has a good understanding of what to expect as outcomes from inspections. In
addition, WASREB conducts an annual assessment of its part-time-inspectors.

7. How long does an inspection usually take?

2 to 5 days

8. What is the most difficult information to verify?

NRW would be amongst the most difficult to verify if utilities do not have sufficient functioning
meters in their system. However, if this is the case, WASREB can include improvement of
metering in the licence conditions of the respective utility.

9. How is WASREB doing the “assessment of compliance to record keeping and financial
systems” and is a specific check list prepared in advance?

The financial analysis is primarily based on the audit reports each utility has to obtain from
the Auditor General. There can be slight differences between the structure of the Audit
Report and the way WASREB requires its data and WASREB is working on ways to
harmonize this.

10. If a service provider did not fulfil the minimum requirements, what kind of
measures/penalties are taken and are those measures taken by the owner or by WASREB?

WASREB applies its enforcement strategy and does not immediately aim for escalation in
case of non-compliance. The first steps after non-compliance is discovered will always be
trying to educate the respective utility. Only then would WASREB consider stronger
prevention and enforcement measures. WASREB can send a directive of order, stipulating
a timeline for when the breach of a regulation has to be resolved.

If this requirement Is not met, WASREB announces penalties. In the past, penalties were
generally too low to always provide an incentive for utilities to change their behaviour. After
a recent increase, utilities now have to pay an equivalent of USD 100 per day per non-
compliance. This penalty is taken from a performance guarantee paid by utilities to obtain
the licence. The size of the performance guarantee depends on the size of the utility.
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The highest escalation WASREB has triggered so far was the threat of prosecution. This
threat, however, has so far caused the respective utilities to change their behaviour and to
ensure compliance.

In escalation, WASREB also takes the capacity of each utility into consideration. High
capacity utilities might need less education, therefore the timelines WASREB sets to correct
non-compliance can be stricter for stronger utilities than for weaker ones.

11. What happens after an inspection, e.g.?
a) How are results/findings from inspections processed at WASREB?
b) Who receives the reports from inspectors?

¢) Who is in charge of any follow-up or for triggering any measures resulting from inspection
results?

d) Do utilities receive feedback regardless of any critical findings?

Inspector have 7 days to submit their report to the Director Monitoring and Enforcement.
After the report has been checked, it is forwarded to the Managing Director of the Utility and
to the County Government as the owner of the utility.

Reports can include directives and specific time-frames. In case the inspection had revealed
any serious issues, those would already have been raised during the exit meeting of the
inspection.

Certain issues raised in the inspection report might require policy action from the County
Government, e.g. issues related to the Board of Directors, in other cases it might be the
responsibility of the Board of Directors to act upon concerns raised in the inspection report.

For WASREB itself it has been challenging to systematically follow up on issues raised in
the inspection report. They have been thinking about defining regions and to allocate
regional responsibilities for follow up within the organization.

12. Can you give an example of an important discovery made during an inspection?

Utilities have to give one-month notice to their customers before applying a new tariff, since
this has financial implications, for both the customers and the utility. One inspection found
that a utility had skipped this one-month period and immediately implemented the tariff after
its approval.

In another case with one of the largest utilities, the inspection found that NRW had been
wrongly calculated and eventually NRW had to be corrected from 38% to 52%.

13. To what extent does WASREB get involved in complaints resolution?

In their annual reporting, utilities have to report a number of complaints received vs. number
of complaints resolved. With support from a development partner a software had been
developed that would have allowed utilities and WASREB to monitor complaints resolution.
This software was, however, not accepted by many utilities and therefore not fully
implemented.

14. Is there any coordination with other regulators on inspections, e.g. environmental
regulators?

Such cooperation did not happen in the past. But WASREB is extending its regulatory
activities into rural areas. The large number of rural operators and their remote location will
require better cooperation with the regulators e.g. for water resources and environment.
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Notes from the discussion

Does WASRERB really have the power to enforce

WASREB does have the power to enforce and to implement its enforcement strategy. It’s
powers even include the withdrawal of the licence. However, there are practical limits for
this strongest measure of enforcement since it would be challenging to find another entity to
which the licence could be transferred.

What powers does WASREB have to handle emergencies

WASREB'’s approach is more of pro-active nature, e.g. by requiring utilities to prepare water
safety plans. Many emergencies would also affect other areas, e.g. public health, for which
other agencies bear responsibility.

Additional remarks

WASREB requires utilities to carry out customer satisfaction surveys every two years.
WASREB receives and analyses these reports and asks utilities about follow-up.

90% of WASREB'’s budget are financed from levies. Currently 4% regulatory levy is added
to each water bill.

Counties as owners of utilities also have a legal obligation to monitor performance of their
utilities.

The composition of the Board of Directors of a utility is defined by law.

For utilities who do not yet cover their costs from revenues, WASREB provides for a certain
level of subsidy from County Governments. Ideally, this subsidy should be performance
based. This, however, is not always adhered to.

Notes taken by: Dirk Schaefer
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1.3.4 Water utility inspection presentation (16" March 2021)

ater utility inspection

e =

(s oy

16" March 2021
Dirk Schaefer

Prof. Or, Mark Oalmann

Why inspect?

Development phase

* Establish dialogue between UPMLU and utilities

*  Make utilities feel regulation in practice

= Develop UPMU's in-depth understanding of operation and specific environment of each utility

Routine regulatory practice

= \erify correctness of data submitted e.g. In Excel-Tool

= Assess compliance with standards developed by UPMU

*  Assess compliance with other standards and requirements

= Assess achlevement of performance targets
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What to inspect?

* Performance target achievement

»  Compliance with standards developed by UPMU

= Compliance with Assignment Agreement or License
= Adherence to financial and accounting standards

= Adherence to corporate governance reguirements
= Adherence to workplace safety reguirements

*  Condition of plants

= Customer relations, e.g. handling of custormer complaints, existence of and adherence to service charter

* |nternal data management
= ‘Water and effluent quality

Tallored to specifle regulatory mandate, existing regulatory or legal framework and specific sector or utility ehallenges

WASREB's mode of inspection

Matification of
inspection

En1r}' mm:-hng

Internal
inspectors

External

inspectors Final report and

recommandations

Exit meeting
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Questions related to inspections

1. Raelevance of inspections for WASRERY

. Authority to inspect without prior notiffication
3, Are inspections Informed by any prior analysis?
&, Are always the same inspactors inspecting the same oty

5. How many Inspectors conduct one inspection?
6. Measurss 1o minimize the risk of eollusion?
7. What is the most ditficult infermation O verify
B, How fs the “assessment of compliance te record keeping and financial systems” done and |s there a specific check-list?
9. Resulting meaiures/penalties T 4 wendce provider did net fullll certain requirements. and who takes the IMEAsLresy
10, What happens after an inspection, &4,
3} How are results/findings from Inspections processed at WASREB Y
b) Wha receives the reports from inspectors?
€] Whao ls responsible of any follow-up or for triggering any measures resulling from inspection esulis?
d] Do utilities recelve feedback regardiess of any critical findings?
11, Example of an important discovery madeé durbng an inspections
12, To what extent does WASRER get involved in complaints resolution?

13, Coordination with other regulaters on inspections, =g, envionmental 1egulator

1.3.5 Questions for WASREB_UPMU session on inspections
Background information on the Utility Performance Monitoring Unit (UPMU) in Jordan

= UPMU was established in 2019 within the Ministry of Water to assume certain
regulatory functions (e.g. performance target setting, standard setting, performance
monitoring and reporting, inspection) — it is not an autonomous regulator

= UPMU’s mandate does not include tariff setting but potentially providing an opinion
on tariffs and other financial matters

= UPMU’s mandate covers three corporatized, regional utilities

= UPMU has prepared the first quarterly and annual performance report but has so far
not developed any standards, guidelines or performance targets

Questions related to inspections
15. How relevant are inspections for WASREB and why?

16. Is WASREB allowed to do inspection without prior notification? If yes, what are the
sequences?

17. Are all inspections the same or are they informed by any prior history or analysis?
18. Are always the same inspectors inspecting the same utility?
19. How many inspectors conduct one inspection?

20. Are there any measures put in place to minimize the risk of collusion between
inspectors and utilities?

21. How long does an inspection usually take?

22. What is the most difficult information to verify?



23.

24,
25.

26.

27.
28.
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How is WASREB doing the “assessment of compliance to record keeping and
financial systems” and is a specific check list prepared in advance?

Can you give an example of an important discovery made during an inspection?
What happens after an inspection, e.g.?

a) How are results/findings from inspections processed at WASREB?

b) Who receives the reports from inspectors?

c) Who is in charge of any follow-up or for triggering any measures resulting from
inspection results?

d) Do utilities receive feedback regardless of any critical findings?

If a service provider did not fulfii the minimum requirements, what kind of
measures/penalties are taken and are those measures taken by the owner or by
WASREB?

To what extent does WASREB get involved in complaints resolution?

Is there any coordination with other regulators, e.g. environmental regulators?
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1.3.6 Compliance and environment strategy report

‘ J. Water Services Regulatory Board

COMPLIANCE AND ENFORCEMENT STRATEGY

August 2020

Compliance and Enforcement Strategy Page 1
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Definitions

In these guidelines, except where the context otherwise requires —

“Act” means the Water Act 2016 (Act No. 43 of 2016);

“Cabinet Secretary” means the Cabinet Secretary responsible for matters relating fo

water;

“County government” means a County Government as provided for under Chapter

11 of the Constitution of Kenya;

“County executive committee member” means the county executive committee

member responsible for matters relating to water;

“Customer” means a person or persons who is or are the buyer or recipient and end

user of water services;

“Director” means the County Director of Water Services;

“Inspector” means a person appointed by the Regulatory Board to exercise the

powers of an inspector under the Act

“License” means a license in force under the Act;

“Licensee” means a water services provider licensed by the Regulatory Board under

the Act;

“Ministry” means the Ministry responsible for water affairs;

"Regulatory Board" means the Water Services Regulatory Board established under

section 70 of the Act;

Compliance and Enforcement Strategy Page 3



168

“Sewerage services” means the development and management of infrastructure for
fransport, storage, treatment of waste water originating from cenfralized and

decenftralized systems but shall nof include household sanitation facilities;

“Water services” means any services of or incidental fo the supply or storage of water

and includes the provision of sanitation services;

“Water services provider’ means an entity established in accordance with Section 77

of the Act;

"WASREB" means the Water Services Regulatory Board established under section 70 of

the Act;

“Water Strategy” means the Integrated National Water Services Strategy formulated

by the Cabinet Secretary in Section 64 of the Act;

Compliance and Enforcement Strategy Page 4
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1. PREAMBLE

1.1 Introduction

The constitution has created two levels of government at national and county. In
distributing functions to these levels, the national government is assigned the role of
consumer protection while County governments are assigned the role of managing
county public services which include water and sanitafion services. Arficles 21 (2) of
the Constitution obliges the State to take legislative, policy and other measures,
including the sefting of standards, to achieve the progressive realisation of the rights
guaranteed under Article 43, including the right to clean water in adequate quantities

and to reasonable standards of sanitation.

In advancing the progressive realization of this right, synergy is required from various
players at policy, regulatory and county levels. The nafional government sets a
farget of ensuring water and improved sanitatfion to all by the year 2030. Since the
provision of water services is a devolved function, the responsibility of ensuring
efficient and economical water services delivery is allocated to county

governments.

1.2 Functions of the Regulator
The Water Services Regulatory Board (WASREB) is the national regulator of water and

sewerage services, having been established under the Water Act 2002, and her
functions and mandate retained under section 72 of the Water Act, 2016. WASREB is
the economic and quality of service regulator in the water and sewerage provision
with the main mandate of protecting the interest and rights of consumers in provision
of water services. The regulator discharges this mandate through issuing of licenses to
the water service providers and determining applicable tariffs for water and
sewerage services.
The mandate of the regulator as spelled out under the Water Act 2016, can be
summarized as follows:

e licensing water service providers;

e Determining standards for water service provision (asset development, water

works, access levels, tariff levels, minimum service levels;

Compliance and Enforcement Strategy Page 5
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e Moniftoring compliance with standards set;
e Enforcing the standards;
e Reporting (information database, policy advisory, public reporting); and

e Information, public engagement, and consumer redress

1.3 Function of County Governments in Water and Sanitation Services
Part 2 of the Fourth Schedule of the Constitution of Kenya provides for the functions of

the County Governments to include among others county public works including
water and sanitation services. County governments are also required to implement
specific national government policies on natural resources and environmental
conservation including soil and water conservation, and forestry. Thus, counties have
a direct role in the establishment and management of structures (ufilities) and systems

that facilitate the provision of water services.

1.4 Purpose of the Compliance and Enforcement Strategy
Art. 191(3) of the constitution emphasizes the need for uniform standards and policies

across the country to safeguard the gains made on water services reform on right to
water and provisions of quality services and consumer protection under arficle 46.
Considering that the provision of water services is a natural monopoly, licensees have
fo be monitored to ensure that services provided are efficient, affordable and
sustainable.

In the discharge of its functions a licensee is accountable to various external actors
with different functions which include the following:

a) National and County Governments — The two levels of government are
responsible for policy-making. This entails the setting of principles and rules that
guides the management of a given service and or organization. The county
government is also an owner of the ufility.

b) Regulator —This involves sefting, monitoring, enforcing service standards as well

as chargers for services provided.

Compliance and Enforcement Strategy Page 6
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Financiers. These provide financial resources both in debt and equity. The

function is normally shared by customers and governments, and sometimes

with private investors and donor agencies.

Customers — This group demands for Service. This role lies with the customers of

the utility and also with the owner.

The degree of accountability to any actor depends on the ability of the actor to

sanction for bad performance.

Through the application of this strategy, the regulator seeks to ensure that compliance

and enforcement is conducted properly and fairly. The strategy describes:

q)
b)

c)

d)

the objectives of the board’s compliance and enforcement activities;

the regulator’s approach in encouraging compliance with legislation as per
the Water Act 2016;

the process of determining appropriate compliance and enforcement actions;
and

the application of a risk-based approach to compliance and enforcement

activities.

