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ABSTRACT

Thereis a need forinstitutional innovations aimed at increasingthe coverage and reliabiity of water senices, and sustainng
those senices, while inproving compliance. This paper describes WRC development ofan altemative institutional concept,
viz franchising partnerships for the operation and maintenance o waterservices. It desciibesthe formulation offranchise
models that could be developed and made available to emerging entrepreneurs as the basis of viable businesses, and
describes an environment to facilitate this, and how franchising partnerships woud bringimproved skillslevels to bear atlocal
level where needed.

BACKGROUND

The ragpid rate of construction and commissioning of new water servicesinfrastructure isseverely challenging the public
sectorinstitutions responsible br operating and managing this infrastructure. Innovative approaches to water service delivery
are required. But evenifall theexistinginstitutions were coping with the water srvicesdelivery responshility, there woud be
good reason toinvestigate alternative institutional modds, on the grounds thatitneeds to be found out ifalternaives:

e could bemore cost-effective, and/or

e could allow existing rolegayers to focuson their other reponsibiities, and/or

e could offer a range of other advantages (ncluding greater local economicdevelopment).

Thereis an alternative institutional model that issuited more forthe ongoing operation and maintenance of water services

systems than forinvestmentinnew infastructure — and, importantly, thatis friendly to small busness and local economic
development. This alternative is the franchising partnership. However there is litle experience of this approach anywherein

the world, although some existing partnershipsshare some of the characteristicsof the franchise approach.

The barriers to entry for the smaller or gart-up company are substantial Butif these coud be overcome -- and franchising is
a way to overcome them -- then there will be many opportunities forimproved water services and forloca economic
development. The twindriving forces of the franchising partnerships concept arethe exisence o a successful business
model that canbe copied widely (there have upto nowbeen very few such models for the watersectorl) and the profit
motive.

Franchising isa way ofaccelerating the development of a business, based on tied and tested methodology. T he franchise
system firstly correlatesand systematises the business, and then facilitates the setting up of the business and supports and

disciplines it thereafter.

The key istheincentive, to franchisor and franchisee alike, to improve efficiency, and to provide improved service reliability
and quality control.

A Water Research Commission (WRC) scoping study aompleted in 2005 (Wall 2005) found that franchising partnerships
could dleviate and address many challenges inthe managemernt of waer services. At he sametime, franchising would
suppott the development of local microenterprises and (broad-based black economic empowerment) BBBEE, all within the
public sector service delivery environment. This was all reported upon a the 2006 WISA conference (Bhagwan et al 2006)

! Furthermore, much of the business infomation pertaining to these very few modelsis, understandably, guarded by the

companies that possess it, and which have, withlitle ifany exception, gained theirinformation the hard way — through
experience! Itistheir mmpetitive advantage, and theyare willing to share only up to a point.



Ongoing WRC research has since then very much further explored and developed the concept of franchising partnershipsin
water srvices.

The WRC collaboratedin this work with a team led by the CSIR and comprisingin additon Amanz abantu Senvices (Pty) Ltd
and others.

THE CASE FOR WATER SERVICES FRANCHISING PARTNERSHIPS

Franchisee water service providers, dependentfor their livelihood on the success of their business, would have astrong
incentive to perform, and would also enjoy the benefit of the franchisor'sexpert guidance and quality assurance. On this
latter point, a franchisor can ensure a professional approach, quality control, and ongoing training, as well as advice and help
when needed.

This help from the franchisor would be of partiaular value in water services authorities (WSAs) away from the mgor urban
centres. Few of these WSAs can afford to empoy competent qualified gaff beyond basic skills levels, and surveys of their
treatment works show frequentnon-compliance with the performance standardslaid down. (Forone example ony:Snyman
et al 2006 2.) Significant improvements would soon be seen if the generally under-qualified or under-resourced water
services staff inthese WSAs could have this ongoing support, mentoring and quality control -- orif the WSA could enterinto
partnerships with microenterprises which would, through franchising partnerships, enjoy the necessary ongoing support,
mentoling and quality control.

Given that the costs of the franchisor's higher levels of specialig expertise would be shared by sveral franchisees, the
franchisor could affordto make this expertise available to each of them on an asneededbasis, and could provide other
resources normally only available to lager water services providers. This holdssignificant benefits for WSAs.

