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Definition

Accounts Payable

Accounts Receivable

Accounts Summary

Accrued Expenses

Accumulated
Depreciation

Accounting Year

Administration Fee

Advances

Amortization

Assets

Accounts Payable are routine expenses that have already been incurred but
not yet paid. The fact that the expense has been ‘incurred’ is evidenced by
the supplier’s invoice or statement of account.

Accounts Receivable represents the balance of water bills not yet collected
from customers. This is entered as a Current Asset.

The Accounts Summary is a worksheet where all accounts of the water
utility from the Bills for Collection Report, Cash Receipts Book and Cash
Disbursements Book are posted. This worksheet also allows for special
adjusting entries. The Balance Sheet and Income Statement are prepared
based on this Accounts Summary.

Accrued Expenses are routine expense that have already been incurred but
not yet paid and unlike the ‘Accounts Payable’ have not been recorded in
the financial statement for the period because no invoice or statement of
account has yet been received.

In common use, ‘depreciation’ is the reduction in value of a fixed asset due
to wear and tear and passage of time.

Using this principle, in accounting, the cost of a fixed asset is usually spread
over the number of years that the asset can be used (useful life). The cost
attributed for one year is called ‘depreciation.’

Accumulated Depreciation refers to the sum of the year-to-year depreciation
for the period that the asset has been used.

So ‘net asset value’ is the cost of the asset minus ‘Accumulated
Depreciation.’

Accumulated Depreciation is presented in the Balance Sheet as a deduction
to ‘Fixed Assets at cost.’

or “year” means the Financial Year

The Administration Fee represents a charge imposed on all customers
during the specified period for the administration of the billing and collection
of accounts of customers.

Advances are payments made to either employees or third parties with the
intention of collecting them back within one year.

This is a Current Asset account.

Amortization refers to that portion of a loan that is repaid periodically until
the loan is fully paid. This does not include the interest on the loan.

Assets are any resource controlled by the WB/WASHCO to derive benefits.
As presented in the Balance Sheet in this Handbook, assets can be Current
Assets or Fixed Assets.

Current Assets are cash and other assets that may be converted to cash,
sold or consumed within one year. Examples are Accounts Receivable,
Advances to Employees, and Advances to Third Parties, Merchandise
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Balance Sheet

Bills for Collection
Report

Capital

Capital Expenditure

Cash Disbursements
Book

Cash Receipts Book

Current Liabilities

Double Entry
System

General

Administrative
Expenses

General Ledger

Inventory and Prepaid Expenses.

Fixed Assets are acquired for continued and long-term use in the operations
of the WB/WASHCO. Examples are buildings, pumps, furniture, and
vehicles.

The Balance Sheet is a financial report showing the financial condition of the
company as of a specific day (for example “as of Sene 30, 2006 EFY”). It is
normally prepared as of the end of the financial year at the same time as the
Income Statement. It may also be prepared any time of the year. It
summarizes the balances of Assets, Liabilities and Capital as of the
specified date.

The Bills for Collection Report contains all Water Bills issued within a month.
It is recorded in the numerical sequence following the water bill to ensure
completeness. It is summarized monthly and the totals (per account) are
posted to the ‘Accounts Summary Form’.

Capital represents equity contribution of the owners in the CBO as well as
donations from government and donors.

Capital also includes Retained Earnings and the current Net Income. (See
definition below

Is the expenditure incurred for the purpose of acquiring, extending or
improving assets of permanent nature by means of which the business may
be carried on, or for the purpose of increasing the efficiency of the project.

The Cash Disbursements Book contains all Payment Vouchers issued. It is
recorded in numerical sequence to ensure that all payments are recorded. It
is summarized monthly and the totals (per account) are posted to the
Accounts Summary form

The Cash Receipts Book contains all Official Receipts issued for all cash
collections. Recording Official Receipts in numerical sequence, including all
canceled or spoiled Official Receipts ensures that all collections are
accounted for.

It is summarized monthly and the totals (per account) are posted to the
Accounts Summary Form.

Current Liabilities represent amounts due to third parties within one year.
Examples of accounts falling under this classification are Accounts Payable,
Accrued Expenses, Current Portion of Loans Payable and Interest Payable

Means the recording of two fold effect of every transaction.

General Administrative Expenses account is for all expenses not specifically
identified for water production or distribution but is important in the
operations of the water utility. This account may include office supplies,
transportation expenses, representation expenses, and refreshments during
meetings.

This does not include expenses incurred that do not support the business of
CBOs, such as contributions to a village party. These expenses are
classified as ‘Non-Operating Expenses’.

A General Ledger is a record of the movement of an account in the Balance
Sheet and Income Statement. It contains additions and deductions and the
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Income

Income Statement

Interest Expense

Interest Payable

Long-term Liabilities

Merchandise
Inventory

Net Income

Net Operating
Income

Operating Expenses

Operating Revenues

Other Current
Assets

Other Current
Liabilities

balance of the account at any time.

In common usage, “income” is often interchanged with “revenue”. In
accounting, “income” refers to net income, where expenses have been
deducted from revenues.

The Income Statement is a financial report of the operations of the company
over a period of time (like “For the Year Ending June 30, 2006 EFY”).
Normally, this is prepared at the end of the financial year of the company. It
may also be prepared monthly, quarterly or as often as needed. It contains
the total revenues earned and corresponding expenses incurred during the
specified period. The resulting net income or loss goes into the Balance
Sheet (Capital portion).

Interest Expense is the cost of borrowed money or a loan. In the Income
Statement, this amount should be the cost of borrowed money
corresponding to the reporting period of the income statement. It is not
necessarily the actual amount paid, which may be less or more than the
amount due for the period.

Interest Payable represents the amount of interest due and unpaid as of the
Balance Sheet date. This is entered as a Current Liabilities account.

Long-term Liabilities represent obligations that are payable beyond one
year. If a loan needs to be paid over 5 years, the portion of the loan that is
due in future financial years is a ‘long-term liability.’

Merchandise Inventory represents items that will be sold to customers within
a year, like water meters, gate valves, pipes and fittings. This is a Current
Asset account.

Net Income is the bottom line in an Income Statement. It represents the
difference between all the revenues generated and all the expenses incurred
over a specified period. It may also be defined as Net Operating Income
after deducting Depreciation, Interest Expense and non-operating
income/expenses.

Net Operating Income is the difference between Operating Revenues and
Operating Expenses.

Operating Expenses are the day-to-day expenses of running the water
utility. In the Income Statement, this is the sum of Salaries, Rent, Electricity,
Fuel, Chemicals and Filter, Repairs and Maintenance, General
Administrative Expenses and Other Expenses.

Operating Revenues represents all income generated by the water utility
from its water operations. Th is includes Water Revenues, Meter Rental
Fees or Meter Maintenance Fees, Administration Fees and New Connection
Fees.

Other Current Asset account holds all other assets that may be converted to
cash or whose benefits can be realized within one year that cannot be
classified in the specific ¢ Current Asset accounts defined above.

Other Current Liabilities account represents all other obligations due to be
paid within one year that cannot be properly classified in the specific Current
Liabilities accounts shown in the Balance Sheet.
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Other Expenses

Other Operating
Revenues

Payment Voucher

Revenue

Statement of
Receipts and
Disbursements

Subsidiary Ledger

Other Expenses account may be used for all other operating expenses that
cannot be classified in the specific Operating Expense accounts in the
Income Statement.

Other Operating Revenues account represents all other revenue accounts
not specifically identified in the Operating Revenues section of the Income
Statement.

The Payment Voucher is the document prepared for all cash payments
made by the Treasurer. It contains the particulars for the payment and duly
supported by the proper invoices or documents. It also contains all
approvals required before the payment is released.

Revenue is income from activities that are normally done by the
WB/WASHCO. For accounting purposes, revenues appear in the top part of
the Income Statement, while net income appears at the bottom after
expenses have been deducted from revenues.

The Statement of Receipts and Disbursements is a financial report that
summarizes all types of cash received and all types of cash payments made
during a specified period. It accounts how the Cash account moved during
the specified period. The bottom line of this report is the Cash balance
available at the end of the period. This amount may not be the same as the
bottom line of the Income Statement which is the Net Income for the period.
Cash received may include collection of water sales and penalties. It may
also include collection of advances from employees and third parties and
even collection of loan proceeds. So cash received may either be revenues,
a reduction of assets or an addition to liabilities. Cash payments may include
payment of loans, purchase of assets and payment of expenses. So
payments may either be expenses or a reduction of liabilities or an addition
to assets

A Subsidiary Ledger is a complementary record providing the details of the
movement of an account under the General Ledger.

For example, the General Ledger account “Advances to Employees” is
supported by Subsidiary Ledgers for all the employees that have received
cash advances. This makes monitoring of the status of cash advances
easier. The sum of all the Subsidiary Ledgers for a specific account should
tally with its General Ledger account at any time.
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Acronyms

AfDB African Development Bank

CapEx Capital Expenditure

CBMS Community Based Maintenance System
CBO Community Based Organization

CMP Community Managed Project

CSO Civil Society Organization

DFID Department for International Development (UK)
EWB Executive Water Board

DAs Development Agents

DAG Development Assistance Group

GTP Growth and Transformation Plan

GM General Meeting

IDA International Development Agency (WB)
JICA Japan International Cooperation Agency
JMP Joint Monitoring Office

JTR Joint Technical Review

HDW Hand dug Well

HP Hand Pump

LSP Local Service Provider

MDG Millennium Development Goal

M&E Monitoring & Evaluation

MFI Micro Finance Institution

MoWIE Ministry of Water, Irrigation & Electricity
MVS Multi Village System

NGO Non-governmental Organization

NWI National WASH Inventory

O&M Operation & Maintenance
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O&MM Operation and Maintenance Management
OWNP One WASH National Program
PCS Post Construction Support
PR Public Relation
RPS Rural Piped System
RWBs Regional Water Bureaus
TWSS Town Water Supply and Sewerage
UNDP United Nation Development Program
WASHCO Water Supply, Sanitation and Hygiene Committee
WAO Water Administration Office
WHO World Health Organization
WB World Bank
wuUB Water Users Board
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1. FINANCIAL MANAGEMENT
1.1 General

In Ethiopia water supply and sanitation have considered as basic social service which
eventually pave way for poverty reduction. This has meant adopting a policy that demands
users to pay for the service that they getting as supplying water free or almost free of
charge are not possible or treat for equity. Thus, the government has set a policy in which
the beneficiary should manage water supply and sanitation schemes including its financial
resources.

The financial management such as recording of income and expenditure, internal auditing
has to be conducted regularly. Thus, failure to keep appropriate financial records resulted
with inability to cover/ at least costs of operation, maintenance and commaon repairs.

Setting water tariff should depends on the analysis of willingness and ability to pay, choice
of technology, cost effective design and complexity of the scheme through studying
business plan for the service. Communities that do not have easy access to water are
generally willing to pay for improved water supply, regardless of their ability to pay.

Thus, National Water Resource Management Policy advocates community participation in
all phase of the project and water as social and economic goods even if it was not fully
implemented mainly due to lack of awareness.

Tariff setting for RPS is one way of mobilizing resources from communities. All national
and regional governments praise this kind of community involvement as far as they put
issue of charges beneficiaries should pay for services. However, money generated from
sell of water and services financial management and reporting system that is operated by
Water Boards or WASHCOs should transparently enter into the reporting lines, frequency,
timeliness and format (different charts of accounts for different water supply schemes).

Financial Management involving community participations pave attention for the following
points.

= Partnership and negotiations for full or partial cost recovery,

= WASHCO/WUB and role and tasks of main actors, with gender specific roles,
= Affordability and willingness to pay,

= Benefit cost analysis,

= Budgeting for costs, before, during and after construction: Cost sharing creating a budget:

estimation of O&M costs,

= Choosing the type of financing system: Tariff setting, vending, community fund raising,
credit schemes and revolving funds periodically, revenue collection system and flow of

collected funds, establishing a payment system with the village,

= Administration of funds registration of collection funds and payments, bookkeeping,
opening and using an account use of, funds for other sectors activities, money plan
control and reporting to the community, sanctions for non payments, remuneration of

water committee staff, and,

= Management Capacity: Decisions making process, problem solving capacity (in case of
unexpected expenses or high inflation), information needed in order to make financial
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1.2

1.3

1.3.1

decisions, self monitoring, learning from experience, training needs, relationship with other

actors.

To conclude user contribution for the water they consume is important for enhancing
financial sustainability of the scheme. Transparent sound financial management that
supported with regular auditing can enhance financial sustainability and meet Ethiopian
Water Resource Management Policy requirement for covering at least O&M cost.

Water Resources Management Policy

The Ministry of Water Resources has issued the Water Resources Management Policy
(WRMP) in 1999. The WRMP has considered water as social and economic goods. The
principle of cost recovery, decentralized management, sustainability of water supply and
capacity building, research and development are incorporated as the most important
concepts in the water policy.

It creates and promotes a sense of ownership of water supply schemes by the
communities. It charges the communities as their responsibility to operate and maintain
water supply systems; and develops participatory management practices. The policy
enhances principle of financing the operation and maintenance of rural water supply
schemes by the communities.

A few highlights of Water Policy relating to Water Supply and Sanitation particularly on
relation to financial management are:

= The setting of the tariffs to be site specific; ensure that rural tariff settings are based
on the objective of recovering operation and maintenance costs, Establish a "Social
Tariff" that enables poor communities to cover operation and maintenance costs.
Develop flat rate tariffs for communal services like hand pumps and public stand
posts,

= The rural communities, to cover at least the operation and maintenance costs of
water schemes while the urban cover the full cost recovery,

= Promote objective oriented training with special emphasis on trades-level training,
community participation, administration and finance, and operation and maintenance,

= Involve NGOs in funding and in the actual implementation, operation and
maintenance of WSS projects (strategy says).

Preparing Annual Budget

General

A Budget is merely a plan expressed in quantitative (monetary) terms. Its preparation
involves setting targets for the revenues and expenditures of the water supply service
office. Being a simulation of how the financial inflows, outflows and other accounts will
behave as it implements its plan within the budget period; it also involves the analysis of
trends and anticipated changes within business categories, such as operations and capital
expenditures. The adoption of a relatively detailed, annual budget is a key element in
improving the WAQO’s effectiveness.

The budget is prepared by management, usually during the last quarter of the year, and
should be approved by the Board before being endorsed to the General
Assembly/WASHCO and to the regulatory bodies like RWB, ZWO or WWO.
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1.3.2

133

Preparation of an annual operating budget is the first step an organization must take to
ensure that there is an accountable and transparent financial management system in
place and that the WUB operates on a financial sustainable basis. There are various
reasons why a budget is important:

1 An annual budget, prepared by the finance committee, is submitted to the
management committee and subsequently to the membership for approval.

2. Preparation of an annual budget requires information regarding expected income and
expenditure to run the water supply services, and requires planning for capital costs.

3. Expenditure should be kept within the approved budget according to each budget line.

4. A budget helps to enhance transparency and accountability, quality of works, service
provision and efficiency and effectiveness.

Definition of Some Financial Terms

No Terms Definition

1 Budget A summary of the expected income and expenditure
associated with a particular activity

These are costs that are not related to how much water

2 Fixed cost the WAO/WUA produces

3 Recurrent cost These are costs that are dependent to how much water
the WAO/WUA produces.

4 Variable cost Same as recurrent cost

5 Operating Cost Costs incurred in the operation of the WAO/WUA

6 Revenue Income to the WAO/WUA

7 Capital cost Cost incurred for something that has a life span that
extends over several years

3 Operating Balance Revenue less operating costs (fixed and recurrent
costs)

9 Operating ratio Revenue divided by operating costs.

10 Capital replacement Describes a situation in which the revenues are

sufficient to cover costs of replacing the assets

Basic Components of Budget

The basic components of a Budget are:

1) Statement of Objectives,

2) Operation and Maintenance Budget,

3) Capital Expenditure Budget, and

4) Financial Statements, including the Cash Flow and Income Statement
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1.33.1

1.3.3.2

Statement of Objectives

For an on-going service, the first step in any budgeting process is generally an analysis of
the current year’s actual expenditures as compared with the approved budget, and the
presentation of objectives and goals for the coming calendar year. The deviations
between the actual estimated disbursements and budgeted amounts for the current year
have to be explained, and related to the WAQO’s performance in terms of the current year’s
objectives.

a) These analyses need to be presented to the Board, which needs to appreciate and
evaluate whether the objectives set for the following year are the right ones, are worth
the budgetary outlays proposed, and are realistic in the sense that they can be
supported by the revenues to be realized by the business. In other words,
management should state the reasons (objectives) for having a budget.

b) Depending on management’s presentation and the Board’s appreciation of the
budgetary proposal, the Board may request management to make the modifications it
deems necessary, or approve the budgetary plan outright.

c) It generally takes a minimum of 2 to 3 Board meetings before the Board approves the
budget.

Operation and Maintenance Budget

The O&M cost is the total estimated cost required to manage, operate and maintain the
water supply system. The projection of the O&M Budget usually is fairly straightforward,
unless major deteriorations of the facilities have created expectations of unpredictable
cost levels, or serious local or global events are expected to cause large spikes in the
prices of some essential supplies. Otherwise, it is projected from the results of past
operations and adjusted to fit the current or projected prices and costs.