In addition to protecting consumer interests, compliance and enforcement actfivities

will aim to:

qQ)

b)

c)

d)

Raise awareness of the benefits of complying with the legislation, and the
potential consequences of non-compliance;

Assist and enhance stakeholders’ ability and commitment to complying with
the legislation;

Remove barriers fo compliance (e.g. improve knowledge of on legislation or
how to comply); and

Overcome factors that encourage non-compliance (e.g. lack of public
support, allowing non-compliance fo go unchecked, or misunderstanding

legislative objectives).

In dealing with non-compliance, WASREB's actions will encompass mechanisms that

use arange of administrative and statutory enforcement approaches. Information on

the regulator’'s compliance and enforcement activities and the accompanying
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outcomes will be part of the reporting requirements in the annual sector performance

report (Impact).

2. OBJECTIVES OF THE COMPLIANCE AND ENFORCEMENT

The objective of the compliance and enforcement strategy is to:

a) Ensure conformity to the Water Act 2016, rules and regulations made there
under and guidelines issued by WASREB;

b) Prevent future violations as much as possible through voluntary effort;

c) Improve the standards of water service delivery in a sustainable manner in the
whole country;

d) Maintain public confidence in provision of water services and enhance
consumer protection; and

e) Enhance consistency and fransparency in provision of water services.

To achieve the aforementioned objectives, WASREB will undertake compliance and

enforcement activities in a manner which ensures that:

i. Any action taken is proportionate to specific, identified, risk or need for
intervention;

i. Itisaccountable for its regulatory activity to all stakeholders;

ii. Its actions are consistent, in that it should make similar decisions about
activity in similar circumstances, as per its mandate in the Water Act
2016;

iv. Its regulatory actions are transparent, by publishing information on its
operations to stakeholders;

v. Allifs activities are targeted to a specific identifiable need e.g. Limiting

random inspections fo specific identified compliance requirements).
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3. WASREB'S MANDATE IN COMPLIANCE AND ENFORCEMENT

WASREB powers to ensure compliance and fo enforce the law are drawn from the

following sections of the Water Act 2016:

Section

Mandate

/2

o))

b)

c)

d)

f)

9)

h)

i)

Determine and prescribe national standards for the
provision of water services and asset development.
Evaluation, recommendation and imposition of water
and sewerage fariffs.

Set license conditions and accredit water service
providers

Monitor, regulate and enforce license conditions.
Develop a model memorandum and arficles of
association to be used by water companies,

Monitor compliance with standards of facilities for the
provision of water services.

Adyvise the Cabinet Secretary on the nature, extent and
conditions of financial support fo be accorded to
water companies

Monitor progress in the implementation of the water
strategy and make appropriate recommendations
Maintain national database and information system on
water services. Develop guidelines on the
establishment of consumer groups and facilitate their
establishment

Establish a mechanism for handling complaint from
consumers

Develop guidelines on establishment of consumer
groups and facilitate their establishment

Inspect water works and services to ensure they meet

prescribed standards
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m) Report annually to the public on issues of water supply
and sewerage services and performance of relevant
sectors

n) Make regulations on water services and asset
development

o) Advice cabinet secretary on matters in connection
with water services

p) Make recommendation on how to provide water to

marginalized areas.

75 e maintain the register of all licensed water services
providers
e Develop and publish guidelines to regulate conduct of
WSPs

76 Powers to revoke a license

82 Receive and make decisions on complaints against WSPs

85 Issue licenses

88 Performance guarantee or security required from licensee

89 Set license fees

92 Set standards for mechanism fo be used in handling consumer
complaints by water services provider.

93 Approve public private partnership or public partnerships
entered into by a water services provider

95 Vary terms and conditions of a license

97 Permit joint provision of water services by two or more
licensees. Permit transfer of a water service or a part of from
one licensee to another

98 Vary area of water provision of one or more licensees

99 Direct licensee to provide water outside its jurisdiction

100 Issue bulk water license

101 Impose regulatory regime on defaulting WSP
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102 Under special regime the board may: -
e Require licensee be under enhanced monitoring
and reporting
e Remove privileges
e Revoke license and appoint special manager
103 Transfer functions of licensee
105 Approve restriction or prohibition of use of water
106 Order county government fo take action to enforce
regulation
107 Issue consent on construction works affecting a water
resource
109 The Regulatory Board may impose a services levy on all water
services within the area of licensee
111 The regulatory board shall establish a national monitoring and
geo referenced information system on water services.
112 Prepare annual report of actfivifies

4. METHODS TO ENSURE COMPLIANCE

The compliance and enforcement strategy of WASREB is grounded on the following

methods:

1.

2.

This is

Educadation fo foster learning, inducement and self-regulation;

Prevention through selective and targeted surveillance and a
graduated warning approach; and

Enforcement as a last resort using the traditional methods of coercion and
deterrence.

because effective compliance is influenced fo a large degree by the

situations and attitudes of the regulated and therefore different approaches

have to be used. The following fundamental atfitudes foward compliance

with the laws have been discerned in the water services sector.

1.

WSPs and other water operators want to comply with the law and
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regulaftory requirements and are actively complying;

2. WSPs and other water operators need more knowledge and
understanding of the obligations in the regulations;

. WSPs are hampered by the current financial situation and human resource

constraints in their capacity to comply. For small WSPs in particular, the
burden of assimilating and complying with many complex and technical
rules can be unreasonable and undermine confidence in WASREB and the
regulafory structure. Harsh approaches to enforcement will not improve

matters;

WSPs and other water operators want to comply but the operating
environment makes it difficult for them to comply especially catchment
degradation and incomplete implementation of Transfer Plan;

Some WSPs and other water operators know the regulatory

requirements and choose not to comply nor show any desire to
comply; and

The benefits of non-compliance outweigh any benefits of
compliance to the key management staff.

WASREB will use the following approaches to achieve compliance based on the

underlying aftifudes described previously.

4.1 Approach One - Informing

WASREB wants WSPs and other water operators and consumers fo understand their

responsibilitfies. WASREB will provide:

1.

Compliance and Enforcement Strategy

Information in a variety of formats including newsletters, publications, hotlines,
front counter services and online information and services. This is where the

public relations and communication strategy of WASREB is useful and

Information to the public at the regional and local level through those
entities having hotlines, online information services, front counter services and

publicafions on water services investment and performance.

Page 12



177

4.2 Approach Two - Encouraging

WASREB will undertake a number of activities aimed at encouraging compliance.
These include:

1.

Targeted campaigns promoting compliance in high risk areas of water safety

and infrastructure safety as well as governance;

Acknowledgement of compliance with rewards and incentives either built into

the tariffs or through media acknowledgement and frophies;
Disseminate best practices within the WSPs;
Benchmarking of the quality of service and processes within the WSPs;

Creating a system of regulatory compliance grading to show which entities

have systems that fully comply with the requirements of the Water Act 2002;

and

Using the media as an avenue fo encourage compliance by publicizing the

commitments and obligations of the licensees.

WASREB has already started doing this through IMPACT and will continue to
enfrench the method as a system of ensuring compliance.

4.3 Approach Three - Assisting

WASREB will help and support WSPs and other water operators who are endeavoring

fo comply with regulation. This will include fransfer of know-how, change of attitude

and values and encourage self-regulation and reporting on non-compliances.
WASREB will do this through:

1.

Training by own staff or partnering with the Kenya Water Institute and other third

parties to offer training;
Conduct or invite advisory visits fo the WSPs;

Hold workshops to disseminate technical information and obtain feedback on

compliance;

Issue of advisory circulars to the WSPs explaining fechnical aspects of

guidelines.
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4.4 Approach Four — Monitoring

WASREB will check whether WSPs are complying with the regulatory obligations.
WASREB will use the following methods:

1.

2.

Checklists from the license obligations;

Proactive inspections in the WSPs targeting;

a) The larger and sustainable WSPs to ensure systems in those WSPs are
well run and there is compliance.

b) Targeted surveillance on problematic WSPs fo enfrench
compliance or areas.

Use of specialized part time inspectors in specialized and technical areas
especially infrastructure development, finance and water quality;

Investigation of complaints by inquiry under section 101 of the Act, especially
where there are complaints of the same nature from a license area and there
seems to be no resolution;

Analysis of the various reports to WASREB under the license and WARIS system;

The position of Inspector is created under the Water Act 2016 and given powers
to demand information from WSPs. Therefore, officers in WASREB who are
Inspectors must abide by a Code of Conduct to be created and undergo
fraining fo deepen their understanding of their powers as stated in section 145
of the Water Act and clause 101 of the water services regulations;

Delegating certain aspects of monitoring tfo the county government as the
owners of the WSPs; and

Use of the media to encourage the public to report and publicize issues of
compliance.

4.5 Approach Five — Warning

Where appropriate after monitoring has been done:

1.

WASREB will notify and caution WSPs that are not complying with their obligations

and give a fime frame within which there should be rectification;

WASREB will issue orders prohibiting the doing of particular things with immediate

effect and follow through with prosecution if this is not complied with;
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3. WASREB will issue cure notices instructing the WSPs o ensure non- compliance is
cured within a particular fime frame. If the cure nofice is not complied with,

WASREB will:

a) fine the licensee;

b) Use the performance guarantee to cure the problem;

c) lIssue an order which if not complied will be followed by prosecution;
and

d) Issue orders on variations of areas of supply.

4. WASREB will use the media in publicizing warnings against offenders of the Water
Act 2016.

4.6 Approach Six - Special Regulatory Regime

Where the first five approaches fail and material non-compliance confinue to exist

The WSP shall be put under Special Regulatory Regime (SRR) in line with Section 102

of Water Act 2016 and clause 99 of the water services regulations.

The following modadlities shall apply during the duration the SRR:

4.6.1 Appointment of Special Water Manager

A special manager shall be appointed in accordance with section 102 of the Water
Act.

The following shall form options of appoinfing a Special Manager:
i. Direct appointment from the public sector or

i. Competitive recruitment.

4.46.2 Specifications for the Special Manager

The job specifications of the Special Manager shall be prescribed by WASREB in

accordance with the Model HR guidelines for WSPs.

4.6.3 Remuneration of the Special Manager

The remuneration shall be determined by the caretaker committee guided by the
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prevailing policies at the utility and guided by sector standards.

4.6.4 Duration of appointment of the Special Manager

The duration of the contract of the special manager shall be six (6) months or until

the county government makes a new appointment.

4.6.5 Reporting

The utility shall report to WASREB in a frequency to be determined and on details to
be stipulated.

4.7 Approach Seven - Full Force of law
Where the first six approaches fail and depending on the severity of the non-

compliance WASREB will have to use the full force of the law- which is the traditional

enforcement action in the following manner:
1. lIssuing of fines under the license —clause 3.3

2. Ordering the payment of penalties by licensees to third partfies aggrieved by

the non-action or action of the licensee;
3. Levying of penalties for non-payment of regulatory levy under LN 36 of 2008.
4. Placing the offending WSP under SRR;

5. Prosecution of offences committed by the licensee under the Water Act or
recommending of prosecution of culprits to other concerned public agencies
if offence is in relation to any other Act;

6. Use of court action in judicial review proceedings;

/. Recommending to the respective county executive the removal of the top
management and board of directors of the WSP if Inspection reports are not

followed up by licensee; - clause 97 of the water services regulations;

8. Order the removal of top management team of WSP and board of directors
under sectfion 101 of the Water Act and clause 97 of the water services

regulations;
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9. Cancellation of license;

10. Transfer of license to another licensee.

Where full force of the law is used, the sanctions employed by WASREB shall:
1. Aim to change the behaviour of the offender;
2. Aim to eliminate any financial gain or benefit from non-compliance;

3. Beresponsive and consider what is appropriate for the particular offender and
regulatory issue, which can include punishment and the public stigma that

should be associated with a criminal conviction;
4. Be proportionate to the nature of the offence and the harm caused;

5. Aim to restore the harm caused by regulatory non-compliance, where

appropriate;
6. Aim fto deter future non-compliance; and

/. Board of Directors ratification or resolution will always be sought.
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A pictorial description of the graduated strategy is as shown below:

Tra of

5. APPROACH TO COMPLIANCE AND ENFORCEMENT

WASREB will apply a risk-based approach to compliance, whereby the level of
enforcement action in a given situation is proportionate to the level of risk to the
provision of water services. The risk assessment will consider the possible impacts of
non-compliance to consumers and other stakeholders. The greater the risk, the higher
the compliance action to be undertaken. While greater effort may go into
encouragement and assistance, escalation of sanctions will apply where necessary.
The concentration of activities and resources at the bottom level of the pyramid
reflects WASREB’s commitment to compliance through education, prevention and
cooperation. In most circumstances and depending on risk, WASREB will consider
enforcement measures at the middle level of the pyramid once it has been
determined that efforts at the first level have been ineffective in achieving
compliance. The same principle generally applies as a prerequisite to employing
enforcement measures at the top level of the pyramid. While the approach
concentrates most resources at the bottom of the pyramid (e.g. prevention and

guidance), WASREB is committed fo using the tools and processes available at all
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levels of the pyramid when necessary. Depending on the situation and the risk to
service provision, offences may not have provisions at the bottom or middle level of
the pyramid and enforcement actfion in the upper level of the pyramid will be

undertaken.

6. DETERMINING AN APPROPRIATE COMPLIANCE AND
ENFORCEMENT ACTION

WASREB will investigate all detected breaches using a three-step process and then
formulate a response after considering four key factors outlined in the flow diagram
below. Compliance and enforcement decisions will be made on case by case basis

and the level and type of response will depend on a number of factors including:

a) Therisk posed to the consumers and other stakeholders;

b) The nature of the offence (including the alleged offender’s history), the
seriousness of the offence and how long it has continued;

c) How effective the enforcement action will be in supporting compliance;

d) Legal precedents, where legislation may require us to proceed directly to
higher levels of the compliance pyramid; and

e) Statutory time limits defining the time period within which enforcement action

must be initiated;

The following flow diagram illustrates WASREB's compliance and enforcement

mechanisms and overall approach.
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Detecting Non-Compliance

¥
| 1

Monitoring activities: Information from:
e Risk based inspections e General Public
e Audits ¢ Madijivoice
e Data collection e Other Government
o Site Visits and lAgeﬂCT'?S T
| fi ¢ Inspection reports
nspections WARIS
e Audit reports

Investigating Alleged
Breaches

¥

3 Step Process:
1. Examination and analysis to determine whether a breach has occurred and
its seriousness
2. Determination of the person responsible and impacts of breach
3. Determination on whether to proceed, and what action to take

L}

Responding to non-
compliance

R 2

Four Key factors considered:
The nature and severity of the offence
The legislation and specific penalty provisions
Any mitigating prescripfions
The risk to service provision

Bl O

: 2

Administrative Enforcement
Actions

Examples:

e Cautions

o  Written Warnings

¢ Infringements nofices

e Suspension, revocation
or cancellation of
license

e Penalty under
performance guarantee

Court Based Enforcement
Actions

Examples:

e Fine

e Criminal conviction

¢ Possible termination of
employment
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7. KEY AREAS IN LICENSE THAT WASREB WILL MONITORING

1. The following are the key areas where WASREB will focus on in ensuring
compliance by the WSPs. For each key area before the full force of the law
starting with the fines in the license are issued by WASREB the staff in WASREB
will have used some or all of the graduated approaches in order to have willful

compliance;

2. As more guidelines are formulated these key areas will expand as guidelines

according to the license are an infegral part of the license;

3. According to section 88 of the Water Act on performance guarantee it may
be used to pay the fine in the license or also used by WASREB to cure
the non — compliance by the Licensee. The amount currently depends on
the turnover of the WSP. This is attached as an Annex ii.

