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A Water Scorecard

Setting Performance Targets for Water Utilities

Using data from 246 water utilities in 51 developed and developing

countries, this Note highlights the wide variation in performance on key

indicators: unaccounted-for water, labor costs, the working ratio, service

coverage, water prices and connection costs, and continuity of service. On

the basis of the performance of the top 25 percent of developing country

utilities, the Note proposes “best practice” targets for developing countries.

The performance of water utilities can be assessed
using four broad measurcs: efficiency of invest-
ment, efficiency of operations and mamntenance,
financial sustamability, and responsiveness to cus-
tomers. This Note uses data from the World
Bank's Benchmarking Water and Sanitation
Uuhtes database and from the Asian Develop-
ment Bank to review the perlormance of a sam-
ple of uulities The sample includes utilitics i all
regions and m countries at all income levels: half
(123) are in 44 developing countries. The uuhues
range from small (serving a population of less
than 125,000) to medium (125,000-500,000) and
large (more than 500,000), with at least 30 utili-
ties from developing countries and 30 from devel-
oped countries in each category.

Efficiency of investment

Investment in new assets should occur only when
absolutely necessary—and to ensure efticient,
long-run operation of existing assets, daily main-
tenance 1s critical Maintenance is parucularly
important for pipe networks, which typically

account for 70 percent of asset value but are
often neglected 1n favor of more visible assets.
Direct measures of asset mamntcnance are
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normally unavailable, so surrogates are needed

A crude measure of asset mamntenance 1s
unaccounted-for water—the difference between
water supplied and water sold as a percentage of
water supplied (figure 1) This measure captures
not only physical losses but also commercial
losses, due to mefficient billing or 1llegal con-
nections. Thus high levels of unaccounted-for
water indicate poor system managcement and
poor commercial practices as well as nadequate
pipelinc maintenance.

Based on the performance of the top 25 per-
cent of devcloping country unlities, a target for
unaccountcd-for water of less than 23 percent s
recommended. (The mean for developed coun-
tnesis 16 percent.) Achieving this target requires
reducing both physical and commercial losses

Efficiency of operations and maintenance
Operational efficiency is defined as the lowest-
cost use of mputs—Iabor, energy, water, and
materials—in the daily operation of a uulity.
The most effictent combination of mputs
depends 1n part on local input prices and past
capital investment decisions

To mcasure operational efficiency, analysts
use ratios of Inputs to outputs One such ratio is
staft per 1,000 connections. A high rauo may
indicate mcfficient use of statt Many develop-

g country utilities report more than 20 statf
per 1,000 conncctions. The mean value for
developed country utliues s 2.1 staff

These high ratios 1n developing countries
may mcan thatsingle water connections are serv-
g multiple households Or they may reflect
loose employment practices, often a result of
political interference in the water company’s
operation. (Recent water sector reforms, such as
those in Buenos Aires and Manila, show thatuul-
1tics can sustain services with significantly fewer
employecs.) The staff ratios achieved by the top
25 percent of developing country utihties in the
sample suggest that a target of 5 or fewer staff per
1,000 connections is achievable,

A second indicator of operational efficiency
15 staff per 1,000 people served, which elimi-
nates the distortion caused when single water
connections serve multiple households This
measure oo suggests excess labor in developing
country utilities. So does a third measure com-
bining wages and staffing to give personnel costs
as a sharc of total operating costs. 29 percent in
developed countries and 39 percent in devel-
oping countrics

