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South African research has found that franchising partnerships could alleviate and address many
challenges in the operation and maintenance of water services infrastructure. Franchising brings
appropriate training to those on-site, and also offers backup off-site skills together with the incentive to
both call for those skills and to make them available. Findings indicate that many opportunities lie in the
franchising of suitable elements in the water services value chain, and a selection of these has been
modelled on paper. The findings of this research, and that from the continuation of this programme over
the next three years, could well be applicable in other nations.

Problem statement

How is it that in some parts of South Africa, calefint that these products contain no contaminants,
visitors and local people alike can fill up theanks at a petrol station while eating food purctasethe
local KFC or McDonald's -- but they cannot be stina the water from a nearby tap is fit to drinkda
that the local stream is not polluted by efflueonf the sewers?

How can such a thing be? Two very likely reasomrs ar

e One is that the manager or owner of the retailedudind also the staff, know that their
livelihood is directly dependent on their abilityprovide that food or that petrol reliably every
day. If something goes wrong, they know that thaye to get it right -- and quickly! That
involves "commitment" and "responsiveness”, as agllincentive".

e Another reason is that the staff of the outlet, alhithe people responsible for producing the
product to be sold (e.g. those who refine the hetnmaking sure that it gets to the outlet, and so
on, are properly trained -- trained, that is, etacthe level required for his or her respective job
ALSO they have an obligation (maybe a contractiaibfor the higher levels of expertise when
these skills are needed from those who have a mgtolbligation to provide that assistance.
That is known as "capacity", which is driven by tietlective culture of holding all parties to
account.

As described in this paper, the Water Research Ussmn (WRC) and Council for Scientific and
Industrial Research (CSIR) of South Africa resedrat been addressing:
« Whatis it that makes the food outlet or petrotistawork as well as it does -- what are the
operational principles involved? And
«  Can these principles be applied to providing acgptsanitation and clean water?
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The operational principles involved are describvethe next section.

Franchising partnership principles

In South Africa, the petrol station and the foodtletuare very often franchisees, participants in
franchising partnerships. The principles of frasity partnerships in the generic sense (i.e. petific

to water services or any other sector) can be suisethas follows:

* Franchises and franchisees are incentivised (amolazually bound) to provide the user with a
service to an agreed standard. Also to assist@#eh to provide this service, and to do this in
such a way that their businesses are sustaingiitee 1)

e Franchises’ successes are based on replicatiomoofgpiccesses, efficient logistics and a trained
and capacitated workforce.

e Franchising is robust, and able to ensure consigteadity products and services.

e Franchisors are obliged to provide the franchise#s specialist expertise and other forms of
assistance.

*  Franchisees are obliged to adopt the tried anddeststems and procedures of the franchisors,
and to accept the quality control of the franchssemresulting in greater efficiencies and, to the
user of the service, assurance of more consistelityj

«  Franchises are able to constantly innovate andadgve

The cardinal elements of a franchise model carubesarised as:

< identifying components of the value chain thatsineple enough to systematise;

- discovering good practices;

e systematising the identified component(s);

« selecting franchisors and franchisees;

« identifying financial and other risks to both fréwsors and franchisees, and as far as practically
possible reducing those risks;

e providing start up help, including initial training

e preparing operations manuals;

e conducting ongoing research and development foptbduct or service and of the related
market dynamics; and

e continuing support, training, control and discigliof the ongoing enterprise.

Franchising is a way of accelerating the develogn@han enterprise, based on tried and tested
methodology. In short, the franchise system firsttyrelates and systematises the business, and then
facilitates the setting up of the business, angbsttp and disciplines it thereafter.

The key is the incentive, to franchisor and frasehi alike, to improve efficiency, and to provide

improved service reliability and quality controlthereby providing assurance that the quality ofise

will be consistent. You know what you will be dgetf, whether you purchase the Shell or KFC product
or service — or the Postnet, Minit Print, Blocklaustideo or Master Maths (to name a few other South
African franchises) product or service -- in Menl\WMakhado, Mount Frere or Machadodorp. (Or, no
doubt, Melbourne, Marrakesh, Mombasa or Moscowhadte franchises were to operate there!)

