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SECTION A:  INTRODUCTION

Planning is a way of thinking about the future – of deciding where an organisation needs to go and how fast; how to get there; and what to do along the way to reduce uncertainty and to manage risk and change. Therefore effective planning involves a process of setting goals and deciding how these should be attained.

The purpose of a, Mission Statement, Strategy, Business Plan and Annual Report is to highlight the way forward, identify the means necessary to achieve the WMI’s strategic objectives, and to report on achievements relating to the plan.

The National Water Act [Section 106 (1), (2), (3)] stipulates that all international water agreements and bodies involved in this as described must report on the performance of their functions within 3 months after the end of the financial year. The report must:

· Include the WMI’s audited financial statements for that financial year

· Be submitted to the Minister and other parties as required

· Contain sufficient information to allow the Minister to assess the performance of the WMI in respect of all its functions against the objectives set out in the relevant agreement

On receiving this report, the Director General will send a copy to the Secretary of Parliament

Schedule 4 Part 4 of the NWA also stipulates that CMAs must submit business plans. The business plans must:

· Be for a period of not less than 3 years

· Be in a form determined by the Minister

· Include financial matters

· Be submitted to the Minister

Schedule 4 Part 6 of the NWA stipulates that CMAs must, in respect of each financial year, prepare an annual report. 

For the BP and annual report to be useful management tools a detailed performance based monitoring system is needed including KPI for the CEO. 

SECTION B:  THE BUSINESS PLAN

Matters to be covered in the Business Plan are prescribed in Schedule 4 Part 4 (21-23) of the National Water Act. The Business Plan can be defined as a planning document that results from the process of planning. The purpose of a business plan is to:

· Summarise the mission statement

· Set out the objectives

· Define and articulate how the management team plans to achieve the objectives

· Put the policies and procedures defined in the Policy Statement into practice

According to the Act, there are certain requirements that need to be met: 

· It is the responsibility of the board / to prepare business plans

· The first business plan must be for a period of not less than three years and must begin when the first financial year starts (in the case of CMAs, not more than 6 months after the board is established)

· Business plans must be updated annually

· The board may review and revise a business plan at any time, and must do so when directed by the Minister

The business plan may be developed based on the following framework: 

· Executive summary

· Institutional environment

· Mission and objectives

· Policies

· Services

· Customers / water users

· Outsourcing / shared services

· Operations and systems

· Risk assessment

· Financial information

· Any other information the Minister may prescribe

The information that follows includes guidelines to facilitate the populating of this framework.

1. Executive Summary

The purpose of an executive summary is to supply the reader with sufficient information to be able to assess the overall performance of the WMI, and to predict the potential pitfalls and successes of the WMI, at a surface level. The executive summary is made up of 7 sections and should not exceed 5-10 pages. . Guidelines have been provided below as to what should be included in this executive summary:

1.1 
Purpose of this document
Provide an assessment of the viability and potential investment potential of the WMI.

1.2
Profile of the WMI

The profile should summarise the WMI’s strategy, including details of the mission, objectives and policies.

I suggest this next section is removed from the text and included as an annexure: Guidelines for drafting a mission statement, objectives and policy statement.

1.3
Outline of the Nature and Scope of the WMI’s Activities

This should include an outline of all primary and other activities that the WMI performs and that are mentioned in the policy statement. Each activity should be described in no more than five lines.

1. Key Performance Indicators

An indication of the key indicators used to evaluate performance.  

1.5
Outline of the Management and organisational Structure

A simple diagram is needed of the different business units, and the relationships between the different functional areas (business units) of the WMI. This should be followed by a brief description of the roles, responsibilities, qualifications and experience of the senior management.

1.6
Service Area Map

A map should be included indicating the area of operations and service.

1.7
Financial summary with salient points
Covering 3 years, PBIT, PAT plus basis of financial projections.

2.
Institutional Environment

To accurately describe the institutional environment, the following information should be included:

· A short description of the water management area
Include a description of other water management institutions in the WMI and neighbouring CMAs. Describe linkages or relationships
· A description of who the stakeholders are

· Water resource management priorities 
These will guide the functions of the WMI
· A description of the Governing board 
Who are the members? Who do they represent?
· A description of water use 
Comment on how much water is allocated to the reserve
· Information on the availability of water

3.
Strategies and policies

· History of the WMI 
Include significant highlights over the years, and an appraisal of past performance
· Industry economics 
This will include a high level assessment of how successful the WMI is in terms of registration of water users
· Objectives of the WMI 
What is the WMI’s mission and objectives Policy and Strategy 
Include a brief summary of the catchment management strategy (CMS). This must be linked to the national water resource strategy (NWRS). Each WMI must describe what is it they are managing, and how they are managing it. The WMI’s policies and strategies for transformation, poverty eradication and environmental issues should be provided. A strategy illustrating how the WMI is giving effect to representivity must also be included (specifically the inclusion and involvement of the poor, rural communities and women). A participation and consultation strategy should also be presented. These policies and strategies will indicate how the WMI is conducting its business in terms of the National Water Act.
· Capabilities of the WMI
What is the WMI currently doing in terms of functions? What functions would it like to have (future evolution)? A motivation and time frames should be provided.

