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Eight Key Messages from the Report

1. Reforms well underway — with transition issues. Urban water and sanitation sector
reforms are well underway and are showing results in terms of increased coverage and
improved utility performance. There are, however, a number of issues that need attention
in order to speed the transition and to produce the targeted outcomes.

2. Need for Business Plans. Although many utilities face difficult challenges, there is
much that can be done now to improve performance by energetic and committed
managers. All utilities should prepare as soon as possible pragmatic and customer-
oriented Business Plans showing how they will improve services, achieve financial
sustainability and expand access, with particular attention to the poor.

3. Support to be comprehensive, tied to results, and long term. Support to improve
service delivery and utility performance works best when there is an integrated package
of institutional development, capacity strengthening and physical investment. All support
to utilities should be provided within a comprehensive approach based on the Business
Plans, adapted to the situation of each utility, and linked to performance milestones.
Although institutional development and capacity building need to be provided
appropriate to each utility, they have to have a long term vision, donor commitment and
links to institutional development benchmarks.

4. Governance improvements and management empowerment needed. Institutional
development of the utilities and the completion of the decentralization process are
priorities. The governance structure of the utilities needs to be improved to clarify the
powers and responsibilities of boards and management and their relation to the center.
Managers need to be empowered by clear delegation of authority, capacity building and
the strengthening of management procedures and tools.

5. Regulation and monitoring essential to successful decentralization. In order to
protect the interests of both utilities and consumers, the introduction of independent
regulation is a priority. This needs to be combined with improvements to the information
system and the adoption of benchmarking in order to allow performance assessment.
Regulation also needs to be expanded to the private sector.

6. Cost recovery and (longer term) financial autonomy. There is movement towards the
NWSSIP Update cost recovery targets of ‘operation and maintenance costs plus electro-
mechanical depreciation’, but utilities remain entirely dependent on government transfers
for investment finance. Business Plans need to spell out how the NWSSIP Update targets
will be achieved by 2015 through a combination of efficiency gains and tariff
adjustments. Tariff studies need to be carried out to show how tariffs can be adjusted
linked to improvements in service standards. For the longer term, thought needs to be
given to how utilities can become autonomous in terms of investment financing.

7. Social accountability between pro-poor utilities that are open to dialogue and
consumers who pay for services received. Utility managers show an awareness that
utilities are socially accountable with a responsibility towards society and the poor, and
also that public outreach and communication are essential components of good business



practice. Utilities should address the needs of the poor in their Business Plans both
through the tariff structure and through programs to ensure better access for the poor.
Innovative technologies and partnerships with the private sector and civil society are
ways that utilities can expand the population’s access to services and protect the poor
with a reduced burden on the public purse. Customer relations and public dialogue and
transparency about services and policies need to be given priority, so that customers will
understand the need for tariff increases. Utilities need at the same time to strive for
improved efficiency.

Yemen’s structural water scarcity is considered in the reform program. Freshwater
availability in Yemen is one of the lowest in the world with per capita availability of just
135 m3 per year. Groundwater resources are being used up at twice the rate they are
replenished, making water scarcity a structural problem in many urban and rural areas.
Access to safe water and sanitation is low by regional standards.



A. Urban Water Reform and the PSIA Process

Urban water reform

Until the mid-1990s, the urban water sector suffered from slow expansion of coverage, high costs
and poor service, with high physical loss rates and intermittent supply. Government investment
and recurrent subsidies were high and cost recovery was low. The system was excessively
centralized under the National Water and Sanitation Authority (NWSA) and very inefficient.
Little effort was made to target the poor.

Reforms in urban water and sanitation began more than a decade ago. In 1997, Cabinet
Resolution 237 was issued, embracing a policy of decentralization, corporatization,
commercialization, separation of service delivery and regulatory functions, and partnership with
the private sector, with the aim of increasing efficiency, improving service delivery and
(ultimately) reducing the cost burden on government. These reforms have been incorporated into
the national water strategy (NWSSIP, 2004) and into the update of the strategy currently being
prepared (the NWSSIP Update, summarized in Box 1 below).