(i) Nature of O&M Costs

It is important to realize that in a well-managed water supply service office; there are only
two major groups of expenditures:

1. Capital Outlay/Investment: the costs of which are determined at the initial stages of
the business, or when it expands, upgrades, or replaces the physical facilities for
water supply. The annual costs are then composed of the depreciation of the major
facilities, the financial costs incurred in their acquisition and installation, and actual
CapEx disbursements during the year.

2. Operation and Maintenance: which involves practically all the activities of the
business whose, focus is basically to employ its physical facilities to distribute the
water 24/7, reliably and efficiently, and to ensure that these physical facilities remain
capable of continuing to distribute the water 24/7, reliably and efficiently.

From this, it will be clear that the O&M cost is one of the two major components
considered in determining the initial water tariff of the system and the necessary
adjustments in tariff that may be dictated by external factors and as the system expands in
the succeeding years of operation.
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(ii) Revenues needed to support O&M Costs

From the foregoing discussion, it becomes very clear also that WAOs need to collect
water revenues continually and promptly in order to reliably operate and maintain the
water supply facilities. In too many instances, insufficiency of funds is at the root of poor
system maintenance.

(iif) Need to educate Users

Each member user should be made to realize the importance of a well-supported O&M on
the reliability of their water system. They should be educated on what the O&M budget
comprises and why a collection is made for the WAO’s O&M. The training should be offer
during the election of General Assembly and Board.

(iv) O&M Costs Items
Following is a list and description of what are generally included as O&M cost items:
1. Salary/wages refers to the gross personal services expenses;

2. Power costs and related expenses refer to the total electricity and fuel, oil, and
lubricants incurred in the operation;

3. Chemical cost for water treatment like Chlorine, Aluminum Sulfate if applied which
also include laboratory chemicals and equipment;

4. Maintenance expenses refer to the repairs and maintenance costs of facilities,
exclusive of salaries and wages of WAO staff who undertook the repairs and
maintenance;

5. Permits/Regulatory fees are expenses incurred in obtaining or updating business
permits, licenses and payments for regulatory fees;

6. Board costs are expenses incurred during Board meetings as well as board per diems,
if any;

7. Operation CapEx are disbursements made which do not enhance the physical
distribution system but are necessary in improving the office environment, work
efficiency, or security, examples of which are fax equipment, light fixtures,
housekeeping equipment, vault and filing cabinets, and computers;

8. Miscellaneous costs refer to other maintenance and operating expenses like
representation expenses excluding depreciation, interest and other bank charges.
Capital Expenditure (CapEx) Budget.

The annual CapEx budget summarizes the cost of the projects that the WAO/WASHCO
will implement during the budget year. These are cost items that involve large amounts,
like pipelines, reservoir, connections, source development, major repairs or expansion of
the network. The amount is determined based on the project plans and the estimates of
their cost.
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1.3.3.3 Cash Flow Statement

The Cash Flow Statement is a plan showing the sources and levels of cash revenues that
will be realized, and the cash disbursements planned during the budget year. This
document is essential in matching and timing the expenditures with the cash that will be
available. It prevents fund shortfalls at the time critical items are scheduled to be
purchased. When a cash shortfall is foreseen, the budget planners (management) can
adjust spending priorities, delaying the purchase of non-critical items and, when needed,
obtain additional funds from external sources. Serious prolonged cash deficiencies that
are foreseen should trigger the consideration of tariff adjustments.

The Cash Flow Statement is based on the cash method of accounting rather than on the
accrual method.

Table 1-1: Format for Cash flow Statement Quarterly Basis

Description 1°'Q 2" Q 39Q 4" Q Total

Collection %

Receipts

Water Sales Collections

Penalties

Customer Deposits

Loans/Grants

Connection Fees

Others

Total Receipts

Disbursements

Operations

Vouchers payable

Staff advances

Loan debt Service

Customers Deposit Refunds

Others

CapEx

Total Disbursements

Net Receipts
(Disbursement)

Cash Balance, Beginning

Cash Balance, End
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1.3.3.4 Income Statement
While the Cash Flow Statement may indicate cash sufficiency during the budget period, it
does not show that the Utility is earning a profit. The statement designed to determine
profitability is the Income Statement, which uses the accrual method of accounting.

Table 1-2: Format of Comparative Income Statement

Description This Year Last Year Variance

Operating Revenues

Less: Operating Expenses

Operation Expense

Maintenance expenses

Depreciation

Total Operating Expense

Operating Income

Other Income

Total Income

Less: Misc . Income Deductions

Net Income before Interest

and Taxes (if any)

Less: Interest Charges

Taxes (if any)

Net Income (Loss)

1.3.3.5 Budget Monitoring and Control

Executive Water Board Management must monitor the level of expenditures against the
budget on a monthly basis in order to control overruns that could lead to unexpected fund
shortfalls.

Monitoring the budgeted expenditures enables management to take cost reduction
measures, make decisions on budget realignments, and consider the need for a
supplemental budget if it is forecast that the approved budget for essential expenditures
will be exceeded.

1.4 Sources of Income

It is predictable that RPS can generate revenue from the following sources:

= User’s fee which shall be paid to cover running and maintenance cost every week /
two weeks /month / year in the form of cash and/or kind as stipulated in the By-law;

= Service fee from connection, reconnection & penalty;
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1.6

= Compensation for relocation of pipe line and other water supply facilities due to
electricity, road and other construction activities;

= Sales of used materials and equipment
= Subsidy and or support from stakeholders;

= Volunteer contribution from beneficiary community or outsiders in the form of cash
and/or kind;

= The committee shall arrange fund raising activity to collect money (bazaar). In this
case different systems for special contribution shall be arranged including labor and
locally available material that could be converted to money.

= Support of money from government and non-government organization in cases of a
considerable problem encountered to run the activity;

= Revolving fund for spare parts which shall be availed from donor or government
agencies;

= Public shower, cattle trough, growing fruits and vegetables with the surplus water
following around the water supply facilities, and etc.

Determining Expenditures

The expenditures of the water supply administration service office/l WASHCO/EWB is
categorized as:

= Salary;

= Purchasing of materials and equipment;
= Utilities;

= Rehabilitation and maintenance;

= Advertisement and commission;

The major of the expenditure is purchasing of materials and equipment, and then followed
salary.

Principle of Cost Recovery

Cost recovery refers to the practice of charging users the full (or nearly full) cost of
providing services.

Full cost recovery means reimbursement to service providers of both recurring and non-
recurring costs associated with construction, operation and maintenance of a water
service.

Costs include, but are not limited to, the costs of community mobilization, planning,
design, administration and construction, equipment, and O&M expenses.

Water Resources Management Policy says communities have the responsibility to cover
the cost of operation and maintenance of the rural water supply schemes. But the extent
to which O&M cost to be recovered is not clear.
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Thus, this strategic objective is to clearly indicate which costs are need to be covered by
the community and which other cost supported by the government and development
partners. Here, different options can be put which subject to be modified based on the
local context.

Expecting users to pay all direct O&M costs is a realistic target which implementers
should strive to meet. Direct O&M costs comprise those for maintenance, repair and
replacement. Nevertheless, to Ethiopian current context, this direct cost can be shared by
Government and Development Partners.

As applied to the RPS system, the main goal of the water sector as a whole is basically to
secure the rural community in providing potable, clean and adequate water. The activity
includes socioeconomic surveys, study and design, production, water quality check up,
distribution to the community, maintenance and repair, etc. All process starting from
project proposal entails corresponding costs. These costs can be broken down into
feasibility study cost, design costs, capital investment costs, production costs, and quality
check-up costs, distribution costs, and system maintenance costs, running costs and so
on

In RPS system, the main goal of the water sector is to secure the community in providing
potable and safe water.

= To achieve this goal the water sectors have been incurring material costs, labour and
other overhead costs.

= Other cost such as replacement costs and maintenance costs, which are planned to
be included in cost assessment, shall be seen in this paper.

Type of Costs

Whatever cost components we have in any system costs are usually categorized into two
major Units. These are:

1. Variable Cost

2. Fixed Cost

All other costs are the sub-component of variable and fixed costs.
1. Variable Costs

= The variable cost is the cost that changes in direct proportion to change in the cost
drivers.

= Cost drivers are activities that affect costs.
= The activity undertaken in the production and distribution of water affects costs.

= Costs are said to be variable if they increase as the volume of water produced/sold
increased or decreases as volume decreases or increases.

= Examples of variable cost are chemicals, electricity, fuel lubricant, etc.
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1.6.2

1.6.3

2. Fixed Cost
= The fixed costs are expressed as the cost, which is not affected by cost drivers.

= These costs do not change as the volume of production and distribution changes at
least within the given range.

= Examples of fixed costs are salaries, stationeries, depreciation, per-diem, rent of
office, repair cost and the like.

In the first place the O&M Costs should be identified as:

i. Running (operation) cost,
ii. Maintenance cost, and
iii. Replacement cost

These in details can be:
1. Material costs — consumables, chemicals, energy, tools, spare parts and equipment,

2. Works personnel - staff involved in operation, maintenance, routine preventive
maintenance, repairs, and construction for minor rehabilitation,

3. Management personnel - staff involved in planning, supervision, financial
management, administration, and monitoring,

4. Financial costs - interest, amortization, depreciation, exchange rate variations,
inflation,

5. Environmental costs - water source protection and conservation,

6. Support costs — training support, technical assistance, institutional strengthening,
monitoring and evaluation,

7. Future investment costs - Major overhauls (rehabilitation), replacement, and
extension,

8. Other costs — transport, services paid to a private contractor, unaccounted for water
due to leakage, bad administration and vandalism.

Cost Recovery Concept

= The cost recovery principle emphasizes the coordinated effort of the water system to
cover the entire cost of running the water supply scheme from sales of water.

= The cost is said to be fully covered if the difference between total revenue and total
cost is zero or positive.

Why Cost Recovery is needed in RPS?
In RPS, the cost coverage is needed to: -

= Match the current market price,
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= Facilitate tariff determination,

= To meet Ethiopian Water Resource Management Palicy,

= To guarantee replacement of fixed asset,

= Assuming full ownership and independently run the operations of the water system.

O&M Cost Sharing

The cost of running this service should be shared between the user community and the

Woreda (through an annual allocation from the regional level). The Maintenance Support

System will need to demonstrate value for money to justify this cost to the user

communities.

= Communities should contribute a part of the capital cost of water supplies, but should
bear the total cost for operation and maintenance, and a part of the cost of the
maintenance support service.

= Strengthen community O&M financial management systems to ensure accountability
and enhance transparency regarding the flow and use of Government and partners’
funds at all levels.

» The contribution by the community mainly for running and maintenance costs for point
water sources like hand dug well, shallow wells fitted with hand pumps as well as on-
spot spring development.

= The Ministry of Water, Irrigation and Electricity develops the cost-sharing guideline,
while the Regional Water Bureaus, Zone and Woreda Water Offices determine the
exact contributions to the capital cost and the maintenance support service, according
to local economic conditions. Nevertheless this strategic framework recommends the
following cost sharing:

The costs of maintenance of water supply facilities shall be borne primarily by the users.
They will meet costs pertaining to:

() Repair and replacements of worn out parts;
(i) Labour costs of O&M (caretakers, scheme attendants, handpump mechanics, etc);
(iif) Administrative/ logistical requirements; stationary, public transport, fuel, per-diem etc,

Cost sharing between government and communities may involve on the following issues
but it depends on the local situation.

(i) Replacement of hand pumps,
(i) Provision of spare parts which price is beyond the affordability of the community,

(i) Fuel cost for those community get water supply from motorized schemes but do not
have electricity.

The community may require external support from governments or NGOs to meet those
costs beyond their ability. These may include;
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(i) Borehole rehabilitation to include:
= Desilting of borehole,
= Fishing of dropped handpump parts (pipes and rods), and
= Replacement of whole riser pipe.
(i) Electro-mechanical maintenance and replacement
= Maintenance and replacement of pumps (surface and submersible), generators,
and switch board.
(iif) Major extensions of piped systems (RPS) if support requires;
(iv) Refresher and regular trainings for WASHCOs, caretakers and technicians; and
(v) Monitoring and technical support.
Eventually when the life standard and income of the community increase and ensured the
affordability, the support can be terminated and the cost of all O&M incur will be the
responsibility of the community themselves.
1.6.5 Ability and Willingness to Pay

With regard to income related issues, detailed up-to-date information regarding specific
income data of aforementioned beneficiary should be collected using structured
household survey for sample households 30 — 50. However, experiences show that
people are usually unwilling to reveal their periodic income.

Affordability deals with the analysis of ability of consumers to pay for water. In order to
analyze the ability of consumers to pay for water, the water supply consumption of the
users and the income level of consumers (Low-income section of the society) should be
identified and computed. Specially, the ability of the very poor households in the area shall
be focused upon.

For reasons of practicality, Affordable Price is defined as maximum amount, which a
household can pay for water without greatly compromising its ability to buy other basic
goods and services for its members.

Therefore, affordability can be expressed as a fraction or percentage of the household
income. Based on the accepted practice of institutions, which is derived from analysis of
domestic expenditure behaviour in Ethiopia, up to 5% of household’s income is assumed
affordable for water. It is advisable if calculation made for affordability adopts this
assumption.

The rational for conducting studies of affordability of water tariffs evolves from two basic
considerations:

= The Ethiopia Water Resource Management Policy recognizes water as a commodity
with not only economic value but also a social value. Therefore providing affordable
water supply to the rural population is one of the major objectives of the policy. It is of
paramount importance to make sure water price does not limit the access to potable
water by the poor.
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= The other important consideration is that Price of water that is not affordable by the
majority of the intended beneficiaries makes the water supply system financially
unsustainable.

a) For low consuming Yard Connections (5 m* month)

Assuming that the monthly average income of this group is X Birr/household and applying
affordability criteria of 5% of income, the maximum this group is able to spend on water is
X Birr per month per household. This includes monthly meter fee of X Birr.

Assuming household size 5 and the average per capita consumption will nearly increase
from the existing 15 I/d to 20 I/d due to the intended improvement of the scheme, the
average domestic consumption would become:

20 l/c/d * 5 persons * 30 days = 3 m® per month/household
Tariff affordable = x Birr/3 m*® = X Birr /m®

Consequently, the maximum tariff that would be affordable by the low-income households
that consume only up to 3m? is X Birr per m* of water consumed.

b) For Public Fountains (PF)

The average income of this household group is assumed X Birr per month/household.
(Household using water-vendors, as their primary or secondary sources of water, are
included in this category).

= Ability to spend on water is 15 Birr per month/ household (5% of X Birr).

= |t is assumed that the average per capita consumption would rise to 20 I/c/d from the
existing with the improvement of the system, the average domestic consumption
would become:

= 20 l/c/d * 5 persons * 30 days = 3.00 m® per month/household
= Tariff affordable = x Birr/3.m* = x Birr/m®

Consequently, the maximum tariff that would be affordable by PF user is X Birr/m*® of
water consumed. Therefore, affordable tariff cannot be exaggerated.

Besides, willingness to pay has to be assured as it is more important in predicting success
than affordability to pay. Many communities who are able to pay have not in fact been
able to raise the cash, while some poorer communities who are less able to pay have
successfully financed their systems.

The primary incentive that makes communities willing to pay seems to be guaranteed
access to an adequate supply of water to communities that do not have easy access to
inadequate supply of water. Communities that do not have easy access to water are
generally willing to pay for improved water supply, regardless of their ability to pay.
Contrary to this, there are communities who are reluctant to pay for the service as they
have alternative water source relatively easy to collect.
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1.7 Water Revenue

1.7.1 Determining Revenue

It will be explained in the next section that as a manager of a drinking water supply
system, the WASHCO and WUB most important job is managing the delivery of safe
drinking water to the benefiting community. If the water supply system does not have the
resources to cover the full cost of producing and delivering water, the system won't be
sustainable. As a result the benefiting community will frustrate and may prefer to go to the
unsafe traditional water sources.

Determining revenue helps in understanding the importance of recovering the full cost of
running the system through water sale and how to structure the rates to achieve full
recovery of O&M. Structuring the rates in this way will ensure that the WASHCO and
WUB will have the financial resources to operate effectively and efficiently for the life time
of the water supply scheme.

The following are the anticipated rate setting process:
Step — 1. Determine the full cost of O&M by calculating the listed cost items.
Step — 2: Determine the current revenues from water sale and others.

Step — 3: Consider the reserve requirements to ensure that there is enough finance to cover
water supply scheme asset rehabilitation and repair costs

Step — 4: Determine the amount of money that should be collected from water sale through
appropriate tariff to cover O&M costs and fully fund your reserve account.

Step — 5: Evaluate appropriate rate structures and design an appropriate rate as the case
may be.

Step — 6: Implement the rates.
Step — 7: Review your rates and make changes when appropriate.
1.7.2 Revenue for Rehabilitations and Expansions

Enough revenue to cover costs is the first step in ensuring that RPS can consistently
provide high-quality drinking water. The WASHCO and WUB should set aside money
every year in a reserve account to fund asset replacement and rehabilitation. This is to
mean that there should be reserve account for replacement and rehabilitation of assets
such as pipelines, pumps, generating sets and accessories. The amount that WASHCO
and WUB need to save must be factored into water supply service's rates because
rehabilitation and repair costs are part of the overall cost of providing service.