· Business targets 

· A description of how the WMI is ensuring consultation with stakeholders
Include information on the resources that are being used, and how these are allocated
4.
Services

· A description of the services, functions and activities of the WMI
What are the initial functions? What are the delegated functions? Which of these are conducted in-house and which are outsourced? How are the functions performed? To what standards are they performed (both the in-house and outsourced functions)?
· Additional functions
Should the WMI wish to take on additional functions, a motivation in this regard should be provided.
· Challenges
What challenges does the WMI face, both in the present and future?
· What critical issues stand in the way of success?
Are there any obstacles to be overcome? What are the business risks?
· A description of capacity (human capacity and skills)
What capacity is available in-house?
5.
Customers / water users

· Describe the existing customers / water users of the WMI
Who are they? These customers will be the registered water users
· Describe the potential customers / water users of the WMI
Who are they? These clients will be the non-registered / unregisterable water users
· Water user associations / water users
Is the WMI servicing water user associations / water users?
· Registered users
How many users are registered? How many are not registered? Give an explanation for the registered and non-registered users
· Provide a profile of users with regards to water use

· Describe the economic viability of water users

· Describe the water resource infrastructure

· Describe quality and standards
These are client-focused i.e. how would the WMI like to be seen in the eyes of the customers / water users?
· Assess the level of default

· Identify the key success factors of the WMI in terms of fulfilling its purpose
This is an assessment of how well the WMI functions. It may be compared to other WMI’s
6.
Key Performance Indicators

7.
Operations and systems

· Define partnerships in detail
What are the partnerships? How are they managed? What is the nature of the partnership / contract?
· The institution
How is the institution structured?
· Human resources
What skills and training is required? How is staff remunerated? Are incentive schemes used? 
The business plan should explain the WMI’s human resource strategy, objectives and targets. Brief explanations (no more than 5 lines) should include the following:

· A development plan for staffing and skills level over the next five years. Include a commentary on their adequacy

· A summary of the Employment Equity Plan for the development of equity targets (as requires by the Department of Labour

· Staff turnover percentages and targets with explanations

· Description of the performance management system

· The development of agreements and relationships with organised labour, and of other service agreements

· The nature and extent of labours involvement in planning and decision making

· Contingency plans to minimise the impact of labour unrest on productivity

· Safety targets Expenditure on training and development Sponsorship of students by means of tertiary level bursaries Adult basic education and training (ABET) Development or technical and any other training
· Operation procedures and methods
What are the water resource operations? How does the WMI ensure coherence and coordination of activities?
· Technology
What technology is used by the WMI to execute its functions?
· Premises
What kind of premises are needed or are being used?
· Cooperative governance
How does the WMI ensure cooperative governance / how does it propose to ensure this?
· Outsourcing
Who does the WMI outsource to?
· Business targets

· Financial information
How does the WMI manage the charge system?
8.
Outsourcing / shared services

· Outsourcing
Define the functions that are outsourced. Define the types of contract that are in place (e.g. contracted out, cooperative agreements). Define delegated functions
· Describe services that are shared with other WMI’s
What services are shared? How are they shared?
Refer briefly to partnerships that have been formed with outsourcers
Provide the objectives of the partnerships and the nature of the partnerships. This issue will be discussed in more detail under the next heading


9.
Risk assessment

· Identify the risk factors

· General planning assumptions
How will the WMI overcome obstacles?
· Consultation with stakeholders
How does the WMI ensure that it consults with stakeholders (especially with designated groups)?
· Highlight what may be different in the future

10.
Financial information

· Financial target

· Financial strategies for the institution including the setting of charges, borrowing, investment and purchasing and disposal strategies.

· Financial history
Turnover, profit and loss, planned vs. actual revenue and bad debt over the last 3 years. What has the WMI invoiced? What has been recovered? What is the projected income versus the actual income? Are there any bad debts outstanding? The WMI should assess how well these debts are being recovered when necessary.
· Forecasted Expenditure
Including capital expenditure and borrowings
· Forecasted Income

· Charge system (water use charges)
This has to do with water use charges. Include an explanation of the assumptions on which charges were estimated. What is the charge applicable to each type of service? How is the charge calculated? What is the estimated charge revenue? 
· Net assets (If applicable)

· Cash flow statements

· Financial planning assumptions
These may include:
· The consumer price index (CPI) which indicates the projected inflation rates over the 3 year planning period
· Salary and wage increases – the projected rates of increase on salaries and wages should focus on market-related projections of salaries, wages and benefits, and should be related to the CPI
· Long term interest rates for investments and borrowings – these must include the long term risk free rates e.g. RSA 150, plus the industry risk rate and the risk rate of the WMI
· Strategic suppliers – projections should reflect the cost increases of strategic supplies such as raw water, power, chemicals etc.
· Performance targets should be set for key financial indicators, and should be broken down into annual targets
· Risk management
Especially around defaulting. The assessment of financial risk and the proposed management of this risk are important when developing a business plan. Financial risk measures the relationship between debt and equity, and the management of the debt portion in a business. At different stages in the businesses lifecycle there will be different debt to equity ratios and the management of debt may differ.