Thus there is ample scope for the microenterprise private sectorto assi g, and there should be arange of ways in which
entrepreneurship in water service provision canbe encouragedand supported. If the microenterprises were not stand-alone,
but were franchisees, they woud enjoy competent franchisor support, and both franchisee and franchisor would be
incentivised to make this arrangement work. Many useful pointers can be foundin business format franchising franchisee
development programmes as well as in engineeling infrastructure contractor dewelopment programmes, both of which have
good track records in South Afica.

The WSA dient’s competence to monitor performance and enforce contract complianceis key toit effedively usng the
microenterprise sector. Howe\er if an WSA is short of management resources, it would be putting these to more efficient use
ifit managed the work of the contractor rather than tied to cope with the operational issues itself.

The agument for franchising partnerships as ameans to improve efficiency in water sewices operation and maintenance
does not depend on the case for oragainst the participation of for-profitorganizations. There are already elements of
franchising partnerships in some of the currentactvities of non{profit water services organisations in South Afica For

example, a valuable asset to several predominantly rurd WSAscurrently is the practice of appointing large water services
instituions as"support services agents' to support water services providers that are NGOs and small, local CBOs. Although

this arrangement is notfranchisng, dewelopment of the franchisng partnershipsconcept has learnt fromit, and it could inturn
benefit from adoption of some o the characterigics of franchising.

It isacknowledged thatthere are a few water services franchisors that have long been gperatingin South Africa. They are
successful financially and in tems of the service (operation andor maintenance of an element or elements of the water

2 “The root cause for he poor performance at the majority of non-compliant plants doesnot seem to be the need for

additional or upgraded plant infrastructure or the need foradditional fundng. The challenge is that the available pant
infrastructure and equipment are not wel operated andbr suffidenty mantained.” (Snyman et al pg 11)

In terms of resources, “some form of intervention is required with regards to the following:
— Captital infragructureinvestment at 85% of the plants;
— Skilled operational staff required to operate the plant efficiently at 50% of the plants;

— Skilled mainenance staff required to adequately maintain the installed mechanical/electrical equipment and
instrumentation at 56% of the plants;

— Financial resourcesto support the routine operation and maintenance at 21% of the plants; and
Infomation resources required to propelly operate the plantsat 63% of the plants.

The most pressing deficiencyis the critical shortage of trained, skilled and experienced process controllers and
mechanical/electrical maintenance staff.” (ibid pg 4) (Emphasis added)
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services delivery chain)that they provide.3 But they have not, or do notwish to, provide other elements, or provide their

services to other than their current market niche (nvariably private sector purchasers of their sewices). In more than one
case, they woud like to extend their sewvices to WSA-owned infrastructure, but do not find the environment conducive.

A major motivation forthe research hasbeen the WRC’s wish to break water services franchising out ofits current niches,
and toexplore and pilot franchising’s application acrossoperation and maintenance of arange of public sector water services
delivety elements. Andto place in the public domain the business information (e.g. methods, financial viability) that it (the
WRC) develops.

The WRC found thatitis essential to the success of water services franchising partnerships that, inter alia:
e Service to customers meets the specification in the franchise contract with the WSA
Suitable franchisors are willing and available
Local entrepreneurs are willing to take up water srvicesfranchise opporunities
Franchisng prowesto be a viable business for franchisor and franchisee dike
Funding partners support water servicesfranchisng partnershipsin just the same way asthey support in comparable
circumstances water sewices provision by otherinstitutional means

On thelast of these pants: Franchising partnerships must benefit from he funding streams (e.g.the Equitable Share
Programme) tothe WSA to the same extent asthese streams are intended to benefit any other type of water sewices
provider, includng the WSA itself.

OVERVIEW OF WATER SERVICES FRANCHISING PARTNERSHIPS

The WRC hastherefore been researching a partnership concept, making use of the principles of franchisng, forimproved
water srvicesinfrastructure operation and maintenance. In thisconcept, ownership of he water services infrastructure
remains with the publicsector (e.g. the WSA).

The concept has been formulated witha view to improvng water services operational quality and efficiency through
intoducing a new (to water sewvices) supply-side operaion and mainterance povider mechaniam.