Box 1: The NWSSIP Update action plan for urban water and sanitation

Institutional reforms aimed at creating efficient and accountable utilities

completing the decentralisation and corporatization process

improving efficiency through institutional development, capacity building and investment
establishing a regulatory function

developing outsourcing

setting tariffs to cover O&M and deprecation of electro-mechanical equipment (by 2015)
improving investment implementation

Reforms aimed at expanding coverage

maintaining levels of government and donor resource allocation

government paying for new schemes and extensions

introducing lower cost technology

phasing in partnerships with the private sector, including regulation of private supply

Reforms designed to make water and sanitation services affordable

= revising the block tariff system with a pro-poor objective

Source: NWSSIP Update, December 2008




Results and challenges

The urban water and sanitation sub-sector is correctly seen as being more advanced in the
implementation of its reform agenda than other parts of the water sector.
decentralization has been implemented in 27 towns (see chart below). Fifteen Local Corporations
(LCs) have been established by Presidential Decree; there are 17 branches attached directly to the
LCs; and a further 13 autonomous utilities have been established, of which 11 are affiliated to
LCs and two (al Mahweet and Ataq) are autonomous under NWSA.
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Network coverage has expanded rapidly, and service standards have improved whilst costs for
most connected consumers remain highly affordable. Nonetheless considerable challenges
remain:

= Despite a 50% increase in connections in the last five years, urban public network water
services have not kept pace with population growth and urban expansion. Very large
investments would be needed to reach the NWSSIP Update targets.

= The decentralized utilities are still only partly autonomous managerially and remain
dependent on government subsidy for their investment programs.

= Private service providers play an important role in water supply, yet they remain
unregulated to date and are not generally factored in to planning. Partnership
arrangements are rare.

= Water sources are sometimes not sustainable, particularly in the highlands, and water is
becoming high cost and hard to find. There is no equitable institutional mechanism for
rural-urban water transfer.

= Despite a pro-poor tariff system, the benefits of public subsidy are not equitably
distributed, and poor households not connected to the network, including many poor and
very poor households, may have to source water supplies from much higher cost private
vendors.

Responses to these challenges are being developed and implemented under NWSSIP, but sub-
sector reform remains very much work in progress.

The PSIA response

In 2007, a Water Poverty and Social Impact Analysis (Water PSIA) * was conducted to asses the
poverty and social impacts, equity and political economy of Yemen’s National Water Sector
Strategy and Investment Plan (NWSSIP) in groundwater/ irrigation and rural water supply and
sanitation. The Government of Yemen considered this a useful exercise to promote water sector
reform and proposed to expand the methodology to the urban water sector in order to seek
responses to the challenges outlined above.

The Urban Water Supply and Sanitation Poverty and Social Impact Analysis (UWSS PSIA) was
therefore initiated in early 2008, and conducted between April-November 2008. Lead support
was provided by GTZ for study design, analysis and review of report, and dissemination, with
technical assistance from the World Bank.

PSIA objective

The purpose of the UWSS PSIA is to examine NWSSIP progress with particular focus on
assessing and addressing equity and political economy issues, and to identify areas where further
support is needed to enhance the reform agenda and to improve NWSSIP implementation. The
analysis focuses on sector and sub-sector policy, investment and capacity building, delivery
performance, and impacts, and contributes to the ongoing update of NWSSIP?,

! Government of Yemen, World Bank, GTZ, 2007.

2 PSIA is defined as ‘analysis of distributional impacts of policy reform on the well-being or poverty of different
stakeholder groups, with particular focus on the poor and vulnerable’. In the expanded PSIA approach, used here, the
distribution of power relations is also examined. By assessing and addressing issues of equity, political risks and reform
ownership, policy reforms can be designed which are both, technically feasible as well as politically acceptable. See
also World Bank 2003, World Bank 2008



Urban water supply in Yemen is seen as a prime area where the nation would like to move rapidly
towards universal access to safe water and sanitation. However, the requisite expansion of water
supply and sanitation services has to be done in a way that is affordable to the nation and to
consumers, and equitable towards all citizens, particularly the poorest. The challenge is well
expressed by the three outcomes proposed for urban water and sanitation in the NWSSIP Update:

= Water and sanitation services are sustainable financially and in terms of available water
resources

= Urban population has access by end 2015 in line with the national definition of safe,
affordable, available and regulated water supply and sanitation services

= Poor consumers have affordable access to lifeline water consumption

There is a potential for tension between the business approach implicit in financial sustainability,
rapid affordable expansion, and protection of the poor. The overall objective of the PSIA is
therefore to check how far these three outcomes are being achieved as well as could be at present,
and to make recommendations on how to improve NWSSIP Implementation.