· Any other information determined by the Minister

Examples of financial reports have been provided below. These have been designed based on standard accounting practices that other water sector businesses are using. They take into account certain requirements, which comply with Generally Accepted Accounting Practice (GAAP). The examples provided include:

· Income statement

· Balance sheet

· Cash Flow Statement

· Notes to the Financial Plan (income statement)

Income Statement

	INCOME STATEMENT
	Note
	Audited Actual 1999
	Audited

Actual 2000 
	Projec-ted Actual 

2001
	Business Plan Projected

Budget              Projected             Projected          Projected

2000                      2001                    2002                 2003

	Include in annual report (AR) or business plan (BP)
	
	AR
	AR & BP
	AR (?) &

BP
	BP
	BP
	BP
	BP

	Year Ending??
	
	
	
	
	
	
	
	

	Revenue


	
	
	
	
	
	
	
	

	Operating Expenses

Direct Operating Expenses

Admin-istrative Expenses

Other Activities
	1

2

3
	
	
	
	
	
	
	

	Net operating income before finance charges

Net interest and finance charges
	
	
	
	
	
	
	
	

	Income after finance charges


	
	
	
	
	
	
	
	

	Extra-ordinary Expenditure


	4
	
	
	
	
	
	
	

	Income after finance charges
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Accumulated reserves at beginning of period
	
	
	
	
	
	
	
	

	Accumulated reserves at end of period


	
	
	
	
	
	
	
	


Balance Sheet

	BALANCE SHEET
	Note
	Audited Actual 1999
	Audited

Actual 2000 
	Projec-

ted

Actual 

2001
	Business Plan Projected

Budget              Projected          Projected          Projected

2000                  2001                   2002                 2003

	Include in annual report (AR) or business plan (BP)
	
	AR
	AR & BP
	AR (?) &

BP
	BP
	BP
	BP
	BP

	Year Ending??
	
	
	
	
	
	
	
	

	Capital Employed

Accumulated reserves

Long-term loans

Long-term liabilities


	
	
	
	
	
	
	
	

	
	
	0
	0
	0
	0
	0
	0
	0

	Employment of Capital

Property, Plant & Equipment

Investments


	
	0
	0
	0
	0
	0
	0
	0

	Current Assets

Inventories

Accounts receivable

Short term investments

Bank balances and cash
	
	
	
	
	
	
	
	

	
	
	0
	0
	0
	0
	0
	0
	0

	Current Liabilities

Accounts payable

Current portion of long term loans

Bank overdraft


	
	
	
	
	
	
	
	

	Net current assets/lia-bilities
	
	0
	0
	0
	0
	0
	0
	0

	
	
	0
	0
	0
	0
	0
	0
	0


Cash Flow Statement

	CASH FLOW STATEMENT
	Note
	Audited Actual 1999
	Audited

Actual 2000 
	Projec-ted Actual 

2001
	Business Plan Projected

Budget         Projected            Projected             Projected                

2000                  2001                   2002                 2003

	Include in annual report (AR) or business plan (BP)
	
	AR
	AR & BP
	AR (?) &

BP
	BP
	BP
	BP
	BP

	Year Ending??
	
	
	
	
	
	
	
	

	Cash flow from Operations
	
	0
	0
	0
	0
	0
	0
	0

	Cash generated from primary activities

Cash generated from secondary activities

Interest received

Interest paid
	
	
	
	
	
	
	
	

	Cash flow from Investment Activities
	
	0
	0
	0
	0
	0
	0
	0

	Expansion to property, plant & equipment

Replacement of property, plant & equipment

Work in progress

Proceeds from sale of assets

Net increase / decrease in investments
	
	
	
	
	
	
	
	

	Cash flow from Finance activities
	
	0
	0
	0
	0
	0
	0
	0

	Long-term loans redeemed

Proceeds from long-term borrowings

Net decrease / increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
	
	
	
	
	
	
	
	

	Cash & cash equivalents at end of period
	
	0
	0
	0
	0
	0
	0
	0


Notes to the Financial Plan (Income Statement)

	NOTES TO

THE FINANCIAL PLAN
	Note
	Audited Actual 1999
	Audited

Actual 2000 
	Projected Actual 

2001
	Business Plan Projected

Budget              Projected          Project          Projected

2000                    2001                   2002                 2003

	Include in annual report (AR) or business plan (BP)
	
	AR
	AR & BP
	AR (?) &

BP
	BP
	BP
	BP
	BP

	Year Ending??
	