Many South Afican WSAs do not have staff or systemsto delivera reasonable service. A carefuly designed set of
WSA/franchisor/franchisee arrangements, efficiently impemented, could assist. At the same time, franchising offers

opportunities to the microenterprise sector and to local economic develogpment. Franchisees are microenterprises, buttheir
association with a franchisor gives them considerable advantages -- reflected inthe better serviee that they can provide -

over stand-alone microenterprises.

Franchising might not be ideal, but it might in many situations offer the prospect of improved operation and maintenance of
water rvices. Howewer three main priorities need to be addressed simultaneously if the operation and maintenance of
public sector water services infrastructure is, in the cause of improved water services provision,and to the beneft of water
services users, to be franchised whereitis appropriateto do so. As follows:

e Ensure that the necessary stepsare taken to allow the non-govemmental organisation (NGO), community-based
organisation (CBO) and microenterprise sectorsto compete on even terms with in-house providers At very least, this
must be done where in-house operation and maintenanceis showing obvious signs of serious or repeated non-
compliance.

e Addressfunding stream and municipal financial gability issues.

e Ensure that a limited number of water services franchising partnerships plots are up and running as soon as possible.
These plots will, through their success, demonstrate the potential of water services franchising partnerships.

National govemmentisthe key roleplayerin tems of addressing the firg two of these pioiities.

Research shows that municipalities are forthe most part unlikely to change in respect of the first of these priorities. If,
therefore, national government wishes to see change, itis going to have to demonstrate strong leadership.

Research also shows that many municipalities are not able of their ownaccord to bring aout significantchangein respect of
the second of hese priotities. Again, therefore, nationd governmentisgoing tohave to take theleadership itself. In this
instance, national government has succeeded in bringing about some improvement, but much more needs to be done.

A “three-step breakthrough”isneeded:

% For example, The Drain Surgeon is a well-known franchisor, based in Gauteng, but wit franchisees under the same brand
name in all mgor centres of South Afria.
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e The first step isthe breakthrough to acceptance by WSAsof outsourcingthe operation and maintenance of
infrastructure that they, he WSAs, own. (To emphasise: this outsourcing need not necessarily beto the private sector
— it could also be to NGOs and CBOs.)

e The second is the acceptance that the institutionsoutsourced to could be microenterprises

e The third step isthe acceptance that these microenterprises could be franchisees (This third step should not be a
problemonce the second level isin place.)

Franchised microenterprises should be a concept considerably easier to convince clients of the merits of than the idea of
microenterprises that are stand-alone.

Note that whatis good or bad for microenterprisesis good or bad for franchising partnerships. Butthe converse doesn't
necessarily apply — or, putting it differently, a franchisee microenterptrise, given the supportit would receive from the
franchisor, woud in alllikelihood find iteasier to meet some regulatory and other requirements than would a stand-alone
microenterplise, everyhing else being equal.

Finally, whereas a business based on a single element of the water services delivery value chain might not be viable, a
franchisee might be abde to make a viable business by offering ssveral water-related sewices, thereby achieving dual
objectives, viz:

e economy of scale; and

e |essening dependence on one ora limited number of dients.

The next section puts in a nutshell the case fora partnership concept, making use of the principles of franchising, for
improved water services infrastructure operation and maintenance.

WATER SERVICES FRANCHISING: A PARTNERSHIP CONCEPT
In the briefest possible terms:

e The WRC has faund that a franchise parnership concept can assst WSAs with their water services responsibhilities,
specificdly the operationand mantenance of infrastructure.

e The WSAs will continue to own he infragructure. . .
Through franchising partnerships,

Water servicesfranchisng is a means of: matching skills levels, and

e assisting WSAsby providing the higher-level expertise in water and matching obligations, together with
sanitation infrastructure operations and maintenance that would very incentives to use the skills

seldomif at all be found outside the metropoles and larger urban

areas while appropriately and effectively.
e creatingand supporting CBOs and small entrepreneurs who can

provide locally-based and efficient service provider solutions; and e On mostdays atthe (forexample)
e hbuildinglocal economic development. treatment works, nothing

extraordinary happens. Franchisee

The concept addresse sthe lack of higherdevel expertise that has so often staff, who are lesser-skiled, are

been identifiedas a key to improvement of service, especially in the more

remote areas. The local staff can deal with day-to-day operational needs, able to cope.