Table 1: Key areas of focus

Key Area What to assess
Utility — oversight and | transparency, accountability in the manner the
supervision leadership exercises its mandate and public

parficipation in decision making.

Information and control | transparency and checks and balances in operational
systems functions and compliance fo set organisational system:s.
Financial management | compliance to the financial management infrastructure
in the water services sector and effectiveness in using the
fools to improve performance.

Service standards effectiveness in serving consumers, and deploying ICT
and innovation to communicate with consumers to
address their complaints or suggestions.

Human resources Aadherence to the values in article 10 of the constitution
especially inclusivity and adherence to the technical
criteria of competence issued by WASREB by LN 137 of
2012

User consultation whether the community served is involved in the
decision-making process and effectiveness of methods
of sharing information with consumers.

The details of each of these key areas is presented in Annex 1.
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8. PROCEDURAL FAIRNESS

In line with the principles of procedural fairness, several opportunities are available to
seek review of enforcement actions and/or the decisions leading to them. The
methods for appealing these decisions and enforcement actions may include:
e Seeking a review of the decision by WASREB, if it was based on wrong or
incomplete information.

e Challenging the action in the water tribunal.

9. JUSTIFICATION AND FURTHER PROCEDURE ON USE OF FULL FORCE
OF LAW

9.1 Penalties set out in the License

1. The level of sanctions is a policy issue set by the Board of Directors in the
license condifions, and the certainty of sanctions is an issue of the
capacities and organizational effectiveness within WASREB.

2. The deterrent effect of sanctions will depend on their certainty, severity,
celerity, and uniformity.

3. WASREB will:
a) Review the monetary penalfies (fines) in the license periodically to

avoid having fines devalued by inflation.

b) Set pendlfies at a senior level after review of all evidence.

c) Reward good behavior such as rapid comrection of problems by
setting lower penalties.

d) Adhere always to the graduated approach, with and warnings and
as a first choice and prosecution and fransfer of license as a last

choice

4. Encouraging voluntary compliance shall always be the first step. WASREB
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will support efforts fo voluntarily comply, through voluntary disclosure
policies especially in the technical areas of asset management and water
and effluent quadlity. If an entity discovers violations of the regulation
through the operatfion of its own internal compliance or self-regulatory
system, and reports to WASREB those violations and the corrective action

taken, the entity will not be liable for fines and penalties.

5. Voluntary compliance will depend on ensuring that non-compliers do not
profit from their non-compliance. Co-operative compliance is contingent
upon persuading those of goodwill that their compliance will not be
exploited by free riders who will get away with the benefits of
noncompliance without being held to account.

6. Detemrent and punitive sanctions will always be available in the
background for use by WASREB and will be influenced further by:

a. Thesize of the WSP;

b. The capital and resources of the WSP;
c. The type and nature of iregularity; and
d

. The compliance history of the WSP

7. In setting price limits for WSPs at a tariff review, WASREB will exclude any
direct costs associated with financial penalties imposed under the Water
Act 2016 i.e. investors and employees in the WSP will bear the full direct costs
of the penalty.

8. Where a penalty has been imposed on a WSP this will be considered when
price adjustmentfs are made in relation to any other service-related
incentive mechanism such as WASREB's overall performance assessment.

9. In considering any case in which a financial penalty might be imposed,
WASREB will need to address the following questions:

i) The WSP has contravened or is confravening any relevant condifion
of its appointment or license; or

ii) The WSP has confravened or is contravening any statutory or other
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requirement which is enforceable under the Water Act 2002; or

The WSP has confributed or is contributing to a contravention by
another; or

The WSP has failed to achieve any standard of performance
prescribed under the service provision agreement.

10.Once satisfied that a contravention or failure of service has occurred or
is occuring, WASREB will have to decide whether a financial penalty
should be imposed and at what level.

11.When considering whether to impose a penalty, a penalty is more likely

where:

i. The contravention or failure has damaged the interests of
customers or other market participants or damaged the
environment; or

i. Applying a penalty would be likely fo create an incentive to
comply and deter future contraventions or failures.

12. A financial penalty will be less likely to be imposed where:

i. The contravention or failure was or is of a frivial nature; or

ii. The confravention or possibility of a contravention would not
have been apparent to a diligent licensee or WSP undertaker.

13.To avoid double jeopardy a financial penalty will not be imposed where:

The licensee is being or has been prosecuted in respect of the failure
or confravention, although a penalty might be appropriate in
respect of different consequences of such a confravention or failure
(e.g. for inadequate arrangemenfs for communicating with
customers in the event of an environmental or drinking water
incident).

WASREB will also take into account any potential prosecutions and

will liagise with outside bodies to determine who should take
enforcement action.
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14 _Having considered the broad level of penalty, other factors may be
faken info consideraftion. Aggravafing factors tending to lead to a
higher penalty than otherwise may include, but would not necessarily be

Vi.

15.

Vi.

limited fo:

Repeated contravention or failure;

continuation of contravention or failure or making no attempts to
rectify that contravention or failure after either becoming aware of the
confravention or failure or becoming aware of the start of the
enforcement authority’s investigation;

The involvement of senior management in any contravention or failure;
The absence of any evidence of internal mechanisms or procedures
infended to prevent contravention or failure;

Failure fo compensate those affected; and

Any attempt to conceal the contravention or failure from the relevant
enforcement authority and if so to what extent.

Mitigating factors fending fo decrease the level of any penalty will
include, but not necessarily be limited to:

The extent to which the WSP or licensee had taken steps to avoid
confraventions or failures, either specifically or by maintaining an
appropriate  compliance policy, with suitable management
supervision;

Appropriate action to remedy the confravention or failure;

Evidence that the contravention or failure was genuinely accidental
or inadvertent or outside management control;

The extent to which the licensee had compensated those affected;

Proactive reporting of the contraventfion or failure to the

enforcement authority; and

Co-operation with any investigation.

9.2 Use of civil court action

WASREB will include in its use court action injunctions or compelling undertakings in

the WSPs. It will also use court action to recover outstanding debt due to it from
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undertaking an enforcement actfion on behalf of a licensee or recovery of
debfts from outstanding levies or licensee fees. A resolution of the Board has to
be obtained and the merits of the case agreed upon as the only viable method

of proceeding before a court action is initiated.

Where WASREB is the defendant the matter will be reported to the Board of Director
at the next meeting affer WASREB has been sued.

This should be distinguished from the alternative dispute resolution mechanism in
the license, which the licensee shall use to appeal an order of WASREB under the
license.

9.3 Use of Prosecution

Where an offence is established as against a WSP pursuant to failure by any of
those entities to obey a lawful order given by WASREB and or contravening and
rules and regulafions made under sections 84, 142 the Act, WASREB will
prosecute the offender after Board of Directors approval. The maximum penalty
under the Water Act is Kshs 1, 000,000 or fo a prison ferm not exceeding two years.
(Ref. section 147 of the Act)
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Annex |I: KEY AREAS THAT REQUIRE COMPLIANCE

Facility / Asset
Management
according to
the Asset
Management
Guideline

CHECKING ASPECTS OF COMPLIANCE &
COMPLIANCE | INDICATOR ENFORCEMENT
1. FINANCE Change in outstanding Track payment of regulatory levy fo
debt WASREB
Change in number of Monitor  operation of revenue
distressed WSPs account
No. of WSPs Compliance | Monitor Capital Expenditure
with benchmark
No. of WSPs meeting SI 4 Monitor billing for services
targes SI 14 Monitor Collection Efficiency
Monitoring % of operation and
maintenance expenditure
Monitor % of staff costs relafive to
tfotal O+M costs
Monitor % of board costs relative to
fotal O+M costs
Monitor loan repayment and running
of contingency fund in license
Analyse financial statements and
integration of systems within the WSP
Track payment of statutory
deductions
2, No of WSPs with asset Ensure facilities inventory in licensee
ENGINEERING | inventory area

No of WSPs with asset
valuation

Ensure facilities valuation in licensee
areq

Rating of efficiency in
maintenance

Ensure facilities evaluation in licensee
area

Change in No. of WSPs
with plans

Ensure that licensees develop and
implement water assets
management plans

Change in No. of WSPs
with plans

Ensure that licensees develop and
implement wastewater assets
management plans
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CHECKING ASPECTS OF COMPLIANCE &
COMPLIANCE INDICATOR ENFORCEMENT
Change in No. of WSPS Ensure that licensees develop and
with Schedules implement water assefts
management / maintenance plans
Change in No. of WSPS Ensure that licensees develop and
with Schedules implement wastewater assets
management / maintenance plans
No. of patrollers per WSP Roll and schedule of water services
No. of illegal connections | line patrollers in licensee area
detected
No of Reports on Monitor and investigate
compliance with implementation by licensee, of
standards for all capital capital  works plan to ensure
works standards of design, construction and
operation are complied with.
No of WSPs with asset Ensure licensees establish an asset
planning and planning and development function
development functionin | in the structure at the comrect level
the structure
No of WSPs with NRW Ensure licensees establish an NRW
function in the structure function in the structure at the correct
level
No. of networks mapped | Monitor and investigate the
and digitized implementation of the mapping in
digitized format of the WSP service
areas and network systems of the
WWDAs and WSPs
Water No. of: Ensure promotion of water demand
Demand Events publishing management measures in license
Management | demand management regulations under section 7e and
and regulations under section 142 of the
conservation | Technologies adopted Act.
guideline for demand

management
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CHECKING ASPECTS OF COMPLIANCE &
COMPLIANCE | INDICATOR ENFORCEMENT
3. No. of complete tariffs Monitor, investigate, design and
ECONOMICS justifications received by | perform analysis of tariffs
WASREB
Tariff -
implementatio
n of tariff

guideline and
license
provisions on
tariff.

No. of business plans
analysed and
amendments made

Analyse, approve and monifor
implementation of business plans and
service plans from licensee to ensure

costs are properly allocated.

No. of reports on follow-
up actions

Monitor compliance with regulatory
performance targets related fo tariff
adjustments.

No. of reports on provider
income and licensee
remuneration

Investigation of jusfification  of
licensee remuneration and provider
remuneration and any subsidies and
grants in the licensee.

4. WATER
QUALITY

Water and
Effluent Quality
Guidelines

No. of water safety plans

Monitor availability and quality of
Water Safety Plans

No. of licensees in
compliance with Water
and effluent quality
planning requirements

Availability of Sample schedules
prepared for the FY based on
previous year's volumes

No. of licensees in
Compliance with monthly
and quarterly reporting

Avadilability of monthly and quarterly
reports on water and effluent quality.

No. of licensees in
Compliance with annual
reporting

Availability of annualreports on water
and effluent quality.

No. of noncompliance
incidents self-reported

Report to WASREB for noncompliance
by licensee

No. of approvals per
licensee

Monitor approvals issued to disposers
of trade effluent by licensee under
section 108 of the Act.
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CHECKING ASPECTS OF COMPLIANCE &
COMPLIANCE INDICATOR ENFORCEMENT
No. of offenders per Monitor records of noncompliance by
licensee offenders under section 108
Register of sludge Monitor disposal of sludge
disposal
5. LEGAL No. of Notices issued Monitor nofice of registration in
service area of water operators
L lizi
egaliang No. of operators Inspect register of water service

Water Services

s " captured operators and legal status of each
ared Reports of sources and Monitor sources of water identified
quality per operator and production and quality
monitored and reported on licensee
No. of operating licenses | Monitor Process of and issue of annual
issued license to very small operators
No. of public meetings Monitor frequent stakeholder
held meetings and education on
clustering.
Corporate No. of AGMs held. Monitor compliance by WSPs
Governance
Guideline % of women in leadership
positions in WSPs
% of stakeholder groups
in WSPs BODs
Customer No. of available Ensure customer contracts available
complaints - | confracts
according to | Customer service policy Ensure licensee has a customer
guideline service policy
issued and Report of surveys Ensure customer safisfaction surveys
icense are done by licensee and reports are
provision made public.

No. of complaints officers

Ensure licensee has complaints officer
and department / unit for complaints
processing

% of complaints resolved

Ensure there is a complaint register
and resolution rate

Compliance and Enforcement Strategy

Page 30
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CHECKING
COMPLIANCE

INDICATOR

ASPECTS OF COMPLIANCE &
ENFORCEMENT

No. of hotlines working

Ensure each licensee has a functional
hotline or technology for public to
report leaks, sewer bursts, vandalism
etc.