	
	
	
	
	
	
	

	Direct Operating Expenses

Provide at least the following details:

Personnel

Maintenance

Utilities

Depreciation

Other Operating Expenses


	1
	
	
	
	
	
	
	

	Administrative Expenses 

The following expenses are included:

Provision for bad debts

Bad debts
	2


	
	
	
	
	
	
	

	Other activities

Activity X

Revenue

Total costs

Net Income
	3
	
	
	
	
	
	
	

	Activity Y

Revenue

Total costs

Net Income
	
	
	
	
	
	
	
	

	Total other activities

Revenue

Total costs

Net Income

Refer to I/S
	
	
	
	
	
	
	
	


10.
Other

Any other information that the Board considers to be appropriate or that is prescribed by the Minister must be included here.

SECTION C:  THE ANNUAL REPORT

The purpose of an Annual Report is to inform DWAF and the clients of the WMI, of the progress made in achieving the targets set out in the Business Plan. The Annual Report is a publicly available record of the WMI’s annual performance, and includes audited financial statements which sets out the WMI’s financial status throughout the past year, and often compares to the financial status of the previous 5 years. The Annual Report can be used to project a positive public image for the WMI. 

The annual report framework:

· Executive summary

· Report on activities

· An assessment of the performance of the WMI and a report against the KPI. 

· Audited financial statements that follow generally accepted accounting practices (GAAP) and lists all costs or income by primary or secondary report.

1.
Executive summary (x pages)

Like the last section this is not an executive summary – lets chat about this.

This has been discussed in detail in Section B point 1, and the same guidelines may be applied here. However, for the annual report, the policy statement will not contain as much detail as the policy statement for the business plan. The policy statement in the annual report should contain the following information:

· The nature and extent of the WMI’s primary and other activities (e.g. CMA functions)

Briefly describe the primary (core) and secondary (other) activities that the WMI will perform. Include any information on service level contracts agreed upon with stakeholders. May also include policies and procedures describing the allocation of costs, shared expenses and income of primary and other activities. Income Statements, Cash Flow Statements and Balance Sheets must be used to distinguish between primary and other activities.
· The area in which activities are undertaken

Include a map showing the area where the WMI will be carrying out its activities. Highlight the areas where major stakeholders are found (both customers / water users and service providers).

· Accounting and investment policies

Accounting policies should be clearly described and must conform to GAAP (Generally Accepted Accounting Practices).

· Policy on human resources and human resource development

The Department of Labour is responsible for monitoring and enforcing compliance with labour legislation, and the WMI should not duplicate these activities. However it is vital that the WMI reports on these activities. Reporting on human resources and human resource development gives an indication of indication of whether or not the WMI is:

· Pursuing sound policies that comply with legislation 

· Contributing to a productive and representative workforce

· Complying with the transformation process in South Africa.

Human Resources and Human Resources Development transformation include policies concerning employment equity, affirmative action, skills development, service delivery to customers and labour legislation. The WMI should state its intention to comply with the relevant legislation. The annual report must report on the status of the WMI’s compliance with the relevant legislation (e.g. employment equity statistics).
· Policy on environmental issues

The WMI will be required to consider environmental issues during its operations and activities. A policy on environmental issues must be developed by the WMI, and should make mention of public involvement and compliance with relevant environmental legislation. 

The policy on environmental management should contain:

· A protocol for self assessment

· Assurances of compliance with legal environmental standards

· A policy on improving environmental awareness in the area through effective training and stakeholder involvement. 

· Measurement of the performance of the WMI

The WMI must define and implement performance based indicators. The Business Plan must define the minimum performance indicators that are required in the WMI activities. The summary in the Annual Report will describe these measures and summarise the achievement of these indicators. 

It may be useful to begin standardising the performance indicators of WMI, so that data can be compared and benchmarking may occur.

· Procedures for consultation with other institutions and stakeholders

WMI’s are expected to establish relations with other institutions and stakeholders to effectively carry out their duties and obligations. The WMI should include the broad philosophy and principles that will guide it in establishing and sustaining successful relationships in the policy statement.

· Any other relevant information requested by the Minister, other WMI’s or that is necessary for accurate decision-making by stakeholders

Policy statements may be necessary for other issues. Additional policy issues may include; affirmative procurement, service level agreements and service levels, incentives etc.
2.
Assessing the performance of the WMI

To assess the performance of the WMI, the CEO / highest-ranking official of the WMI is required to produce a report. (For the purpose of this document, CEO will refer to CEO / highest-ranking official of the WMI).

CEO’s are required to report annually about: 

· The state of affairs

· The business and financial position of the WMI

· The degree to which objectives have been achieved.

· The degree of compliance with relevant legislation (e.g. labour relations, basic conditions of employment, environment, and affirmative procurement)

The annual report is a document that is viewed by the public. In his/her report, the CEO is required to compare the performance of the WMI against the objectives and targets identified in the business plan. While the information in the business plan is based on estimated data, the information in this report will focus on the actual performance of the WMI. The report should therefore assess the following dimensions of the business plan:

· The institutional environment

· Strategies and policies of the WMI

· Services

· Customers / water users

· Outsourcing / shared services

· Operations and systems

· Risk assessment

· Financial information

Explanations should be provided as to whether or not the WMI has achieved its objectives. If they have been met, it should be explained what contributed to their achievement. If the objectives were not met, a proposed plan should be included indicating how the challenges are to be met.