Franchising partnership principles — and water serv ices

The rapid rate of construction and commissioningnefv water services (i.e. water and sanitation)
infrastructure has severely challenged the pubdictas institutions in South Africa responsible for
operating and maintaining this infrastructure. dvative approaches are required. But even iftedl t
existing water services institutions were copinghwhe responsibility, there would be good reason t
investigate alternative institutional models, oa gnounds that it needs to be found out if altéveat

»  could be more cost-effective, and/or

< could allow existing roleplayers to focus on thatiner responsibilities, and/or

< could offer a range of other advantages (includjregater local economic development).

The franchising model is able to guarantee condistgiality of product and service -- for petrol,
hamburgers, and many other goods and services.comrast, the quality of the operation and
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maintenance of water services infrastructure intls@drica varies greatly from place to place, asdaa
result the quality of tap water, sanitation, treatmworks effluent, and other water "products and
services" varies greatly. Could the applicationfrahchising principles help to ensure consistemid(
satisfactory) quality?

To address this question, the Council for Sciemtifind Industrial Research of South Africa (the QSIR
with financial assistance and moral support frora Water Research Commission of South Africa
(WRC), and in cooperation with the private watervees operator Amanz'abantu Services, has
researched the application of franchising partrprghinciples to the operation and maintenance atiew
services infrastructure.

There is limited experience of this approach havbeen applied to water services infrastructure
operation and maintenance anywhere in the worldpagh some existing partnerships share some of the
characteristics of the franchise approach.

A scoping study completed in 2005 (Wall 2005 — régb at WEDC 2004 (Wall 2004)) found that
franchising partnerships could alleviate and addremny challenges in the management of water
services. At the same time, franchising would supthe development of local microenterprises @ (
important national government policy objective) debased black economic empowerment, all within
the public sector service delivery environment.

Further research by the CSIR (WRC, awaiting pubbcg has since then very much further explored and
developed the concept of franchising partnershipswater services. The CSIR and WRC have
collaborated with Amanz' abantu Services (Pty)dnd others in this work.

Social format franchising

Before making a case for water services franchigiagtnerships, and describing their design, a
discussion on the application of franchising parthi principles to goods and services neededdtiak
rather than commercial goals would be timely.

The franchising of goods and services for socitdaiathan commercial goals is known as "social fdrm
franchising”. Social franchises pursue social gdhtough the means of franchising as a concept for
replication and distribution of their products asw®tvices -- i.e. in order to achieve social gotisy use

the structure of commercial franchising.

Social franchising is not practical benevolenceluarity, but the management of businesses withakoci
goals in a manner that is business-like and efficieoperating on commercial principles, but rat the
attainment of commercial goals. Practitionershis tmarket refer to social enterprises as “profitking,

not profit taking”. (Which might be less ambigubuphrased as "making a surplus, but not taking a
profit".) This implies that these enterprises makeugh surpluses to be sustainable, to ensure thei
continuity and longevity, and to promote their sbcgoals, but they do not distribute profits to
shareholders outside the community served (if iddbey distribute them at all).

In commercial franchising, there are two main nolieyers, viz. the franchisee and the franchisar. |
social franchising, the roles of the franchisee &madchisor are based on similar principles, wiie t
franchisor providing support and training and tren€hisee operating according to standards prestrib
by the franchisor. The roles of the social frasekiand franchisor have been defined as follows:
“Social franchising is a process by which a devetopf a successfully tested social concept, the
franchisor,

— in order to scale up the coverage of target group

- and the quality of product [or services]
enables others, the franchisees,

—  to replicate the concept

— using the tested system

- using the brand name
in return for,
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- social results
- system development
— impact information”. (FRAIN 2003, page 4)

Just as in commercial franchising, the franchisothie developer of the concept, while the franehise
replicates the concept in his/her community aldmglines prescribed by the franchisor for the psepof
achieving social goals. As in commercial franalgsiit is easier to replicate a concept that hanbe
tested and proven to work in terms of operatiosgkeats and generation of revenue, than it is toagknb
on an untried path.