No of disputes at WAB or
appeals in the High Court

Institute / defend, monitor disputes
from customer dissatisfaction in
licensee and get advisory opinions

Water Services | No of water cases in Institute / defend / monitor,
Regulations - | magistrates’ courts or investigate implementation by
Section 73 high court initiated by licensee of published regulations
WWDA under their under section /73 and issue orders to

regulafions ensure compliance by licensee
6. No. of activities fo Publishing of public notices, warnings,
COMMUNICATI | WWDA, WSPs and public | workshops, seminars, advisory, radio
ON on compliance and programmes, leaflets, booklets and
enforcement strategy annual stakeholder forums held by

licensee and WSP under license
/7. HUMAN Compliance with LN 137 | WASREB fo monitor and ensure WSPs
RESOURCES of 2012. adopt the standards and guidelines in

According to

a manner that allows them fo
maintain the required staff rations

guideline and have the appropriate resource
capacity under LN 137 of 2012.
Adequacy of training Monitor % of turnover spent on
fraining as per NWSS
8. ALL No. of reports Annual WARIS Reports
Submission of
Reports
Compliance and Enforcement Strategy Page 31
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CHECKING
COMPLIANCE

INDICATOR

ASPECTS OF COMPLIANCE &
ENFORCEMENT

No. of Reports in License

Annual report under license which
has:

Licensee achievement report
Service obligation and performance
report of all the SSSPs in the WSP area
Financial report - reflecting levels of
tariff revenues, subsidies
Capital Works Implementation Report

No of WSPs with public
information officer

Appointment of public information
officer by WSP

No of WSPs undertaking
annual dissemination

Dissemination of annual
achievement report of licensee to the
public within the board area.

Compliance and Enforcement Strategy

Page 32
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1.4 Portuguese Regulation
1.4.1 Workshops Portugal Agenda (9" and 15" December 2020)

Agenda for our meeting mit Ana Teresa Albuguergue, former Executive Board Member at ERSAR
{Water and Waste Services Regulation Authority) on 8 and 15 December 2020

g December 2020 (approximately 2h)

* The water sector in Portugal

* The role of the regulator

* Organisation of Ersar

* The Portuguese regulatory model

* Main ideas on benchmarking as the starting point and Key Perfomance Indicators
* Ensuring validity of data, which are sent from companies to Ersar

" &&A

15% December 2020 fapproximately 2h)

Economic Principles of price regulation and tariff setting

+ The Water Framework Directive 2000/60/EC (WFD)

+ fccess to safe drinking water and sanitation as a human right (UN general assembly)
Frice regulation methodologies

Tariff Designs

The case of Portugal

* Economic Regulation - obfectives

* Price regulation methodologies

* |ncase you are setting KPI targets for companies: How do you decide on them?
* Tariff Design

« Concepts and criteria to calculation

*  Otherincentives for companies to improve their performance

*  Maybe: Brief description how Ersar communicates with companies and how it integrates the
customer
+ Q84
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1.4.2 Workshop 1 (9" December 2020)

ECONOMIC REGULATIONIN T
WATER SECTOR

THE PORTUGUESE EXPERIENCE

Ana Barreto Albuquerque
Online Workshop - Utilities Performance Monitoring Unit (UPMU)

9" December 2020

AGENDA

* The water sector in Portugal

* The role of the regulator

* Organisation of ERSAR

* The Portuguese regulatory model

* Main ideas on benchmarking as the starting point and Key Perfomance Indicators
* Ensuring validity of data, which are sent from companies to ERSAR

* Q&A
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The water sector in Portugal

EVOLUTION OF THE WATER SECTOR IN PORTUGAL

ASSESSMENT: PRSI WIt)
* The situation of the sector before 1993 was unacceptable vinking:
MAIN PROBLEMS:

* Noclear national strategy

* Services under the responsibility of about 300 municipalities of
medium/small size

*  Poor quality of services in general
Lack of infrastructure

* Lack of financial resources

* Lack of skilled human resources o "
opulation with
access to drainage
and treatment
urban wastewater

31%

* Difficulty in responding to new challenges (i.e. European standards)

CONCLUSION:

* Aglobal reorganization of the sector was urgently needed




WATER SECTOR REFORM

A program of reforms and strong political commitment have allowed Portugal to rapidly transform the sector
*  The main improvements happened with the definition of global, integrated and stable public
policies. The main components are:

— Definition of a clear strategy for the sector (Strategic Plans)

- Creation of a legal framework

— Definition of the institutional framework (including regulation)

— Promotion of a territorial reorganisation of the services (economies of scale)

— Definition of new management models

— Development of the business sector and introduction of competition

— Focus on full-cost recovery

- Definition of quality of service goals and improvement of drinking water quality

— Protection and raising awareness of users; Making information available
¢ Today:

— The reform is still ongoing but the country witnessed great improvements

— There are still areas needing improvement

PORTUGUESE WATER POLICIES RESULTS (1993-2016)

Access to watersupply services

200% __’_—/__. \ Quality of coastal bathing waters

\ -
>96% \ e

Access to wastewater services

> 80%

Cases of Hepatitis A

Drinking water qualkty

200
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PUBLIC POLICIES - Strategic plans

* Six-year strategic plans guided the implementation of the country's public policy,
concomitant with European Union funding under the Cohesion Fund and other
programmes.

+ These strategic plans have a global, integrated approach and address all the
aforementioned relevant components of the public policy.

* The strategic plans for the water services are closely linked to other national
strategies for water.

PENSAAR 2020, -

+ Stability in the last 20 years.

Drafting of Drafting of Drafting of
PEAASAR | PEAASAR I PENSAAR 2020

2013 2014

PEAASAR | PEAASAR Il PENSAAR 2020
in force in force in force

PUBLIC POLICIES

From global to local

Local/Regional Level
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PUBLIC POLICIES - Strategic plans

Coordination with other policies

It is necessary to ensure the links between the Strategic Plans and other action lines seen as of national interest
(eg. Water resources policies; EU directives), as well as the EU funding

Management The Portuguese Environment Agency (APA)

) models and
organization of and ERSAR are the bodies responsible for
7 the sector adopting adequate measures, coordinating
Strategic the follow-up and monitoring of the
Plan ] : ;
implementation of the Strategic Plans for

water and waste sectors

Tariff Policy

PUBLIC POLICIES

Institutional framework

Definition of the institutional framework

Clear assignment of responsibilities for the Competition National

services...: regulator water council
- Owner of the service
- Operator
Public health
... And for supervisory activities: atithortios

- Environmental

- Water resources
- Water services

- Public Health

- Competition

Watermanagement




PUBLIC POLICIES

Legislative framework

Definition of a legislative framework LEGAL FRAMEWORK
FOR

* Clarification of rules governing the sector
* Approving new and modern legislation:
- Legal framework for State and municipal services
= LEGAL FRAMEWORK
and for regulation FOR
- Legislation for tariffs, quality of service, water
quality and technical issues
* Issuing regularly sound recommendations for the

sector LEGAL FRAMEWORK

FOR

TARIFF
REGULATIONS

QUALITY OF SERVICE

REGULATIONS

DRINKING WATER
QUALITY
REGULATIONS

TECHNICAL

REGULATIONS
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PUBLIC POLICIES

Management models

| or
privately owned
services

Definition of adequate management models

* Provision of water services is a public responsibility (by (regional bulk

the State or municipalities), but these can be operated by services)

* There is a range of management models available, but the
choice must be based on robust viability studies

» "Competition" between different models enacts a strong

pressure towards service improvement

Municipally owned
services
(local retail services)




PUBLIC POLICIES

Bulk services
Sector reform

(mostly regional systems —
State can intervene)

-
(@J/) (\?

//\
/% \] Transport
/“\ !/ Elevation
\/’_,‘) Treatment
% Abstraction Water and wastewater
/,"\ services
Rejection in nature % ) (—\?‘I /’\
Treatment \_/
Transport F /
evation

l Retail services
(municipal responsibility)

@
@

Distribution

i

V.

@

o
@@7

Dreinage

Discharge

()

SECTOR ORGANIZATION - Bulk Services

Drinking water sector (2016)

Population (7 M)

= State-owned companies

= Private companies

Wastewater sector (2016)

Population (7,7 M)

= Parinerships between the State and the municipalities
OWithout bulk service

Source:
RASARP 2017

204
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SECTOR ORGANIZATION - Retail services

Drinking water sector (2016) Wastewater sector (2016)

Operators (319) Operators(257)

Population (10 M)

= Private = Parinerships between the State and the municipalities
ed i Ll ipaliti 0Without bulk service Source:
RASARP 2017

EXTERNAL ENVIRONMENT OF DIVERSITY

The size and diversity of the regulated operators are vast, spanning state
owned companies and numerous municipalities

Universe of

400

operators

265 water supply entities

266 wastewater management

A . State owned and d services entities
Y
ERSAR ‘H/ municipalities ... in

direct management
model, by delegation

280 municipal solid waste

or concession ... management entities
operating bulk or

retails systems or both Ten million consumers




THE WATER AND WASTE SECTORS IN PORTUGAL
MAIN FIGURES

Source: RASARP 2018 (2017 data)

THE WATER ANS WASTE SECTORS IN PORTUGAL
MAIN FIGURES

Human resources: 29 746 workers Total investment: 15 659 million €

15%
2% ‘

39% -

-22%
= AA = AR =RU “AA © AR =RU

Source: RASARP 2018 (2017 data)

206



The role of the Regulator

ROLE OF REGULATION

We can approach regulation of the water services in different ways.
In Portugal we decided to implement regulation:

* With an integrated (holistic) approach.

* Operating at national level (mainland).

* Regulating all the utilities, regardless of the governance model (State-
owned, municipal-owned and private).

* Adopting a collaborative and pedagogic regulation.

207




ROLE OF REGULATION

GOALS OF REGULATION
Consumer Protection of user's interests (access to
y the service, quality of service and
Water operator Contribution to the economic
) sustainability of the operators and their
protection interests
Environmental Contribution to the environmental
i sustainability (impacts on water, air
protection and land)

ROLE OF REGULATION
GOALS OF REGULATION

In detail:

= Contribute to the universal access to water and waste services with a good quality and affordable
prices

= Contribute to the economic efficiency and sustainability of the operators

= Limit the market power of monopolies

= Contribute to a stable and predictable environment that enables investment in infrastructure
= Set incentives to share efficiency gains with consumers

= Avoid risks of operators failure to provide the services

= Disclose acessible information to consumers and operators

= Protect users (complaint analysis, infractions proceedings, etc.)

= Protect the environment, avoiding negative impacts

= Prevent long-term scarcity of water resources

208



REGULATION IN PORTUGAL
THE INSTITUTIONAL EVOLUTION OF REGULATION

Opening to private participation in water and Privatisation of waste
waste services (municipal concessions) management multimunicipal
concé

bsions

1993 1997 200¢ 2013 2014

Instituto Regulador de b

Aguas e Residuos (IRAR) - — Entidad'e Regul?dora dos ERSAR — Independent
Institute for the Regulation Servicos de Aguas e regulator
of Water and Solid Waste Residuos (ERSAR, IP) -

Water and Waste Services
Regulation Authority

Regulating concession contracts ’ 2
Reinforcement of independence

Regulating all the operators and regulatory powers

°
regardless of management model (Lt LY/205L; 5 deruarga)

REGULATION IN PORTUGAL
ERSAR BODIES

3 members appointed for a 6 year _ 2 advisory councils with
term, non-renewable, following a Board of Directors representatives of all the major
parliamentary hearing stakeholders in the sector:

Advisory Council — analysis and
recommendations regarding the
main areas of ERSAR’s activity (35
members)

Tariff Council — analysis and
recommendations regarding
economical aspects and tariff
regulations (18 members)

financial management of
ERSAR

Auditor

Tariff Council

|
Follows and controls the Statutory Council

9 functional departments:
Departments with solid knowledge of areas such
as engineering, economy, law, water quality

* Functional, organic and financial Independence from * Budget (less than 8 000 000 €/year)

Government + Smallimpact on the tariffs { less than 1 %)

* Strong organizational and technical capacity * Applies regulatory taxes based on the volume of activity of

* Small structure (around 80 employees) the utilities (m?) and the population covered
* Does not benefit from economic penalties to the utilities

209
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ERSAR's INTERNAL ORGANIZATION (SINCE FEB. 2018)

{ 7_‘:“ * Internal and functional organization focused
W ] = on the "client" (consumer and operators),
= Vs = < with multidisciplinary units
=g S O = —~+ + 6 operational departments: Waste Systems
? mies Department (multimunicipal concessions),
e Water Systems Department (multimunicipal
concessions), Contract Management
( I I [ 1 ] Department (municipal delegations and
7 A~ /,-/? e //"~x //’“\ /-\ / 2 concessions), Direct Management
', Eoe 1 T ) () | w-;;-«» ‘ e o Department (municipalities), Legal
N~ i\\‘;/ \}/ \\f, -'\‘;\\:f,,.-" ‘\%_./ / Department and Quality Department.

* 3 support departments: Administration and
HR, Technology and Information and
support to the management

The Portuguese regulatory model




REGULATORY MODEL

Regulation of utility behavi e

Legal and contract’

Econom’

Quality of s

Regulatory model

Consumer complai

Structural regulation

ation of the sectors

l of the sectors

‘ : of the sectors
Drinking water -

‘ ' suilding of the sectors
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- Tender process and contract specification

- Monitoring legal and contractual compliance
- Contract modification and renegotiation

- Reconfiguration and merger of utilities

- Contract termination

- Conciliation

REGULATION CYCLE - Legal and contractual monitoring of the utilities

Regulating main steps of the lifecycle
of the utilities

29




212

ECONOMIC REGULATION

Regulation Cycle

- Promotion of efficient and affordable tariffs - Promotion of the economic & financial sustainability
of the utilities

Annual economic regulatory cycle for

Annual economic regulatory cycle for
; municipal utilities

state-owned utilities

REGULATION CYCLE

Tariff definition is different depending on the management model/service
ownership:

» State owned multimunicipal concessions:
* Tariffs are defined by ERSAR, according to a cost plus model
* Municipally owned direct and delegated management operators:

» Tariffs are approved by local competent authorities, after obtaining
ERSAR's opinion on the tariff proposal, focused on cost recovery
levels and compliance with existing rules

* Municipally owned concessions:

* Tariffs are approved by local competent authorities after obtaining
ERSAR’s opinion on the compliance with the contract and existing
rules




REGULATION CYCLE

Annual assessment of the economic
performance for each utility

Annual benchmarking
between utilities regarding
the economic performance

Assessment of the evolution for
the economic performance

Beginning of the

cycle
January

Data report
publicizing by the utilities
November March and April

Technagﬁe and files
Publishing and ¢

Data validation
Right-of-reply by by ER.SAR
the utilities (audits)
September May to June

Data treatment
- - by ERSAR

Individual June to August
assessment sheet

213
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THE PORTUGUESE REGULATORY MODEL
DRINKING WATER QUALITY REGULATION

Annual drinking water quality regulatory
cycle for each utility:

- Assess every year 100% of the water
supply utilities

- It is an effective, well defined and stable
procedure

Legal framework:

- Decree-Law no. 306/2007, of 27 August;
transposition of the Directive 98/83/CE, revised
by the Decree-Law no. 152/2017, wich made the
transposition of Directive (EU) n.2 2015/1787.