To establish and properly fund a reserve account, WASHCO and WUB with the technical
support from WWRO, has to prepare the asset rehabilitation and maintenance priorities
and determine the funding required for these improvements. Asset management will be an
important tool to help do this.

Asset management can be a lengthy process, but it involves five basic steps that will help
you determine how much you should set aside in a reserve fund each year:
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1. Develop an inventory of all of RPS’s assets by listing them and collecting information
on the condition, age, service history, and useful life of each one.

2. Prioritize the assets to help you decide how best to allocate your limited resources.
Priority should be based on the asset's importance to the operation of the system and
the protection of health. Other factors to consider include how soon you will have to
replace the asset (its remaining useful life) and whether other pieces of equipment can
do the same job (its redundancy).

3. Determine the costs of asset rehabilitation and replacement.

Asset Depreciation: Each time you operate a piece of equipment, you subject it to wear
and tear, thereby reducing its value. This loss in value is called depreciation. Some water
systems include depreciation in their budget as a cost of operation. Depreciation can be a
useful guide for determining the annual contribution to RPS’s reserve fund.

4. Decide what percentage of these costs you will cover with cash (i.e., money you set
aside in the reserve account), and how much you will cover through grants or loans.

5. Review and revise the plan. The asset management plan should be used to shape the
system's operations. It should evolve as you gain more information and as your
priorities change.

This process will help WASHCO and WUB to determine how much money they need to
rise every year through rates to generate the cash necessary to implement the capital
improvement plan. While this is a very brief description of how to determine, how much
you need to save in the reserve fund every year.

Tariff Fixation

The tariff for use of water supply should reflect the actual cost of providing service,
including the costs associated with maintenance and replacement of equipment. It is
practice for communities to pay for water on consumption basis rather than a flat rate, to
encourage observation points. The water tariff should be reviewed on annual basis to
ensure it is covering real costs related to operations and maintenance.

=  Water tariff shall be prepared by WASHCO/WUB consultation with the WWRO, Zone
and Regional Water Bureaus depending on the size and coverage area.

=  The water tariff shall cover at least the cost of O&M for rural while full cost for urban
setting. For the case of RPS, both options should be applied.

= Water tariffs shall be forwarded to the general assembly of benefiting community by
WASHCO/WUB for endorsement.

= The water tariff shall be implemented upon the approval of the benefiting community
and WWRO/ZWRO/RWB,

= When a WASHCO/WUB has achieved cost coverage as to be determined by the
WWRO/ZWRO/RWB based on the quarterly financial reports, this event shall be made
public by official letter from the WWRO/ZWRO/RWB and the following privileges shall
be awarded to the WASHCO/WUB.

o The tariff varies based on the technologies choices (Gravity, Pumping: electricity,
diesel, solar, wind etc),

o Water tariff autonomy,
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o Members may receive incentives for their good WASHCO/WUB work as to be
determined by the Rural Water Supply Management Proclamation, regulation and
or guidelines issued by respective region and approved by the general assembly,

o Autonomy regarding the application funds,
o Sole rights to operate bank accounts.

However, such privileges may be withdrawn by WWRO/ZWRO/RWB if cost coverage is
lost at a later reporting period. Cost coverage means that income from operations equals
(or exceeds) all cost incurred by the water supply in a given period. Such cost can be
broken down into three categories:

Running cost,
Maintenance and repairs,

Replacement reserve (depreciation of fixed assets).

As maintenance and repair cost may not occur in every quarter and the value of water
supply installations may not be known by the WASHCO/WUB, the WWRO/ZWRO/RWB
will provide each WASHCO/WUB with quarterly figures on the amount of this cost.

A maintenance and repair reserve per annum amounting to 3% of the total installation/
replacement cost should be used unless a better way of estimating this cost category
is known.

The replacement reserves will be calculated on the basis of the cost of replacement of
each water scheme at today’s prices (or actual cost of installations not older than two
years) and the estimated useful life of its components, taking into account the daily
running hours of motorized systems.

In order to determine whether cost coverage has been achieved, the following
calculation will be applied based on the quarterly cash accounting records:

Assume:

ﬂz Income from revenue collection \

RC = running cost (excluding expenses for maintenance/repair)
S = Surplus/Deficit

MR = Maintenance & Repair Reserve

RR = Replacement Reserve

IR-RC=851

S1-MR=S2

Q—RR=SB /

If surplus/ deficit (S3) is zero or positive for two consecutive three-month periods cost
coverage has been achieved.
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1.8.2

1.8.3

The objective in Water Tariff Setting

The objective of tariff setting is to raise sufficient revenue to meet the operational (and
possibly capital replacement) costs in a way that is:

= Fair and equitable;

= Affordable (takes into account people’s ability to pay);
= Justifiable (does not involve unreasonable profit or

= exaggerated costs);

= Easy to administer and control.

Objectives of Water Tariff Design

There are four main objectives embedded in the design of water supply tariffs: financial
viability (or cost recovery), economic efficiency, equity and affordability.

Cost Recovery: From the water service/operator’s point of view, cost recovery is the
main purpose of the tariff. Cost recovery requires that tariffs faced by consumers
should produce revenue equal to the financial costs of supply. Moreover, the revenue
stream should be relatively stable and not cause cash flow or financing difficulties for
the water administration office/Executive Water Board.

Economic efficiency: Economic efficiency requires that prices be set to signal to
consumers the financial, environmental, and other costs that their decisions to use
water impose on the rest of the system and on the economy. Therefore, if economic
efficiency is an objective the price of water should include not only the financial cost of
public works undertaken but also the social (opportunity) cost of diverting water
resources into public supply rather than using it for other purposes. In addition, water
tariffs should be designed to discourage “excessive” uses of water, thus promoting
water conservation as well.

Equity: The term “equity” generally implies that the water tariff treats similar
customers equally, and that customers in different situations are not treated the same.
This usually means that users pay monthly water bills that are proportionate to the
costs they impose on the utility by their water use.

Affordability: Affordability implies that poor households are able to obtain adequate
supplies of clean water. The terms “fairness,” “poverty alleviation,” and “affordability”
are often used interchangeably to express this desire.

Additional objectives and considerations may also be involved in tariff design. For
example, a tariff design should be easy to explain, understand, and implement. A tariff
design should be acceptable both to the public and to political leaders.

Tariff-Setting Requirements

Tariff setting should NOT be done in a poorly considered, arbitrary manner. A deficient
tariff level, once set, will be very difficult to remedy; and an excessive level would be
unsustainable for the users, be subject to complaints, and tend to result in delays of
payment and bad debts.
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For this reason, the practice is for the water tariff to be fixed by the Water
Board/WASHCO in consultation with the users, considering basically the capacity of the
users to pay and costs of the O&M, as well as other relevant factors.

Tariff rates must satisfy the following requirements.

1. Adequacy: The revenues generated from a water rate schedule must be sufficient to
meet the revenue requirements of the water supply service office. The
rates should be able to promote the water supply service office’s financial
viability and growth.

2. Public Service: The tariffs must be set at a reasonable level that reflects the water
supply service office’s role as a public utility providing a public service.

3. Equitable and Socialized Pricing: The tariffs must equitably distribute the cost of the
service to all classifications and sizes of connections. Their structure
should define a relatively low fixed rate for some minimum level of
consumption to benefit the low income users, and higher rates for those
who use greater quantities of water.

4. Affordability Level: The rates must be kept affordable to the low income group (LIG).
For this reason, the minimum charge for a %" residential connection
should, as a rule of thumb, not exceed 5% of the average income of the
LIG within the service area.

5. Water Conservation: The rates must encourage the wide water usage needed to
attain economies of scale, but must also discourage unreasonable and
wasteful usage of water.

6. Enforceability: The rates must be fair, reasonable and transparent. They should be
justifiable and acceptable to the consumers.

Categories of Consumers

In RPS, it is anticipated that there are:

= Domestic (house connection, yard connection, public fountain),
= |nstitutional (school, church, mosque, government offices),
= Commercial (hotels, restaurant, bars, tea and local drink houses),

= Industrial (this is mainly for RPS schemes that deliver services for both urban and
rural), and

= Livestock.

Thus, the Ethiopian Water Resource Management Policy also visualizes developing
different tariff category that reflects social tariff for different type of customs.

Method of Water Charges

To cover the full cost of O&M, the amount of revenue that RPS receive from water sale
should equal the total annual costs including the annual reserve contribution minus any
subsidies or transfer payments receivables. The WUB/WASHCO will need to calculate the
required revenue annually, taking into account the budget for the upcoming year. In
addition, WUB/WASHCO will need to think beyond the needs for the next year.
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Variable costs, changes in subsidies, debt service costs, and other factors can affect the
required revenue from year to year. Estimating costs for the next several years based on
the fixed costs, operating expenses, asset rehabilitation and repair needs, and existing
grants can help avoid a significant gap between revenue and costs. Once the
WUB/WASHCO has a better idea of actual costs for future years, they can revise the
estimates accordingly. The next worksheet will help WUB/WASHCO with short-term
planning.

The worksheet will be used to calculate the revenue requirements for the upcoming year
and to estimate how much revenue needed to generate over the next 5 years.

Short-term Revenue Required from Water Sale

The Short-term Revenue Required from Water Sale will help you calculate how much
revenue you need to generate every year from customer charges. This activity will take
into account the annual costs and revenues that you calculated in the Annual Costs
Worksheet on and the Annual Revenue Worksheet and the amount you need to reserve
every year to replace and rehabilitate assets, as determined in Setting Aside a Reserve.

Financial planning is an important step in avoiding large revenue shortfalls. Knowing what
the costs and revenues will be over the next several years will help you decide now
whether you will be able to recover your costs through water sales, whether rate increases
will be necessary to cover costs over the next few years, how your surplus or deficit will
change over time, and whether you will need to consider restructuring your system, as
described later in this manual.

The Short—term Revenue Required from Water Sales will help you develop a detailed
estimate of water supply service costs and revenue for the next 5 years. This, in turn, will
help WASHCO and WUB understand the need for and impact of rate increases over the
next few years as you work towards recovering costs through water rates. This worksheet
displays information for the current year and can be used to develop long term estimates
as well. Long term planning is another important step to ensuring the financial health of
your system. Estimating your costs for the next 5 years will help you identify future large
capital improvement projects that you should start saving for now. You may want to use a
worksheet similar to the short term revenue required from Water Sales Worksheet to
evaluate the long term revenue needs. One can estimate the operating costs, reserve
contribution requirements, revenue needs, and surplus or shortfall for five year increments
rather than each year.

How to use the Short term Revenue Required from Water Sales Worksheet:

Step — 1: Enter the date. Circle whether you are completing or updating the worksheet
and fill in the date. You should update this worksheet once a year. You can
either make minor adjustments to the worksheet or start a new one each
year.

Step—-2:  Enter the year(s). Enter the year(s) for which you are calculating your
estimates.

Step — 3: List total annual operating costs. Enter your estimated total costs per year for
the first 5 years starting with the total costs you determined in the Total
Annual Costs Worksheet. For the next four years consider total annual costs
from previous years and adjust them, taking into account any information you
have on debt payments.
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Step — 4: List total annual reserve fund contribution. Enter the total annual required
reserve amount as discussed in Step 3. (Use the Asset Management Step
Guide to calculate your reserve fund needs).

Step—-5:  Sum costs and reserve fund contribution. Add the amount entered in Step 3
(total annual costs) to the amount entered in Step 4 (required annual
reserves) and enter the total in the box provided.

Step — 6: List total additional revenue (subsidies). Enter the total additional revenue
(subsidies) amount calculated on the Annual Revenue Worksheet (grants
plus transfer payments).

Step-7: Calculate total revenue needed. Subtract the total additional revenue entered
in Step 6 from the sum of your costs and reserve fund contribution calculated
in Step 5. This is the estimated amount of money that your system must
generate to cover its costs for each year.

Step — 8: Enter projected revenue. Enter the amount you anticipate your system
actually will take in from customer charges each year based on the operating
and interest subtotal amount calculated on the Annual Revenue Worksheet.

Step — 9: Enter funding deficit or surplus. Subtract the number in Step 7 from the
number in Step 8 and enter the result. If the result is zero or greater, you are
taking in enough money to fully recover your costs (and possibly more). If the
result is a negative number, you will not recover all your costs and should re-
evaluate your rates based on this figure.

Step — 10: Enter cumulative surplus/deficit. Sum the surplus or deficit from each of the
previous years.

Table 1-3: Revenue Required Water Sale Worksheet

Revenue Required from Your Water Sales Worksheet

Date Worksheet Completed/Updated: Year Year Year

Year | Year

Annual Operating Costs:

Annual Reserve Fund Contribution:

Total Annual Cost of Water Supply Service:

Total Additional Revenue (subsidies):

Total Annual Revenue Needed: (Total Annual
Cost of RPS -Total Additional Revenue)

Projected Revenue:

Revenue Surplus or Deficit:

Cumulative Surplus/Deficit:

From the above calculations, if the system is at deficit the sustainability of the water
supply service is at stake tariff should be updated to meet the total O&M costs. In addition
operation costs should be reduced and non revenue for water must be reduced through
maintaining leakage. To determine non revenue for water deduct from the water produced
the amount for which revenue is collected.

What if the System’s Costs Exceed Its Revenue?

After determining whether you have a deficit or a surplus, you may need to re-evaluate
how your system is operated and how you are generating revenue. If the actual revenue
exceeds the amount needed to cover all costs, the RPS is in good financial shape. This
surplus may be due to fluctuations in demand and may disappear in future years. While
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your system may face a shortfall or surplus in any given year, your revenue requirement
should be met over the longer term. If your actual revenue is consistently below the
amount required to cover all costs, you may need to consider options for reducing the gap
between actual and required revenue. Some options are:

= Reducing operating costs.
= Finding additional sources of revenue.

= Restructuring, which includes such options as purchasing water from another system
rather than pumping and treating from your own source, consolidating your operations
with a nearby water system, or contracting the operation and maintenance of your
water system to another party in order to obtain increased operational efficiency and
possibly reduce costs.

Accounting for Subsidies

Subsidies could be amount received from local government or a grant from the donor
agencies to help finance the operations. In another way the RPS may receive equipment
such as generators, pumps pipes and fittings from donor or government organizations.
These subsidies will reduce the amount of revenue you must generate through rates and
fees. Your annual deficit would be larger (or your annual surplus would be smaller) if you
did not receive these subsidies. However, keep in mind that these subsidies should be
used as a way to achieve financial stability, not as a permanent solution for revenue
shortfalls.

Step 5 - Designing a Rate to Cover O&M Costs

Now that you know your costs and the amount of money you need to collect from water
sale to fully cover those costs, Steps 5 through 7 will help you start thinking about how
you’re going to collect this money. One way is through water rates.

Considerations for Choosing a Rate Structure

Water rates can be structured in several different ways and there are a number of things
to consider, in addition to recovering costs, when selecting the best rate structure for your
system and your beneficiaries. To determine which structure is best for your water
system, you should evaluate the characteristics of your system, its customer base, and
your options for maintaining the predictability of rates and any rate increases. In addition
to recovering all your costs, one should consider:

1. Rate Stability. Beneficiaries are more likely to pay for rate increases if their rates are
generally stable. A single, large increase can lead to "rate shock" and opposition from
the community to the increase. It is far better to increase rates slowly than single large
increase.

2. Rate Predictability. The WUB/WASHCO, need to know how much revenue they
expect to take in next year and in the years to come. However, predicting revenue can
be difficult, as water use can vary from year to year. Water use can increase
significantly during a dry period and decrease during a wet period. Programs such as
water conservation by the benefiting community which might be promoted by water
agency may bring a reduction in water use, and hence reduction in revenue, requiring
a rate increase. This lack of predictability should not discourage you from
experimenting with rate structures that promote a valuable public program (like
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conservation). Instead, you should aim to generate and keep sufficient reserves so
that your system can survive a significant decrease in water use.

Number of Beneficiaries. If the numbers of beneficiaries are small, the simplest
approach to rate setting might be to take the revenue you need to raise and divide it
more or less equally among benefiting community. If the beneficiaries are large, it
might be good to choose an alternative rate structure, e.g., increasing block rates

Family Size. In a community some family size are large and some are considerably
small. Under such condition increasing block rate might be advisable.

Water Use. Examine your beneficiaries' water use habits during peak and off-peak
seasons. If most of your beneficiaries use roughly the same amount of water, a flat fee
might make the most sense for your system. If your beneficiaries use significantly
different volumes of water, you should consider charging for the amount of water used.
A family of four should not expect to receive the same water bill as a restaurant owner
or household with flushing toilet and bathing facility. Water is a scarce commodity. You
can structure rates so that they send a "price signal" to beneficiaries and encourage
conservation. Beneficiaries who recognize the value of the service you are providing
will be more likely to use that product in a way that reflects its true value.

Customer Needs. There may be differences among beneficiaries within a community
that affect the cost of providing water service to them, or their ability to pay for that
service. For example, some residential beneficiaries may have low fixed incomes and
therefore may have difficulty paying their water bills. Faced with these types of issues,
you may want to consider rate structures that allow for different rates for beneficiaries
with different needs within a single community.

