
PROFIT IMPROVEMENT ANALYSIS

A CASE STUDY OF AIR KELANTAN SDN BUD

MOUD NOR BIN ISMAIL

A consultancy report submitted to the College of Business in partial
fulfillment of the requirements for the degree Doctorate of Business

Administration University Utara Malaysia

COLLEGE OF BUSINESS

UNlVERSITI UTARA MALAYSIA

NOVEMBER 2009
,



KOLEJ PERNIAGAAN
(College ofBusiness)

Universiti Utara Malaysia

PERAKUAN KERJA KERTAS PROJEK
SOMX 8018 CONSULTATION
(Certification ofProject Paper)

Saya, mengaku bertandatangan, rnemperakukan bahawa

(I, the undersigned, certified that)
MOHO NOR BIN ISMAIL (91282)

Calon untuk Ijazah kedoktoran

(Candidate for the degree o� DOCTOR OF BUSINESS ADMINISTRATION
telah mengemukakan kertas projek yang bertajuk
(has presented hislherproject paper of the following title)

PROFIT IMPROVEMENT ANALYSIS
A CASE STUDY OF AIR KELANTAN SON BHD

Seperti yang tercatat di muka surat tajuk dan kul� kertas project
(as it appecrs on the title page and front COII8f of the project paper)

Bahawa kertas projek tersebut boleh d�erima dari segi bentuk serta kandungan dan meliputi bidang ilmu
dengan memuaskan.
(that the project paper acceptable in the form and content and thai a satisfactory knowledge of the neJd is
covered).

Tandatangan : --����-+-n:I:."""'_..........,..._ &WI(Signature)
Tarikh :

(Date)



PERMISSION TO USE

In presenting this project paper in partial fulfillment of the requirement for a postgraduate
degree from University Utara Malaysia, I agree that the University Library make a freely
available for inspection. I further agree that the permission for copying of this project paper
in any manner, in whole or in part, for scholarly purpose may be granted by my supervisor(s)
or, in their absence by the Dean of Research and Innovation. It is understood that any
copying or publication or use of this project paper or parts thereof for financial gain shall not
be given to me and University Utara Malaysia for any scholarly use which may be made of

any material from my project paper.

Request for permission to copy or make other use ofmaterials in this project paper, in whole
or part should be addressed to:

Dean of Research and Innovation

University Utara Malaysia
06010 UUM Sintok
Kedah Darul Aman



ACKNOWLEDGEMENTS

As with any report, dissertation or thesis, the completion of this report is not

accomplished without the help ofmany people. This report is no exception, and I would

like to take this opportunity to thank those who have contributed to its preparation.

My highest gratitude to Almighty (Allah SWT) for granting me the determination and

strength towards the completion of this report.

First, I would like to thank my mentor, friend and colleague, Associate Professor Dr.

Razli Che Razak for his help in developing the organization and approach of the idea in

this report and for his many suggestions during its preparation. We spent many hours

discussing what are the consultation core concept and the theory underlying in fmding the

problems of subject matter.

I would like to express my deepest appreciation to Tuan Haji Suhaimi Jusoh (General

Manager), Encik Azhar Hanafi(Account and Finance Head of Department) and Ir. Zain

Ismail (Project Manager NRW) of Air Kelantan Sdn Bhd for fantastic and marvelous

cooperation in furnishing me with invaluable information.

I remain indebted to my colleagues: Sam, TK, Arif Hakimi (Budak) and Ramzi for the

continuous encouragement and pushing me all along to complete this report. You are

great guys! Last but not least, my beloved wife and kids - for undivided love and support.

