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Partnerships, using the basic principles of franchising, could address many challenges in the operation
and/or maintenance of water services. Franchising provides appropriate training to people at services
sites, and also offers backup off-site skills, with incentives for finding people with the appropriate skills
required. The innovative franchising partnership concept is being piloted with considerable success in
South Africa. Under the guidance of a franchisor, trainee franchisees are well advanced with initial
cleaning and the routine maintenance of the sanitation facilities at 400 schools in the Eastern Cape.
Irish Aid is funding concept devel opment, while the franchisees are paid by the provincial Department of
Education from the normal departmental budgets for operation and maintenance. Services delivery has
shown such a marked improvement that the Department is requesting rollout to a further 1 000 schools.

The research question

The rapid rate of construction and commissioningnefv water services infrastructure has severely
challenged the public sector institutions in Soédftica that are responsible for operating and naéiing

this infrastructure. Innovative approaches araired. Even if all existing water services indtiins were
coping with the demand, there would be valid reasmninvestigate alternative institutional modeds t
establish whether alternatives could:

+ be more cost-effective;

- allow existing role players to focus on their othesponsibilities; and

- offer a range of other advantages, including grdatal economic development.

The quality of the operation and maintenance okwsgrvices infrastructure in South Africa variesagly
between areas. As a result, the quality of tap nvatmitation, treatment works effluent, and otiveter
products and services varies greatly.

Could the application of franchising principles, ieth if correctly implemented, enables consistent
quality of products and services such as food atbfy help to ensure consistent and satisfactagfity
water services? Adapting these principles woultlythe a case of connecting different (i.e. previpus
unrelated) concepts, and creating something extirzany, innovative and completely new.

To address this question, the Council for Scient#fnd International Research (CSIR) and the Water
Research Commission (WRC) of South Africa haveaiesed the application of franchising partnership
principles to the operation and maintenance of msgevices infrastructure. (Characteristics clainoé
franchising generically (i.e. not particular to @mservices or any other sector) are summarisedoite 1.)
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Worldwide, there is limited experience of the apgiion of the franchising approach water services
infrastructure operation and maintenance, altheaghe existing partnerships share general charstatsri
of the franchise approach.

A scoping study completed in 2005 (Wall 2005) fouhdt franchising partnerships could alleviate and
address many challenges in the management of eaiteices. Simultaneously, franchising would suppor
the development of local micro-enterprises and dimased black economic empowerment, all within the
public sector service delivery environment.

The CSIR, the WRC and other partners, have dewveltpe partnership concept considerably since 2005,
adapting principles of franchising to the operatiand/or maintenance (O&M) of water services
infrastructure owned by the public sector (Bhagegal 2009, Wall 2010, WRC 2010).

Through such partnerships:

« owners of infrastructure can access the highel-exgertise in operations and maintenance needid an
seldom found outside larger urban areas;

+ micro-enterprises able to provide locally-basediserprovider solutions can be created and nurtured

The research and concept development in this fial®e been conducted by practitioners who have an ‘o
the ground’ understanding of water services defivand who have consulted with practitioners in the
conventional franchising sector (refer to FASA 20&tschko 2005).

The purpose of this paper is to report on developsnever the past two years, since the first ptaten on
this topic to a WEDC conference (in Addis Ababaha@wvan et al 2009). But, first, for those not fizami
with the work presented in Addis Ababa, the poténtf water services franchising partnerships is
summarised in the section immediately below.

The potential of water services O&/M franchising partnerships

The concept of franchising partnerships is an@ttr@ option for a number of reasons, in particblacause

it would address the lack of higher-level expertiien been identified as a key to improvementeofise,
especially in the more remote areas (DWA 2009, DR0A0). The essence of water services franchising
partnerships is the creation of a pool of appré@rexpertise upon which the water services autbsrian
draw, a restructuring of the local responsibility bperating the services, and the creation of @vtay
obligation -- an obligation to call for assistarioem the pool, and an obligation to respond raptdlyhat
call. All of this combined with incentive strucas will ensure that it will happen.