Human resource measures are an essential component of the annual report, and will fall under the sixth bullet point above. Guidelines are listed below to assist in the explanation of the WMI’s human resource strategy, objectives and targets:

· Compliance with the Employment Equity Plan (by category -as a percentage)

· Staff turnover (by level, category and designated group – as percentages)

· The percentage of total possible hours lost due to absenteeism (including sick leave)

· The percentage of total possible hours lost due to work stoppages

· The number of cases referred to arbitration and the labour court

· The number of disabling accident, times one million, divided by the number of employee hours of exposure

· Expenditure on training and development as a percentage of total people costs (including salaries and benefits)

· Number, categories and costs of students (internal and external) sponsored with tertiary level bursaries, per 100 total employees

· Number of person-hours of adult basic education and training, per 100 total employees

3.
Financial statements

Financial information is contained in the financial statements, which will include:

· An earnings statement

· Year-end balance sheet

· Cash flow statement

It is necessary to define the meanings of key items, and present all of the financial indicators and ratios that are listed below:

· Financial risks
Report on the status of risks identified in the business plan.
· Key performance indicators

· Unit costs
Present the evolution of unit costs over the past few years to assist on understanding the performance of the WMI
3.1
Annual Performance Targets for planning and budgeting 

Financial performance targets are ratios, which are used to measure and assess the business. These generic ratios are used in the business plans to predict future growth, and set targets. They are used in the annual report to analyse the business’s growth and development, compared against the previous years results. Ratios are key performance indicators used by external and internal stakeholders to measure the business. They are used in historic projections, in tracking growth and decline trends and future predictions.

There are four major categories of financial ratios that can be used to measure efficiency, profitability, short-term liquidity, and long-term solvency. Together these measures define the overall financial condition of a WMI.

3.1.1
Key Financial Ratios

a) Efficiency

	Working Ratio
	Op. Costs excl. depreciation and interest

Operating Revenue



	Controllable Working Ratio
	Op. Costs excl. cost of sales, depreciation and interest

Operating Revenue



	Operating Ratio
	Operating costs with depreciation and interest

Operating Revenue



	Accounts Receivable (trade debt) Collection Period
	Year-end accounts receivable (trade debt)

Avg. daily operating revenues




The working ratio (operating costs exclusive of depreciation and interest, divided by operating revenue) and the operating ratio (operating costs including depreciation and interest, divided by operating revenue) measure how effectively the WMI is leveraging its funds for ongoing operations. High working or operating ratios mean that the WMI is not managing its funds effectively. The accounts receivable collections period (year-end accounts receivable divided by average daily operating revenues) reflects how well the WMI is doing in managing its billing and collection period. The accounts receivable collection period should ideally match the WMI’s stated policy on the period, which consumers have to pay bills.  If the result is longer than the WMI’s policy, then the WMI must improve its billing and collection function.

b) Profitability

	Rate of Return on Assets
	Net income before interest

Average total assets (revalue)



	Profit Margin Ratio
	Net income

Operating revenue



	Assets Turnover Ratio
	Total sales

Average total assets



A positive, non-decreasing return on assets (ROA) (net income before interest over total assets) is key to measuring performance in generating earnings. Assets not re-valued for replacement value will inflate the ROA. The profit-margin ratio (net income over operating revenue) measures the WMI’s ability to control costs relative to revenues. In analysing this ratio, it is important to look at each component of net income in order to understand and interpret the trends. The asset turnover ratio (net sales on account (debtors) over average accounts receivable or trade debt) shows how quickly sales are converted to cash, often in terms of the average number of days receivables (trade debt) are outstanding.

c) Short-term Liquidity

	Current ratio
	Total current assets

Total current liabilities



	Quick ratio
	Total liquid assets

Total current liabilities




The current ratio (total current assets over total current liabilities) is a measure of liquidity, and indicates whether the WMI is able to pay its bills. This ratio should be higher than 1. Management can inflate the current ratio by delaying purchases on credit at the end of the fiscal year, or by allowing inventories and/or accounts receivable to build up. The quick ratio or “acid test ratio” is a variation on the current ratio that includes current assets that can most easily and quickly be converted to cash. It excludes inventories and in some cases accounts receivable, depending on whether these are easily collectable. The quick ratio should also be greater than one.

d) Long-term Solvency

	Debt-Service Ratio
	Net income before interest & depreciation

Total debt service



	Long-Term Debt Ratio
	Total non-current liabilities

Non-current liabilities and equity 



	Debt-Equity Ratio
	Total liabilities

Liabilities and equity




The debt-service ratio (net income before depreciation and interest) measures the amount of the WMI’s net income that goes to service debt, which are often a large part of fixed costs. The long-term debt ratio (total non-current liabilities over total non-current liabilities and equity) shows the long-term capital that creditors provide. In general the lower the former and the higher the latter of these, the more likely that the WMI will not be able to service its debt. If income becomes less stable the WMI’s ability to service debt will decline.