but are not ablke to ded with anything more demanding than that. The e When major maintenance or
essence of water services franchising partnerships is the creation of a pool upgrading is needed, orwhen there
of appropriate expertise upon which thelocal operatorscan draw, a is a breakdown --thos e staff know

restructuring of the local responsibility or operating, and the creation ofa

two-way obligation -- an obligation to call for assistance from the pool, and whoto call at the franchsor in order

an obligation to respond rapidly to thatcall. All of this together with the to bring the higher level of skill.
incentive structures to ensure thatit happens. (For more detail, see first e Andthey know that the people they
box alongside.) call WILL help, because there & a
The franchisees would be microenterpises and CBOs. The franchisors blndng_ Sl el el G ShaEe
would be any institution that has the required expertise, is willingto provde re.putatlon. o

the sewice, and would not be ina confict of interest by providing the e Itistwo-wayobligation — an

service. obligation on the franchisee to ask

o for help, and an obligation on the
An andogy wauld be a combination of:

e a WSA (orany other owner) purchasing a motor vehicle bgether franchisor to ‘glve the‘ help.
with a maintenance plan (or purchasing the mairtenance plan C CO_St of the higher sKkills levels,
afterwards); and which are needed only

intermittently, is spread across
many sites -- thus cost per site is
low.




¢ the maintenanceis undertaken by a franchisee, with the continuous support of a franchisor.

The WRC hasmodelled the franchising partnerships of selected

elements of the water srvicesvalue chain. This modeling has The principles of franchising.
drawn upon fird-hand knowledge of operating these same
elements in contexts asclose as possible to franchising It has e Franchises’ success is based on replication

also drawn upon understanding of the amall number of

: e i of success, efficient logistics and a trained
franchises already active in the water services sctor, and upon d . d Kf
underganding of the very muchlarger number of franchises in an capacnate srtLelize. _
other fields. e Franchisee small businesses are relatively

easy to establish.
e Franchisingis robust, and able to ensure
consistent quality products and services.

Finally:
e Franchisng parnershipsoffers sgnificant potential for
improvement in servicesquality and reliability, greatly

assistingthe good functioning of WSAs. e Franchisees are obliged to adoptthe tried
e Franchigng parnershipsoffer significantpotentia for the and tested systems and procedures of the
capacitation and participation ofmicroenterprisesand franchisor, and to accept the quality control
\C/:Vigrsé;sns {/(\)/rsiBn?aE;fequire contraciual recoure not of the franchisor -- resulting in higher quality
[ ] . .
only to the franchisee, but also tothe franchisor, the assural_’lce and greater.efﬁCIenCIeS.
franchisor could be a co-signatory to the contract ora e Franchises are able to innovate and dewelop
guarantor of the performance ofthe franchisee. 4 constantly.

WAY FORWARD

The way forward from now on ies onlyto a limited extent in more moddling. It liesratherin piloting the concept, and learning
from the pilots. Italso liesin creating amore conducive environrment —comprising matters relating to funding and financial
control, accountability, performance regulation, service standards, capacity, outsourcing policy, procurement procedures, and
other issues.

This final section of the paper addresses, in order, modelling, pioting and advoacy designed to create amore conducive
envirorment. How the themesof moddling, pilating and advocacy can upport each otheris described —for example how
advocacy can (and already hasin at least one instance) lead toan opportunity being perceived and resources being put
together in order to commence piloting, and how the success with that pilot, once itis underway, will in due course strengthen
the advocacy.

Whereas moreresearch, and particulary the building ofmore models on paperwould undoubtedly add great vaue °, the
main need nowis to start piloting the concept.

The on-paper studies have been taken to the point at which the conceptis described and it is made sufficiently dear thatit
could work, where it cauld work and how it woud work. Ifthe envionmentis favourable, potential franchisors will, it is
hoped, seize the oppottunity, and will do the detailed modelling to suit their abilifes and the circumstances to whichthey see
the concept being appled.

Piloting of the concept, after completion of the currentstudy, isbeing promoted. Only in piloting will be benefitsbe
demonstrated. Also, unanticipated chdlenges will be identified -- and overcome.

Proposals for ploting can readily be grouped into two types, asfollows:

4 Because of the essential sewices nature of water sewices, there might haveto be a backup contractual relationship

between the franchisorand the WSA. This woud oblige the franchisor to take overthe franchisee’s responsibilities, evenif
temporarily, should the franchisee fail forany reason whatsoever.