The franchisor is also responsible for training ggpaonmes, advertising, and on-site support. The
franchisee must maintain prescribed levels of serguality, operate along the guidelines provided]
pay franchise fees. The franchisor should be allegtity, while the franchisee could be a social
enterprise with or without legal personality (ibmhge 5).

Social franchising may have an additional significaole-player, viz. a donor, in recognition of the
financial unviability (at least during the start-ppase, if not beyond that) that usually charasssrihe
services provided, and/or in recognition that thevises are being provided to people who cannaftreff
to purchase these in the usual marketplace, aidfecognition that the private sector or the usuailic
sector mechanisms are not providing the serviche donor provides supplementary funding for the
franchise, or all the necessary funding as the nwsebe, but would inevitably have its own ageraida

its funding may come conditionally.

As with commercial franchising, the benefits ofanichise concept, i.e. principally those arisiragrfrthe
replication of a proven system, are attractivehte providers of social services also. The purstiit
economies of scale, standardisation and geogrdptigersion makes franchising an attractive bissne
concept for organisations with social goals.

While it is important to have a pool of potentiedrichisees, the existence of a sustainable fraorcisia
determining condition for success of a social flase. “It may seem blatantly obvious, but a prable
that exists in commercial franchising is even mapglicable in social franchising, namely the susces
and continuity of the franchisor. The franchiséwmek cannot exist without the ongoing management
and support from the franchisor. Should the frégsmhfail, the survival of the network would be in
jeopardy.” (ibid, page 6)

Social franchising has been applied to the prowigib a range of social goods and services, but most
cases that have been documented are from the tsegitbr. Proposals have nonetheless over the years
been made to franchise the supply of water servfftdsexample: Roche et al 2001, McMaster and
Sawkins 1993) and selected other development ssrvic

“In the South African context, social franchisingutd have a wide scope of application. Social fmois
such as unemployment, lack of water and sanitat@wices in rural areas, AIDS care and educatiah an
a lack of health care could potentially be addrdsg social franchise organisations. While donor
funding is available, a lack of models for impler@ion is detracting from the optimal use of these
funds.” (FRAIN 2003, page 7)

The case for water services franchising partnership S
The question: "could the principles of franchisiog brought, with advantage, to bear on the operatio
and maintenance of water services infrastructu®omth Africa?" may now be answered.

The most comprehensive review to date of the sthtefrastructure in South Africa is that releassd
the South African Institution of Civil Engineerif§AICE). At the end of 2006 SAICE released thstfir
ever “report card” of the state of South Africarfraistructure (SAICE 2006). In respect of the major
urban areas, SAICE assigned water infrastructugegthde of "C+" and sanitation "C", whereas it gave
"D-" and "E" (the next-to-the-lowest-possible grade the equivalents in small towns and rural areas
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SAICE found that, to a very significant extent, thiference lay in that infrastructure in the majwban
areas is generally in the care of skilled professi®, while the other areas not have access te tidks
levels.

Significant improvements would soon be seen ifdghaerally under-qualified or under-resourced water
services staff of the municipalities and other watervices authorities outside the major urbansarea
could enjoy ongoing support, mentoring and qualdmptrol -- or if they could enter into partnershipish
microenterprises which would, through franchisiraytperships, enjoy the necessary ongoing support,
mentoring and quality control, and would have quackess to skilled assistance when they needed it.

Given that the costs of the franchisor's higherelswf specialist expertise would be shared by rs¢ve
franchisees, the franchisor could afford to make éxpertise available to each of them on an adete
basis, and could provide other resources normaily available to larger water services providetdis
holds significant benefits for municipalities.

The municipal client’'s competence to monitor parfance and enforce contract compliance is key to it
effectively using the microenterprise sector. Heevaf a municipality is short of management resest

it would be putting to more efficient use thoseorgses that it does have if it managed the work of
contractor rather than trying to cope with the afienal issues itself.

The argument for franchising partnerships as a si¢@ammprove efficiency in water services operation
and maintenance does not depend on the case &gainst the participation of for-profit organizatio
There are already elements of franchising partigssh some of the current activities of non-prefdter
services organisations in South Africa. For exanpl valuable asset to several predominantly rural
municipalities currently is the practice of appoigtlarge water services institutions as "suppervises
agents" to support water services providers thatNBOs (non-governmental organisations) and small,
local CBOs (community-based organisations).  Aldiouthis arrangement is not franchising,
development of the franchising partnerships conéeyst borrowed from it, and it could in turn benefit
from adoption of some of the characteristics ofiétasing.