- Decree-Law no. 23/2016, of 3 June, transposition
of Directive EURATOM (radioactive substances),
also included on the Decree-Law no. 152/2017.

= o

DRINKING WATER QUALITY REGULATION
IMPROVEMENT OF THE DRINKING WATER QUALITY IN PORTUGAL

— The drinking water controlled and with quality according the European requirements improved 49%

between 1993 and 2017 (includes all drinking water suppliers and all water supply zones)

9 —99%

90 % - :
80% 1 /_/'/
70% -
60 % |

50 % 0%

40 % ] 7 7 y— 7 —
1993 1995 1967 1999 2001 2009_ 2005 2007 2009 2011 2013 2015

% Safe Water
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THE PORTUGUESE REGULATORY MODEL
DRINKING WATER QUALITY REGULATION

*  The Portuguese drinking water quality regulatory model is:
* Aprocess based on the Portuguese drinking water legislation
* Arecognized model by regulators networks (ENDWARE and REGNET)
* Arecognized model by EC
* Based on a risk-based approach, throughout the supply chain:

» Directive (EU) 2015/1787 transposition—> Water Safety Plans, from source to
consumer tap

— ERSAR promotes:
*  Technical support and guidelines documents

*  Communication plans to consumer

THE PORTUGUESE REGULATORY MODEL
DRINKING WATER QUALITY REGULATION

*  Operational monitoring
* Preventive tool to improve drinking water quality
«  Detects drinking water quality problems avoiding them to reach the consumers’ tap
* Inspections, focused on:
«  Risk assessment (critical utilities and parameters)
*  Rectification non-compliances process
* Communication to consumer
*  Operational monitoring
* Increasing the small WSZ with control (disinfection)
*  Reliability of values reported

* Reliability of analytical results
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THE PORTUGUESE REGULATORY MODEL
DRINKING WATER QUALITY REGULATION

Strong links between ERSAR and:

v Health authorities
=  Sanitary surveillance and risk analysis of the non-compliances
=  Declaration of National Health Authority (no epidemiologic outbreaks on drinking
water)
v Portuguese accreditation body
* Laboratories
v Laboratories associations
v Agriculture authorities
= Definition of pesticides likely to be present in each supply zone
v Nuclear and Technological Institute
*  Questions related with radiological parameters
v Portuguese environment agency
*  Questions related with drinking water sources
v Safety food authorities
*  Private drinking water suppliers and food industries

Drinking Water
Directive:
ERSAR fulfills
reporting
obligations to
the EU

REGULATION CYCLE

Annual assessment of drinking
water quality for each utility

Benchmarking between utilities and
assessment of the evolution for

drinking water quality
| 1 1
e
ainiainial

I

| e
(=== e PA eSS | Sse]

.

-~ - s
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REGULATION CYCLE - Assessment of consumer complaints

- Monitoring complaints and their resolution
between utilities and consumers and
contributing (when necessary) for their
better resolution

- Periodic statistic report (public)

- Access via Internet to status information
on complaint

STRUCTURAL REGULATION

* Monitoring and reporting on
Strategic Plans implementation

« Contributing to legislative changes

* Approval of regulations for
external enforcement

* Approval of recommendations on
technical aspects

PENSAAR
2020

PERSU 2020

Legal regime
for drinking
water quality

Sanctions
regime

{under
Governmental
review)

Legal regime
for regulation

(Law 10/2014)

Legal regime
for State-
owned
services

Regulation of
regulatory
procedures

Legal regime
for municipal
owned
services
(DL 194/2009)

Regulation for
quality of
service

Tariff
regulations

(so far, only
for solid
waste)

Regulation for
commercial
relations




STRUCTURAL REGULATION

ERSAR's regulation
» Densify and detail existing legislation

Approval procedure

* Public consultation (available on ERSAR's website and directly
communicated to main stakeholders)

* Hearing of ERSAR's advisory body \_

* Report analysing all contributions received

Procedural legitimacy
mechanisms

AUXILIARY REGULATORY ACTIVITIES

Technical support to the utilities:

- The large number, diversity of size and
capabilities of utilities drives ERSAR to
promote technical support.

- Technical guides and more than 20
training actions p/year.

- Annual disclosure of sector information based on quality
of service and economic performance assessment
(ERSAR's annual report - RASARP - is available at its
website)

a3
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AUXILIARY REGULATORY ACTIVITIES

Public information
- All information is publicly available both after analysis and as raw data, so that it can be used by researchers and consumers:

ERSAR's website

Smartphone app

219

AUXILIARY REGULATORY ACTIVITIES

* ERSAR's Water and Waste Service Quality
Awards
- Quality Stamps and Awards for the best operators in:
- Drinking Water Quality
- Public Water Supply Service
- Urban Wastewater Management Service
- Municipal Waste Management Service

- Efficient Use of Water

» Rewards best practices and good behavior of utilities towards
ERSAR and the consumer

» Improves consumer awareness of service quality

7 Increases public recognition of ERSAR
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Main ideas on benchmarking as the
starting point and Key Perfomance

Indicators

Ensuring validity of data, which are
sent from companies to ERSAR

REGULATION CYCLE - Quality of service regulation @

Beginning of the
cycle

Publishing and Data report

publicizing by the utilities
March and April

Data validation
by ERSAR
(audits)

Right-of-reply by
the utilities -

September
Data treatment

J by ERSAR
Individual June to August
assessment sheet
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REGULATION OF WATER AND WASTE SERVICES
Why regulatory benchmarking?

Creates an artificial competitive
environment: incentives to
4 efficiency and competitive pricing

Regulatory benchmarking addresses the main reasons for regulation:

Market failures: o

| Protection of natural resources
¢ Natural monopoly and reduction of pollution

///1

—

. T
Externalities Ensure consumer protection and

competition in the markets

* Asymmetric information 1

Universal access, Continuity

o . v Quality, Affordability, Equity
Public services obligations 1

* In Portugal, KPl information is being used to assess the evolution of the country with the established
targets, and for international reporting to EU.
* KPlI'sare also being used as eligibility criteria to EU funding.

REGULATION OF WATER AND WASTE SERVICES
Why regulatory benchmarking?

Incentives to efficiency and
competitive pricing
Comparison promotes healthy competition:
Consumers are responsive to information on prices and quality of service.
* Creates an incentive for operators to be more efficient and to perform better. Protection of natural
* Leads to more efficient and sustainable prices and services. resources and

* Enables to improve quality of service, environmental monitoring and — reduction of pollution
protection over time.
Ensure consumer

Improves information about the sector, which can be used by: protection and competition
* Operators, at the management level, to improve in operational terms 1 in the markets

* Regulators, to improve regulatory procedures and validation practices.
* Consumers, to better understand the service that is being provided.

| Universal access

Continuously monitor public services obligations Continuity
Quality
Affordability

Equity
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QUALITY OF SERVICE REGULATION: HOW ?

Clear procedures and definitions

Série GUIAS TECNICOS n

Guia de avaliacao da qualidade
dos servicos de Sguas e residuos
prestados aos ufilizadores

Technical guide for the water and waste

services quality of service assessment

» 3 generation of indicators, inspired by the
performance indicators published by IWA
regarding the water supply and wastewater

management services

Establishes all the definitions of data and
indicators required, as well as the minimum
precision and accurateness of the information

This manual applies to every operator of water
and waste services , regardless of the activity
scope, nature, management model or size of
the operator

QUALITY OF SERVICE ASSESSMENT

3 Generations in 12 years

Regulation of concessions

1st generation

20 indicators

16 indicators

Regulation of all utilities

31 generation

2" generation
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SERVICE QUALITY ASSESSMENT SYSTEM

Main objectives

* Assessment of the service quality provided by the operators = Protect the users
interests by improving the quality of service

« Benchmarking between operators results - Improve the effectiveness and

efficiency of the service

SERVICE QUALITY INDICATORS, organized in 3 Groups:

1. Protection of user interests - to be assessed based on accessibility criteria (physical and economic)
and quality of the service provided

2. Operator sustainability - based on the economic sustainability of the service, infrastructural
sustainability and physical productivity of human resources

3. Environmental sustainability - to be assessed according to the criteria of efficiency in the use of
environmental resources and prevention of pollution

WATER SUPPLY PERFORMANCE INDICATORS
3rd Generation

Accessibility of service for users
AA01 - Service coverage
i AA02 - Affordability of the service
Protection of Quality of service provided to users
AA03 - Service interruptions
AA04 - Safe water /
AAO05 - Reply to written suggestions and complaints

user interests

Economic sustainability

AA06 — Cost recovery ratio /
. AA07 - Connection to the service /
Service AA08 — Non-revenue water Fed by

provision Infrastructural sustainability \| 86 variables
\

Z cre AAQ9 - Mains rehabilitation
SUStamab'my AA10 - Mains faiures

Physical productivity of human resources
AA11 - Adequacy of human resources

Efficient use of environmental resources
i AA12 — Real water losses
Envurgnmgptal AA13 - Standardised energy consumption
sustainability Efficiency in pollution prevention
AA14 - Proper sludge disposal

WATER SUPPLY INDICATORS




224

QUALITY OF SERVICE INDICATORS

Adaptable reference values and semaphoric evaluation

Targets to be reached by the operators are defined through reference values and a semaphoric
evaluation is made for each operator:

Ex 1. ARO2b — Affordability of the service (%)
5 e Tk —

| BEYHEN

0-05% | 05-1,0% | 1,0%-+00

ibilidade ica do servigol

Ex 2. ARO1b Physical accessibility to the service(%)

APR AMU APU
Indicator Boa Boa di fatd Boa f
L RIS NN BESEN EEN RESEN |
Acessibilidade fisica do servigo ”
70-100% | 60-70% 0-60% 85-100% | 70-85% 0- 70% 50- 100% | 80-50% 0-80%
APR~ Rural areas; AMU - Periurban areas; APU = Urban areas.

This allows to assess all operators, treating equally what is equal, and differently what is different.

Reference values can be gradually adapted in order to push for improvement. Bl

WASTEWATER MANAGEMENT PERFORMANCE INDICATORS

3rd Generation

Accessibility of service for users
ARO1 - Service coverage through sewerage networks

Protection of ARO02 - Affordability of the service
i Quality of service provided to users
user interests ARO3 - Flooding occurrences
ARO04 — Reply to written suggestions and complaints
Economic sustainability
ARO5 — Cost recovery ratio
Service ARO06 — Connection to the service
. = Infrastructural sustainability
provision. AROT — Sewer rehabilitation Fed by
sustainability AR08 — Sewer collapses 85 variables

Physical productivity of human resources
ARO09 - Adequacy of human resources

Efficient use of environmental resources
AR10 — Standardised energy consumption
i Efficiency in pollution prevention
Envnrgnm?ptal AR11 - Accessibility to the wastewater treatment
sustainability AR12 - Control of emergency discharges
AR13 - Compliance with discharge permit
AR14 - Proper sludge disposal

0
i
2
<
)
8
<
o
i
E
=
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SERVICE QUALITY ASSESSMENT RESULTS

Characterisation of the operator

Alongside with the individual file for each operator, a section with the main figures
associated with the operator is presented to make a global characterisation

i:-)-m::u;um Cer fz'
W+ 357 208 291 000 M + 391 210 250 37, Bend estepet {w‘f - "o-"'

Furll Gs ertaiate gesta

SERVICE QUALITY ASSESSMENT RESULTS

Evaluation of the operator

The individual file presents the evaluation of the quality of service for each indicator, and its evolution.

Fma om wvatiacan 02 galsian & wrvos

S o o ——
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SERVICE QUALITY ASSESSMENT RESULTS

Results presentation and publication

i

- Annual benchmarking
between operators i RE®
regarding the quality
- of service /3K

Annual assessment of the
quality of service for each

e " operator

Assessment of the evolution for
each indicator of quality of service

-
2 .‘\ ‘ =2
[ "
i
e e

" - [
'\

il

am [ am
n -
N | W %

JE

0 |

EH L 3
wa|sFdisins

SERVICE QUALITY ASSESSMENT
RESULTS — PUBLIC INFORMATION

All information is publicly available after analysis and as raw data to be used by researchers and users

ERSAﬁ‘s wébsite
Smartphone app
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INFORMATION MANAGEMENT SYSTEM TO SUPPORT
DATA SUBMISSION

Establishment of an information management system (Portal ERSAR — online platform)

» Anadvanced and effective national information management system was
implemented, linking ERSAR with the water utilities and the water suppliers,

Water Quality Platform medule -
%_:;":— Bersvinda 00 Fonal do IRAR
|
O

Drinking water
quality control
program

R P

e
P

| Non- compliances

Quality of Service separator module
I -

INFORMATION MANAGEMENT SYSTEM TO SUPPORT
DATA SUBMISSION

Portal ERSAR — online platform

* Uniformization of information

o Datavalidation = [0 i eeeeme—
* Configurable E-mail warnings - . ; = :
¢ Automatic reports :
e Easy, fast and traceable
communication

i
1

RARE UNARREEY AN EE KNS ADRE

11,

* Portable information

INREER!

i

o

REN R ARRENEANRUENTANE
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CONCLUSION

The Portuguese water and waste regulator:
* Operates at national leve! (mainland)

* Regulates all the utilities, regardless the governance
model (State-owned, municipal-owned and private utilities)

* Regulates with a holistic approach, based on a global
and integrated regulatory model

* Guaranties articulation with other relevant authorities
without overlapping:
- Water resources
- Public health
- Competition

* Guaranties transparency and stakeholders participation
(ex. consumers and utilities)
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CHALLENGES

Portugal witnessed a huge evolution but there is a need for
improvements in the management of current status:
* Ensuring the adequate maintenance of infrastructures,
through monitoring and incentive programs;

* Improving the "structural efficiency of the sector", in
trying to find the optimal scale of operation;

* Improving the "operation efficiency of the sector”,
through cost reduction and increase in productivity;

* Ensuring the economical and financial sustainability of the
sector and an adequate cost recovery policy.