The UWSS PSIA was designed with stakeholders during the April 2008 design workshop in
Sana’a. It builds on existing knowledge (summarized in the Inception Report and Desk Review,
April 2008%). New information has been collected through a customer satisfaction survey
(Interaction 2008a-d) covering 760 households, key informant interviews (40 in total), and focus
group discussions (30 in total) in the three sites of Sana’a, Ibb and al Mahweet. The preliminary
study findings were discussed at a Stakeholder Consultation Workshop held in Sana’a in October
2008, and many valuable ideas have been incorporated into the report. No further comments
were received when the revised report was circulated to stakeholders in Arabic in January 2009.*

B. Urban Water Utilities as a Business

i) Increasing Efficiency
1. Service delivery performance

Since decentralization, performance of the urban water sector has improved considerably. In
particular, smaller towns that have had external support and coastal towns where there is no
pressing water constraint have achieved excellent service standards. By contrast, some large
towns in the highlands are encountering problems in providing even limited services especially
where the population has been growing fast, where systems are old and high cost, and water
resources are in increasingly short supply (see Box 2).

¥ Ward, 2008

* The methodology comprised five analytical tools, i.e. (i) Stakeholder Analysis to identify key stakeholder
characteristics, interests, incentives, and degree of influence in regard to the UWSS reform at national, governorate,
town, quarter and household level; (ii) Institutional Analysis to analyze the structure and dynamics of the formal
institutions and informal practices of the different organizations at the different governance levels in order to
understand the political economy that characterizes the reform; (iii) Social Impact Analysis to examine the expected
positive and negative impacts on different socio-economic groups and geographical locations using the Transmission
Channels, i.e.: (a) access to water and land; (b) assets (incl. utility ownership, water and land ownership and
utilization); (c) authority (power relations, decision-making on e.g. access to water, land); (d) prices; (e) transfers and
taxes; and (f) employment; and (iv) Social Risk Analysis to examine the risks to and from the different reform options.
This was combining with far-reaching stakeholder dialogue during two workshops and extensive fieldwork.



Box 2: The Customer Satisfaction Survey revealed two main clusters of utilities — and related levels
of customer (dis)satisfaction

The Customer Satisfaction Survey carried out as part of the PSIA showed two clusters of performance. In
small towns where heavy investment and institutional support have been given and where there is no over-
riding constraint, consumers rated performance as excellent and are very satisfied: Bait al Fagih 98%;
Mokha 94%; and Zabid 88%. By contrast, in towns where the service was poor, satisfaction was lower. In
Ibb satisfaction (“very” or “somewhat” satisfied) was only 42%, in Sana’a 31% and in al Mahweet 44%.
The principal reasons for dissatisfaction were inadequate supply, the frequent interruptions in supply, and
low pressure. Interestingly, cost of water was not often cited as a reason for dissatisfaction.

Source: Interaction 2008a-d

Projects to support service improvement have worked best where there has been an integrated
package of institutional development and physical investment. However, experience shows that
even in the most constrained utilities, there is always something within the power of the
management that can be done to improve services. This fact was confirmed by the many
suggestions made at the October 2008 Stakeholder Workshop. Recommendations are:

» All support to utilities should be based on the Business Plans (which are to be prepared
by all utilities under the NWSSIP Update). The Plans should be grounded on the
principle of social accountability and should comprise a comprehensive package adapted
to the (highly variable) situation of each utility. The package should include: (1)
institutional development and capacity building to equip utilities with management tools
and capabilities; and (2) a linked physical investment program targeted at improving key
operational parameters and service levels. Business Plans should also include action
plans, prioritized and sequenced, to improve key indicators. “Milestones” should be
agreed, linking management support and institutional development with investment
finance. Milestones are monitorable performance results that trigger further support.

» Benchmarking should be introduced promptly by MWE, adapted to the constraints and
potential of each utility. The Business Plan should set out the proposed benchmarks. The
MWE’s Performance Indicator Information System (P1IS) should be improved to include
benchmarking, so that it can be used more effectively to monitor performance. Managers
and Boards of Directors should be trained in the use of the PIIS.

» Where utilities suffer from major constraints, Business Plans should prioritize “low
hanging fruit” - actions within the power of management that will quickly and effectively
improve service (see Box 3 below).




Box 3: Even in cases as difficult as Sana’a and Ta’iz, management effort can improve performance

Sana’a has some poor performance indicators: non-revenue water is the highest in the country. Most
people get water only once a week. Yet the utility has made an effort to work on improvements within
their control. They have set up a repairs hotline, for which the PSIA focus groups had nothing but
unstinted praise. A customer relations department is trying to explain the constraints and what the utility is
doing, for example, how rehabilitation of the networks and improved repair service have brought non-
revenue water down from 40% to 36%.