On the other hand, a few water services franchisavg long been operating in South Africa. They ar
successful financially and in terms of the serymgeration and/or maintenance of an element orexi¢sn

of the water services delivery chain) that theyjate to their current market niche (which is inwadnly
within the private sector). More than one franohisould like to extend its services to municipalned
infrastructure, but franchisors do not find the iemvment conducive to the sustainability of thaisimess
model. Thus a major motivation for the WRC and R3ésearch has been the wish on their part to
extend water services franchising beyond its ctirnéches, and to explore and pilot the applicatidn
franchising across operation and maintenance @nge of public sector water services infrastructure
elements. And thereafter to place in the publimdim the business information (e.g. methods, fiisnc
viability) that is developed.

Franchising partnerships design

The CSIR and WRC have therefore been researchpagtaership concept, making use of the principles
of franchising, for improved water services infrasture operation and maintenance. In this concept
ownership of the water services infrastructure riemith the public sector (e.g. the municipality).

The concept is more akin to social format franctgsthan it is to business format (i.e. commercial)
franchising, in that it is (quoting Section 4 abpparsuing "social goals through the means of finésing

as a concept for replication and distribution obdarcts and services -- i.e. in order to achievéasoc
goals, [seeking to be ] .... business-like and effiti-- operating on commercial principles, but foot
the attainment of commercial goals”.

The concept has been formulated with a view to awimg water services operational quality and
efficiency through introducing a new (to water seeg) supply-side operation and maintenance provide
mechanism.
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Many South African municipalities do not have staffsystems to deliver some or all of their service
functions. A carefully designed set of municipalfchisor/franchisee arrangements, efficiently
implemented, could assist. At the same time, figiicg offers opportunities to the microenterprise
sector and to local economic development. Frapekisre microenterprises, but their association avit
franchisor gives them considerable advantagesflected in the better service that they can provide
over stand-alone microenterprises.

Franchising might not be ideal, but it would in maituations offer the prospect of improved operati
and maintenance of water services. However thigiea priorities need to be addressed simultanedfisly
the operation and maintenance of public sector msgevices infrastructure is, in the cause of impt
water services provision, and to the benefit of ewatervices users, to be franchised where it is
appropriate to do so. A “three-step breakthroughieeded:

e The first step is the breakthrough to acceptancabyicipalities of outsourcing the operation and
maintenance of infrastructure that they, the muailiies, own. (To emphasise: this outsourcing
need not necessarily be to the private sectocedutd also be to NGOs and CBOs.)

*  The second is the acceptance that the institubatsourced to could be microenterprises.

e The third step is the acceptance that these miteg@ises could be franchisees. (This third step
should not be a problem once the second levelpgaice. Franchised microenterprises should be a
concept considerably easier to convince clienth®imerits of than the idea of microenterprises tha
are stand-alone.)

Note that what is good or bad for microenterprisegood or bad for franchising partnerships. Bt t
converse doesn't necessarily apply — or, puttirendther way, a franchisee microenterprise, given t
support it would receive from the franchisor, woirldll likelihood find it easier to meet some régary
and other requirements than would a stand-aloneosmiterprise, everything else being equal.

Whereas a business based on a single element ofate services delivery value chain might not be
viable, a franchisee might be able to make a viabiginess by offering several water-related sesyice
thereby achieving dual objectives, viz:

e economy of scale; and

e lessening dependence on one or a limited numbdrewits.

A municipality may require contractual recourse ooly to the franchisee, but also to the franchitos
franchisor could be a co-signatory to the cont@ct guarantor of the performance of the franchisee
This would, if it were deemed to be necessary, iregan additional contract, one that closes the loo
between the franchisor and the municipality. Tdtet may require this contractual assurance tieat t
franchisee will be supported by strong managemantl also that the franchisor is able to make
alternative arrangements which will ensure continoif service should the franchisee for any reason
whatsoever fail to meet its contractual obligatibmst. Especially this assurance could be necgsga
the franchisor’'s expertise or track record is anificant reason for contracting with the franchisaed

the franchisee is a largely unknown quantity.