ii



TABLE OF CONTENTS

ACKNOWLEDGEMENTS

LIST OF TABLES AND FIGURES

EXECUTIVE SUMMARY

CHAPTER 1 PROBLEM IDENTIFICATION

1.1 Scenario

1.2 Objective of the Study

1.3 Significant of the Study

1.4 Limitation of the Study

1.5 Methodology

CHAPTER 2 COMPANY PROFILE

2.1 Background of the Company

2.2 Scenario of the Company

CHAPTER 3 ANALYSIS OF THE INDUSTRY AND PEER ANALYSIS

3.1 Industry Analysis

3.2 Peer Analysis

3.2.1 Setting Targets

3.2.2 Developing Performance Culture

3.2.3 Implementing Enablers

3.2.4 Aspirations Going Forward

Page

ii

vi

vii

1

4

4

4

4

5

8

11

15

16

16

17

19



CHAPTER 4 PROBLEM ANALYSIS

4.1 INTRODUCTION

4.2 INCOME ANALYSIS

4.3 PROFITABILITY ANALYSIS

4.3.1 Expenditure on Employees

4.3.2 Non-Revenue Water (NRW)

4.3.3 Tariff

4.3.4 Electricity and Materials Cost

4.3.5 Arrears ofAccount

4.4 SWOT ANALYSIS

4.4.1 Strength

4.4. 1 (a) Market Monopoly

4.4.1 (b) State Government Support

4.4.1(c) Asset

4.4.1 (d) Human Capital

4.4.2 Weaknesses

4.4.2(a) Bad Debts and Ageing Collection

4.4.2(b) Poor in Management and Planning

4.4.2(c) Lack ofNew Fund to Support Operation

4.4.3 Opportunity

4.4.3(a) Development Project

4.4.3(b) New Technology

21

21

21

24

25

25

28

30

31

32

33

33

33

34

34

35

35

36



4.4.4 Threats

4.4.4(a) NRW 37

4.4.4(b) Increase in Cost ofRaw Materials and Electricity 37

4.4.4(c) Old Plants 37

CHAPTER 5 RECOMMENDATION AND CONCLUSION

5.1 Introduction 38

5.2 Recommendation 38

5.3 Conclusion 41

REFERENCES 43



LIST OF TABLES

Table Title Page
2.1 Employees Data 6

2.2 Water Consumption by District in Kelantan 7

3.0 Improvement ofEfficiency by SAJH 20

4.0 List ofCompleted Project in 2007 23

4.1 Profit Before Tax by AKSB 24

4.2 Expenditure on Employees 25

4.3 Current NRW in Malaysia 27

4.4 Percentage ofNRW in Malaysia 27

4.5 Water Tariff (Domestic and Industrial) 29

LIST OF FIGURES

Figure Title Page

2.1 Organization Chart ofAKSB 6

2.2 Concession Relationship 9

4.0 Income in RM (Million) 22

4.1 Tabulated Bill Collection 23

VI



EXECUTIVE SUMMARY

Air Kelantan Sdn Bhd (AKSB) is the sole operator for treated water supply company in

Kelantan. Total privatization was exercised in the year 1995. Being among the earliest

company in Malaysia to be privatized in water industry, AKSB is supposed to progress

and excel. Ironically, a company that is supposed to be a 'bench mark' in the water

privatization concept has been lagged behind in terms ofmanagement and technology to

later company such as Syarikat Air Johor Holding (SAJH), SYABAS, PUAS etc.

The annual profit before tax was significantly reduced year after year. Year 2008 has

been a dismal year for AKSB as the profit was diminished to 70 per cent compared to

what AKSB has obtained in 2007. The income has soaring with the amount of almost RM

10 million from previous year but the profit before tax has shrank to a nasty figure.

Therefore the biggest challenge for AKSB management now is to inflate the profit

despite the rising operation costs.

The analysis shows that AKSB suffers from its high operational costs, lost of income due

to Non Revenue Water (NRW), low tariff and bad debts. This project studied the

structure of AKSB and most importantly analyzing the NRW problem. AKSB is

suffering the NRW at an average of 49 per cent which is among the highest rate in

Malaysia. 1 per cent ofNRW is equivalent to RM 1.80 million worth ofmoney. In terms

of Water Treatment Plant (WTP), the rising of operational costs is partly due to less

efficiency of the plants where the production is reduced because of plants ageing. Some

plants have to run on over capacity due to budget constraint on upgrading works.
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From the finding, AKSB has to resolve the NRW problem, as this issue will deteriorate

the profitability further. Probably the restructuring process shall be exercised at

management level in order to avoid the conflict among the top management and

superintendents. The billing and collection units have to be efficient so that the bad debts

and ageing collection can be improved. The productivity of employees is another crucial

factor that determines the increment in profitability. Most of the employees in AKSB

used to work with Jabatan Bekalan Air Kelantan. Working style as government servant is

very much different with private employee. Even though AKSB has been privatized and

exist more that 10 years ago, the attitude and working style has not been changed and the

employees have difficulty to adapt to privatization. So in this case, AKSB has to shift the

paradigm in order to remain competitive and able to generate significant profit.
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RINGKASAN EKSEKUTIF

Air Kelantan Sendirian Berhad (AKSB) ialah operator tunggal bagi syarikat bekalan air

bersih di Kelantan. Pengswastaan sepenuhnya telah dilaksanakan pada tahun 1995.