®> The WRC research has already modeled:
0 Asustainable communitydevel caretaker management busness;
0 asustainadle schools and sanitation business; and
0 asustainable presure control management business.

Otherareas for potential franchising indude leak detecion, borehole management, managemen of municipal treatment
works, management of treatment package plants, meter reading, pite€mptying services, laboratory servies, data
management, and site and property management.
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e Proposalsthat would leadto the establishment of franchisee water servicesproviders, offeing a full range of water
services. (Call these “Type A”.)

e Proposalsthat would leadto the establishment of franchisees that would offer selected senices under contract to water
services providers (“Type B").

Preliminary planning of DWAF's "Water for Growth and Development” programme has identified that franchising partnerships
wouldbe a key elementin itsintiatives(still being evolved) to address the dynamics of water, growth, poverty aleviation, and
development. Projectscould be of either type.

Thereare already many potential sitesfor water services franchising partnerships, in the sense that muc water services

infrastructure isalreadyin place butis not being operated properly at the present time. While these sitesfall under the
jurisdiction of orare owned by WSAs, and the reluctance to consider franchising, or evenany significantoutsourdng of

operation and maintenance, of what appears tobe the majority of WSAshas been noted by the WRC, itis encouraging that a
sufficient number of WSAs appear to be willingto consider undertaking, or permitting, water services franchising partnerships
pilots.

The sequence of events will prabably be that franchisors will select water services elements and will formulate the business
modelsto go with each. They will thenlook forsitestoapply the models and will seek the cooperation of the WSAs
responsible. Fnally they will offer the businessto potential franchisees, or will atempt to nurture potentia franchisees. As
water srvicesfranchidng in South Africa grows, however, the initiative may come from others -- e.g. fran the WSA, but to
begin with itishighly probable that it wil only be franchisors that initiate water services franchising partnerships proposals.

The franchise industry literature over and overagain advises against franchising a business without a business model that
has not been thoroughly worked through on paper and that hasnot beentested"in the field" over a periad of time. Asthe
FASAmanualemphadses, by far the best way to test the modd is by "actually operating the business .... [this]isthe only
reliable way' (FASA 2005 pg 60). Thisthe franchisor should preferablydo by for example running a directly-owned outiet

that lacks only a franchisee and a franchise agreement, but hasin place many o the other aspects of franchising -- e.g. there
wouldneed to be an operating manual, training, quality control, etc.

Further to that, FASA makes a strong case fordoing theinitial testing ofthe non-franchised business model in an area where,
if the test resultis posiive, the first franchised pilot will be rolled out. Thisisthe most direct wayto establish:
0 local expertise (local management and staff) and

o0 local famiiarity with and confidence in the product (which in the case of water services shoud not just be
confidence of the customers/end users, but of other stakeholders, especialy of the WSA and of other WSPS).

As franchising partnerships spreads, business models will proliferate, and companies with the appropriate water services
skills and resources wil be attracted to the franchisor rde.

For each potential franchising drcumstance, a ecific approachwill probably be clearlyenough evidentat the time, and a
pragmatic "horses for courses” attitude to franchisee selection will prove appropriate.

Two companies that have seen the opportunity,and areindeed “seizing”it, are Amanz'abantu Services and Biwater. Both

have expressed intered in playing the franchisor role, and are advanced with inwestigations into how they can expand their
range of operations into the franchisingarena. In the case of bath companies, theirinterest isin Type B.

Meantime, the WRC isnot allowing its own water services franchising partnerships initiative to dacken.
Finally, a foreign donorhas ageed to substantial funding for pilating and other work over the next three years.
Now turning to adv ocecy:

As noted above, a “three-step breakthrough” isneeded. The WRC teamis confident that this breakthrough will be achieved.
It will take strong and insistent advocacy at both national and local level. Advocacy, thatis, thatlobbies key influence graups
-- such as key personnel withinlead departments of naional government — chiefly DWAF, the Department of Provincial and