THANK YOU VERY MUCH!

ana_barreto_albuquerque@hotmail.com




230

1.4.3 Workshop 2 (15" December 2020)

ECONOMIC REGULATION IN THE
WATER SECTOR

THE PORTUGUESE EXPERIENCE

Workshop 2

Ana Barreto Albuquerque
Online Workshop — Utilities Performance Monitoring Unit (UPMU)

15 December 2020

AGENDA

* Economic Principles of price regulation and tariff setting
v The Water Framework Directive 2000/60/EC (WFD)
v' Access to safe drinking water and sanitation as a human right (UN general assembly)
* Price regulation methodologies
* Tariff Designs
* The case of Portugal
v' Economic Regulation — objectives
v' Price regulation methodologies
Coffee break for 15 minutes
v Tariff Design
v Concepts and criteria to calculation
v KPI targets for companies: How do you decide on them?
v’ Other incentives for companies to improve their performance
v

How ERSAR communicates with companies and how it integrates the customer (covered by
Workshop 1)
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Economic Principles of price regulation and tariff setting
» The Water Framework Directive 2000/60/EC (WFD)

» Access to safe drinking water and sanitation as a
human right (UN general assembly)

Price regulation methodologies
Tariff Design

ECONOMIC PRINCIPLES OF PRICE REGULATION AND
TARIFF SETTING

UN general assembly Water Framework Directive

2000/60/EC (WFD)
* Proclaimed access to safe drinking * Stablished the principles of the new
water and sanitation as a human right water resources management
e

[ * The purpose of this legislation was to
became a reference point for the

European countries

* Water pricing policies must provide
adequate incentive for users to use
water resources efficient and thereby
contribute to the environmental
objectives’ of the WFD

Efficiency =

P A— Equity Cost recovery
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WATER PRICING

Advantages

* Provide incentives for efficient water use and
for water quality protection

* Charges send appropriate price signals to users
about the relationship between water use and
water scarcity

* Pricing water provides funds for necessary
infrastructure development and expansion

* Water pricing ensures at the medium-long term
that water services can be provided to all
citizens at an affordable price

Disadvantages

There is disagreement over the objectives of
water pricing and tariff design

Tariff setting is a political process rife with
controversy

Tariff setting process is often not transparent
Tariff design is a complex process that need
high volume of data

Water tariffs are often difficult to understand
for consumer

———'

Water pricing is an important economic instrument for improving water use efficiency,
enhancing social equity and securing financial sustainability of water utilities and

operators.

WATER PRICING AND SUSTAINABILITY

Water tariffs should be setto achieve:

i

@ SUSTAINABLE

DEVELOPMENT

There is a trade-off between these objectives, and different type of water tariff

reaches some objectives better than others
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PRICE REGULATION METHODOLOGIES

There are 4 main price regulation models, differing essentially in the focus to achieving their goal

and the overall flexibility/risk relationship

» Focus on costs to . ¢
A ; » Focus on price per || » Focus on revenues
provide service : < :
. unit of service required to
» Usually includes ; : :
provided efficiently provide
an operator return : :
» Price path set for service
(hence other .
period » Operator more
names of rate of "
» Demand risk exposed to
return and cost :
i) symmetry demand risk

» Focus on linking
prices to other
operators’
performance

» Emulates
competitive
market conditions

PRICE REGULATION METHODOLOGIES
Cost based

COST OF SERVICE / COST-PLUS / RATE OF RETURN

» Tariffs defined on the basis of annual budgets that I‘ Assessment

include all service provision costs
ro
» Guaranteed return to operator included in the tariff,

» Prices closely reflect approved level of costs
(should promote allocative efficiency)
Capital investment attraction (guaranteed

regardless of performance
» Deviation of operational and financing costs are subject >
to incorporation in tariff reviews — risk shift to users return)

Application » Potential for misrepresentation of costs (if

information asymmetry between regulator

@ Best suited when limited efficiency gains are available and operator exists)

and/or the regulator can obtain sufficiently accurate
and detailed information on costs and demand

A A

Low incentive to efficiency
Incentive to over-investment
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PRICE REGULATION METHODOLOGIES

Cost based type options

Cost pass-through

* Costs are completely passed onto
the consumers

* Recommended only when costs are
outsider operator's control

P, = (1 + CPI,)P,,

Sharing expected benefits
(productivity improvements)

* Forecast of productivity
improvements

* Prices decrease regardless of
operator productivity results

P, = (1+CPI,—X)P,_,

Dependent on quality of service

*To overcome the problems of cost
incentive regulation

* Based on the quality of service
customers are willing to pay for

P, =(1+CPI,—X + QS)P, 4

PRICE REGULATION METHODOLOGIES

CAP methodologies

PRICE CAP

» Tariff path is set for a regulatory period I

» Costs with service provision can be, to an extent,
dissociated from tariff during period

» Basic form of model includes rules for price path
(typically inflation and efficiency adjustments)

» Further adjustments for efficiency can by introduced at

end of period

Application

Assessment

Y ¥ VY

\/ Best suited for sectors where demand can be
significantly influenced by operator and cost structure
of operators is inefficient and largely variable

Incentive to improve cost efficiency
Incentive to foster demand

Allows more demand and cost risk borne by
operator

7 Incentive to lower quality of service

» Control of sub-caps requirement (avoid
discrimination)

» Incentive to “cost reduction management”
near end of regulatory period
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PRICE REGULATION METHODOLOGIES

CAP methodologies

REVENUE CAP

» Allowed revenues are set for a regulatory period, the
implicit tariff derived from demand estimates

» Costs with service provision can be, to an extent,
dissociated from tariff during period

» Basic form of model includes rules for revenue path
(typically inflation and efficiency adjustments)

» Further adjustments for efficiency can by introduced at

end of period
Application

Assessment

@ Best suited for maturing or very dynamic
(technologically) markets, where cost structures are
inefficient and largely fixed

Incentive to improve cost efficiency

y
r

\

r

» Revenue is active restriction over price —

less demand risk for operator vs price cap

» Can manage complex tariff structures

Cons

Incentive to lower quality of service and

reduce demand

Incentive to “cost reduction management”
near end of regulatory period

PRICE REGULATION METHODOLOGIES

YARDSTICK methodologies

BENCHMARK / YARDSTICK

» Full yardstick competition determines operators’ prices

on the basis of an index of the performance of other
operators

» Productivity gains within the sector are estimated ex-
ante and compared with actual operator performance
at end of period — deviations are reflected on price

Application

I

Assessment

@ Best suited to economic landscape where operators

provide similar services and face equally similar cost
and demand conditions

» Mimics the workings of competitive markets

Cons

\

r

Substantial information requirements

» Similarity of

requirement

conditions to operators
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PRICE REGULATION METHODOLOGIES
YARDSTICK methodologies

Benchmarking techniques

* Comparison of single cost items

* More sophisticated methods to estimate the efficient company
» Stochastic Frontier Analysis
» Data Envelopment Analysis

* Move to the frontier (individual efficiency improvement factor) vs move of the
frontier

TARIFF DESIGN
Different approaches
Linear Simplest approach, facilitates communicating to users '
(uniform fixed Doesn’t discriminate users on income — social equity
tariff/ uniform . y % "
variable taritf / lndepe.ndent from c'onsumptlon - lacks disincentive to i conmmiiiinon
R XSV OO e better alternative.
Favours low income households, which are subsidized
Increasing Promotes water conservation A hands’o.n
Block Tariff Penalizes large family households/shared connections approach is
(heavier overall consumption even if per capitais not) | recommended as
............................................................................ only field testing
Encourages consumption can indicate what
Decreasing Does not penalize heavy users if water is abundant option works
Block Tariff Seen as not sustainable from social and

environmental standpoints




LOW INCOME CONSUMERS

Regulatory answers

» Social tariffs - a reduction on tariffs to lower income groups (reduction is cross-subsidized by
other customers or paid by the municipality)

» Disconnection ban on water companies (being tested in Portugal) - operators are allowed to
reduce provision to a basic daily amount / reduce pressure)

» Social Fund on Water (mechanism applied in Belgium/Walloon Region) - tariffs include a special
additional charge which feed the Social Fund. The fund is used to pay the bills of lower income
households not able to pay *

» Subsidies through the General Social System

» Progressive tariffs — tariffs per m® consumed increase according to consumption blocks

(households consuming less are paying lower unitary rates — usual below cost - as compared to
households consuming more — above cost to compensate the difference)

* Portugal has a similar mechanism to deal with |large asymmetries on tariff (for specific regions and only for bulk operators).

The case of Portugal
Role of Economic Regulation
Price regulation methodologies
Tariff Design
Concepts and criteria to calculation

KPI targets for companies: How do you decide on them?

Other incentives for companies to improve their performance

How ERSAR communicates with companies and how it
integrates the customer (covered by Workshop 1)

237
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ROLE OF REGULATION

GOALS OF REGULATION
Consumer Protection of user's interests (access to
. the service, quality of service and
protection pricing)

Water operator Contribution to the economic
§ sustainability of the operators and their
protection interests

Environmental Contribution to the environmental
§ sustainability (impacts on water, air
protection and land)

ECONOMIC REGULATION

Objectives
Different regulated operators have different objectives ’
A
L
» Operators whose goal is to improve economic and financial results =OIEE l_
(Excessively high tariffs/ reflecting monopoly power)

Vs
» Operators whose goal is to define low tariffs for end-users
(Excessively low tariffs)

The main goal of a good regulation system is the alignment of the decisions of regulated
operators with the best possible decisions from a societal perspective regarding tariffs, and
expansion, renovation and maintenance investments
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Price regulatory model: Cost of service

_ Tariff for
-

| full cost
coverage

il

— Risk free rate + 3% risk premium x (shareholders capital + legal reserve)

Efficient operating costs: mandatory metrics from
2019 onwards — Water

Unit Cost of Reagents - Water Energy consumed per m3 of service - Water
(€/m3, 2019 prices) (kWh/m3)
0,0095 0,0083 00084 0,0083 130
00075 100 = ) Sorssessemiorsssorias®
00055 050 B 051 o050
. v ——-
0,0035 <
2015 2016 2017 2018 2019 200 2021 202 2005 2016 2017 2018 2019 2020 2021 2022
®Company W1 @ Company W2 @ Company W1 Company W2
Average annual salary of technicians Average annual salary of support staff, excluding BoD
(€/FTE, 2019 prices) (€/FTE, 2019 prices)
40.000 55.000 50732 50731
i 4317 3397 33.975 50.000 46358 ® -
i
30.000 PRSPa— 37527 Ran e
- 28.818 40.000 oy &
25.000 35000
2015 2016 2017 2018 2019 2020 2021 202 2015 2016 2017 2018 2019 2020 2021 202
@ Company W1 » Compary W2 @ Company W1  » Company W2
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PRICE REGULATION METHODOLOGIES
Evolution of the regulatory model | Cost Plus Model

Key highlights

&

Advantages /Disadvantages

Tariffs defined annually on the basis of
annual budgets that include all service
provision costs

Deviation of operational and financing
costs, and investments included in the tariff
(lack of a risk matrix)

Return on capital guaranteed by contract,
regardless of performance (based on share
capital interest rate + legal reserve)

Uneven financing structures and high tariff
dispersion

Simple calculations Weak efficiency drivers

Suited for less mature Risk-free for the operator
sectors

Unjustified investment
decisions

PRICE REGULATION METHODOLOGIES

Evolution of the regulatory model | Revenue Cap Model

Revenue cap

Freedom but more risks

Price cap
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PRICE REGULATION METHODOLOGIES
Evolution of the regulatory model| Revenue Cap Hybrid Model

Objectives of the new model Tools of the new model
— Efficiency incentives * Price fixing model
— Ensure service quality (based on ERSAR's * Adequate return on investment rate
indicators) * Incentives for meeting the targets set
— Ensure public service obligations (continuity,
etc.)
— Transparency and stability
l Cost reduction l l ol ﬂ . & ] l Invest ]
conditions

17 ¥
OPEX ef ficient + Incentives + Return Rate x RAB + Depreciation
Quantities

A

l Incentives for responsible consumption ]

Tariffs =

PRICE REGULATION METHODOLOGIES
ERSAR's regulatory landscape

Portugal is a melting pot of regulatory applications within the water supply, sanitation and waste
management sectors:

Basic Model Ownership Operator Manag. model Tariff set. method

" s < Budget & Tariff
: Public (State) Public Concession project (OPT)
Cost of service sy
Public (Municipality) Public Direct Tariff formation (FT)
Public (Municipality) Private Concession Tariff Review Cycle
(CRT)
Public (Municipality) Public Delegation Tariff R;:v:hw Cycle

; Private " Allowed Revenue
GEERIERETI  Public (State) (Municipality %) koncession Cycle (PP)




242

TARIFF DESIGN
ERSAR's guidelines

ERSAR has long since looked to eliminate disparities between tariff structures, often so complex
or dissociated from reality that they are hardly efficient

Structure Guidelines
1 Recommendation 1/ 2009 > Set cost recovery as cornerstone for structure definition

> Harmonize structures between operators countrywide

Calculation Guidelines

Recommendation 2/ 2010 > Set concepts/criteria essential to harmonize tariff setting
> Harmonize translation process to a tariff structure

TARIFF DESIGN

Recommendationn | Fundamental aspects of tariff to end-user

What to take into account when designing a tariff structure?

* Harmonizing tariff structures * Sustainable cost recovery
= Caution mechanisms for tariff * Avoid cross-subsidization
moderation

* Protection of user interests
* Provide greater understanding

by users + Affordability of the service
* Enable direct comparability of * Sustainable use of water
tariffs resources

Y PR .
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TARIFF DESIGN

Recommendation | Cost recover principle

Promote "efficiency" to reduce costs
and, therefore, tariffs (important role

of regulation) This option is recommended by the

European Directive (user-pays
principle), promoting equity and
awareness of good water use.

Costawith Option to be wused when

the necessary, as it allows to reduce

provision of costs to the consumer, although it

Services contradicts the user-pays
principle.

Option to be used whenever
possible, as it reduces consumer
costs (eg EU funds).

N
&

The reduction of T1, at the expense of T2 and T3, should be a political decision of the competent
authorities, taking into account the need for tariff moderation.