1.8.5.1 Common Rate Structures

There are six common types of rate structures, described in more detail below:

a M wDh

6.

Flat Rate or Fixed Fee,

Uniform Rate,

Decreasing Block Rate, (this may not be applicable for RPS)
Increasing Block Rate,

Seasonal Rate, and (this may not be applicable for RPS)

Single Tariff.

Under each of these rate structures, systems have the flexibility to set different rates for
different categories of beneficiaries (for example, different rates for residential users and
hotel/restaurant users).

Flat Rate/Fixed Fee Rate Structure

Under this rate structure, your beneficiaries pay the same amount regardless of how much
water they use. A flat rate/fixed fee structure may make sense for point water source
systems without distribution network. However, this rate structure offers no incentive for
beneficiaries to conserve water.
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Uniform Rate Structure

The uniform rate structure is similar to the flat rate/fixed fee structure, but it is based on
beneficiaries’ water consumption. Under this structure, beneficiaries are charged a
uniform rate per of water regardless of the amount of water used. This rate structure can
also include a fixed service charge. Uniform rate structures are most appropriate for
systems whose beneficiaries have similar water use patterns.

This rate structure can guarantee a stable revenue stream for the system and can help
encourage conservation because the average cost of water does not decline as use
increases as it does with fixed fees or decreasing block rates, discussed below. It is fairly
easy to implement and easy for beneficiaries to understand.

Decreasing Block Rate Structure

Under this rate structure, beneficiaries are charged lower rates per unit of water for
successive blocks (fixed quantities). As with uniform rates, systems may charge a fixed
fee in addition to the decreasing block rates. This rate structure is especially beneficial for
industrial or commercial beneficiaries who use large amounts of water. Not applicable for
water supply services under this study.

Increasing Block Rate Structure

Under this rate structure, beneficiaries are charged higher rates per unit of water for
successive blocks (fixed quantities). Systems may charge a fixed fee in addition to the
increasing block rates. This rate structure sends a strong signal to beneficiaries about the
value of the service you are providing and offers the most incentive for beneficiaries to
conserve water. The reduction in water use that conservation brings can ease any
potential strains on system infrastructure, potentially postponing or eliminating the need
for expensive upgrades or new equipment. This rate structure’s emphasis on conservation
is also beneficial for systems with a limited water source or high treatment costs.

Seasonal Rate Structure

Changes in water use patterns from season to season due to changes in weather occur at
most systems. In a smaller subset of systems, these fluctuations can be more extreme, for
example, if a system serves a significant number of seasonal beneficiaries. These
systems may want to consider implementing a seasonal rate structure. Under this rate
structure, one would charge higher rates to beneficiaries during peak season. A seasonal
rate structure is not appropriate for all systems that experience seasonal fluctuations in
water use. Consider this rate structure if: increases in usage occur over the same time
period every year, the variation in usage between seasons is significant, and your
system’s capacity is determined by demand during peak season.

Single-Tariff Rate Structure

Some small systems are consolidated into larger systems that have been managed by
WASHCO does not mean that the systems are contiguous to one another or physically
interconnected, just that one WASHCO owns all of the water schemes in the same
kebele. In such a situation, one approach to rate design would be to allow each of the
small systems to establish its own rate structure. Since systems vary in terms of their
operating characteristics and their costs of operation, each would design rates to recover
its own costs.
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Estimating the Amount of Water Used by Beneficiaries

Now that you have reviewed some of the other rate considerations and common rate
structures, you need one final piece of information to set your rates. Most water rates are
a charge per unit of water used (except a flat rate/fixed fee). To ensure that you meet the
revenue requirement, the rates must equal the amount of money you need to collect from
beneficiaries based on the amount of water delivered to the beneficiaries.

All of the water your system draws from its sources may not be delivered to paying
beneficiaries. This is because there is none revenue for water i.e water for which revenue
is not collected. Such amount of water is mainly attributed to leakage in the case of small
water supply scheme. Water meters that monitor production from the source and meters
that monitor water delivered to the benefiting can help you identify and address that water
loss. Remember that rates are calculated using the full cost of producing, and delivering
the water to the community. In order to set viable rate, one first should minimize leakage
to acceptable limit not more than 15%. The best source of information to determine the
amount of water for which revenue has been collected the record of billing data.

Average Monthly Usage Worksheet

The Average Monthly Usage Worksheet will help to summarize water usage by type of
service i.e. public fountain users and yard connection users in a typical month. If there is
seasonal variation in usage, one may want to divide water use into peak and off peak
seasons.

Table 1-4: Average Monthly Usage Worksheet

Average monthly usage worksheet

Date Worksheet Completed/Updated:

Unit of measurement meter cube

Public Fountain Connections Sub-total

SIN Usage in m® SIN Usage in m®

Total

Setting Your Rate

Now that you have organized your usage data, you may want to consider using the data
to set rates. There are many ways to set rates; the option you choose should reflect the
considerations discussed at the beginning of this step. The basic steps are the same for
each approach: the revenue requirement is allocated to beneficiaries and then divided by
the volume of water used by those beneficiaries. Under this study the proposed rate
setting is using uniform rate.

First determine the average annual consumption. To determine the amount of annual
water consumption multiplies the average monthly consumption by the number of months
in a year i.e. twelve.
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Secondly determine the short term revenue required to run the system using the
worksheet prepared for this purpose.

The using the uniform rate the tariff form the meter cube of water used will be calculated
using the following simple formula.

A/Q. = X birr/m? of water used.

Where,

A: = Annual Revenue required to run the system,

Q. = annual average water consumption.

Step 6 — Implementing the Rate

Once you have decided on a rate structure and appropriate rates, it is important to
consider a number of other factors before charging your beneficiaries. Your rates may
need to be adjusted because of the particular circumstances of your system. Factors to
consider include:

1. Community’s Perception: Beneficiaries should know what the rates are and should

2. Understand that they will be paying a fair and equitable share of the cost of providing
safe drinking water. Make sure your beneficiaries understand that the system ability to
provide safe drinking water depends greatly on having sufficient revenue, most of
which comes from water sale. The beneficiaries must be informed throughout the rate
setting process; informed beneficiaries are more likely to understand and tolerate rate
increases.

3. Regulatory Requirements: Ensuring the water system has the resources to meet the
country’s drinking water requirements should be considered when setting rates.

4. Administration: The rate structure should be easy to administer. Complex structures
may increase administrative costs and confuse beneficiaries.

Step 7 — Timing of tariff resets

The timing of tariff resets determines the length of time during which the water
administration office (service provider) must bear risk before passing it on to customers.
Three main approaches to the timing of tariff resets are possible:

a) Review on request

The timing of tariff resets is not set in advance. Resets are triggered at the request of an
affected party, such as the water administration office /operator or a customer, if the
operator’s profitability diverges too far from a reasonable rate of return. In principle, this
approach allows the water administration office /operator to pass changes in costs or
revenues on to customers before the value of the business is significantly affected.

b) Periodic reviews
Permitted tariffs are reviewed and reset on a regular basis, say every five years. In

principle, the water administration office /operator retains profits or losses earned between
resets.
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c) Event-based reviews

This approach is appropriate where the review seeks to adjust for specific variables. The
arrangement specifies certain events that, if they occur, will trigger a tariff review. For
example, the arrangement may specify that a tariff review will be held if demand varies
from forecast by plus or minus 10 percent, if the local currency depreciates by more than
15 percent, or in response to changes in relevant legislation, for example on standards.

Hybrid approaches are also possible. Tariffs may be reviewed if certain events occur and
one of the parties requests a review, or they may be reviewed in any case after a certain
period if no event-based reviews have occurred.

It is also advisable to submit the rate structure for an independent review. Consider
assembling a special review committee, since a review performed by an external party
can be more transparent and impartial. Determining who should review the rate is an
important part of the process.

1. Persons with management and budget experience are good candidates for the review
committee.

Depending on RPS system, a review committee could include:

RPS system’s operator

The WWRO

A professional from the community (e.g., accountant, lawyer, water system engineer)
A member of the /WASHCO & WUB

Beneficiaries

© N o R~ WD

The manager of nearby area water supply service.

Provision of subsidies to tariffs

Another major financial obligation is related to compensating for tariffs that fail to cover the
full financial costs of the utility.

Categories of subsidies

Subsidies can be categorised according to where the money comes from and who
subsidies are paid to and for what. There are three sources of money for subsidies:

1. Revenue from other customers (usually called a cross-subsidy from one class of
customers to another);

2. Government revenue, collected from taxpayers;

3. Grants from development agencies.

Cross-subsidy:

Cross-subsidy occurs when one customer pays more than the cost of service so that
another customer can pay less. Cross-subsidies can be an effective way of achieving
social goals, while ensuring that water utilities as a whole are self-financing. One of the
most common types of cross-subsidy is the increasing-block tariff. Another common
approach is to charge commercial and industrial customers more than the cost of service
so that residential customers are charged less.
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1.8.7

Distribution of bills to Consumers

WASHCO/WUB pledge to provide an accurate billing system through legally recognized
and secure billing process that complies with the best practice billing and bill distribution
principles. This will include:

= Monthly meter readings

= Requesting customers to allow water administration office staff access to all meters at
all times for the purposes of meter reading and maintenance

= Timely bill production that shall be within a 30 days billing cycle
= Bills shall be posted or delivered to customers within two days after production.
= Making our tariffs easy to understand and providing the detail(s) needed

=  Working with the customer to correct any problem, and taking action for any billing
problem.

= Allowing the customer to lodge any complaints regarding errors on their bills to the
WASHCO/WUB and or Water Administration Offices within three months, after which
the complaint shall not be valid.

= Complaints on erroneous bills shall be acted upon within 24 hours. However, in
special instances, this period may vary depending on the nature of investigations
required, in which case, the customer will be regularly updated on the progress made.

Payments of Bills by Consumers

A number of RPS allows qualified customers to enter into some form of payment plan.
These can be a standard program or they may be customized to fit the individual
customer’s needs. In addition to that option, some companies may offer discounts on
water or sewer bills or provide some type of direct financial assistance.

While not all RPS offer these resources to customers, it is worthwhile to ask. They are not
usually well known or advertised to customers, so people need to specifically ask for any
type of payment programs or financial aid that may be available to them. Even if water
administration office does not offer this to customers, they may be able to refer individuals
to other local charities or non-profits. While it is rare, in some RPS there may be some
form of government cash assistance program for paying water bills.

If customers have fallen behind on paying his/her water bills, or if you are afraid you might
in the near future miss a payment, your water provider may be able to help you. Learn
about any programs or negotiate a payment plan with them.

As indicated, the terms and conditions will vary widely from Scheme to Scheme. Some
examples of payment plans or what you may expect to encounter from your provider
include some or all of the following. Below tend to be some of the more common
conditions to RPS.

= A partial payment may need to be made. Customers may need to make a onetime
deposit of a certain percentage of their total outstanding charges on their water and
sewer bills in order to enter into this type of program. This will include past due and
current charges on the account.

= The length of the plan will be variable based on several conditions. This can include
how timely you were in paying your water bills in the past. Payments can be made for
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periods of usually up to one year. In some cases, the extension may be for up to three
years or more should monthly payments be over a certain threshold and Birr amount.

= Almost all companies will require and enforce that the customer remains current with
future water bills and make their payments on time. Failure to do so will result in a
default or termination of any agreement. Customers that miss a payment may have
their service disconnected and their account may be referred to a court as well.

In some cases, a so called water shut-off payment plan may be available. This will be
for households who are currently without service. To participate in a payment plan after
your water service has disconnected for non-payment, some of those terms may be as
follows.

A larger down payment is usually required. In general, households will need to make a
more significant down payment of 50% of the total charges for any unpaid water bills. This
will include past due and current charges. In these cases, the customer will also need to
remain current on their account. If not, then the water administration office may shut off
your account.

Hardship payment plans and programs may be offered. This can often combine some
form of short term discount with a payment plan as indicated above. This will generally be
available for families that are facing some type of time defined, short term crisis or
emergency. A down payment is generally required as well as a formal agreement to
remain current on your account.

Discounts may be an option. Some RPS may offer this to a customer facing a crisis or
senior citizens living on a fixed income or pension may have a portion of their fees waived
or be provided a longer term discount on their account.

Computerised Water Billing System

Computerized Billing System lessens the time when it comes to customer transaction and
customer turnaround as customers will be served faster. In accordance to this, the
software developers proposed the computerized billing system for that RPS who have
yard connection customer. The system will be developed specially to meet the needs of
Escalante yard connection management and Customers only. To keep pace with the
billing systems will have computerized for greater ease and accuracy.

Most RPS still using the manual billing system, using the traditional one; problems are
more likely to arise like slow and inaccurate production of water bills. Computerized water
billing system is for the benefits of the WUB as well as the consumers. WUB Input
Process Output Computerized information of the consumers Accurate bills of the
consumers Computation of the consumers As well as the specify category Consumer’s
electronic and automated system to monitor the billing and payment records of their
customers. Most RPS still uses the paper-based manual system to record and monitor the
billing history of a customer.

The water billing system is an important part of the RPS scheme from the very beginning.
The system’s role is to keep track and records all the information that are coming in and
out of the RPS adding and updating the concessionaire’s record and to check
computerized water billing system continuously. The software development has not been
in a year or two, but it has been in process years together and proudly contributed by
generously from meter readers, counter clerks, fitters, and plumbers, clerical any data
loss. The Computerized Water Billing System is engaging in modern technology. Indeed,
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technology keeps on evolving. It also helps provide better services to everyone. The
primary reason why is for computerized billing system to help a certain.
1.8.8.1 Advantages of Computerization
Computers are now widely used in day to day activities. For a water billing system, which
is complex, repetitive and has voluminous data, computerization is recommended.
Computerization overcomes many of the defects in the manual system, is fast and gives a
control on the system. Computerization helps in decision-making. The output formats can
be tailored to suit quick retrieval of information that is necessary for decision making.
The advantages of the computerization of billing and collection are as follows:
Table 1-5: Advantages of Computerization of Billing and Collection
No. | Advantages No | Advantages
1 Listing of customer accounts with | 10 Simplifying  in  qualifying  water
un-served bills consumption by  categories  of
customers
2 Quantity analysis on line 11 Demand Collection Balance (DBC)
statement
3 Query for list of debtors 12 Receivables monitoring and fixation of
targets for billing
4 Quick MIS for on the spot analysis | 13 Analyzing the financial performance
of important parameters indicators
5 Bills generated for the month 14 Increase meter reader performance
6 Amount collection up to the date 15 Increase the collection efficiency
7 Number of connections 16 Billing pattern
8 Easily identify total working and 17 Billed units
non-working meters
9 Disconnection and reconnection 8 Reports on debtors requiring
continuous persuasion
1.9 Overview of Account Categories
An individual account is a record of transactions relating to the same subject matter or
activity. They form the building blocks of information that we are able to extract easily from
out records. Often the information requirement does not need the detail at account level,
so, a set of accounts which have similar characteristics will be grouped together in what is
referred to as ‘categories’. The account categories being used by the Water
Administration Office/Operator, with an indication of what is included in each, are set out
below.
1.9.1 Assets

Assets are things of value owned by the Water Board/ WASHCO/Water Administration
Office. They are considered in two parts:
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Current assets which are items held temporarily such as cash, receivables, materials in
stock,

Fixed assets which are items held for a long time, normally at least a year. These
include the buildings, plant and equipment, distribution networks and office furniture and
equipment. Engineering works under construction are also included.

1.9.1.1 Current Assets

a) Cash at Bank and on Hand

Cash is a medium of exchange, which a bank accepts for deposit. It is necessary to
maintain general ledgers for cash on hand, petty cash fund, and purchase fund.

Cash on Hand — is the total of any main cash not deposited.

Petty Cash Fund (on Imprest System) — is a fund established per authorized float to
meet petty and recurring expenses, which would not normally require the issuance of
cheques.

Purchase Fund — is a fund maintained by the purchaser for the purchase of minor items
as per authorized limits. Note that the title ‘Purchase Fund’ is a personalized title
adopted by TWSS for a cash float for a particular purpose, it is not a standard ‘text
book’ term.

Cash at Bank — The positive balance (i.e. in favour of the WAO) reflected on the WAO
current account with the bank.

b) Accounts Receivable/Debtors

Account receivable/Debtors are claims of the Water Administration Office/Operator on
third parties.

Trade Debtors - amounts due from customers to whom the Water Administration
Office/Operator has sold water or other services and the bills have not been settled.

Staff Debtors — this account is maintained for recording the claim of the Water
Administration Office/Operator on its staff members.

Sundry Debtors — any other receivables, which cannot appropriately be classified under
one of the accounts mentioned above, are recorded in this account.

Deposits — This account includes sum paid by way of security or guarantee to electricity,
telephone, etc. Since they are in principle repayable on demand they are treated as
current assets.

c) Stock

Inventory - consists of the value of materials, spare parts, supplies, etc, which will be
consumed in the future. Materials planned for use in a capital (fixed asset) project are
treated as stock under current assets until such time as they are formally assigned to
the construction work.

Goods in Transit — An account for goods in transit is opened for follow up of imports
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d) Fixed Assets

These are assets with useful life over one year.