Local Govemment (DPLG) and Nationa Treasury (particularly because of itsinfluence on outsourcing and procurement
policy) -- and within other bodies such as SALGA. Adwcacy, dso, thatdisseminates widely the finding of the research, and

is ableto encourage locally-driven initiatives.
Successful pila projects will be of condderable assistance in achieving the breakthrough. At the moment, the understandable

response of many is along the lines of if water servicesfranchisng parnershipsis all that you say itis, then whyis no one
else dang it?” There isa natumal reluctance toembark on something other than the tried and teged.
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The way into acceptance by the WSAsof water services franchising partnershipsis:

e The WSAs needto see the benefits of uilising microenterprises, compared to trying to employ their own staff to dothe
work.

e Astheycannot {n termsoftheir procurement polcy) directly excude non-franchised microenterprises, they need to
understand the benefit of using microenterpriseswho are franchisses (above those who are not).

e For workrequiring higherlevelsof skill, they can specify additiond requirements for microenterprises as part of the job
descripion (thes are the differentiating qualitiesthat will favour the franchisee above the stand alone
microenterprises. Examplesinclude, access to support of a technical financial oradminigrative nature, access to
financial resources, specialist equipment and a certified quality management system.

e When tenders are evaluated, the higherlevel of ®rvices, and of certaintyand reliability in delivery, that are offered by
the franchised microenterprises will courntin their favour.

In support of this, and in orderto create a more conducive envimnment so that more WSAs will be willing to consider
outsourcing to franchisee microenterprises:
¢ WRC and CSIRneed to step upadvocacy to naional government around the environment issueslisted in the first
paragraph of this section, and

¢ WRC and CSIRneed tolobby for nationd govemment to proactiely support microenterptise options, and particulady
franchidng options.

The motivationfor thisis not primaiily derived from need for compliance with standards (such aswater reliabilityand quality
standards) or about infrastructure asset management. Itis also derived from the attractiveness of the returns from improving
operation and maintenance of water services infrastructure neglected by WSAs. These returns can be saubstantial — returns,
thatis, measured in terms of for example waterloss reduction, improved wastewater treatment works effluent quality, and
more eliable water supply. Funding that would enable the trying out ofpromising new ideas (and franchising of water
services operation is one) would be money well spent.

Natiomal govemment should assist with focused initiatives to address funding steam and author financial liabilityissues.
Potental franchisors are inhibited by the fearthat, contractual conmitments notwithstandng, WSAs maymake paymentslate
or notatall. No microenterprise can afford a delay of two or three months before it receives its due for services rendered,
and it could go to the wall whileit waitsfor payment by an inefficient financial department. Another issue is budgeting -- the
microenterprise franchisee woud needto contract not for the kind of budget thatis so often alloated bya WSA to operation
and maintenance, but would need to be paid from a redistic, adequate budget.

The several initiatives that have made use of supported CBOs (e.g. Mvda Trust (and others), and the “support srvices
agents themselves, have been facing some ofthe same issues Theirsuccess(or otherwise) in achieving atlocal level the

first step of the breakthrough should be observed —andindeed their ongoing efforts to get a fairer deal for outsourcing must
be appauded.

In support of general dissemination of knowledge of the appropliatenessand advantages of water serviees franchising
partnerships, the advocacy programme (much of it ad hoc, seizing opportunitiesas they arise) of the WRC and CSIR must
continue. The aim should be todraw attention of both the publicand private sector to the advantages of water services
franchising partnerships, and to elicit support forit from the public sector— in particular from DWAF and other key nationd
governrmentdepartments. Notjust their in-principle support, either, buttheir active support for making the environment more
condudve to outsourcing water services operation and maintenance, and in paricular addressing the priolitiesidentified
above asto what needs to be addressed if franchising is to be viable and isto provide the desired service.

REFERENCES

J Bhagwan, KWall, O Ive, R Duvel. "Towards models for franchising in the water services sector’. Water Institute of
Southern Africa conference, Duban, May 2006.

Franchise Association of Southern Africa, The (FASA) (2005). ‘How to franchise yourbusiness”. The Association,
Johannesburg.

H Snyman, A M van Niekerk, and N Rajasakran. (2006). Sustainable wastewater treatment — what has gone wrong and how
do weget back on track? Water Institute of Southern Afica conference, Durban, May 2006.

K Wall (2005). "Develgoment of a framework for franchising in the water services sectorin South Afica." WRC Report No.
KV 161/05. Water Resarch Commission, Pretoria.