In Ta’iz, despite the huge challenge, some management actions could have a rapid impact on the situation:
= Implement and use the management t systems and tools

Restabilize the GIS Unit and ICT services

Start the revenue improvement program,

Control network construction quality

Develop and implement an active leakage control strategy

Sources: PSIA interviews and focus groups; March 2008 MWE/GTZ Assessment Report of Ta’iz LC

2. Water quality

Water quality is variable, but generally good. The Customer Satisfaction Survey showed that
three quarters (74%) of households in the sample were satisfied with water quality. In Bait al
Fagih, Zinjibar and Mokha this figure reached 90%, and in Zabid 100% of respondents reported
drinking straight from the tap. However, in most towns, consumers are reluctant to drink network
water, which they perceive as low quality. Regarding wastewater, several large towns score
poorly on effluent quality, and sewage treatment is a priority. Recommendations are:

» Introduce benchmarking and regulation for water quality and track this in the PIIS

» Correct the disconnect between customer perception and actual water quality by a
customer relations campaign conducted by each utility

» Prioritize sewage treatment and improved effluent quality and quality control in all
towns. Priority towns for investment in sewage treatment are Sana’a, Aden and Ibb.

3. Management and human resource development

Utility management is of varying standards. The October 2008 Stakeholder Workshop showed
the commitment and enthusiasm of many utility managers, but also revealed a sense that they are
not fully empowered. Management improvements are underway and new tools are in use:
benchmarking, performance bonuses, management support programs etc. However, progress is
uneven (see Box 4). At the Stakeholder Workshop, managers were enthusiastic about the power
of these tools, but stressed that the tools were only of use if they were accompanied by sustained
capacity building and support. Utilities are making progress on human resource management —
but slowly and with wide variations between the best and the worst. Staff numbers are generally
quite high and staff mix is still dominated by lower level and unqualified staff. Performance-
based incentives are bringing remuneration up towards market levels, but these incentives have
rapidly become an entitlement. A significant effort has been made at training — but training levels




remain quite low, and utility managers consider that training is not adequately linked to career
development. Overall, utilities are moving erratically and only slowly towards an enterprise
culture where there is investment in staff on the basis of professional standards. Staff often feel
insecure in the new “business” environment, and reforms can create internal difficulties.

Box 4: At Ibb LC, progress in applying the tools for management purposes is uneven.

A recent evaluation report describes how Ibb LC has received support under the OMS sub-component, and
is operating several of the new systems:

=  The Comprehensive Subscriber Survey (CSS) has been implemented: it has guided meter reading
routes and shown up illegal connections

= The DCMMS system for complaints has been successfully implemented, and it is being used for
logging and progress chasing. In a further stage, the evaluation noted, DCMMS could be used for
prioritizing and planning rehabilitation investments.

= Performance indicator reports (PI1S) are being circulated, although there is little evidence that they
are being used as yet. The management team seemed unaware of the PIIS during the PSIA visit.

= GIS systems have been installed, but are not yet performing to design level.

Overall, the evaluation concluded that the utility has successfully installed the systems but that follow up is
needed to coach management in their use and train staff in their operation.

Source: PSIA Mission Interviews, Ibb, May 2008; and Dorsch 2007

Recommendations are:

» Integrate management improvements systematically into Business Plans as key elements
of the comprehensive package of institutional development and investment (see above).
These improvements could include: benchmarking, performance bonuses, career
development, opportunities for promotion, management support programs like the GTZ-
supported Operations Management Systems (OMS), human resource information systems
etc.

» Encourage a more rapid growth of enterprise culture, but also provide for staff needs for
job security, fair remuneration and the possibility of promotion by adopting and
implementing the Ten Guiding Principles for Human Resource Development, agreed in
2008.

» Make PIIS more comprehensive and reliable, and ensure that managers and Boards are
trained and required to use it. The PIIS is a prime management tool that could be put to
much better use. MWE should improve the coverage and accuracy of PIIS reporting and
follow up to ensure that utilities and their Boards consider the PIIS results in their
decision making and management.

» Beginning in 2009, develop and implement the sector-wide human resource development
strategy and sector-wide training facilities proposed in the NWSSIP Update, and reflect
this at the level of each utility in a human resource development plan as an integral part
of the Business Plan, providing for progressive increase in the proportion of professional
staff and with a significant budget for training in line with the NWSSIP target of 5% of
total personnel cost by the end of 2010.























