Depreciable Assets are recorded in groups or asset types such as buildings, plant,
vehicles, furniture, and office equipment. Full details of the assets are maintained in a
fixed asset register.

Work in Progress — Subsidiary ledger accounts are maintained for each project under
construction. When construction is completed and commissioning and hand-over
effected (certificate issued to contractor) the values are transferred to depreciable fixed
assets and depreciation is commenced, the work in progress account is closed.

Liabilities

Liabilities are amounts owed by WAO to third parties. When reporting a difference is made
between amounts due within a year (current liabilities) and amounts that does not have to
be paid for over a year (long-term liabilities).

a) Current Liabilities

Trade Creditors — are supplier of goods and services to the Water Administration
Office (WAO)/Operator on credit basis.

Sundry Creditors — comprise all current liability that cannot properly be classified
under Trade Creditors.

Customer’s Advance Payment — It is necessary to have customer’s advance payment
account, if the WAO/Operator wishes to have standing regulation requiring its
customers to make advance payments.

Customers Deposits: Deposits to be finally returned to customers are considered
current liabilities as they are legally repayable immediately if contractual conditions are
satisfied, even though in practice most of them will not be paid for over a year..

Unclaimed Salaries and Wages

Accrued Liabilities - accruals for expenses such as electricity, telephone, etc are made
for the purpose of preparation of financial statements to reflect costs incurred even
though the bill has not been received.

Annual Leave Payable — accrued annual leave days of the staff members of the
WAO/Operator at the end of the fiscal year should be credited to annual leave payable
account and debited to the appropriate expense account.

Board Fee payable — Board fee payable to the board members should be maintained
in this account until it is paid to the respective board members.

Taxes Payable — These are personal income taxes and pension contribution deducted
from the salaries and wages of employees.

Bank Loans and Overdrafts — Short term borrowing from banks or other bodies,
including overdrafts on current accounts, are treated as current liabilities
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1921

1.9.2.2

1.10

1.10.1

b) Long Term Liabilities

These are amounts that do not have to be paid for at least a year. The most common are
long term loans and retentions on construction work.

Capital and Reserve
Capital

Capital is the investment made in the Water Administration Office by its Water Board and
General Assembly.

Major new infrastructural works are commissioned the grants financing these will be
converted to capital.

Legal reserve account contains the amount of 5% accumulation appropriated from the
organization’s annual net profit until 20% of the capital is accumulated. Although the legal
status of the Water Administration Office may not make it compulsory to create this
reserve it is a policy to do so.

Profit and Loss

The un-appropriated profit that is the profits that have not been appropriated for other
uses such as the legal reserve, are carried on this account.

Accounting Policies

Revenue Recognition (Turnover)

Turnover, as disclosed in accounts, is a statement of the monetary value of income
earned from water sales and other related core activities. To fully comply with the accruals
concept, the turnover figure should reflect:

= sales that have been invoiced in the period, i.e. ‘total billing’
= plus supplies made during the period that are to be invoiced after the period end,

= Less supply made in previous periods but invoiced in the period being reported.

Estimated bills should be taken as fully representing the actual supplies made unless it is
known that there is a significant error therein.

However, to accurately and regularly estimate the value of services provided but not
invoiced is unlikely to be cost effective. Consequently the Water Administration Office will
assume that turnover figures reflect:

= the billed amounts in the period being reported,
= that adjustment has been made for any bills not produced

= That no adjustment has been made for recurring cut-off differences between billing
dates and period end dates unless these differences are significant.

Sales credit notes should be reflected in turnover as negative revenue, and any
adjustments to billed amounts processed through the billing system should be accounted
for in the month that they are processed.
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1.10.2

1.10.3

Grants and Donations Received

A grant or donation is a gift received whether for a particular purpose or not, and does not
need to be repaid provided specified conditions, if any, are complied with.

Two types of grant, Capital and Revenue, may be received by a water board/water
administration office and the principles of how both are treated in the accounts conform to
the matching concept.

a) Revenue Grants

These fund or subsidise specific items of recurrent expenditure. They should be shown as
income at the same time as the related expenditure is incurred. If, however, the revenue
grant is in the form of a lump sum for a period it should be taken as income in equal
instalments over the specified period.

b) Capital Grants

These grants subsidise fixed asset purchases. To comply with the matching concept, the
value of these grants should be taken as income over the same period as the related
asset(s) are depreciated (matching the grant against depreciation charges). The amount
of grant received but not released to the profit and loss account is treated as deferred
income in the balance sheet. If a grant is not specific to precise fixed assets, but meets
part of the cost of a programme of capital expenditure, then the grant should be matched
with the assets purchased first under the programme.

If a fixed asset is donated a fair market value should be attributed to the asset and
capitalised, and a similar amount should be treated as a capital grant.

Grants, which are received for no defined purpose, may be taken immediately to income.

Where expenditure is incurred prior to grant money being received it is not prudent to
anticipate the grant by treating it as income in the profit and loss account unless there is a
high degree of certainty that it will be received. This implies that the donor has signed an
undertaking to pay the grant and that all relevant conditions have been met by the TWSS.

If any grant money has been received, and there is any risk that it will have to be repaid, it
should not be treated as income but be treated as a loan. The circumstances or ‘terms’ of
the ‘loan’ would need to be disclosed in published accounts.

Capitalization of Fixed Assets

A fixed asset is a physical item intended to be used to generate economic benefit over a
period of time.

In principle, therefore, identifying what is and is not a fixed asset is simple. However, there
are some circumstances when items that fall under the definition of a fixed asset may be
expensed:

= The individual value is not considered material; Water Administration Office has set a
limit of Birr 1,000, below which an asset will be expensed rather than capitalized.

= the expected useful life is short, especially if less than one year;
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= The asset is of low value and it is unlikely it could ever be sold for any significant
amount.

= A category of assets, in total, tends to have a regular flow of small expenditure which
does not significantly differ from the depreciation charges that would be generated from
a policy of capitalising them, (e.g. tools).

The overriding guide, however, is that if expenditure increases the value of an asset
compared to its balance sheet value the expenditure should be capitalised as part of the
cost of the asset. If this is not the case, or there is uncertainty over the situation, then the
expenditure should be expensed as repairs and maintenance.

Loose tools purchased in complete tools kits with considerable value are capitalized,
specifically identified and recorded in the fixed asset register. Other loose tools that are
not specifically identifiable are recorded in quantity on record cards/books for control
purposes. Regular physical inventories are taken in order to mitigate against theft. Their
cost, however, can be expensed.

The cost of additions to fixed assets should include all direct expenditures incurred on
acquiring the asset up to the time it is completed or installed and ready for operational
use.

Interest paid on loans obtained specifically to finance the cost of fixed assets for the
period until the assets become operational, is capitalized as part of the cost of such
assets. However, interests paid on such loans once the assets are in use are financing
charges and must be charged to revenue in the year in which they are incurred.

Valuation of Fixed Assets

It is not generally accepted practice in Ethiopia to reflect revaluation of fixed assets in
financial reports as happens commonly in other countries. Water Administration Office
will follow normal Ethiopian practice and therefore will not conduct periodic revaluations
after the initial establishment of asset values on the introduction of accrued accounting.

1.10.4.1 Depreciation

Depreciation will be calculated on a straight line basis using the following expected useful
lives in Table 1.6:

Drafting Note: - This table is the subject to legislated provisions and needs to be checked
for agreement for the most up-to date details before the manual is finalized. The lives
shown are based on local experts understanding and, since these give rise to some
anomalies the latest legislation needs to be thoroughly reviewed.

a) Impairment of Assets

This expression relates to situations where an event or circumstance results in a fixed
asset being of a lower value than it appears in the Balance Sheet. Examples are when
uninsured equipment is damaged or technological change results obsolescence or in a
significantly cheaper alternative asset available.

If assets are impaired in this way then a WAO must reduce the value of the asset in its
books by passing an additional depreciation charge that will give the asset a net book
value of its revised worth.
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Table 1-6: Expected Useful Lives of Assets
Asset Category Lifein Years Notes
Permanent’ buildings 40 (or period of lease if | Offices, buildings,
shorter)
Other Civil Engineering 40 Reservoirs, public
Works fountains
Transmission Network 25
Heavy plant 10 e.g. fixed pumps,
generators
Light plant 8 e.g. portable pumps,
bulk meters
Furniture and fittings 10
Laboratory and small 4 Including customer
equipment meters
Motor vehicles 5
Computers 4
Other Office Equipment 5
1.10.5 Accrual of Employee Benefits, Allowances and Other Entitlements

WAO will have a variety of obligations for payments to employees as a result of labour
laws, agreements with unions and individual employment contracts. Some of these are
not paid out regularly and large liabilities can build up over time.

It is important to recognise that these costs are incurred during the course of the
employees’ service and are not a result of a sudden event. Consequently it is appropriate
to accrue for these liabilities as they are incurred, not just account for them when they are
paid out. Records of all such liabilities are that accrue and account for them by charging
them against profit that applies at least on an annual basses. Some of the more significant
categories are mentioned below:

Redundancy - If a decision is made to undertake a redundancy programme the full
costs of that programme should be charged against profits at the time the programme is
agreed by the Board of Directors. Initially it may be necessary to accrue an estimated
amount.

Retirement Benefits - Each year an assessment of the benefits earned by each
employee needs to be made and the total shown as a liability in the balance sheet, any
movement in the total being charged or credited to Profit and Loss Account. These
provisions will not be required if the liability is covered by a pension scheme and annual
premiums are paid and expensed in the Profit and Loss Account.

End of Contract Gratuities - If an individual is contracted for a specified period there
may be a contractual commitment to pay an end of contract gratuity or bonus. This
should be accrued during the course of the contract.

Leave Allowances and Pay - Some employees are entitled to a bonus, allowance or
other benefit when they take their leave and some do not take leave regularly. These
allowances, plus pay entitlements relating to untaken leave that may be commuted,
should be accrued as they are earned.

Other Allowances - All other allowances, benefits and commitments to staff that
accumulate over time, and then are paid in lump sums, should be treated in a similar
way to holiday allowances.
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1.10.6

1.10.7

The liability arising from charging these items against profit should be correctly classified
between short term and long term liabilities in the Balance Sheet. Most will fall in the short
term category as they are payable on demand, but contractual conditions, for example for
end of contract gratuities, may be appropriate to the long term categorization.

Capital Contributions to Network Installations

Where a customer makes a capital contribution to installation costs this should be treated
as a connection fee and taken to income provided the contract with the customer makes it
clear that they do not gain any form of legal ownership over the asset.

If, however, the contract is not explicit or there is some legal doubt about ownership the
contribution should be treated as a deposit and accounted for a short-term liability as they
are technically repayable on demand.

Other Common Accruals and Prepayments

This section lists some common accruals and prepayments that utilities are likely to have
to deal with and gives an indication of appropriate sources of information and how to
evaluate or estimate the accrual debtor or prepayment.

Items that will normally be invoiced at or before the time of supply are not covered as
these should be processed through the purchase day book and creditors ledger system.
However, in any instance where goods or services have been received by a utility but the
invoice has not been processed, the amount involved should be known (from orders,
guotes or pro-forma invoices) and must be accrued.

= Electricity - Meter readings should be taken at period ends and the consumption since
the last bill calculated. Current tariffs should be applied to this, and the KVA reading, to
establish the amount to be accrued.

= Telephone - Unless there is any reason to believe usage has significantly increased or
decreased since the last bills received, the amount to be accrued should be the number
of months not yet billed multiplied by the total value of the last bill. For prepaid services
it is unlikely any accrual or prepayment is necessary.

= Audit Fees - These may be agreed in advance and is therefore known, otherwise obtain
an estimate from the auditor or assume it will be as for the previous audit plus an
allowance for inflation.

» Legal Costs - If legal costs are being, or have been incurred relating to ongoing or
completed actions, but final bills from lawyers have not been received an estimate of
the liability needs to be made. If possible the lawyer should provide the figure. Any
payments on account should, of course, be taken off of the prepayment.

= Other Prepayments - There are a range of expenses that are often paid in advance and
cover a period of time. In these instances prepayments should be accounted for
calculated on a prorate basis over time. Examples are subscriptions, rates, rent,
insurance and licences.

= Deposits Paid - Instances may arise where deposits are paid in advance of delivery of
goods or to secure future delivery of goods. In all such instances the full amount should
be treated as prepayments until such time as the goods (or services) are received

= Wage Costs - It is likely at a period end that some wages remain unpaid, as will tax and
other deductions. These should all be calculated on an actual basis and accrued
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accordingly. Wage control accounts in the general ledger may automatically give the
appropriate figures.

Marketing and PR Costs - Often marketing or public relations conducted through the
media is paid in advance to obtain cheaper rates for multiple insertions or showings. If
this is the case, payment for exposure not yet enjoyed should be treated as a good
opportunity.

1.11 Procedures

1.11.1 Revenue and Cash Received (Receipts)

Revenue is mainly generated from the sale of water and is based on metered deliveries.
The basis and billing procedure for revenue from sewerage services has not yet been
defined. Other revenue comes from connection charges reconnection fees and sundry
other sources. Source of cash received may be:

Payments by debtors for unsettled bills.
Payments by customers for bills issued.
From water sales at public water fountains

Income from new applications, from reconnection, etc. for which cash receipts are used.

1.11.1.1Internal Control

Bills are prepared by people other than those that are collectors.

The cashier checks the amount collected from stubs of the bills, compares it with the
sum calculated by the collector on the cash collection sheet and prepares cash receipt.

For sales of water at the public water fountains the water seller issues, 10 cents (5
cents) designated tickets, for a quantity of water. Each week the seller submits the cash
collected against a receipt with the stubs of the tickets. A summary sheet is prepared for
facilitating transfer of cash.

The cashier has no part in the preparation of, or access to, the accounting records or
cheque books other than cash receipts currently in use, bank deposit slips and daily
cash collection and deposit reports.

All daily collections should be deposited to the bank intact the following day. The
making of payment or advance from cash collected is not allowed. Cheques received
must be in the name of the WAO.

Cash collected but not yet deposited is kept under lock in safe. Cash in safe should be
insured. The amount in the safe should not be greater than the amount insured in the
safe.

The cashier records cash receipts and bank deposit slips in numerical sequence on
daily cash collection and deposit report in two copies.

Surprise cash count should be carried out at certain intervals.

Totals for billed amounts of water are established by the billing section and this
information is passed to the accounts department.

The total billed amount is recorded in the accounts under receivables, cash received is
matched with this and the billing department passes information about unpaid bills to
the accounts department, enabling a reconciliation to be prepared between bills, cash
received and outstanding amounts.

V-1l Part-A: Page-37



Ministry of Water, Irrigation and Electricity
Management Requirements for Operation and Maintenance of Rural Piped

System

1.11.1.2 Accounting Records

a) The Daily Cash Collection and Deposit Report
= |tis prepared in two copies. The original should be sent to the accounts Unit together
with the supporting documents, and the second copy remains with the cashier as
her/his record of cash collected and deposited.
= Bank deposits, should be recorded individually; the total cash received and deposited
during the day, the balance brought forward from the previous day and the balance
carried forward, if any, is disclosed.
= The report should be signed by the cashier for preparation and by Account Clerk Il for
having checked its correctness and taken the original copy and supporting documents.
The responsibility of the cashier for cash recording ends with the delivery of the
original copy of the daily cash collection and deposit report and supporting documents
to the finance Unit against signature.
= The correctness of cash collection and deposit report should be checked by Account
Clerk II, with the supporting cash receipts, and deposit slips, verifying that:-
= Cash receipts are recorded in sequence and all numbers accounted for;
= The original and all copies, other than the pad copy, of cancelled receipts is attached
and recorded on the report as cancelled.
= Deposit slips for cheques is referenced to the cash receipts to which they relate and is
numbered consecutively;
= The balance brought forward agrees with the balance carried forward according to the
previous day’s daily cash collection and deposit report and the receipt numbers follow
on in sequence;
= Only after verification of the above the accountant signs the daily cash collection and
deposit report for correctness and accept the original copy and supporting documents.
= Account Clerk Il codes the cash receipts and pass the daily cash collection and
deposit report and supporting documents to the Unit Head for approval.
b) Account Entries
+ In relation to Monthly Bills
a) For the total value of the monthly bills
Debit Credit
Debtors — Receivables XXX
(bulk account)
Revenue (Water Sales) XXX
b) Cash Collected by due date
Debit Credit
Cash or bank account on XXX
Hand

V-1l Part-A: Page-38



Ministry of Water, Irrigation and Electricity
Management Requirements for Operation and Maintenance of Rural Piped
System

Debtors — Receivables (bulk XXX
account)

c) For unsettled bills by due date

Debit Credit
Debtors — Receivables XXX
(customer account)
Debtors — Receivables (bulk XXX
account)

+ For other revenue and cash receipts

d) Inrelation to late payment of water bills

Debit Credit

Cash or bank account on XXX
Hand

Debtors — Receivables (bulk XXX
account)

e) Inrelation to other revenue

Debit Credit

Cash or bank account on XXX
Hand

Relevant Revenue Account XXX
(e.g. connections,
reconnections)

1.11.2 Cheque Payments

1.11.2.1Internal Control

= The bank issues pre-numbered and printed cheque books for all current accounts
opened by the WAO mentioning the account number, name of the bank branch and
the WAO name.