Menjadi sebuah syarikat terawal di Malaysia yang diswastakan dalam industri air,

AKSB sepatutnya berjaya dan cemerlang dalam industri ini. Sebaliknya, syarikat yang

diharapkan menjadi tanda aras bagi konsep penswastaan bekalan air telah ketinggalan

dari segi pengurusan dan teknologi kepada syarikat yang lebih baru usianya seperti

Syarikat Air Johor, SYABAS, PUAS dan sebagainya.

Keuntungan sebelum cukai tahunan telah berkurangan dengan signifikan dari tabun ke

tahun. Tahun 2008 merupakan tabun yang malap bagi AKSB kerana keuntungan tabunan

telah merosot sebanyak 70 peratus berbanding dengan apa yang diperolehi pada tabun

2007. Jumlah pendapatan syarikat telah meningkat sebanyak hampir RM 10 juta dari

tabun sebelumnya, tetapi keuntungan sebelum cukai telah mengucup kepada jumlah yang

agak memalukan. Oleh itu cabaran terbesar bagi AKSB sekarang ialah untuk

menambahkan keuntungan disebalik peningkatan kos operasi.

Analisa menunjukkan bahawa AKSB terpaksa menanggung kos operasi yang tinggi,

kehilangan punca pendapatan kerana Air Yang Tidak Berhasil, kadar tarif air yang

rendah dan hutang lapuk yang tidak dibayar. Projek ini mengkaji struktur AKSB dan

paling penting menyelami masalah Air Yang Tidak Berhasil. AKSB terpaksa

menanggung kerugian akibat Air Yang Tidak Berhasil sebanyak 49 peratus yang mana

kedudukan ini adalah antara yang tertinggi di Malaysia. I peratus dalam Air Yang Tidak



Berhasil menyebabkan kerugian sebanyak RM 1.8 juta kepada AKSB. Dari segi Loji

Rawatan Air (LRA) , peningkatan kos operasi adalah sebahagiannya disebabkan oleh

pengurangan kecekapan loji. Ini adalah kerana usia loji itu sendiri. Sesetengahnya telah

melebihi 25 tahun. Sesetengah loji terpaksa beroperasi melebihi keupayaan sebenar

kerana kongkongan bajet untuk kerja-kerja menaiktaraf.

Dari segi penemuan, AKSB terpaksa menyelesaikan masalah Air Yang Tidak Berhasil

kerana masalah ini akan mengurangkan lagi keuntungan syarikat. Kemungkinan proses

pengstrukturan semula perlu dibuat di peringkat pengurusan atasan bagi mengelakkan

konflik antara pihak pengurusan. Unit Pengebilan dan Pungutan mestilah cekap supaya

dapat mengelak hutang lapuk dan kutipan yang sewajamya dapat ditingkatkan.

Produktiviti pekerja sepatutnya difikirkan juga. Majoriti pekerja AKSB ialah bekas

pekerja Jabatan Bekalan Air Kelantan dimana corak kerja dan pemikiran kebanyakannya

masih lagi di takuk lama. Penerimaan terhadap tugas pengswastaan agak sukar

dilaksanakan disebabkan oleh halangan minda. Jadi dalam hal ini AKSB perlu membuat

anjakan paradigma untuk kekal kompetetif, berdaya saing dan membuat keuntungan yang

signifikan.



CHAPTER 1: PROBLEM IDENTIFICATION

1.1 Scenario

A reliable water supply system is crucial to support population and economic growth.

And a state like Kelantan, where development is taking place at a relatively moderate

to fast pace such as East Coast Economic Region, dependable and continuous water

supply simply cannot be compromised. To provide uninterrupted supply of good,

clean water in a state which encompassed of 14,931 square kilometers is certainly no

mean feat. Progressive development has brought a shift from agriculture to an

industrialized economy where urbanization progresses to meet the needs of the

population. As such, developments has taken place in line with world trends, water is

increasing becoming scarce and more polluted in the 2151 century.

This project will focus on Air Kelantan Sendirian Berhad (AKSB) as the sole water

utility company in Kelantan. AKSB supplies water to more than 190,000 people in the

state of Kelantan with the production of 320 million litres per day (MLD). The fiscal

year ended 3151 December 2008 indicated that AKSB profit has reduced significantly.

AKSB recorded a profit before tax ofRM 262,750 which is a 69.30% decreased from

the profit before tax ofRM 856,630.00 recorded in the financial year of 2007.

AKSB as the sole provider of treated water in Kelantan has to face with the increasing

uncertainties of weather patterns; the scarcity of water as well as pollution threats to

water sources and catchments, the task and responsibility of providing safe drinking

water to consumers have always been and will continue to be a challenging one.
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