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Expanding Water and Sanitation Services to
Low-Income Households
The case of the La Paz-El Alto concession

Kristin Konmives Bolivia is one of a growing number of develop- for low levels of consumption. Thouglh it con-
anzd Penelopef ing countries turning to the private sector to tains a number of innovations, the La Paz-El
Brook Couwen improve urban water and sanitation services The Alto concession follows this general approach

country's first major contract in the sector, a But the criteria used to select a private conces-
twenty-five-year concession for the neighbor- sionaire in La Paz-El Alto marked a dep;rture
ing cities of La Paz and El Alto. was implemented from earlier concession awards in the region, in
in August 1997 which bidders were asked to specify the tariff

they would require to meet prespecified invest-
The public utility in La Paz-El Alto provided center ment and service obilgations. Bidders for the La
city residents with in-house water and sewer Paz-El Alto concession, by contrast, identified
connections but did not serve lower-income resi- the number of water connections they would
dents in outlying arcas Unserved houscholds make in cxchange for a prcspecified tariff (Thc
relied on alternative water and sanitation tariff and sewTer expansion requirements were
services-often at high cost A primary objective fixed in the bidding documents
in inoving to a private concession was to turn
this situation around-expanding servIces to lOW- Contract obligations
income households while holding down costs
by increasing efficiency. It is not a foregone con- At the time the contract was awarded coverage
clusion that the new concessionaire will do a was 87 percent for in-house water connections
better job of expanding service, much will de- and 48 percent for sewer connections The win-
pend on how well the contract and sector regu- ning bidder-the Suez Lyonnaise des Eaux con-
lation have been designed Because the La Paz-El sortium Aguas del Illimani-committed to achieve
Alto concession was explicitly designed to ex- 100 percent water coverage in La Paz and to in-
pand service to the poor, this concession is a stall 71.752 new water connections in the El Alto
good case study for evaluating how different pro- subsystem (the poorest in the metropolitan area)
visions in the contract and the sector regulation by December 2001 By some estimates the new
may help or hinder service expansion coinections will achlieve 100 percent water cov-

erage in El Alto The concessionaire also wio-
lMost water and sanitation concessions in devel- mitted to 90 percent sewer coverage in El Alto
oping countries have followed a broadly simi- and 95 percent coverage in La Paz by 2021
lar model The contracts are typically long
term-twenty-five to thirty years-and offer the The concession contract specifies that all new water
concessionaire an exclusive right to provide ser- and sewer connections must be in-house connec-
vices in a defined area, paired with obligations tions The contract also sets out requirements for
to achieve certain coverage and quality targets service quallty (including water quallty, continu-
Concerns about service access for low-income ity of service, water pressure and flow, and cus-
households are usually addressed through uni- tomer service) The contract is largely silent on
versal service obligations and a "social' tariff the inputs to be iused to achieve these outcomes
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Expanding Water and Sanitation Services to Low-income Households

The concession is regulated by a relatively inde- (called the area no servida) unless neighborhoods
pendent national body, Superintendencia de in this area meet certain criteria Today this area
Aguas, established in 1994 to grant and regulate is not highly populated, but it is an important
concessions for municipal wvater and sanitation area of settlement for new rural immigrants
services The regulator monitors and enforces
compliance with the expansion and quality obli- Exclusivity wvithin the service area has tradi-
gations but not the specific investments made by tionallv been justified on the basis that it re-
the concessionaire The regulator also must duces revenue risk-and thus increases the
approve all tariff revisions over the life of the financeability of projects with high capital costs
contract An increasing block tariff structure and and long amortization periods It is also some-
an average 38 5 percent tariff imnrease were intro- times advocated as a way to protect the rev-
duced Just before the concession began The tar- enues of concessionaires that are required to
iff, based on water consuml-ption, is for both water cross-subsIdize somlle gJoLijs of consumers But

and sewerage services, and for low-income exclusivity can have a major downside, espe-
consumers is well below cost The first tariff re- cially for low-income areas that lack formal
view is scheduled to take place five years into connections Exclusivity illegalizes and sup-
the contract, in the internm, tarnffs are indexed to presses the emergence of alternative service
the UI S dollar The contract also sets m1aximum providers, even in areas that the concession-
connection fees US$155 for a water connection aire may not serve for some time There may
and US$180 for a sewerage connection be other ways of increasing the attractiveness

of a concession that are less harrnful than ex-
Help or hindrance? clusivity, such as improving the stability and