TARIFF DESIGN

Recommendationn | Cost recover principle

Construction and operation costs must be covered:

OPEX ef ficient + Incentives + Rate of Return * Regulated asset base + Depreciation

Tariffs =
1T Quantities

Cost recovery enables:

* Operator's sustainability
* Sustain and improve the quality of service

* Expansion and retrofitting of the systems Total revenue (€/year)

* Intergenerational responsibility

Total costs (€/year)
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TARIFF DESIGN

Recommendation n | Basic Structure
Ensure an adequate tariff structure:

Various types of tariffs can be used, all » .
oF which are capable: of ganerating the Only availability | 't does not reflect on the consumer the quantity
SRRy NSt oRerthi costs tariff consumed, encouraging waste and issuing the

¢ (fixed wrong signal from an environmental point of
component)

\ J view

P EE— )
Tariffs Only usage tariff It does not have an equal impact on costs for all
(1) (variable consumers, benefiting those who have more
component) than one dwelling over other single dwellings
4/

owners
™ -

(variable
component)

Availability tariff + Usage tariff Fairer solution for
(fixed

The abolition of the fixed component (= 30% CONBNIES

of revenue) would lead to an increase in the
variable component, in order to financially
rebalance the provision of services!

component)

TARIFF DESIGN

Recommendation | Basic Structure | Fixed Component (example)

£ oo

Consumer A led the company to invest in the Consumer B forced the company to invest in
infrastructure of a single housing the infrastructure of three housing units

: Consumer B, consumin! the volume V2 = V2a +
Consumer A, consuming the volume V1,

. S : V2b +V2c = V1, would pay P2 <P1, due to
would pay P1, against the existing tariff progressive blocks

That is, for an equal total consumption, Consumer B, which forced society to invest in the infrastructure of three

dwellings, will not pay more, as it should, nor even pay the same, but will pay less than Consumer A, creating a
situation of total lack of equity!

The absence of a fixed component in a tariff structure would unfairly benefit 25-30% of

households (with more than one housing), subsidized by the remaining (single housing)
households.
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TARIFF DESIGN
Recommendation | Basic Structure | Structure of costs vs Tariff structure
Current tariffs
Current cost structure i

Fixed costs ("Bulk" + "Retail" 75% 33%
Variable costs ("Bulk" + "Retail") 25% 67%
Fixed tariff 6,05 €/ month
Variable tariff 1,19 €/m3

Tariff structure should reflect the cost structure

Sometimes not possible due to environmental reasons

TARIFF DESIGN

Recommendationn | Basic structure | Fixed component

Domestic users Non-domestic users

Fixed » Single rate, applicable to connections > 5 rate bands, based on connection diameter
t under 25 mm diameter » First rate band tariff should be higher than
componen domestic users’
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TARIFF DESIGN

Recommendationn | Basic structure | Variable component

Domestic users Non-domestic users

> No “zeroed” block tariffs — distorts > Single rate, identical to 3™ block of
incentive to conservation by eliminating domestic users
progressiveness of charge
> 1stblock (<5 m*/month) Social
3 (~25 a 45% of users) protection
Variable
2nd block (5-15 m*/month)
component (~30 a 60% of users) -
3rd block (15-25 m*/month) FEROVETY
(~10 a 20% of users)
4th block (>25 m*/month) Environment
(~0 a 10% of users) protection

Recommendation | Variations/Addons

A\llillbiﬁty t.riff u“'e t.rm
(fixed component) (variable component)
Social tariff
for low income families Prohibition of autonomous collection of activities
- < inherent to the normal provision of services
Family tariff (water meter, connection lines, etc.)
for large families
- Prohibition of various existing distortions
2 . s””'_‘" tariff (“zeroed" blocks, oversized counters, etc.)
in tourist areas with water shortages
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TARIFF DESIGN

Recommendationn | Variations/Addons

SOCIAL TARIFF

LARGE FAMILY TARIFF

r

e

To promote adequate support to lower income
households, a social tariff can be put in place
Economic accessibility indicator should determine
charge threshold below which tariff is applicable
Annual water charges for 120 m* consumption
should not exceed 0,5% of household income - if
so, applicable families should be beneficiaries
Social tariff could translate into:

» Elimination of fixed component of tariff

» Mark-down of variable component rate

> Both of the above

» To promote effective equality between households,
the number of persons using one given connection
should be factored in the variable block rates

Large family tariff should result in the adjustment of
the rates for the various consumption blocks of the
tariff structure, taking into account size of
household

» Potential beneficiaries of large family tariff should

Y

make proof of household number, renovating
certificate every 3 years

TARIFF DESIGN

Recommendationn | Variations/Addons

WATER RESOURCE TAX

» In recognition of the scarcity of water as natural
resource, environmental taxes on consumption can
be levied

» By emphasizing the economic cost of water,
conservation measures can be promoted with this
revenue stream

> In the Portuguese case, the WRT (or TRH) reflects
cost associated with 6 components:

= Scarcity

= Pollution

* Treatment (Innert materials)

= Areaoccupied

=  Water volume used (2) (abstraction and distribution)

| Assessment

» Promotes water conservation
> Gathers funding to invest in infrastructure
or ensure sustainability of operator model

» May impose additional barriers to economic
accessibility
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TARIFF DESIGN

Recommendationn | Tariff Structure summary

Type of Tariffs and Type of Users

Tariff Structure

Fixed tariff cover subscription costs
Variable tariff cover the costs of providing the services
Tariffs — — = —
: , upon request, or breach of contract by the user
Auxiliary services 2 ST
user must be subject to specific billing
Domestic residential customers
Users

includes local authorities, State, State owned

Non-domestic 2 ;i 7
companies and municipally owned companies

TARIFF DESIGN
Recommendation | Tariff Structure summary

Special tariffs (Social and Numerous Families)

Users Special Tariffs Observations
Social (low incomes) Fixed tariff exemption
Domestic users
Numerous families Extension of the blocks (WS+WW)

Private social solidarity institutions

Non-domestic Non-governmental organizations = Must not be lower than tariffsapplied to domestic
users users

Other entities
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TARIFF STRUCTURE

Recommendationa | Concepts and criteria to calculation

» Recommendation n.2 is focused on the clarification of tariff setting aspects and their impact

in the development of a simple, sustainable and effective tariff structure

» The two-sided approach can be summarized as follows:

0AS — Other activities and services

RW - Rainwater oie s
SC—Street cleaning Total costs of provision of services

Calculation of the true cost of service Definition of sources of funding
Leveis Services provided by the operator’s o B
10 WATER SERVICES + WASTE SERVICES oas § Subsidies
w
20 WATER SERVICES WASTESERVICES ~ OAS .
s s Municipal budget
£ suppy | WASTEWATER WASTE oas E

Auliqepioyy

Tariff setting and structure

The case of Portugal
« Economic regulation cycles
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ECONOMIC REGULATION
Regulation Cycle

- Promotion of efficient and affordable tariffs

- Promotion of the economic & financial sust
of the utilities

Annual economic regulatory cycle for
state-owned utilities

Annual economic regulatory cycle for
municipal utilities

REGULATION CYCLE

Annual assessment of the economic
performance for each utility

Annual benchmarking
between utilities regarding
the economic performance

pEbe

‘ :‘1
1

£

gf

Assessment of the evolution for
the economic performance
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TARIFF REVIEW
ERSAR's regulatory landscape

Tariff se

method Regulatory period Review procedures
» Every year the tariff is subject to tariff setting procedures
OPT . # Cases exist (bulk water supply and sanitation) where cost recovery is
Budget & Tariff Annua guaranteed (metrics set by regulator): annual report to ERSAR for
project analysis/validation — Costs incorporated in future tariffs
. » Every year the tariff is subject to tariff setting procedures
Annua » No adjustment to tariff of previous year is considered
» Inthe case of delegations, with the exception of every 4" year (which is tariff
5 years (Delegations) path setting year), operator submits tariff proposal to ERSAR for compliance
- AIEICRALIONS validation with 5 year path
Tariff Review Contract (Concessions) YAy s

# In concessions, every year operator submits proposal to ERSAR for
compliance validation with contract (RPI or customized index*)

PP Syeais (5 gl » Every year operator submits report of “real regulated accounts”
Allowed Revenue possible) » Regulator analyses for compliance with tariff regulation and calculates
Cycle adjustment to previously allowed r

Cycle

TARIFF SETTING
ERSAR's regulatory landscape | Budget & Tariff Project (OPT)

Operators with tariffs set under the OPT method follow, with few exceptions, a two-step process: one
where cost of service is estimated and another where real costs are assessed and deviations
evaluated for incorporation in future tariffs

p— ERSAR publishes key

- efficiency metrics that
operators take as guidelines
to their cost proposals

Operators submit their cost
of service proposal
according to legally set out
model by ERSAR
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TARIFF SETTING
ERSAR's regulatory landscape | Budget & Tariff Project (OPT)

Operators submit annual
report along with justified
requests to consider
specific costs that did not
conform to metrics

ERSAR issues decision on
final cost of service and
calculates incorporation of
deviations in subsequent
tariffs

TARIFF SETTING
ERSAR's regulatory landscape | Tariff Formation (FT)

» The Tariff Formation methodology was developed for
the particular case of municipality owned, directly
operated services under ERSAR's regulatory scope

» The tool developed for operators’ reporting looks to:

. =  Promote analysis competences within the
! R— organizations (complemented with further
- documentation with reporting guidelines and
2 clarifications)
: * Provide operators with an objective measure of
{ = : 1 the sustainability of the tariffs being set
H - = I *  Harmonize tariff structures among the many
. ‘ Y operators
2 = 1 £ :; i |
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TARIFF SETTING
ERSAR's regulatory landscape | Tariff Review Cycle (CRT)

» The Tariff Review Cycle methodology 1s
applicable to the corporations operating
under municipal ownership: both delegations

I,i e
ol W

223
£S5

B e e e e e e =] and concessions

» Bothtypes of entity are supported in contract
form as well as by the corresponding financial
model

> In these cases, tariff setting reporting does
not need to follow a strict structure — ERSAR
analyses all documentation and issues opinion

sk e Eeovnen sl
PUTET SV PN RE ).

=
B
=
=
-
-
L
=
-
-
=
=
2
=
=
=

» While in concessions the tariff review
procedure and formula are precisely defined
for its duration, delegations are only
committed to 5 year tariff path

AFFORDABILITY
Affordability Indicator
Average tariff charges (€/year/120 m3) !

Average income per family (€/year)

Affordability principle

B basic water consumption threshold (120m?)
. Good affordability equates to an annual charge no higher than
C Average affordability 0,5% of the household disposable income

‘ Poor affordability
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AFFORDABILITY

Current Status Quo

Current levels of affordability allow for an increase in tariffs

Water Supply Wastewater
Management

AFFORDABILITY

Current Status Quo

Average annual charges in Portugal for 120 m? water consumption

17,3 €¢/month 17,9 €¢/month 18,7 €/month 19,0 €/month 19,1 €/month

0,64% income 0,68% income 0,70% income 0,69% income 0,67% income
250 224 228 229
207 215
200
150 126 127 130 131 131
95 97 98
100 81 88
) I I I I I
0
(euros) 2013 2014 2015 2016 2017

W Water supply ® Sanitation m Total

Revenue

Cap &
Clusters
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Final considerations

* Economic regulation is very important in this sector because
tariffs should be efficient, sustainable and affordable

* The economic regulation model should be adapted to the
maturity of the sector

* The rules should be clear for all the stakeholders

THANK YOU VERY MUCH!

ana_barreto_albuquerque@hotmail.com




1.4.4 Workshop 3 (10" February 2021)

ECONOMIC REGULATION -
Tariff setting process

THE PORTUGUESE EXPERIENCE

Workshop 3

Ana Barreto Albuquerque
Online Workshop — Utilities Performance Monitoring Unit (UPMU)

10 February 2021
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ECONOMIC REGULATION

Regulation Cycle

- Promotion of efficient and affordable tariffs - Promotion of the economic & financial sust

of the utilities

_Annual economic regulatory cycle for
state-owned utilities

=R _-
by ERSAR Assessment
A

Validation & processing
of the results by ERSAR

tariff by the utility
Reception of the final
p—

et gl
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TARIFF SETTING
ERSAR's regulatory landscape | Budget & Tariff Project (OPT)

Operators with tariffs set under the OPT method follow, with few exceptions, a two-step process: one
where cost of service is estimated and another where real costs are assessed and deviations
evaluated for incorporation in future tariffs

Ex-ante (t-1)

ERSAR publishes key
efficiency metrics that
operators take as guidelines
to their cost proposals

Operators submit their cost
of service proposal
according to legally set out
model by ERSAR

TARIFF SETTING

ERSAR's regulatory landscape | Budget & Tariff Project (OPT)

Ex-post (t+1)

Operators submit annual
report along with justified
requests to consider
specific costs that did not
conform to metrics

ERSAR issues decision on
final cost of service and
calculates incorporation of
deviations in subsequent
tariffs
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Efficient operating costs: mandatory metrics from

2019 onwards — Water

Unit Cost of Reagents - Water
(€/m3, 2019 prices)

0.0085 0,0083 | 00084 0,0083
00075

00055

00035
2015 2016 2017 018 2019 2020 2021 2022

©® Company W1 » Company W2

Average annual salary of technicians
(€/FTE, 2019 prices)

40,000
U7 33976 33.975
- " ‘
30.000 .
.
25.000

2015 2016 2017 2018 2019 2020 201 022

® Company W1

Energy consumed per m3 of service - Water
(kWh/m3)

107

2015 2016 2017 2018 2019 2020 m1 02

® Company W2

Average annual salary of support staff, excluding BoD
(€/FTE, 2019 prices)

55.000 s0.732 50731
50.000 46558 . ’
45 23

B000 wi
40,000 = pamm—
35000

2015 2016 2017 2018 2019 2020 2021 2022

®CompanyW1 & Company W2

Efficient operating costs: mandatory metrics

from 2019 onwards — Water

Average cost of funding from non-related companies

(%)
400%
300% .
200% L51%| | 146%
LO0% : : -

2015 2016 2017 2018 2019 020 b0 plip2]

@ Company W1 » Compary W2

Operating Unit Cost - Water
(€/m3, 2019 prices)