Franchising partnerships potential

The water services franchising partnerships contepery attractive for a number of reasons, but in
particular that, where it is put into practicewibuld address the lack of higher-level expertisd thas so
often been identified as a key to improvement afise, especially in the more remote areas of South
Africa. The local staff would be able to deal withy-to-day operational needs, but would not be &l
deal with anything more demanding than that. Téserce of water services franchising partnerskips i
the creation of a pool of appropriate expertisenupbich the local operators can draw, a restructuof

the local responsibility for operating, and theati@n of a two-way obligation -- an obligation tallcfor
assistance from the pool, and an obligation toaegdpapidly to that call. All of these measuregetier
with the incentive structures to ensure that therdd end result is achieved.

In brief:
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« On most days at the (for example) treatment waré#)ing out-of-the-ordinary would be
happening. Staff of the local franchisee, whoaperopriately skilled, are able to cope.

«  When major maintenance or upgrading is neededhenvhere is a breakdown -- those staff
know who to call at the franchisor in order to rthe higher level of skill.

« And the franchisee's staff know that the franchisbkL help, because there would be a binding
contract and a shared reputation.

e The obligation would be two-way -- an obligationthe franchisee to ask for help, and an
obligation on the franchisor to give the help.

*  Cost of the higher skills levels, which are needsly intermittently, would be spread across
many franchisees and sites -- thus cost per sitanis

The franchisees could be microenterprises and/aD<BThe franchisors would be any institutions --
private sector, parastatals or NGOs -- that haeerélguired expertise (or could readily be trainad a
mentored to have it), are willing to provide thevege, and would not enter into conflict of interegere
they to offer to provide the service.

There are already many potential sites for wateriges franchising partnerships, in the sense rthath
water services infrastructure is already in plagei® not being operated and maintained properthat
present time. Many of these sites fall under thissgliction of or are owned by municiplaities, lmther
sites belong to other public sector institutionshsas schools and clinics. Help from franchisorsiidide

of particular value to municipalities at a distarfien the major urban centres -- few rural munitijes

in South Africa can afford to employ competent died staff, and this directly results in periodic
unreliability of supply and frequent non-compliangith national standards relating to, for examjihe,
quality of effluent from wastewater treatment worksfranchisor can ensure a professional approach,
quality control, and ongoing training, as well dsiae and help as and when needed by the franchisee

Water services operation and maintenance tasksapjtarent potential for franchising include (b« ar
not limited to) leak detection, borehole managemeainagement of municipal treatment works,
management of treatment package plants, metem@ggui-emptying services, laboratory servicesadat
management, demand and pressure control manageandrgite and property management. The CSIR
has modelled some of these elements.

In setting up a franchisor-franchisee partnersthip,sequence of events would probably be thatlit wi
initially only be companies or large NGOs seeingntiselves as potential franchisors that will haee th
capacity to initiate water services franchisingtparships proposals. They would select water sesvi
elements and formulate the business models to tipeach (unless these were already available)y The
would then look for sites to apply the models, aadk the cooperation of the municipalities or other
infrastructure owners. Finally they would offeethusiness to potential franchisees, or they would
attempt to nurture potential franchisees. As waégvices franchising in South Africa spreads, hawe
the initiative may come from others.

Learning points
Generically, franchising:
» transfers appropriate skills to local personnel,
e brings ongoing assistance, mentoring and qualitgrog and
e provides backup at-a-distance skills together withincentive, on the part of the local
(franchisee) personnel, to call for those at-aaglis¢ skills and, on the part of the franchisor, to
make them available, because there is a bindinggawrbetween them and a shared reputation.