credibility of the regulatory regime and elhmm-
Using the La Paz-El Alto concession to illus- nating unduly costly investment obligations
trate, the remainder of this Note looks at
whether service area boundaries and exclusiv- The La Paz-El Alto contract does not explicitly
ity provisions expansion mandates, technical state whether Aguas del Illimani has exclusiv-
specifications, and tariff structure and connec- itv over its service area, but the contract and
tion fees help or hinder service expansion Bolivia s water regulations protect the con-

cessionaire from competition The regulations,
Service areas and exclusivity for example. prohibit the sale of water by con-

nected households and allow the concession-
Most concession contracts define the service aire to charge a fee for private groundw-ater
areas where the concessionaire is expected to extraction within its service area Thae contract
operate W'ater and sanitation concessionaires requires that the concessionaire eliminate all
are almost always given an exclusive right to communal standpipes, but these standpipes are
provide service in these areas for the life of the inexpensive alternatives to in-house connec-
contract Service area boundaries and exclusivity tions for many households Restrnctng the op-
nghts shape the service options available to low- tions available to poor households will likely
income households For example. a concession- do more harm than good in areas (such as the
aire can offer connections to households within area n-o servida) where the concessionaire is
the service area but is not required to connect- not obligated to provide in-house connections
and may be prohibited from connecting- in the foreseeable future
households outside that area

Thus excluslvlty is actively harmful when it
The La Paz-El Alto concession creates a third restricts service options that households might
group of households by dividing the service area otherwise choose Service area boundarnes are
in two. The concessionaire is not required to generally neutral but potentially harmful if they
provide service in the fnnges of the service area exclude households best served by the utlllty



Expansion mandates adverse to sinking large investments early in
the life of a contract-for example, if there is

Connection reqtuiremnents like those in the La uncertainty about the independence and
Paz-El Alto concession are a dilrect way to in- sustainability of regulatory arrangements Some
clide expansion goals in private contracts If neighborhoods may be mnore costly or rnsky to
such requirements are enforced, they can in- invest in-for reasons as varied as location, den-
duce utiltties to expand services to customers sity, obstructive local officials, neighhorhood
they might otherwise be unwilling to serve Ex- vilolence, or delays in legalizing land tenure
pansion mandates may be Expansion mandates do not directly address

M and1ciiactes oni the numniber of neti conlnectionZs any of these problems And a concessionaire
to be added These mandates are reasonably may, depending on the regime, he able to ay-
strailghtforward to monitor and enforce pro- gue that it is impossible to comply wxith its
vided that what counts as a connection is clearly mandates given the magnitude of such prob-
defined and the mandates are hacked up with lems In thIs situation expansion mandates may
incentives for compliance In La Paz-El Alto at best open a dialogue on how these prob-
all connections must be in-house connections lems can he addressed On the wl hole, though,
Fadlure to make all required connections w ithin expansion mandates can be neutral to positive
a specified penod results in a fine and, for major
lapses, an increase in the expansion mandate Technical specifications
for the following pernod
M Wandates on percentaGe covterage The long- Most concession contracts say something about
term sewerage coverage mandates in the La how water and sanitation services must be de-
Paz-El Alto concession take this form Such livered They may specify outputs (type of ser-
mandates may be difficult to moniator and vice, number of connections, minimum senrice
enforce In La Paz-El Alto, for example. no quality) or inputs (technical and materials stan-
one knows how many houses are in each sub- dards, required construction techniques. pro-
system, so mandating, say. 50 percent cover- cedural requirements) In general. mandating
age is dlfficult In an attempt to address this outputs and not inputs-as is generallb the case
problcm. thc concession requires the regula- in the La Paz-El Alto contract-is preferable
tor to translate the contract s percentage cov- because it allows the concessionaire to choose
erage requirements into a mandated number the m-ost efficient way to provide the desired
of connections at the beginning of each tive- outputs.
year periocl
M aIcindates to connect call households or7 neigh- Output requirements are not without their prob-
horhoods nmeetinig certain criteria The La lems, however Bfl requiring in-louse connec-
Paz-El Alto contract subjects expansion in tions and mandating service quality standards,
the area nio servida to this type of mandate the La Paz-El Alto contract greatly restricts the
The concessionaire must connect neighbor- flexibilitv of the concessionaire s service
hoods in this area if they meet density critc- offerings The regulator recognizes that the
ria and if doing so would not significantly mandated service levels are expensive and
increase costs Thlis mandate is potentially could leopardlze expansion efforts Thus ef-
quite w,veak because whether a neighborhood forts have been made to lower costs For ex-
meets the criteria is subject to debate ample, while maintaining the requilrement for

in-house connections the regulator has sanc-
The basic idea behind expansion mandates is tioned a pilot project in which the concession-
that they can encourage concessionalres to do aire is installing condominial water and
things that they might otherwise be unwilling sewerage systems in some El Alto neighbor-
to do An unwillingness to expand sers ice might hoods (Condominial systems redcwe costs by
have s,everal causes Concessionaires mav be using smaller pipes, installed in relatively