In brief:

« On most days at the (say) treatment works, nothingpf-the-ordinary would happen. Franchisee staff
who are appropriately skilled, are able to cope.

« When major maintenance or upgrading is neededhenwvhere is a breakdown, those staff know who to

call at the franchisor in order to bring the higlesel of skills needed.

Staff would know that the franchisor will be obliye help, because there would be a binding cantrac

and a shared reputation.

« It would be a two-way obligation -- an obligation the franchisee to ask for assistance, and agatioln
on the franchisor to provide such assistance.

« Costs of the higher skills levels, which are neealdgt intermittently, would be spread across matess
- thus the cost per site is low.

Franchisee water service providers, who depenthér livelihood on the success of their businessyid
have a strong incentive to perform.

The franchisees would be micro-enterprises. Thacfiisors would be any institutions, private sector
parastatals or non-governmental organisations,tthe¢ the required expertise, are willing to previde
service, and would not have a conflict of interegiroviding the service.
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There are already many potential sites for watearices franchising partnerships, as much watericesv
infrastructure currently already in place is noingeoperated and maintained properly (DWA 2009, DWA
2010).. Many of these sites fall under the juddn of or are owned by water services authoritieg
other sites belong to other public sector instingi such as schools and clinics. Assistance fran th
franchisor would be of particular value for areasawy from the major urban centres. Few rural
municipalities in South Africa can, for examplefpadl to employ competent qualified staff, and te&ds to
periodic unreliability of supply and frequent noontpliance with national standards relating to, for
example, the quality of effluent from wastewateatment works.

In summary, these partnerships are a means of:

+ assisting infrastructure owners by providing experin water services infrastructure operations and
maintenance that would very seldom be found outsidenetropoles and larger urban areas;

« creating and supporting small locally-based andiefit service provider solutions.

Franchising partnerships can offer significant ptiéé for improvement in public sector water seegc
operational quality and reliability.

Water services operation and maintenance tasks agtharent potential for franchising include leak
detection, borehole management, management of ipahiteatment works, management of treatment
package plants, meter reading, pit-emptying sesyitaboratory services, data management, demand and
pressure control management, and site and propg&ahagement. The CSIR has modelled some of the
selected elements of the water services value ¢hatnare suitable for small business as the coemgen

can be systematised readily (WRC 2010). This mmdehas drawn on first-hand knowledge of operating
such elements in contexts as close as possibtariohising. It has also drawn on the understandirige
small number of franchises already active in theemservices sector, and on the understandingedfitige
number of franchises in other fields. A substantiatly of documentation of value to water services
authorities, potential franchisors and potentiahéhisees is soon to be published (WRC 2010).

Whereas a business based on a single elementwhtke services delivery value chain might not iadle,
a franchisee build have a viable business by offeseveral water-related services, thereby achjediral
objectives, viz:

» economy of scale; and

+ less dependence on one or a limited number oftslien

The need for pilots

By 2008, development work had been taken to thetpehere the concept of franchising partnerships fo
the operation and maintenance of water serviceasmiicture had been thoroughly described, inctudin
guidelines on where and how it could work. Theaesh team anticipated that where the environmast w
favourable, potential franchisors would seize thpastunity and would do the detailed modelling tit s
their abilities and the circumstances under whiehaoncept could be applied.

It was also realised that pilot projects would lassary. Only through piloting would unanticigate
challenges be identified -- and overcome. Whilme@ublic sector officials, when approached by mennb
of the research team, said they would not congidachising partnerships, others said it would &gie¥ to
convince their principals (municipal councilorstie case of municipalities) once a successful st
been completed.