CSIR research, together with the WRC, has exploihedconcept of franchising partnerships in water
services -- three-party partnerships, that is, betwfranchisor, franchisee and the owner of theewat
services infrastructure. Findings indicate thahynapportunities lie in the franchising of suitaplerts of

the water and sanitation services value chain --opération and maintenance activities inter alia
"suitable” for small enterprises in that they carréadily systematised. A selection of these dppdies

has been modelled, so that they can be made aleatmlemerging entrepreneurs as the basis of viable
businesses. Interested potential franchisors andaipal water services authorities have been itiedt
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Procurement issues have been identified. Princifdesembarking on water and sanitation services
franchising (for use by services authorities, ptéérfranchisors and potential franchisees) havenbe
drafted. (Note 2)

In conclusion

The work has been taken to the point at which tirecept is described and it is made sufficienthacle
that it could work, where it could work, and howwbuld work. If the environment is favourable,
potential franchisors will, it is hoped, seize theportunity, and will do the detailed modelling goit
their abilities and the circumstances to which theg the concept being applied. Only in piloting ke
benefits be demonstrated. Also, unanticipatedehgés will be identified -- and overcome.

The potential for water and sanitation servicesngaiships in South Africa is immense. Alreadyleaist
one large water services provider is using the kaedge generated to set itself up as a franchisor,
expanding its existing range of activities into frenchising arena.

Finally, a foreign donor has agreed to substaffiiadling of advocacy, piloting and other work ovie t
next three years. The intention is that the fugdiould be used to add value to public sector bisdge
for example that, by employing franchising prineipl selected water services infrastructure operatio
and maintenance funding that is already in puldictar budgets, but is not being spent effectivelg a
efficiently, would be unlocked.

The findings of this research, and that from the continuation of this programme over the next three years,
could well find application in other nations

References

FRAIN (2003) Social franchising: a mechanism for service delivery to communities. Franchise Advice
and Information Network (FRAIN), Pretoria, 2003.

McMaster, R, and Sawkins (1998Bhe water industry in Scotland -- is franchising viable? Fiscal Studies,
v 3, no 4, 1993.

Roche, R, Revels, C, and Amies, M (200A)anchising in small town water supply. The World Bank,
Washington DC, February 2001.

SAICE (2006). The SAICE infrastructure report card for South Africa: 2006. The South African
Institution of Civil Engineering, Midrand, Novemb2006.

Wall, Kevin (2004) An investigation of the franchising option for water servicesin South Africa. 30th
WEDC International Conference, Vientiane, Lao PR&)4

Wall, K (2005) Development of a framework for franchising in the water services sector in South Africa.
WRC Report No. KV 161/05. Water Research Commission, Pretoria.

WRC (awaiting publication). Water Services Franchising Partnerships: WRC Research Project -
K5/1610. Water Research Commission, Pretoria. Consistirzgset of nine research reports.

Notes
Note 1: To briefly reinforce the point, an init@nversation between the potential franchisor and
franchisee could go as follows --

e Franchisor to franchisee: If you provide the semnaad do it the way | tell you, you will make a
reasonable income. | will then also make an incdmeeause you will give me an agreed
proportion of your income (or you will pay me adikfee -- arrangements vary). | will then
have the incentive to help you provide a servicart@greed standard, and to run your operation
sustainably.

. Franchisee to franchisor: | want you to helppnavide the service, because | want to make my
living out of it -- that is my incentive. Therefot agree to the training regime, quality control,
and other mechanisms that you are making a condiiohis partnership that we will have.

Note 2: The extent to which this work is practiGséd needs to be emphasised. The team started with
deep understanding of the reasons for the poar sfadperation and maintenance of much water sesvic
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infrastructure in South Africa, especially in muplities away from the major urban areas. Frasiobi
partnerships, using microenterprises and small C&0Othe franchisees, are seen as a way to assigt ma
of those municipalities. These franchising paghgrs are being designed on well-proven principles,
abstracted from the conventional franchising sectofhe team has undertaken detailed research,
including detailed modelling. Following the advioéthe Franchise Association of South Africa, #os
contracted to do the modelling have been selectdyl foom people who have hands-on experience in
each of the modelled areas that is as close taliiging as it is possible to get without it actydiking
franchising -- for example, operating and maintagnan element of infrastructure in the same type of
geographical and socio-economic area, with the dgpe of water chemistry (if chemistry is involved)
same type of microenterprise except that it isawbtially a franchise, etc etc. Pilots will tell rao
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