= Upon receipt of new cheque books from the bank, it must be checked for its
completeness. It should be kept in safe custody and the serial humbers recorded in
unused cheque books register maintained by Finance Unit.

= Only one cheque book at a time should be issued to the Account Clerk | responsible
for cheque preparation against return of a completed cheque book stub, which should
be reviewed by the Account Clerk II.
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Used cheque book stubs should be filed in date order by the Account Clerk Il for future
references.

All payments above Birr 200 should be made by cheque.

Spoiled and cancelled cheques should be stamped void and retained in the cheque
book.

Cheques must be signed by at least two signatories without limits of authority and one
of the signatories must be the Finance Unit head and the other Head of WAO. In the
absence of the Head of WAO, the Administration Head is authorized to sign cheques
to a maximum amount of Birr 3,000 with the Finance Unit Head. (This should be
approved by the board.)

Blank cheques must not be signed by either one or both signatories and left at the
disposal of other people.

All payments should be made against proper receipts and documents. In cases where
such documents are not possible to be produced, the form prepared by Finance Unit
will be filled, signed by the payee and then payment is effected.

Cheques must be written in ink (other than red ink)

Cheque stub are to be completed with the cheque issue date, payee, purposes,
amount and voucher number.

1.11.2.2 Procedures

All disbursement requests from departments must be approved by the Head of WAO.

All payments that require cheques are to be handled through the use of cheque
payment voucher (Annex H). The following should be insured.

The authorization is proper;

Budget approval has been indicated;

The originals of required documents are attached,;

Additions and extensions and other mathematical calculations are correct;
Attachments are dully signed and receipted.

Cheque payment is evidenced by pre-numbered cheque payment vouchers in two
copies. The cheque payment voucher must be signed by the preparer (Account Clerk
), and verified by Account Clerk Il for checking correctness of the documentation and
signed by the cheque signatories who should also initial the supporting documents

The voucher number, the name of the payee to whom payment is made, the amount
paid and running bank balances is written on the cheque stubs and initialed by both
signatories.

The date of payment and the cheque number is written down on the voucher.
Cheque payment vouchers and supporting documents are stamped paid.

After the vouchers and cheques are signed and payment is effected the voucher is
detached from the pad and filed with its supporting documents in sequential order.

When check is delivered to the payee, his acknowledgement signature and the date in
the “payee signature segment” should be obtained and official receipts received where
appropriate.

Cheques issued to purchasing officers must be accounted for within 15 days by
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= the production of the necessary proof of use (e.g. receipts for authorized purchases)
= evidence that the cash or surplus has been deposited in the bank (bank deposit slip)
= return of unused cash

= returning the cheque which should then be cancelled

= |nthe event that a purchaser does not account for a cheque within 15 days:

= A stop-order should be given to the bank if the cheque has not been encashed; or

= |If the cheque has been encashed its value should be transferred to the purchaser’s
personal records as recoverable from him/her.

= When required, persons authorized to operate bank accounts may authorize the bank
in writing to effect payment or transfers to third parties. The letter of authorization must
be signed by the two cheques.

1.11.2.3Accounts Recording

An entry is passed for each payment made based on the payment vouchers, when a debit
advice is received from the bank for a letter of instruction sent to it.

General illustration of posting

Debit Credit

Appropriate Account (asset, XXX
creditor or expense account)

Bank XXX

Specific illustrations of postings

Purchase of Inventory Items

Debit Credit

Stock XXX

Bank XXX

Payment for repair work on water system

Debit Credit
Repair and XXX
Maintenance
Bank XXX

Replenishment of cash for petty expenses

Debit Credit
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Expenses by type XXX
(various)

Bank XXX

Purchase of fixed assets

Debit Credit
Fixed Asset (eg XXX
furniture)
Bank XXX

Settlement of Creditor

Debit Credit
Supplier Account XXX
Bank XXX

1.11.3 Petty Cash

Petty cash is a fund used to meet various expenses of small value.

1.11.3.1Internal Control

Petty Cash is kept on imprest system where-by the cashier is advanced a float of Birr
3,000 that is always represented by cash or vouchers.

The petty cash fund is established by the Water Service Head in consultation with the
written request of the Finance Unit Head.

The fund is then established by cheque issuance in the name of the petty cashier, who
also keeps the petty cash fund.

Payments up to Br 200 may be paid from petty cash fund.

The petty cash fund must be kept in a safe being distinct from cash or cheques
received.

Expenditure from petty cash is approved by the Head of WAO but this power may be
delegated to a named person(s) with agreement of the Board. The Finance Unit
prepares a pre-numbered petty cash payment voucher in two copies.

The voucher is presented to the Finance Unit head for authorization to make the
payment.

The approved and authorized petty cash payment voucher is then sent to the cashier,
who will make payment from the petty cash fund and keep the voucher for
replenishment.

Paid petty cash payment vouchers and supporting documents must be stamped
“PAID” at the time of payment.

Suspense advances i.e. travel advances, or advances for services are approved in
advance and must be settled within a week of payment. Suspense advances not
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settled on time must be charged to the personal account of the staff concerned and
recovered through monthly payroll deduction. A detailed list of all suspense vouchers
(Annex I) is submitted to the Accounts Unit Head at the time of replenishment.

Periodic surprise counts should be conducted by Account Clerk Il

At the end of replenishment, all paid vouchers or receipts and petty cash report
and request (Annex J) is stamped REPLENISHED.

1.11.3.2 Accounting Records

The petty cash payment voucher is coded at the time of preparation and it enables the
petty cashier/cashier to complete the petty cash report and request and petty cash
analysis sheets.

The petty cashier/cashier records payments daily in numerical sequence on a petty
cash report and request form in two copies. The first copy with the supporting
documents is given to accounts when replenishment is requested and the second
copy remains with the petty cashier/cashier.

When the petty cash balance is reduced to about 10% of the float total, the petty
cashier will total and complete the petty cash report and request form and total the
petty cash analysis sheets, verifying the total paid as per the petty cash analysis
sheets agrees with the total paid according to the petty cash report and request form.

Upon receipt of petty cash report and request form and the petty cash analysis sheets
from the petty cashier, Account Clerk Il checks its correctness and it is approved by
the Accounts Unit Head.

A cheque in the name of the petty cashier is issued for replenishment.

Posting is made to appropriate accounts as follows

Debit Credit

Expense Accounts XXX

Bank XXX

For example,

= |f Birr 900 is used from a petty cash float of Br 1,000, and

= Payments were for:

o Purchase of stationery for administrative purposes Br 200
o Casual in operations Unit Br 300
o Repair and Maintenance of manager’s car Br 150
o  Telephone bill of commercial Unit Br 250

The entries would be:

Debit Credit

Administration/Stationery 200
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Production/ Casual Labour 300
Administration/ Vehicle 150
Maintenance

Selling/ Communication exp 250

Bank 900

1.11.4 Bank Accounts

1.11.4.1 Procedures

WAO should maintain a bank book register in which bank transactions are recorded in
detail daily. This should be utilized for posting to general ledger

A bank statement for each account is to be obtained from the bank at the end of each
month, upon receipt of the statement of account, the balance shown on the
statement may not agree with the book balance. Therefore, at the end of each month,
the bank statements should be reconciled with the account for bank in the General
Ledger.

Some of the main causes of difference are:-

o Cheques issued but not presented for payment.

o Cheques sent for collection but not yet collected.

o Bank charges debited to the bank account for the services rendered.
o The bank may make a wrong credit or debit.

o Cheques sent for collection to the bank have been returned by the bank on
account of being dishonoured.

The account in the General Ledger should be updated for any items on bank
statements that are valid and agreed by WAO.

1.11.4.2Procedures in Preparing Bank Reconciliation

The Bank account must be reconciled monthly by Account Clerk 1l who is not involved
in the preparation and issue of cheques or recording of cheque payments and cash
receipts or bank book.

Reconciliation should be made as soon as the statements are received from the bank.
The facility on the computerized accounting system should be used.

Since bank does not issue debit advices for cost of cheque books and interest
charges, these should be journalized from the bank statements, and shall not be
carried forward from month to month as a reconciling item.

Cheques that have been outstanding for more than six months should be reversed as
they are stale cheques.

The bank reconciliation statement produced by the computerised accounting system
must be printed, checked for correctness by reference to the source documents of
items reported as outstanding, approved by the Finance Unit head and a copy should
be filed with the bank statements.
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= The Finance Unit Head must make immediate follow-up with the bank regarding
missing bank advice, or deposits not cleared within a reasonable time.

1.11.5 Purchases

Purchases are transactions involving the receipt of goods or services in exchange for
monetary consideration. Purchases may be:

= Jocal purchases, i.e. goods purchased in Birr from a supplier in Ethiopia either for cash
or on credit, or

= Import purchases i.e. goods imported for its own use from abroad.

Procedures for authorizing purchases should be in accordance with procurement rules,
and currently import purchases are made by the Water Bureau. Consequently these areas
are not covered in detail in this manual except to the extent that they interface with
accounting procedures.

1.11.5.1Internal Control

= Stores should prepare pre-numbered purchase requisitions (Annex K) for all goods
required. Purchases are to be authorized by the Unit head and the Manager in
accordance with the WAQO'’s procedures for obtaining Performa invoices, quotations
etc.

= Cash purchases will be made on the basis of authorized purchase requisition.

= The Procurement Unit should maintain a local purchases follow-up register to control
that orders are promptly fulfilled.

= Import purchases follow-up register must be maintained by the Procurement Unit to
provide full information on the exact situation of each import order. The register is
kept up to date at all times.

= Goods received will be checked by the store keeper with the appropriate purchase
requisition and the suppliers delivery order or invoices as to quantity, description and
condition and prepares a pre-numbered goods receiving note (Annex L) in 4 copies
for all goods received in good condition and taken into stock; any missing or damaged
items being noted.

= Damaged goods must not be taken into stock but kept separately for account of the
insurance company. (This needs checking.)

= Finance Unit should receive the original and one copy of all Goods Received Notes,
the original to be attached with the relevant purchase and accounting documents by
which transaction recording is effected, i.e. cheque payment vouchers; supplier
invoices; Journal Vouchers etc; the copy being filed in numerical sequence for stock
recording purposes.

= Store keeper should prepare damaged and missing goods reports in 4 copies for any
goods found to be missing or damaged on arrival. One copy goes to Finance Division,
the second copy goes to the Commercial Division for claim preparation and third copy
stays at the store.

= The Commercial Division must prepare an insurance claim for all missing/damaged
goods. The amount of claims being computed on the basis of the insured value.

1.11.5.21 Accounts Recording

= Local purchase of assets, services and consumable items At the time of purchase:
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Debit Credit
Appropriate account XXX
(Inventory/ assets/supplies/expense account)
Cash on Hand/ Bank XXX
1.11.6 Payroll Accounting

Payroll Accounting is the process of preparation, payment and recording of payroll.

a) Definitions

The payroll is prepared on a columnar sheet which lists employees categorized by cost
centres who are entitled to pay. The payroll sheet shows:

Emoluments such as basic salary, over time amount, allowances, which in total
represent gross earnings;

deductions such as income tax, pension contributions, salary advances and other legal
or voluntary deductions;

net pay
Signature column.

Basic salary is the remuneration paid for the service rendered during the regular hours
of work in accordance with the contract of employment.

Overtime is payment for work performed in excess of the regular hours of work.

Allowance is extra payment such as transport allowance, agreed in the contract of
employment.

Gross salary is the total basic salary, plus overtime as agreed in the contract of
employment, i.e. taxable income.

Wage is the regular payment to which the worker is entitled in return for the
performance of the work that he performs under a contract of employment.

b) Payroll Policies

Payrolls shall be prepared once every month.

The submission date of all information for salary preparation will have to be fixed so that
there will not be unnecessary delays in preparing payrolls. As payroll payment is a
sensitive issue, care must be taken so that salary payment is made on time.

Changes in data required for payroll preparation such as employment (engagements),
increments, and termination (discharges) etc. should be notified on designated forms
approved by the Manager or Administration Division and be based on contracts of
employment held in personnel records.

The Manager should specifically authorize overtime.

For deceased employees, their salaries and other payments will be withheld until their
beneficiaries are determined by court order.

c) Internal Control
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The objectives of a sound system of internal control over payroll are to ensure that:

Salaries and Wages are computed only to the TWSS’s employees in accordance with
records of work performed or attendance sheets, over time records etc at
authorized rates of pay

Payrolls are computed accurately from the correct data (proper payroll records).

Payments of the correct amount of salaries and wages should be made to the correct
employees.

Payroll deductions are properly accounted for and paid to the appropriate third parties.
Payroll is prepared by cost centres to facilitate the costing process.

Payroll should be checked, as regards names, paid hours including overtime, rates of
pay, gross pay, calculations and additions, by Account Clerk Il. The person responsible
for its preparation, Account Clerk I, should sign payroll. Accounts Head should finally
approve it for payment.

The reconciliation of each month’s payroll basic pay with the preceding month, either in
total or on a cost centre/departmental basis should be done before the approval of the
payroll to ascertain its correctness.

The cashier who had no part in the preparation or checking of payrolls should make
payment of salaries.

The net amount of cash required for payment of salaries/wages should be drawn from
the bank, deductions from payrolls being credited to creditor’'s accounts.

Payment of salaries should be made direct to each employee against presentation of
identification cards and signature on the payroll for receipt.

The cashier retains the payroll and an unpaid balance of salaries for 2 days after the
date of salaries payment to facilitate payment of salaries to persons who were absent.
By the sixth day, any unpaid salaries must be listed and the cash must be returned
against cash receipt.

Upon receipt of payroll lists and deposit slips, Accounts Division checks to see that all
recipients of money have signed and all unpaid portions deposited into the bank.

d) Salary Advances

Salary advance refers to payment made to employee before the scheduled pay date for
emergency needs.

Salary advance should be deductible from the current month salary of the employee.
When an employee takes a salary advance the staff receivable account is debited.

Copy of each salary advance list or form has to be submitted to payroll preparer every
time a salary advance is paid.

e) Accounts Recording

Accounts recording of payroll transactions should be made as follows;-

Description Debit Credit
Salaries/wages- expenses - by cost centre/Division. XXX
Overtime expense- by cost centre/Division. XXX
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Description Debit Credit
Salaries control account - With the total of net salaries. XXX
Taxes Payable - With the salary taxes column total XXX
Pension payable — with the employees’ pension contribution XXX
Credit Association — with the credit association column total XXX
Labour Union (Contribution deducted for membership) XXX
Employees’ personal accounts for salary advances recovered XXX

The cheque drawn for the net salaries payable will be credited to bank and debited to
payroll control.

Debit Credit

Cash at Bank XXX

Payroll Control XXX

Cash held as a result of any unclaimed wages will be rebanked and the following entries
made

Debit Credit

Cash at Bank XXX

Payroll Control XXX

Fixed Assets and Depreciation
a) Value in the Balance Sheet

The value attributed to fixed assets in the Balance Sheet is the cost less the accumulated
depreciation up to the date of the Balance Sheet. This value is referred to as the Net Book
Value.

Upon the adoption of commercial accounting policies with effect from July 2006 some
existing assets were introduced into financial statements at a valuation based on
replacement cost at that time. These assets are therefore carried in the books at a
valuation and net book value is the valuation less the accumulated depreciation thereon.

b) Policies, Procedures, and Recording
The store is responsible for inspecting and receiving all newly purchased fixed assets and

for temporarily storing those until the process of receiving and dispatch to place of
assignment is finalized.
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The store prepares issue vouchers and issues the fixed asset to the requested division
and sends the documents to the accounts department. The copy of issue vouchers
along with the copy of the suppliers invoice is passed to accounts by the store. The
accounting entry is:-

Debit Credit

Fixed Assets XXX

Cash On Hand/Bank XXX

Or Creditor Account

All fixed assets are recorded in a “Fixed Assets Register” maintained by Finance Unit;
so that detailed information on fixed assets is readily available. The register shows
the description of the asset, costs, date of purchase, depreciation rate/expected useful
life, location, identification numbers, residual value and any other pertinent information
relevant to the asset.

Once the fixed assets are put to use, depreciation is computed on them in accordance
with the specified rate on a straight line basis and the following entry is passed:-

Debit Credit
Depreciation Expense —appropriate XXX
Cost Centre
Accumulated Depreciation XXX

Fixed Assets should not be sold or otherwise disposed of without prior approval of the
Board. If the disposal of an asset item is approved the following entry is passed:-

Where the asset is disposed of for cash

Debit Credit

Cash (with sale proceeds) XXX

Gain or Loss on Disposal of Fixed Assets (with XXX
sale proceeds)

Cost of Fixed Assets (with original cost or XXX
valuation)

Accumulated Depreciation (with recorded XXX
depreciation to date of sale)

Gain or Loss on Disposal of Fixed Assets (with XXX
net book value)

The resulting balance on the Gain or Loss on Disposal account is the gain or loss
compared to the net book value of the asset. It should be noted that the inherent
estimation used in depreciation calculation combined with the impact of changing levels of
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market values, does not mean that any gain or loss necessarily implies any weakness in
financial control or accounting practices.