3.1.2
Analysis of Financial Indicators

The financial health of a WMI is determined by six interrelated elements: income; expenditures; cash flow; structure of debt; condition of capital facilities; and un-funded liabilities. There are simple indicators to analyse each of these. They help explain the broad trends that emerge from the analysis of key financial ratios.

Income

Indicators to be examined include:

· Total income (turnover)

· Revenue shortfalls

· Collection efficiency

· Billing efficiency

Analysing trends in these indicators reveals potential deterioration of the revenue base, possible over-dependence on external sources of revenue, user fees that do not cover costs, poor revenue estimation practices, and uncollected / unbilled revenue.

Expenditures

· Expenditures (total expenditures measured against “unit” produced)

· Employees (total number per “unit” produced)

· Personnel costs

· Operating costs per unit produced

· Fixed costs (total as a proportion of expenditure)

Expenditures should not grow faster than revenues. When this occurs, maintenance is often curtailed to remedy operating deficits, resulting in the depreciation of the physical infrastructure. Excessive growth in any of these areas may indicate problems.

Overall Operating Condition

· Operating deficits

· Reserves

· Cash flows

Operating conditions reflect the WMI’s ability to generate positive net income (revenue less operating expenses), maintain reserves and keep enough cash to pay bills. Net income should be examined to see if a deficit is being masked by a deferral of capital expenditures, or whether operating expenses are being met from reserves or short-term borrowing. Special attention should be paid to deficient rate setting, poor collections, weak cost control, and declines in liquidity or reserves.

Debt Structure

· Current liabilities

· Long-term debt

· Debt service

The WMI’s ability to repay debt is critical to long term sustainability. Short-term debt should not be rolled over continually, nor allowed to grow in order to cover lasting operating deficits. Long-term debt should not be used to finance operations and should have repayment schedules that the current budget can accommodate.

Condition of Capital Facilities

· Maintenance expenditures

· Capital expenditures

· Depreciation

Cutting maintenance to reduce current expenditures shortens the life of assets and can result in a large unfounded liability. It is important to maintain adequate funds for regular maintenance, and to use depreciation as a means of developing the maintenance schedule.


Un-funded Liabilities

· Deferred maintenance

· Pensions and benefits

If no provisions are made are made and deferred maintenance accumulates, reserves may be severely depleted or large borrowing may be needed.

SECTION D:  KEY PERFORMANCE INDICATORS 

Today’s managers recognise the impact that measures have on performance, but seldom think of measurement as an essential part of their strategy. Key performance indicators for the CEO or highest-ranking official of the WMI enable the measurement of performance of the WMI against the vision. Guidelines have been provided in this document, which will facilitate the identification and measurement of KPI’s for the CEO of a WMI.

When identifying KPI’s, four perspectives need to be considered:

· Customer perspective

· Internal business perspective

· Innovation and learning perspective

· Financial perspective

The information provided below gives guidelines as to how to identify KPI’s for each of these four perspectives:

1.
Customer Perspective

The general mission statement on customer service needs to be translated into specific measures that reflect the factors that really matter to clients. Customer concerns tend to fall into four categories:

· Time (the time it takes to meet customer needs)

· Quality (the defect level of products as perceived and measured by the customer. It could also measure on time delivery, and the accuracy of the WMI’s delivery forecasts)

· Performance and service (how the WMI’s services contribute to creating value for the customer)

· Cost

2.
Internal Business Perspective

While customer-based measures are important, these need to be translated into what the WMI must do internally to meet customer expectations. The internal measures should be based on:

· The business processes that have the greatest impact on customer satisfaction (for example, factors that affect cycle time, quality, employee skills and productivity)

· The WMI’s core competencies

· The critical technologies required to function

3.
Innovation and learning Perspective

As there is an ongoing need to continually improve services, products and processes, targets for success are continually changing. An organisations ability to innovate, improve and learn ties directly to the organisations value. Only through the ability to launch new products, create more value for customers, and improve operating efficiencies continually can an organisation increase margins and revenues, and grow.

4.
Financial Perspective

Financial performance measures indicate whether the organisation’s strategy, implementation and execution and contributing to bottom-line improvement. Typical financial goals have to do with:

· Income (water use chargers)

· Registration of water users

· Net assets

An example of a performance agreement for a CEO is attached in Appendix A. Examples of KPI’s have been provided for each of the four perspectives explained above.

      APPENDIX A:  An example of KPI’s for the CEO

This example is a performance management model that can be used as a performance agreement for the CEO of the WMI. It can be used to not only measure the performance of this individual, but the performance of the WMI as a whole. 

SECTION 1:  CORE RESPONSIBILITIES

To lead [NAME OF WMI] under mandate of the Act in order to provide a fair, just and cost effective service to the public through:

· Service Delivery
To ensure that [NAME OF WMI] is accessible to all, strives towards service excellence, claimant confidence and satisfaction. By optimising all communication channels, processes and initiatives, [NAME OF WMI] will strive towards [INSERT VISION AND MISSION STATEMENT].