Financial sustainability
Failure to cover costs leads to underinvestment
m assets, weakened operations, and declining
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Connection fees for developing country

utilities
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service quahty. Definitions of cost recovery vary,
with much debate on issues relating to capital
asset values and rates of return on investment.
A simple 111ea§111~e of cost recovery is the
working ratto—the ratio of total annual opera-
tional expenses, cxcluding depreciation and
debt service, to total annual pretax collections
fiom biling and éubsmlles A working ratio of
more than 1 means that a uthty fails to recover
even 1ts operating costs from annual revenue,
while a ratio of less than 1 means that 1t covers
all operating costs, plus some or all of 1ts capital
costs The propoéed target working ratio for
developing country utilities is 0 68, the per-
formance aclueved by the top quarule of utili-
ties 1n developing countries as well as the mean
for thosc in developed countries (figure 2).
Financial sustainability also requires timely
collection of payments. A common measure of
efficiency i this area 1s the collection penod—
accounts receivable as a share of annual rev-
enues, expressed i months of sales (figure 3).
The recommended collection period 1s 3
months or less. At first glance that target looks
ambitious the top quartile of developing coun-
try utihties in the sample achieves a performance
of 97 months. But closer mspection of the
results for the top quartile reveals a clear division
into clusters, with one group achieving a collec-
uon period of 4 months or less, and another a
collection pernod of more than 8 months. The
developed country average 1s 1.8 months.

Responsiveness to customers
Customer focus 1s assessed on the basis of cover-
age, affordabihty, and quality of service

Coverage

In most urban settings a ptpe nctwork 1s the
cheapest and most effecuve means of supplying
water—whether through individual house con-
nections or shared yard connections The share
of households covered by pipe networks differs
significantly between developed and developing
country utilities. In developed countries cover-
age rates exceed 99 percent, and all but two util-
iues have 100 percent coverage In developing
countries coverage rates range from 100 percent
to a low of 18 percent For sewerage, the worst
coverage rates are even lower. The proposed tar-
getis 100 percent coverage with appropnate levels
of service for each household The top quarule of
developing country utilitics in the sample have
achieved this target.

Affordability

Two indicators of access to new connections are
mmportant' the cost of a new connection and the
waiting time for a connection No data are avail-
able on waiting times, but figures for connec-
tion fees, roughly normalized against annual
per capita GDP, show that for some of the
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developing country utihties the fees are clearly
unaffordable (figure 4) In some cases they
exceed 60 percent of per capita GDP

The conncction fee 1s often what prevents
people from obtaiming piped water supplies—
once connected, consumers can usually pay
their usage fees The data 1n figure 4 suggest a
rule of thumb for connection fees most utilities
m developing countries should charge connec-
tion fees equivalent to no more than 20 percent
of per capita GDP.

Water prices depend n part on local condi-
tions. Because family income, household con-
sumption, and consumers per connection vary
considerably among countries, most summary
tariff measures (such as average cost per cubic
meter) are more useful for comparing utilities
within countnes than for comparing them
across countries A rough mecasure for compar-
1son across countries, however, is the afford-
ability of the minimum water requirementset by
the World Health Organization—the annual
cost of 20 liters a day as a share of per capita
GDP.

Calculanons based on the average tariff for
each utility 1in the sample show that in devel-
oped countries customers of the highest quar-
tile of utihties (those charging the highest
prices) pay the equivalent of 0.036-0.120 per-
cent of per capita GDP for 20 liters of water a
day (figure 5). In developing countries cus-
tomers of the highest quartile pay more than 0 2
percent of annual per capita GDP These results

show the burden on consumers in developing
countries and underhne the need to cut costs

Quality

The quality of service has several dimensions—
water availability, water quality, water pressure,
and customer relations. But the only one for
which the sample provides sufficient data 1s
water availability, as captured by the continuty
of service (hours of service a day). Based on the
performance of the top quartile of developing
country utihities, the recommended target 1s 24
hours a day (figure 6).

Conclusion

The indicators and proposed targets capturc a
broad range of performance measures for utih-
ties. They are not comprehensive More work 15
needed to provide a more complete assessment
of utility performance, expanding the measures
to governance and accountability, to capital cffi-
ciency, and to better measures of responsivencss
to the needs of the poor Stll, the key pointis that
the target indicators covered here are bemng
achieved by 25 percent of developing countrics
in the data set These targets can be achieved by
the rest by strengthening the focus on customers,
improving governance, providing icentives for
utihty managers to lift performance—somecthing
they often lack—and finally, if necessary, raising
tarffs
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