Where the asset is disposed of and there are no sale proceeds, that is the asset is
scrapped, the accounting entries are:

Debit Credit

Accumulated Depreciation (with recorded XXX
depreciation to date of sale

Cost of Fixed Assets (with original cost or XXX
valuation)

Cost of Fixed Assets (with original cost or XXX
valuation) Gain or Loss on Disposal of Fixed
Assets (with net book value)

Fixed Assets which are still in existence and use should not be completely depreciated
to a nil balance but a nominal book value of Birr 10 for each should be retained in the
records for each individual asset until the asset concerned is finally disposed of.

Fixed assets should not be moved from their location without the approval of
authorized personnel.

All fixed assets should have appropriate insurance coverage.

Internal Control

The physical existence of fixed assets recorded in the register should be verified from
time to time, and a physical count should be made at least once a year, preferably at
the end of the year and should be agreed with the fixed asset register.

Proper follow-up of missing/damaged fixed assets should be made.

Obsolete and unserviceable items found during inspection shall be presented for
management’s approval for disposal.

The fixed assets register should be updated regularly and at least once per year.
Additions should be recorded in the month they are acquired.

Title deeds of vehicles or any other property should be kept in a safe.

The Finance Division should be informed of any disposal or addition of fixed assets so
as to record all transactions and update the register.

Follow-up should be made to ensure that all ordered assets or all completed work in
progress accounts are completed and transferred to fixed assets account.

Fixed Asset should be individually identified by an asset number which normally
appears on the asset body so as to facilitate easy identification and physical control.

A yearly report showing the list of items, their locations, cost, depreciation and book
value is prepared by Finance Unit.
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b) Fixed Assets Numbering
= The asset number is given by the Accounts Division.

= The asset number should be alpha numeric with 7 digits, and should be integrated
with the financial accounting.

= The fixed asset identification is denoted alphabetically and numerically as follows:

= The first two alphabets represent the department responsible for the asset

MO Manager’s Office
AU Administration Unit
PU Procurement Unit
FU Finance Unit

TU Technical Unit

= The next two alphabets indicate the location of the asset.(Actual code to be
developed)

= The following numeric indicate the type of asset at should be similar to the account
cost used in the chart of accounts..

= The last figures represent the inventory numbers in the fixed asset register.
c) Fixed Asset with Small Values

It is policy to capitalize only fixed assets with a value of Birr 1000 or greater; however this
does not mean that assets of a lower value do not need to be controlled.

For Fixed Assets costing less than Birr 1000 a memorandum register is to be maintained
indicating the description and location of the assets. Physical verification of these assets
should be undertaken at least annually and more frequently if there is any indication that
effective control is not being achieved.

Any discrepancies between physical checks and the inventory should be summarised and
reported to the Board.

Inventory/Stock

Inventory consists of the value of goods ready for use, and supplies which will be
consumed in the operations of the TWSS. Although most stock lines held will be in
relation to spares and parts to maintain and develop the core business of production and
distribution of water, items for maintenance of other assets and for consumption in
administration and management activities (e.g. stationery) are also included.

a) Main Records

Control is exercised by the Finance Division maintaining computerized stock ledger
accounts by major stock classification, and computerized stock record cards indicating
guantity and value for each individual inventory line.

Manual Bin Cards showing quantities will be maintained by the stores staff.

b) Internal Control
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c)

Storekeepers must not be allowed access to the Finance Department stock record
cards.

Receipts of Direct and Indirect Materials into stock should be evidenced by pre-
numbered Inventory Goods Received Notes in four copies.

Issues of materials should be evidenced by pre-numbered inventory stores issue
vouchers (Annex N). Store issue vouchers must be referenced to the stores
requisition by which the goods were requested, approved by a responsible official,
signed by the storekeeper for issue and the recipient for receipt of the goods.

Regular physical inventories/stock counts by persons other than the storekeepers, on
cyclical basis or periodically, so that all goods are counted at least twice per year.

Additional ‘spot’ checks on a limited number of stock lines are also to be conducted.
Minimum, maximum and reorder levels are to be established for all stock lines and are
to be reviewed regularly. Minimum and reorder levels may be maintained before it gets

nil and if carrying no stock, it will affect the operating of the system.

Results of physical checks should be used to identify slow moving, defective or
obsolete stock and a report prepared thereon

Results of physical checks should be used to make sure that the inventory record
records all stock lines.

Results of physical checks should be used to identify discrepancies and to update
records to actual quantities. A report of discrepancies should be prepared and
presented to the Head TWSS and discussed at Board meetings if significant.

The Finance Division should maintain stock record cards in quantity and value.
Monthly, the total of the value balances on the stock record cards must be agreed with
the value balances on the general stock ledger accounts and the quantity balances
agreed with the stores recording bin cards.

Accounts Recording

Upon receipt of duly authorized and approved goods receiving notes and checking of the
correctness of the details of same against the supplier’s invoices, or contracts, stock is

debited.
Debit Credit
Stock XXX
Trade Creditors/ Bank XXX

On issue of stock for use the following entry is to be made. The information for such
entries will be generated from the computerized inventory system.

Debit Credit

Stock XXX
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Appropriate expense or fixed XXX
asset account

The stock ledger account will be debited and the respective expense account credited for
the value of any items returned to store.

Debit Credit

Stock XXX

Appropriate expense or fixed XXX
asset account

The value of any stock sold is to be taken to cost of sales account.

Debit Credit

Stock XXX

Cost of Sales account XXX

1.11.8.1 Procedures

a) Receiving of Materials

Receipts of materials into store (stock) or for direct usage should be evidenced by a
pre-numbered Stores Receiving Voucher/Report.

The original copy of the Stores Receiving Voucher will be attached with supplier's
invoices and submitted to Accounts Division, for actions and recording.

The Stores Receiving Vouchers and supplier's invoices are to be attached with
Payment Vouchers or General Journal Vouchers, as the case may be, by Finance Unit,
for accounting actions and recording.

Goods received notes must be costed immediately by Account Clerk |. The cost would
include all direct expenses associated with acquisition. This is done from the purchase
invoices, in the case of local purchases or the costing sheets in the case of import
purchases.

Once costed, goods received notes will be recorded daily on the stock record cards
(Annex O) in quantity and value, a new average cost being computed on the occasion
of each purchase.

b) Issuance of Materials

Issues of materials from store should be evidenced by a pre-numbered Stores Issue
Voucher.

Material issuance from store must be approved by a responsible official, signed by a
storekeeper for issue and the recipient for receipt of the goods.

Monthly, the original copies of the Stores Issue Vouchers will be summarized and
submitted to Finance Unit, for accounting actions and recording.
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= Store issue vouchers will be priced daily from the stock cards at average cost and the
issue recorded in quantity and value on the stock record cards.

c) Return to Stock

= Unused and remaining materials are returned to stock by Stores Return Voucher
(Annex P).

= Care should be taken that materials returned are as good and same as when issued.

= For used materials such as bolt and nuts, parts, etc., return to store should be
accounted for by an Internal Used Materials Control Memo, and such materials should
be placed separately from the main stock items, but similar controls should be applied.

d) Used Items
= These will be carried at nil value.

= When issuance of such materials, the store keepers should make users sign on forms
designed for used items, and no entry will be passed to recognize expenses or stock on
the general ledger accounts and stock cards, as they have been considered when they
were issued for use at first.

= At the end of the year, used materials may be counted separately for verification
purposes but will not be part of the physical inventory account or system.

e) Obsolete Stock

= Obsolete stock is inventory items rendered unusable to certain degree due to
deterioration in quality through passage of time or as a result of change in technology.

= The existence of obsolete, spoiled or damaged stock, excess stock or stock declared
surplus are clearly identified and reported for appropriate management action.

f) Physical Counts

= Every item stocked in the stores should be counted physically and checked against its
respective bin card and stock card at least two times a year.

= |f a shortage or a surplus between the record balances and the physical count is
discovered, investigation is made for the cause prior to adjustment which should be
approved by the manager.

= The physical inventory should be taken by an inventory committee.(From Finance,
Administration, and Operations)

= The result of the physical count will be reported by means of inventory sheet. The form
should be prepared in triplicate and after being signed by the store keeper and the
inventory committee the original copy will be sent to Finance Division, the first copy to
file and the second copy retained by the store for reference.

= Use periodic checks of randomly selected items to identify unexpected and unneeded
inventory accumulations.
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= |dentify non-usable stocks (for whatever reason) for eventual disposal in an attempt to
recover their costs within defined policies/procedures.

g) Stock Taking Procedure

= Organization

o All stock items must be properly shelved and the stores should be cleaned in
preparation for the count.

o Organize the cut-off (movement of goods documentation) properly by recording
the last numbers and/or dates of documents to mark the cut-off point.

o Any goods not belonging to the TWSS should be identified and segregated from
stock.

= Counting

o The count should be carried out by personnel assigned for the job by management
and able to identify the inventories.

o Inventories should be made from one end of a shelf right to the other end and
should be marked as counted to avoid omission or duplication in the course of the
count.

o Damaged or obsolete items should be specifically noted on the inventory sheet.

o Contents of sealed packages may be checked when necessary by opening to see
that they conform to labels.

o Check that quantity counted agrees with the respective stock record balance.
Where differences are observed between the two, a recheck should be made.

o Where amendments to inventory sheets have to be made after the count is
finalized, these should be initialled by the stock-keepers and the counting team.

= Follow-up

o Make sure all the inventory lists are accounted for.

o Retain rough inventory lists.

o Report all differences between physical and inventory records and observations to
Management.

o Ensure that stock records are amended to agree to the results of the count only

after securing the authorization of the Manager.
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1.12

1.12.1

1.12.2

Accounting System

Double Entry System

Double-entry bookkeeping, in accounting, is a system of bookkeeping so named
because every entry to an account requires a corresponding and opposite entry to a
different account. For instance, recording earnings of Birr 100 would require making two
entries: a debit entry of Birr 100 to an account called "Cash" and a credit entry to an
account called "Income."

In deciding which account has to be debited and which account has to be credited, the
golden rules of accounting are used. This is also accomplished using the accounting
equation: Equity = Assets — Liabilities. The accounting equation serves as an error
detection tool. If at any point the sum of debits for all accounts does not equal the
corresponding sum of credits for all accounts, an error has occurred. It follows that the
sum of debits and the sum of the credits must be equal in value.

Double-entry bookkeeping is not a guarantee that no errors have been made for example,
the wrong ledger account may have been debited or credited, or the entries completely
reversed. Transactions are entered in the books of accounts by applying the following
golden rules of accounting:

1. Personal account: Debit the receiver and credit the giver
2. Real account: Debit what comes in and credit what goes out.

Basic Elements of Financial Recording

All transaction (money in and money out) should be recorded with a receipt. Why is it
good practice to be in the habit of writing receipt? Often when accountants comes
across a bookkeeping error that cannot be easily fixed, flipping through the receipt books
can help pinpoint the problem perhaps an incorrect amount was entered or omitted all
together.

Receipt also provides both the customer and the accountant with the same record of
transaction which might be useful in case of dispute. When do we use receipt?

= Customers payment of water bills
= Sale of an asset (furniture for example)
= Customers’ payment of connection fee

= Payment of salaries
The following is also important for writing official receipts:

=  Printed receipt can be purchased from a revolving fund office and should be stamped
with the group’s/ schemes’ name;

= Receipts must be serially numbered,;
= Only one receipt book be used at time;
= The amount in figures should be the same as the amount out in text;

= Receipts should be issued immediately upon payment.
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1.12.3

1.12.4

1.12.5

1.13

Financial Statements

Cash flow Statement shows a scheme’s incoming and outgoing money (review and
expenses), during a time period usually monthly or quarterly.

Income Statement: also called a profit and loss statement, the income statement
indicates how revenue (money received from the sale of products and services before
expenses are taken out) is transformed into net income (the result after all revenues and
expenses have been accounted for). Net income if often called bottom line. The purpose
of the income statement is to show managers whether the scheme made or lost money
during the period being reported. Income statements also help evaluate past performance
and predict future performance (this is important when budgeting for bigger expenses or
deciding whether or not you can afford to hire more staff). An income statement shows
what has happened in a business over a specific period of time, usually a year. It is similar
to a movie which illustrates changes in the cost and returns of a business over time.

Principles for Managing Bank Accountant

It is recommended that the group keep two separate bank accounts:

() an operation bank account; and

(i) An investment account.

What is the Operation Bank Account used for? They can open a bank account to pay
for operation (for example paying salaries, electricity, office supplies and to deposit
operating revenue.

o All money should deposit in the bank as soon as possible. Cash should not left in the
office overnight.

o Make sure to have at least two signatories (where any two can sign) to authorize
withdrawals from the account (the operation manager plus one members of the water
board.

What is the Investment Bank Account used for? This is an account that the group
deposit money on regular bases — after having covered operation costs. It is used to pay
for major repairs (emergencies) and investments (expansion). The amount to be allocated
to this account is generally determined as percent of revenue.

o They shall together determine the amount that should be deposited into the
investment account and the frequency of these deposits (for example 30% of the
revenue every month).

Petty Cash Principles

Petty cash is the amount of money the accountant is allowed to keep for meeting
emergency and minor group expenses or for making charges for customers. The person
taking petty cash (usually the Accountant) must sign a voucher to indicate that he/she has
received this money.

Formats and Content of Financial Statements

The financial notes are the primary source of accounting information, and are used reports
for evaluating and measuring the performance of the WAO. The principal financial
statements are:
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= Balance Sheet

= Profit and Loss Statement
Cash Flow Statement (Formats to be added)
These are normally supplemented by notes.

Financial Statements summarizing the financial results covering the whole operation of
the business and prepared as a report to owners and for public information are normally
referred to as Financial Accounts. These are prepared and published annually and
present the previous year’s details as well as the year being reported. The publications of
these are a key element in demonstrating openness to transparency and accountability
and are subject to external audit.

Financial statements prepared for internal use in the business are referred to as
management accounts. These are to be prepared monthly and, on a quarterly basis,
incorporated into a more comprehensive report of financial performance and prospects.
Management accounts are prepared in summary form and incorporate comparisons with
budget. Detailed supporting information and data should be made available to users if
required. In particular, departmental reports should be prepared in order analyse
performance and assess the performance of individual managers.

1.13.1 Financial Accounts
1.13.1.1Income and Expenditure Statement

The Income and Expenditure Statement (or Profit and Loss Account) statement — is a
summary of the activities of the year. The profit and loss statement should show only the
income and expense by major groups, the detailed make-up of such groups being shown
in the notes to the accounts.

Revenue — Income from sales of water and other services is treated in the profit and loss
account in total as sales tax (VAT) is not imposed. The makeup of the Revenue total by
type is disclosed in notes to the accounts,

Other Income — includes miscellaneous items of income if any.

Cost of Sales: Only the totals of direct and indirect expenses are shown, details being
shown in the accounts.

Sales and Administration Expenses — Full details of all sales and administration
expenses should be disclosed in the notes to the accounts. Insignificant amounts should
be grouped as miscellaneous. Items included under the heading miscellaneous expense.

Bank charges, should be included in administration expenses and not with interest
expense.

1.13.1.2Trial Balance
(i) The Accounts Officer must prepare a trial balance for every month within ten days of

the closing of the month with the cumulative amount from the first day of financial year
from the general ledger and cash book on the entire transactions of the month
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concerned under main heads of account. The details for all main heads of accounts
should also be annexed in a separate sheet.

(i) If the trial balance is not tallied, errors due to commission, compensation, omission
should be checked and reconciled. Likewise the error of posting in between cash book
and ledger should be checked and reconciled.

1.13.1.3Balance Sheet

Fixed Assets — Only the total book value of fixed assets should be shown in the balance
sheet, the makeup of this figure by cost and depreciation for each major class of asset,
showing the movement during the year should be shown by way of note.

The basis of calculation of depreciation and the rates used should be disclosed in the
accounting policies. A depreciation rate must be given for each class of fixed asset
shown in the note on fixed assets.

The cost of buildings under construction and of machinery or other  assets in transit
should be disclosed separately in the note to the accounts on fixed assets.

In case of assets valued or revealed, the fixed assets note must identify the assets
concerned, the date of valuation and the excess of valuation above book value if
applicable. Such note may be omitted once the assets concerned are fully depreciated

Stock — should be shown in one total in the balance sheet and the make-up being
disclosed by way of note. The amounts of each major stock category such as chemicals
and pipes and fittings ...etc should be shown.

The basis of valuation of stock must be disclosed in the accounting policies note to the
accounts.

Debtors — should be shown as one total in the balance sheet, and the make-up being
disclosed by note.

Cash and bank balance — comprises cash counted at year-end, if any, and the positive
cash balance reflected in the company’s current account with the bank

Creditors — should be shown in one total in the balance sheet, and the make-up being
disclosed by way of note.

Net Current Assets or Net Current Liabilities — The sub-total of the excess of currents
assets over current liabilities or vice versa should be clearly disclosed on the balance
sheet as, NET CURRENT ASSETS OR NET CURRENT LIABILITIES, as applicable

Capital and Legal Reserve — should be shown separately in the balance sheet. The
balances carried in capital and legal reserve accounts represent the net worth of the
WAO.