· Sound Financial Governance 
To ensure that [NAME OF WMI] operates as an organisation that identifies cost efficiency needs on an ongoing basis, by operating under principles of good corporate governance. [NAME OF WMI] shall manage its risk and optimise its investments through financial vigilance.

· Continuous Improvement
To provide innovative system solutions to improve efficiency. [NAME OF WMI] shall emphasise cost savings, increased performance and provision of accurate information.


· Learning and Growth
[NAME OF WMI] will strive to attract and retain the best talent by providing a stimulating work environment and job satisfaction. [NAME OF WMI] commits itself to transformation and the implementation of Employment Equity, by developing a performance-based culture that is tolerant, team-based and fosters service excellence.


SECTION 2:  OUTPUT AND METHOD OF ASSESSMENT

The Performance Management Model is a measurement tool for assessing an individual senior manager’s contribution to the organisation. It is the most significant component in the determination of manager compensation. It is based on the Balanced Scorecard concept, which is a management system that integrates an organisation’s strategic operating objectives with a balanced performance measures to capture critical success factors as a basis for monitoring planned achievement and an indication of future performance. It measures both the financial and non-financial components of all-round organisational performance. 

The balanced scorecard supplements the traditional financial measures with criteria that measure performance from three additional perspectives: the customer, internal business processes, as well as innovation, learning and growth.

Each of the areas is detailed below in the form of an example. Each WMI will be expected to identify its own, objectives, measures, targets, actions and timing:

[This model can be used to produce a report as to whether objectives have been met and obstacles encountered].

Service Delivery

	Objective


	Measure
	Target
	Action
	Timing

	1. Increase Public Confidence


· Increase Accessibility
	· Extent of decentralised service provision
	· Decentralisation i.e., satellite offices by May 2002


	1. Decentralisation Options Report

2. Feasibility study


	By Sept

By Dec


	
	· Level of Public awareness of [NAME OF WMI]
	· Information Officers in place by 31st December 2001
	1. Recruit and place Info Officers

2. Produce a strategic brief
	By July

By Aug

	· Improve Quality of Delivery
	· Reduction in valid complaints 
	· Reduce valid complaints by 50% by June 2000
	3. Compile integrated register to monitor

4. Provide access to register

5. Develop strategy and solutions
	By Aug

By Sep

By Oct

	
	· Reduction in valid inspection queries
	· Reduce valid inspection queries by 50% by June 2001
	6. Conduct analysis


7. Develop strategy and solutions
	By Aug


By Sept


Service Delivery (continued)

	Objective


	Measure
	Target
	Action
	Timing

	1. Increase Public Confidence (cont)


· Decrease Cost of Delivery
	· Reduction in legal costs
	· Reduce legal costs by 25% by June 2000
	1. Manage litigation criteria

2. All litigation files identified & reviewed against good litigation management practice

3. Monthly reviews

4. Activity report to CE

	By June

By June

By June

By July

	· 
	· Reduction in number of instructions to experts
	· Reduce by 10% by June 2000
	5. Produce status report

6. Run “aggressive” manager tutorials

7. Peer reviews

8. Claims executive to meet with attorneys

	By June

Start June

Start June

Start July



	2. Stakeholder Relationships


· Improve the quality of relationships with key stakeholders
	· Reduction of valid complaints
	· Reduce valid complaints by 50% by June 2000


	1. Decentralisation Options Report

2. Feasibility study


	By Sept

By Dec


	· Increase role of black economic empowerment
	· Increase in % expenditure to support Black Economic Empowerment
	· ?
	1. Develop Affirmative Procurement Policy

2. Compile Database of Designated Group Service Providers

3. Communicate criteria

4. Implement
	By July


By Aug

By Oct

From Nov


Innovation and Learning

	Objective


	Measure
	Target
	Action
	Timing

	· Increase the competencies of staff
	· Increase in core competencies i.e., service excellence, 



	· Core competency training programme to yield positive results by June 2001


	1. Conduct needs analysis

2. Develop training strategy & policy

3. Establish budget on needs

4. Develop project plan and implement
	By July

By Aug


By Aug

By Aug



	· Increase the performance of staff
	· Performance Management System implemented at all levels
	· Performance management system implemented by August 2001
	5. Workshops at regions


	By June



	
	· Performance-based pay system implemented at all levels
	· Performance-based pay system implemented by Jan 2002
	1. Decide on quantum for variable pay.