Expanding Water and Sanitation Services to Low-income Households

shallow trenches, often under households of water consumption This setup will likely
yards rather than under roads) discourage the concessionaire from provid-

ing sewerage connections -
Output requirements are generally preferable Connectionfees The La Paz-El Alto contract
to inlpUt requirements, ws hich risk raising costs sets ilmaxiLmum connectiorn fees for water and
and making procedures undLuly burdensome sewerage that do not vary with the true cost
But output requirements can also be harmful of connection The same connection fee ap-
if, by restricting a concessionaire's service offer- plies for in-fill connections on existing lines
ings, they make service expansion too costly and for connections in areas with no existing
for the concessionaire or out of line with house- network In this situation the concessionaire
hold preferences is likely to prefer making in-fill connections,

where profit margins may he greater The
Tariff structure and connection fees concession contract seeks to counteract this

inclination by mandating that in-fill connec- 7

Whatever the cost of service, a concessionaire tions can account for no more than half of
must be able to cover its costs if the desired all new connections
expansion plan is to be sustainable Cost
recovery over the life of the contract will be Tariff structures can have a positive effect if they
affected by such factors as the tarnff structure. facilitate serving the poor by ensunog that rev-
the ability to disconnect customers for nonpay- enues cover the cost of these connections Oth-

Viewpoint is an open ment, regulatory rules for adjusting the overall erwise they can have a potentially negative effect
forum intended to tariff level, and the soundness and independence if they create disincentives for service expansion
encDurage dissemina- of arrangements for applying those rules Here -possiblv blocking expansion of service to
tion of and debate on
ideas, innovations, and we concentrate on the tariff structure houselholds that are willing to pay more for ac-
best practices for cess to better water and sanitation services
expanding the private Concessionaires will have an incentive to fo-
sector The views pub-
lished are those of the cus service expansion efforts on areas where Prospects and problems
authors and should not capital expenditure costs are relatively low or
be attributed to the quickly recoverable and where tariffs cover or To date the La Paz-El Alto concessionaire has
World Bank or any of
its affiliated organiza- exceed operating costs In La Paz-El Alto there met its service expansion obligations But cer-
tions Nor do any of the are at least three possible disconnects between tain features of the contract could make it un-
conclusions represent the tariff structure and the contract's service necessarily difficult to achieve the broad
official policy of the
World Bank or of its expansion objectives objective of universal servlce-as wsell as on-
Executive Directors * The social tariff Households are charged a necessarily painful for some households For
or the countries they unit tariff that falls well below costs for the example, the contract mandates a uniform and
represent first 30 cubic meters of water they use each costly level of service, the tariff provides disin-

To order additional month The sale of water to low-consump- centives to meet expansion goals. and exclu-
copies please call tion households is thus a loss-making propo- sivity provisions have the potential to restrict
202 4581111 or contact
Suzanne Smith, editor, sition, and a concessionaire might be expected water and sanitation options before in-house
Room FlIK-208, to prefer not to serve such hotiseholds Most connections hecome available
The World Bank, of El Alto (the focus of the contract's expan-
1818 H Street, NW,
Washington, D C 20433, sion efforts) is a low-consumption area, with ' Alter the first ftve eais of tIe Lontrati t le once-lofnalac IS re-
or Interret address the average household consuming about 10 quorw-ed to propose .s epate tarer aod moeiuge ruriffs wlilth rieat
ssmith7@worldbank org cubhc meters a month nleip icnedv tlrho problemri

avalTable on-line * The unified water and sewerage tariff Under
(wwwvorldbank oig1 the unified tariff a household with a water Kristin Klonuves (konies5@enzad 1Uiic erbu),
html/fpd!notes/) connection but no sewerage connection will University of North Ca rolina-Chapel Hill. and

e Prirted on recycled have the same monthly bill as a household PenelopeJ Brook Con en (pbrookP0 world49ank org'),
paper with a sewerage connection and the same level Private Participation in Infrastn.cture Group