Capital — The amount of capital is determined by the valuation of the current fixed assets
and the cost of the expansion project or capacity building project.

Legal Reserve — represents the 20% accumulation appropriated from the company’s
annual net profit.
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(i)

(ii)

(iif)

(iv)

v)

(vi)

(vii)

(viii)

The balance sheet must be prepared for every financial year for reporting to the
General Body through Executive Water Board in form presented,

The balance sheet should show all balances of assets and liabilities account at close
of the year with the comparative figure for previous period.

The Accounts Officer, The Manager, Member Secretary and the Chairperson, of the
Water Board must sign the balance sheet, before forwarding it either for audit,

The necessary annexes to the balance sheet should be numbered in sequence and
attached,

The annual accounts along with balance sheet shall be subjected to audit by a
Chartered Accountant appointed under appropriate rule of the association,

.The audited annual accounts along with balance sheet and audit report should be
placed before the Annual General Meeting of the association for approval prior to
30™ September of next year,

The audited annual accounts along with audit report after adoption by the Annual
General Meeting of GM shall be sent not later than 31% October of next year, to
Association for information,

The WAO is required to send the audited annual accounts along with audit report
duly adopted by the Executive Water Board (EWB).

1.13.1.4 Notes to the Accounts

The purpose of the notes to the accounts is:

= To disclose the major accounting policies followed by the WAO e.g. valuation of stock
and fixed assets, depreciation method, etc.

= To provide details of the make-up of items appearing in the balance sheet and profit
and loss statement; account; and

= To disclose information on matters such as commitments or contingencies, this may
affect the interpretation of the financial statements but are not reflected thereon.

The notes to the accounts are an integral part of the financial statements and are
prepared by the WAO’s management at the same time as the balance sheet and profit
and loss statement.

1.13.1.5Example Presentation

The suggested content for Financial Accounts is presented in the pages that follow.
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Table 1-7: Format for Balance Sheet

BALANCE SHEET
Water Administration Office

As at June 30,20

NOTES BIRR BIRR
ASSETS EMPLOYED
Fixed Assets — net 2
CURRENT ASSETS
Stock 3
Debtors 4
Deposits
Cash and Bank Balances 5
CURRENT LIABILITIES
Creditors 6
Net Current Assets
Total Net Assets
Financed By
Capital
Legal Reserve 7
Inappropriate Reserves 8
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PROFIT AND LOSS ACCOUNT PRESENTATION FORMAT
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED -----c-nceneenes .

Table 1-8: Format for Profit and Loss Account

NOTES BIRR BIRR
REVENUE
Water Sales 9
Other Income 10
Gross Income
OPERATING EXPENSES 11
OPERATING SURPLUS
SELLING AND 12

ADMINISTRATIVE EXPS
Selling Expenses

Administration Expenses

Financing Costs

Net Income

Transferred to Legal

Reserve

Transferred to General

Reserve
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1. Accounting Policies

NOTES TO THE ACCOUNTS PRESENTATION FORMAT

NOTES TO THE ACCOUNTS 30™ JUNE 20 XX

The principal accounting policies adopted by the WAQO, which will be consistent with those
applied in the preceding year, are stated below:

a) Depreciation

Fixed assets are stated at valuation and at cost less accumulated depreciation.
Depreciation is charged on the straight-line basis at the following rates per annum.

No. | Items %
depreciation

1 Building 5

2 Machinery and Equipment 20

3 Motor Vehicles 20

4 Furniture and Office Equipment 20

5 Specialized Tools 25

6 Computers and Peripherals 33.3
b) Stock
Stock is valued at moving average method.
2. Fixed Assets
No. | Items Balance at 1 | Transfers Transfers Balance at

July 20XX | Additions Disposals | 30" June 20XX
A Cost
1 Building
2 Reservoirs
3 Water System
4 Equipment and
Machinery

5 Motor Vehicles

Furniture and
Office
Equipment

Tools

Construction in
Progress

Total Cost
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No. | ltems Balance at 1 | Transfers Transfers Balance at
July 20XX | Additions Disposals | 30" June 20XX

B Depreciation

1 Building

2 Reservoirs

3 Water System

4 Equipment and
Machinery

5 Motor Vehicles

6 Furniture and
Office
Equipment

7 Tools

8 Construction in
Progress
Total
Depreciation

C Net Book Value

1 Building

2 Reservoirs

3 Water System

4 Equipment and
Machinery

5 Motor Vehicles

6 Furniture and
Office
Equipment

7 Tools

8 Construction in

Progress

Total Net Book
Value

V-1l Part-A: Page-64




Ministry of Water, Irrigation and Electricity
Management Requirements for Operation and Maintenance of Rural Piped

System

Stock

Chemicals
Spare Parts
Supplies

Debtors

Trade debtors
Sundry Debtors
Staff Debtors

Deposits

Cash and Bank Balance

Cash on hand
Bank A/C No.

Creditors

Trade Creditors
Sundry Creditors.
Staff Creditors

Accruals

Legal Reserve

The movements on legal Reserve during the year under review:

Balance 1 July 20XX
Transfer from Income after Taxation
Inappropriate Reserves

Balance 1 July 20XX
Transfer from Income

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX

XXXX
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9. Revenue

Water Sales XXXX
Estimation XXXX
Application XXXX

XXXX

10. Other Income

Scrap Sales XXXX
Gain on Sale of Fixed Assets XXXX
XXXX

11. Operating Expenses

Direct Costs XXXX
Indirect Costs XXXX
XXXX

12. Selling and Administrative Expenses

Salaries and Related Expenses XXXX
Employee Benefits XXXX
Depreciation Expense XXXX
Repair and Maintenance XXXX
Financial Charges XXXX
Fuel and Lubricants XXXX
Electricity and Water XXXX
Insurance XXXX
Travel and Per-diem XXXX
Stationery, Printing and Office Supplies XXXX
Postage and Telephone XXXX
Miscellaneous XXXX

XXXX

1.14 Management Accounts
The format for the basic schedules in the management account is on the following pages.

(Greater detail to be added when it is clearer what management information is required
and what budgeting procedures and content are.)

1.15 Financial Report

The Financial Report for each quarter by each WAO/WASHCO should reach to Executive
Water Board and Woreda/Zone Offices, Water Bureau on the 5" of first month of the next
quarter.
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1.15.1

An interim financial report for each advance given to WAO or WASHCO shall be
submitted by the WAO or WASHCO in the format illustrated. The Accounts Officer of
WAQO should check the report. The following document must be attached with it:-

(i) Trial balance for the required reporting period;
(i) A bank statement and a bank balance certificate showing the balance in the bank;
(i) Cash balance in hand, and

(iv) A bank reconciliation statement for the period in question.

The Accounts Officer should retain copies of all documents listed above for office record.
The retention of these documents is necessary for auditing purposes.

Reporting To Regional Water Bureau

The Zone or Woreda Water Offices shall be responsible to submit periodical statements
as prescribed from time to time by the Regional Water Bureau.
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Table 1-9: Monthly Report format for Income and Expenditure Account (ETB’ 000Birr)

Description Current Month Year to Date Full Year
Last This Budget | Variance Last This Budget | Variance Last This Budget Variance
Month Month Year Year Year Year
Income

Operating Costs
Employment
Administration
Financial
Depreciation
Total

Surplus

Notes

a) This presentation is prepared solely for the purpose of indicating the direction in which financial statements should be heading. It is not intended to the
definitive solution or complete in all desired detalils.

b) The full year details for ‘This Year would be a reforecast base on new information so that prospects can be predicted

c) The number of expenditure summary lines may be altered and would be according to real information requirements.

d) Some statistics and key ratios might also be shown on the reports (e.g. number of billed customers, income per customer, operating costs as % of
income, number of employees, average pay, income per employee)

e) A schedule similar to this would be prepared for each product in each location.

f)  Significant variances from budget and the previous year would be explained in notes.

g) Supporting schedules can give breakdowns of income into categories and expenditure in more detail.

Supporting schedules can give breakdowns of income and expenditure by cost centres, product lines, geographic zones etc.
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Table 1-10: Monthly Report Format for Balance Sheet (ETB’ 000Birr)
Description Current Month Full Year
Last Month | This Month Budget Variance Last Year This Year Budget Variance
Fixed Assets A
Cash B
Debtors C
Stock D
Current Assets E=B+C+D
Creditors F
Overdrafts G
Current Liabilities H=F+G
Net Current Assets I=E-H
Net Assets J=A+I
Investment Capital K
Reserves L
Long Term Liabilities M
Total Financing N=K+L+M

Notes
a) N mustequal J

b) Ratios might be presented on this schedule such as debtors as proportion of annualised income, creditors as % of debtors, surplus as % of total

financing.

c) Supporting information such as provisions as % of stock or debtors, aging of debtors, additions to and depreciation of fixed asset might be presented
on separate sheets or in attached notes.
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1.16

1.16.1

41.1

4.1.2

Auditing
General

Auditing is defined as a systematic and independent examination of data, statements,
records, operations and performances (financial or otherwise) of RPS for a stated
purpose. In any auditing the auditor perceives and recognizes the propositions before him
for examination, collects evidence, evaluates the same and on this basis formulates his
judgment which is communicated through his audit report. The purpose is then to give an
opinion on the adequacy of controls (financial and otherwise) within an environment they
audit, to evaluate and improve the effectiveness of risk management, control, and
governance processes.

Auditing is a vital part of accounting in the financial management of RPS. Traditionally,
audits were mainly associated with gaining information about financial systems and the
financial records of a RPS.

Due to constraints, an audit seeks to provide only reasonable assurance that the
statements are free from material error. Hence, statistical sampling is often adopted in
audits. In the case of financial audits, a set of financial statements are said to be true and
fair when they are free of material misstatements a concept influenced by both
gquantitative (numerical) and qualitative factors.

An audit must adhere to generally accepted standards established by governing bodies.
These standards assure third parties or external users that they can rely upon the
auditor's opinion on the fairness of financial statements, or other subjects on which the
auditor expresses an opinion. Auditors of RPS’s financial statements can be classified into
two categories:

Legal Requirements for Auditing

Auditing of RPSs will be carried out by Charter Auditor based on the regional proclamation
allowing to be audited.

The Zone and Woreda Finance Audit Unit may audit the accounts of WAO/WASHCO.
Who Audit the RPS SERVICES?

External auditor / Statutory auditor is an independent firm engaged by the client subject
to the audit, to express an opinion on whether the RPS's financial statements are free of
material misstatements, whether due to fraud or error. External auditors may also be
required to express an opinion over the effectiveness of internal controls over financial
reporting. External auditors may also be engaged to perform other agreed upon
procedures, related or unrelated to financial statements. Most importantly, external
auditors though engaged and paid by the RPS or Woreda Finance and Economic
Development auditors being audited are regarded as independent auditors.

Internal auditors are employed and or elected by user community or WUB and
WASHCO member of RPS they audit. They work for community owned water supply
schemes and for non-profit companies across all industries. Internal auditing is an
independent, objective assurance and consulting activity designed to add value and
improve O&MM of RPS. It helps RPS to accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and improve the effectiveness of risk
management, control, and governance processes.
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4.1.3

4.1.4

4.2

Thus internal auditors provide independent and objective audit and consulting services
focused on evaluating whether the WASHCO/WUB and water administration office have
reasonable assurance that the schemes governance, O&M management, and control
processes are designed adequately and function effectively.

Thus Annual audit is paramount important for RPs to insure financial and performance
efficiency monthly by internal auditors and annually by external auditors. WASHCO/WUB
thoroughly examines the efficiency, effectiveness and economy of the O&M is achieving
its objective.

Frequency of Auditing

The statutory audit of Water Administration Office/ WASHCO will be carried out annually
by a Chartered Accountant in accordance with appropriate auditing principles consistently
applied.

The statutory auditor shall be appointed by the Regional Water Bureau, Zone Water Office
or Woreda Water Office in association of Finance Bureaus and Office depending on the
accountability of the Executive Water Board/ WASHCO from the panel of Chartered
Accountants maintained by Accountant General of the State.

Reporting of Auditing

The Executive Water Board/ Main WASHCO will review the annual audit reports of the
Water Administration Office and issue necessary instructions to the respective
WAO/WASHCO. The Executive Water Board/ Main WASHCO will submit its annual audit
report, along with review notes on the WAO/Operator annual audit report to the General
Assembly, Regional/Zone/Woreda Water Bureau/Offices, accordingly.

O&M Financial Supports

To achieve the sustainable finical source, WASHCO and WUB should be established and
given the necessary support to enhance sustainability of water supply and sanitation
schemes. The Ethiopian Water Resource Management Policy also advocates that
community should own and manage their water supply schemes and institutions should
support them so that they are able to own and manage the schemes. Regional Water
Bureaus through the Zonal and the Woreda Water Mineral and Energy Office can provide
ongoing support to help prevent many of the problems associated with community
management and to find solutions to them by working in partnership with communities.

Such support might include regulation of management committees, developing sustainable
and transparent incentives for committee members, refresher training for existing
members, training of new members, consultation with disenfranchised groups and
individuals within communities, conflict resolution, and designation of committees as legal
entities. Provision of high level technical expertise by WASHCO/WUB is also essential to
mitigate complex technical problems that are beyond the management and financial
capabilities of the community.

Development actors are to finance the seed money to WASHCO/WUB to start-up
operation with adequate orientation to phase-in and phase-out strategy that enhance
sustainability and stakeholder participation during O&MM. The benefiting community
should have clear information about the institutional frameworks that were responsible for
operation, maintenance and financial management.
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Institutions dealing with relevant laws to RPS O&MM and policies, laws and the legal steps
necessary to ensure sustainability, including the need to recognizing for continuous
support were adequately communicated and or internalized among different actors.

WASHCO/WUB or beneficiaries have to report whenever they face financial constraint for
major maintenance so that development actors should support them as much faster as
possible.

The viable institutional setup with adequate funding and user friendly modes of operand;
complies with Ethiopia Water Resource Management Policy puts water users in charge of
their own water system. The most effective institutional set up is involving partnership, in
which a community organization typically; “WASHCO/WUB” draws on resources from the
community, from other communities, and from other outside agencies. This is to mean that
they do need continuous support from the potential partners.

To conclude, financing of O&MM of RPS seems to start its first move from beneficiaries.
As far as beneficiaries are not able to report problems, the WWO does not have clear
system for supervision and monitoring works.
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Douglas Ng'ambi (November, 1991), .A Manual on Operation and Maintenance of Communal
Standpost for Extension Workers and Caretakers, Piped Supplies for Small Communities (PSSC)
Project Zambia,
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Annex B: Asset Report Format

Income Statement (Profit or Loss Statement)
Date:

Revenues Debits Credits

Expenses

Net Gain or Loss:

Statement of RPS’s Equity
Capital (beginning of Cycle) (this amount comes from Previous
balance sheet)
ADD:
Income from income statement (+)
Any Additional Equity investment (+)

Sub Total
Deduct:
Withdrawals (-)

Capital (end of cycle) (this new amount is recorded in the RPS’s Equity
in the next Balance Sheet)

RPS Name:
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Annex C: Balance Sheet

Format C: Balance Sheet

Date:
Assets Liabilities
Accounts Payable, Taxes, Fees ..
RPS’s Equity
Capital
Total = Total
Format 1
Name of Water Service:
1 2 3
Income Statement | Statement of RPS Equity Balance Sheet
(Profit &  Loss
Statement
Revenues: Capital: Assets: Liabilities
(this amount comes from
balance sheet A)
Expenses: ADD:
Income from income stateme
/my Equity Investmen RPS’s Equity
/|
Net Gain or Log (capital )
|
Sub Tot :
|
Total Tot
Deduct:
Withdrawals:
Capital (end of Eyet-----

V-II Part-A: Page-75



Ministry of Water, Irrigation and Electricity
Management Requirements for Operation and Maintenance of Rural Piped
System

Format 2 Cash Receiving Voucher

Water Service Name:

Paid .By:
Reason for paying:

Payment in figure: ETB
Payment in words:

Received By : Signature:

Approved by: Signature:

Format 3: Cash Collected reporting formats

Serial Number:

Date:

Receiving Bank deposit slip | Description | Cash collected| Withdrawal
voucher numbg No.

Total

Name Signature Date

Prepared By:

Approved By

Authorized by
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Annex D: Format for Asset Register

Description of Asset

Deep well/Pump houses

Deep wells

Pump and Motor

Motor Controls

Pump house
Booster Station

Pump house

Pump and motor

Motor Controls
Reservoir

Concrete Reservoir

Steel Tank
Impounding Structure/Dam
Treatment Plant

Structure

Equipment/Controls
Pipelines

Steel Pipes

PVC/PE pipes
Service Connections
Valves/flow meter
Fire Hydrants
Building/Improvements
Office Furniture/fixtures
Office Equipment
Vehicles
Tools/Equipment
Chlorinating Equipment

No.

a

15

(o]

40

40
20
20

40
30
50

40
15

40
30

30
20
40
10

(3]

10

Life

Year
Acquired

C

Expired
Life

d

Acquired
Cost

e

Dep Exp

f=elb

Acc Dep

g=fxd

Net Book Value

h=e-g

Version- Final
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Inventory

Total Property and
Equipment
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