01800 01751
0,1687 e
01700 + 016® @
.
01800
01500

2015 2016 2017 2018 2019 2020 021 202

@ Company W1  » Company W2

1.5%
1.0%
0,5%
0.0%

Expenditure with maintenance, repair and
replacement investment (% of Gross fued assets) i
14% <
11% 3 11%
»

2015 216 2017 2018 2019 2020 o0 2022

®Company W1 & Company W2

Operating unit cost not a mandatory
efficiency metric but important to keep track
of overall operating costs

n-compliance with efficiency metrics leads
to reduction of contractually guaranteed
remuneration!
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ECONOMIC REGULATION
Regulation Cycle

- Promotion of efficient and affordable tariffs - Promotion of the economic & financial sust
of the utilities

Annual economic regulatory cycle for
municipal utilities

! & o
g”
Uty r'.‘,".?,

ECONOMIC REGULATION

Regulation Cycle
Annual cycle of tariff revision of municipal services (directly managed)
WHO: WHEN (Ex-ante): MusT
Until October 15 Send the tariff proposal for the
(date established to guarantee the following period to ERSAR to issue an
approval of the tariff until the end opinion
a of the year)
-
g
b After ERSAR's opinion, the
8‘ approval by the rFr'\unicipality Send the tariff, together with the
ofthe tasifl forthe resolution approving it, within 15 days
following period

» Every year the tariff is subject to tariff setting procedures
~ No adjustment to tariff of previous year is considered
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TARIFF SETTING
ERSAR's regulatory landscape | Tariff Formation (FT)

» The Tariff Formation methodology was developed for
the particular case of municipality owned, directly
operated services under ERSAR's regulatory scope

The tool developed for operators’ reporting looks to:

Y

* Promote management/accounting

competences within the organizations

(complemented with further documentation

with reporting guidelines and clarifications)

= Provide operators with an objective measure of
the sustainability of the tariffs being set

*  Harmonize tariff structures among the many

operators

aarves s v

ERSAR'S NON BINDING OPINION MODEL
Sustentabilidade & sficiéncia AR AR RU
Cobertura dos gastos 1us% 9 12¢% @ 126% @
_ Caberturs total dos gastos |por fonte de provero) 4% % 125
o Cobertura 903 gastos par vis rbira ‘ ‘
W Cobertura dos gastos pac sie e outras rendimentos  subsidios ac investments
%
%
114K
o Custos unitiiot de exploragdo 0ss¢m3 @ 0,80 ¢/m3 | 1200:ex @
de i AA AR LY
nvestimento previsto reakzer em 2021 403 000§ 345.000§ 3639904
em % Go Imablizado bryto 2018 22,73% 45,98% 26,39%
2 Nowes investimentos {em % do mvastimento previsto) 71% 2% 100%
S 7 lem % d prevste] 29% 155 o
Indlcadsres AQS 2019
Acewbitdads fisca do servigo - AXOLb %) 100@
Ocorrénca de fhas no abasteciments - AA03b (n 2/2000 ramais. ano)) s @
Agus o faturada - AADSD 5%) 1n29
7 Aasbiitacio de condinas - ARD2E (%/ano) 0@
Ocorrénda de avarias em condutas - AA10b [n 9/[100 km ano)) 1 J
Porda: rees de dgua - AAI2b (iramai dia)) @ |
Acesebiidade fitca do serviqo através o rades fivas - 38016 (%) 100
Otorrénca de inuncagbes - ARO3b {n /1000 ramais anaj} o
Reabiitachn o colatores - ARDYD (%/ana) 02 @
Ocorréngs de colapsos estr. em coktares - AR08b (n 47100 km ano]| 000 @
scassbiidade fisca a0 tratamento - ARLLD (%) 100 @
Controio de descargas de emengénds - ARL2D (%) 0@
Acesubildade fisca do servieo - RUDLE (%) a®
fenavacio do pargue de viaturas - RU1b (Kmsvatura) - 15409




AFFORDABILITY
Affordability Indicator

Encargos tarifirios

AN AR LiY)

2020

2021 N 2020 2021 Svar 2020 022 v

Encargos anuais cansumo 10m"
ACessDBOE0S CONAMICE

83,83
0,23%

88,28€ 06%|  12600€  105,12¢ 7% $203¢ 8245¢ 038
0:3% @ 033% 0,28% @ 0,21% 022% @

Conformidade da estrutura tariférla

>

Regulamento Taritéric do Servigo
de Gestio de RU (ATR)
AR RU

Recomendagdes 1/2009 e 2/2010 '*)

es s svaiiogso

ece oo
oee @

ox servigus de Ad € AR i constiul incemprrment legel

C - outros aspetos

»
=
=
e

Reparussio de taxss ambentas (TAH - A4 e AR TGR - RU)
Financiamenta 6o tarifino socld

olF

®
=
%
5
§
3

Aaliagiebos
Mnliaghe mediana
#waliacdo insavsiatieia

o aglichved

L L RN

ECONOMIC REGULATION
Regulation Cycle

» Approval and reporting of accounts (municipal services)

Approve the accounts for the

MUST:

previous year

WHO: WHEN:

Until March 30
" (Companies) or April 30
S (Municipalities)
e
Q
o
o]

Until April 30

(all municipal operatory

Report the accounts for the
previous year to ERSAR j
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How to set a "national" tariff in a country with more
than one operator and different units costs per m*?

262

METHODOLOGY TO SET "NATIONAL" TARIFFS

Full cost

coverage
deviation

Deficit :l'

Superavit
Company A
efficient
unit costs Settled Company B
tariff efficient

unit costs

. Company A to cover Defigit

Transfer of funds from CompanyBto ,/, 4

Full cost

coverage
deviation

Settled
tariff
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THANK YOU VERY MUCH!

ana_barreto_albuquerque@hotmail.com
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1.5 Training UPMU Experts on monitoring tool by Sascha Stumpe (26%
January 2021)

Agenda Workshop UPMU 26.01.2021

1. Consolidated sheets (Agaba, Miyahuna, Yarmouk)
a. Login and user rights.
b. Brief overview of main functionalities and structure of the tool.
c. Quarterly and annual data as entered by the utilities, and sorting of data.
d. Quarterly and annual indicators (how to navigate, how to export them to Excel
for further analysis).
e. Data validation through comparison of quarterly and annual data.
f. How to prepare and maintain the sheets (lock/unlock cells, delete cells, hide

rows).

2. Master workbook
a. Brief overview of main functionalities and structure of the tool.
b. How to import data from the consolidated sheets?
c. Visualization of indicators through charts, how to customize charts in the tool
and how to export charts to WORD or PowerPoint.
= Static analysis (how to navigate, how to switch reporting years)
= Dynamic analysis (how to use the filter functions, Excel exports,

Screenshots)

3. Q&A
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1.6 UPMU work plan
1.6.1 Organizational Planning workshop

Workshop on Organizational Planning
Towards an Annual Regulation Cycle

£ Or Mark Celmang

Dirk Schafer, Profl €
I 2 MOcons

Agenda

UPMU mandate and recap of past workshops
Annual Regulation Cycle Overview
Scheduling the different tasks

O N e

Annual Regulation Cycle: Questions on sequencing

I %2 MOcons
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1. UPMU mandate and commemorating past workshops

= Monitor the performance of companies owned by Wad (fully or partially) and issue
performance reports,

= Set and develop the KPI baselines and mechanisms for their calculation, and to
compare and evaluate perfformance of companies on their basis.

= Develop and review the needed documentation to establish companies and their
task/ duties development {Development and delegation agreements, Establishment
Contract and Internal Bylaw).

= |ssue the basis and general evidence which outline the framewoarks for the
development of internal working guidelines and procedures, such as the staff
guidelines, financial guidelinesand others,

= Rewview and accredit (approve) company business plans, set targets in cooperation
with companies and in accordance with water policies,

I %2 MOcons

1. UPMU mandate and recap of past workshops

B R T
N P s o St U DS

Options b e rawes VG ng sege b on
fncentives, wasctions)

Winriahoo W rioacing Bngwerion wety
Piurtnston Trann we B mbwss Ponrming™

WEFECTIONS AND ENFORCENENT

(wasres g
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n
2. Annual Regulation Cycle Overview
Lachongs on Frchavge on
Best Prockicos - Best Practices
5Q AN HFecap and g s
Prep
Wk Plan
Annual
Regulation
Cycle
ness Plans
Exchange on
Best Practices
%2 MOcons
| |

3. Scheduling the different tasks

See Excel and Word-files

e

e et Teage baped Bl Malegn  Resew . View ey

MO o b

Q2 MOcons
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4. Annual Regulation Cycle: Questions for sequencing

Clarify the following topics:

=  Are any topics missing?

=  Doyou agree on the overall sequencing of tasks?

= Doyou agree on the time spans allotted to different tasks?
= Doyou agree to the interlinkages between different tasks?
*  Responsibilities for the different tasks to be verified

Particular questions concerning seguencing

=  When can you expect audited accounts?

=  When can you expect a statement on subsidies granted to companies?
=  Doyou have periods durlng a year when employess are absent?

Further support on operational planning part of nex nsulting assignment, bul c
i from internal discussi

aSalaiay | S

I %2 MOcons
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1.6.2 UPMU work plan

UPMU work plan

1. Arrange Quarterly and Annual Performance Reporting

1.1 Send request for data to utilities (day 1)

1.2 Receive data, check file and import ~ (day 30)

1.3 Analyse data (day 40)

1.4 Discuss analysis and formulate feedback (day 45)

1.5 Send agreed upon feedback to utilities (day 51)

2. Prepare quarterly summary briefings for Minister
2.1 Summarize performance, progress and main findings in brief report to the Minister

3. Prepare Annual Performance Report (estimated period: 7 weeks plus editing, starting
after feedback was sent to utilities)

3.1

3.2.

3.3.

3.4.

3.5.
3.6.
3.7.

Hold kick-off session to agree on structure, special topics or highlights to be covered
in the report and assign responsibility for drafting various chapters or sections to
individual staff members, including time-frame

Hold 1%' full-day interim meeting after 2 weeks, where staff members present
current draft chapters and any challenges or questions that need resolving internally
or in discussion with utilities.

Hold 2" interim meeting after 4 weeks, consider 2-3 days retreat, to discuss
advanced draft in detail and agree on formulation of analysis and conclusions. Agree
on work packages remaining to finalize report before editing, including whether any
verification or consultation with utilities is required before publication.

Hold full-day final meeting after 6 weeks to go through final draft report and agree
on any remaining gaps or modifications.

Finalization within 7 days (then 4/1.3)

Get Annual Report edited and printed — 4 weeks?

Prepare and invite for launch of Annual Report — event to take place approximately
6 weeks after report was sent for editing and printing

4. Agree on performance targets with Utilities
Audited data, data for one quarter, subsidies received and proposed KPIs should be

4.1.
4.2.
4.3.
4.4,
4.5,

4.6.
4.7.
4.8.
4.9.

delivered at the same time by all companies at approximately the same time (when
suitable time in a yearly cycle?):

Send request for audited data, subsidies received and proposed KPIs to utilities
Receive data, check file and import

Analyse data, subsidies received and proposed KPIs

Internal meeting to discuss first results and prepare meeting with utility

Meeting with company incl. discussions on KPI targets (Internal meeting on one
company; meeting with resp. company; thereafter second and third company)
Request for additional data

Receive data, check file and import

Discuss final analysis, determine KPIs and formulate feedback

Send agreed upon feedback to utility incl. potentially the need to update Utility
Business Plan (Discuss final analyses on one company; formulate feedback to resp.
company; thereafter second and third company)

4.10.Inform Minister



5.

5.1.
5.2.
5.3.
5.4.

5.5.
5.6.

5.7.
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Evaluate and approve (updated) Utility Business Plans

After “4-Send agreed upon feedback to utility incl. potentially the need to update Utility
Business Plan “

Receive updated Utility Business Plan

Analyse updated Utility Business Plan incl. effects on agreed upon KPls

Internal meeting to discuss first results and prepare meeting with utility

Meeting with company to discuss updated Utility Business Plan incl. its effects on
agreed upon KPls

Discuss final analysis and formulate feedback

In case of requested additional update: Extension of discussion (max. 30 days until
final Utility Business Plan is approved); Otherwise: Approval of updated Utility
Business Plan

Information note to Minister with implications on tariff development needed to reach
agreed upon KPIs for all three companies

Important: Development of a business planning guideline in order to ensure that business
plans of utilities can be compared

6.
6.1.

Conduct inspections

Assign responsibility for preparation of an inspection to a particular member of staff to
undertake the following steps:

¢ |dentify, in consultation with UPMU Thematic Experts, areas that require in-depth
assessment in addition to routine inspection

¢ Elaborate inspection schedule

e Coordination of inspection report writing

¢ Follow-up on actions to be taken by utilities stipulated in the inspection report

6.2. Provide 7-day notice to utility before inspection and inform about the need for

management to be present and for key documents to be available during the
inspection

6.3. Carry out inspection (2 to 5 days)
6.4. Carry out de-briefing with utility management immediately after the inspection
6.5. Conduct UPMU-internal de-briefing on main findings and content to be highlighted

6.6.

6.7.

6.8.

in the inspection report

Write, within 7 days after the inspection, an inspection report on main findings and
need for action to be taken by the utility, including timelines for such action

Share inspection report with utility management and emphasize actions to be taken
and respective timelines

Follow-up on actions to be taken by utility

Exchange on best practices

Collecting topics from the three meetings 5.5 with utilities which might be interesting
for companies or to be shared by a particular utility (best practice)
Planning four topics for next 12 months, incl. assigning internal responsibility for the
different meetings
For each single topic:

o Determine UPMU staff and attendees from utilities

o Invitation to meeting - either in Amman or at utility — incl. agenda

o Holding meeting — one UPMU employee to take notes; determining next

steps
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o Prepare minutes of meeting and share with participants and utility
management

Results of the four annual best practice meetings should be part of Annual Report or of another
communication activity

8. Communication

= Formulate communication plan, incl. the following recurrent topics
o Annual Conference — presentation of Annual Report Incl. Dissemination of best
practice examples
o Annual Work Plan for UPMU
= Strategy for next year

Important as starting point: Determine stakeholder groups and assign certain
communication strategies; define options how to reach these groups and how often should
this be done

Important as well: Customer Orientation Guideline




UPMU Workplan June 2021 - May 2022
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1.6.3 UPMU Work plan table (June 2021 - May 2022)
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