2. Prepare budget

3. Sell plan and budget

4. Implement pay scheme
	By July

By Aug

By Aug

By Dec

	· Accelerate Employment Equity (EE) Implementation
	· EE Plan in place & compliance with the Act
	· EE Plan in place by August 2001
	5. Develop a draft EE plan (including interim plan for short-term results)

6. Plan submitted to Exco for approval

7. Plan submitted to the Board for approval
	By June

By July

By Aug

	
	· Compliance with the plan
	· Compliance within 2 years
	8. Plan communicated to staff

9. Implement Interim Plan 

10. Final plan implemented at decentralised levels

11. Monitoring systems in place

12. Monthly reporting
	End Aug

June

Sept

Sept

June


Innovation and Learning (continued)

	Objective


	Measure
	Target
	Action
	Timing

	· Mobilise staff to Increase morale, tolerance and decrease racial polarisation and resistance
	· Attitudinal shift towards greater teamwork and integration 
	· Positive results from Morale and Integration Climate Survey and intervention feedback by Jan 2000
	1. Identify needs

2. Develop Quick Wins strategy with interventions

3. Implement Quick Wins Strategy, including a motivational road show

4. Analyse feedback from workshops e.g., diversity

5. Design survey

6. Administer and analyse results

7. Report & recommendations
	By June

By June

From July

By Sep

By Nov

By Dec

By Jan

	· 
	· Staff knowledge of the Vision, Mission and their role in transforming the [NAME OF WMI]
	· Change Management strategy implemented by July 2000
	8. Develop a Change Management Strategy: Communication Plan; Stakeholder Management; Change Managm. Training.

9. Assign roles & implement
	By July

By July

	· 
	· Number of Managing Diversity Workshops run


	· All staff to undergo training by March 2000
	10. Select & train facilitators

11. Develop project plan for implementation

12. Implement workshops
	By July

By July


By Aug

	· Foster a Culture of Innovation and Performance
	· Number of Performance Improvement suggestions from staff implemented
	· 10% of Performance Improvement suggestions implemented by June 2000
	13. Develop Improvement Suggestion System

14. Implement system

15. Implement reward scheme

16. Monitor and feed into performance improvement project
	By June

By July

By Aug




Financial

	Objective


	Measure
	Target
	Action
	Timing

	· Improve cost efficiencies
	· Control of line items in budget and control of spending as a whole


	· To exceed budget by no more than 2%


	1. Compile budget compilation guidelines

2. Discuss guidelines

3. Publish guidelines

4. Enforce guidelines


	By Aug


By Sept

By Oct

By Dec



	· 
	· Value for money is assured in all contracts with suppliers
	· To ensure that value for money is obtained in all contracts


	1. Develop policy guidelines.

2. Develop practices.

3. Define roles, objectives and methodology for value-for-money audits


	By Oct

	· To improve financial control 
	· Improved cooperative governance 
	· Implementation cooperative Governance
	1. Senior management to be familiar with cooperative governance

2. Governance issues to be included on agenda

3. Train incoming Board on responsibilities

4. Identify any changes needed in current policies


	By June

By July

By Aug

By Sept

	
	· Stable cash management
	· R100 million cash fund available 
	1. Monitor present cash flow

2. Ensure adequate funds

3. Establish controls


	By June


Internal Business Processes

	Objective


	Measure
	Target
	Action
	Timing

	· To optimise business procedures and processes
	· Improved turnaround time 


	· 10% improvement in the relative cost and time of [name functions]

	1. ?
	By July



	· 
	· Improved financial controls
	· Internal audit function in place

· Financial controls in place


	2. Appointment of internal audit manager

3. Assessment of risk areas

4. Creation of broad controls

5. Development of policies, practices and procedures

6. Implementation of controls


	By Nov

	· To improve knowledge management
	· Established library
	· Seminal legal texts available in regions

· Library policy in place

 
	1. Agree on key library issues

2. Develop and implement policy

3. Consider broader knowledge management issues
	By Aug



	· To establish affirmative procurement
	· Black empowerment businesses receive majority of [NAME OF WMI] contracts
	· List of preferred suppliers is dominated by appropriate black empowerment businesses
	4. Sub-committee to report on suppliers

5. Development of procurement policy

6. Implementation of policy


	By Sept




SECTION 3:  TIME TABLE FOR ASSESSMENT

This section will define who will conduct the assessment, what information they will require, and how often supervisor will meet with manager. A performance agreement generally runs from 1 August to 31 July. 

Dates of assessment:

[1 September 2000


Meeting with board to agree objectives

1 August 2001


Review of objectives together with the Board]

SECTION 4:  DISPUTE SETTLEMENT

In event of a dispute arising regarding your key responsibility, priorities, methods of assessment and or a salary increment, the matter shall be mediated initially internally by:

[The Board failing which the matter will be referred to the Minister of Water Affairs and Forestry for mediation.]

SECTION 5:  ANNUAL INCREMENT

This section indicates the date of increment. Salary increment will be based on performance. The Board will determine salary increments on an annual basis commencing on 1 August 2001. The agreement will be for two years commencing on 1 August 2000 and ending on 1 August 2002, and will then be subject to renewal.

SECTION 6:  PERFORMANCE AGREEMENT

This section should be signed and dated by you and confirmed by a Board representative, and indicates that the countersigning employee agrees that the completed performance conditions gives an accurate framework of the agreement

This agreement will be valid from 1 August 2000 and ending on 31 July 2001.

The agreement may be revised as and when such need arises

_________________________


_____________________________
Acting CEO 





Representative of the Board

Date:






Date:




MONITORING THE WMI








December 2001





�





HINTS FOR MISSION STATEMENT FORMULATION





Keep the statement broad and abstract


Make sure the statement is value-laden which means it is subject to various interpretations