Preparation for the pilot

A few large water services providers had shownréstein franchising partnerships. Amanz' abantu
Services (Pty) Ltd, a provider based in East Londith a footprint covering the whole Eastern Cape,
extrapolated the franchising concept into its vestiablished and appropriate expertise, and itk teord

of working successfully with rural and developingmamunities. It set up a subsidiary, Impilo Yabantu
Services (Pty) Ltd, to be a franchisor, and stadssessing the potential market, approaching select
owners of public sector infrastructure in the pnog.



WALL, BHAGWAN & IVE

Irish Aid, whose South African-based water servispscialist had been converted to the potentidhef
concept, agreed to provide substantial fundingatbrocacy, situation-specific development for atpémd
general support over the period 2009-2012. IrighisAntention was for the funding to be used td &dlue
to public sector budgets -- that selected watevices infrastructure operation and maintenanceifignd
already available in public sector budgets buth®ing spent effectively and efficiently would bdagked
by franchising of the operation and maintenance.

Contrary to WRC and CSIR expectations that the ipulctor entity willing to pioneer a franchising
partnership pilot would be a municipality, it wédee tDepartment of Education (DoE) of the EasterneCap
provincial government that was first to prove reéinep Its officials responsible for infrastructureicated
great interest in a pilot that would see franctisgé@ing routine cleaning and maintenance of sctuwlef
facilities.

Early in 2009, a memorandum of understanding waisesi between five parties: the DoE, Irish Aid, the

CSIR, the WRC, and Amanz' abantu. In this memaranil was inter alia stated that:

« The DoE wished to utilise small, locally-based griges, in partnership with an established prasihe
based service provider, to provide identified mexance services for its facilities;

+ Research indicated that the franchising model wotiket public authorities “a contractual mechanism
improved efficiency, flexibility and acceleratedsoirce mobilisation”;

« Amanz' abantu would contract with the DoE to seang run a pilot programme based on the principles
of franchising partnerships, for maintenance obstkanitation facilities in the Butterworth Eduoat
District;

« Impilo Yabantu would perform the role of the frarsdr;

From its budgets normally allocated for this, theEDwould provide the funding for maintenance ef th

facilities; and

The WRC and the CSIR, funded by Irish Aid, wouldypde policy, technical and other assistance

necessary to facilitate the pilot programme. Thosil include drafting the terms of reference,
formulating contractual documentation, monitorimggress and disseminating results with a view to
replication in other areas.

The team had come to realise that the first pitatald be negotiated with infrastructure owners tleas
resistant to change because:

- they had already realized that they were unabtpévate and maintain their infrastructure ; and

. existing public sector jobs would not be threatened

There was general consensus that most schools iBastern Cape, and especially the rural schodlgain
province, are unable to operate and maintain tifiiastructure -- and that a prime reason in masgsavas
that no staff members had taken responsibilitgHerinfrastructure.

School toilets and access to education

The built infrastructure of many South African solsleaves a lot to be desired (SAICE forthcoming).
While it is unacceptable that some schools haveethdacilities from the outset, it is even lessegtable
that so much of the infrastructure provided hasbeglected.

When water supply, sanitation and hand-washinditfesi are insufficient or non-existent, schoolsreno
readily become places where diseases are trandmittaproved sanitation and water facilities, hygie
education and the promotion of hand-washing inbljitdead to less sickness and improved school
attendance (Note 2). This is true not only in tewhdewer days absent from school, but also in@géas
classroom time each day.

Progress with the pilot

A franchising partnerships model for the routinentemance of water services infrastructure is béssted
and evaluated at some 400 schools in the Buttenviatication District. Throughout, the Amanz' abant
and Impilo Yabantu team have worked closely withfloE managers.
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The pilot commenced in May 2009 by exploring thecticalities of managing the process and the
allocation of tasks. Advertisements called for riested parties to respond, on condition that theyew
resident in the Butterworth area. This was stigalafor two reasons: the work would be done by local
people from the communities concerned; and trangeliime and cost to Butterworth and to the schtials
they would be servicing would be minimised. Distiareas, determined by accessibility and scopeg we
identified within the Butterworth District. An aresas allocated to each franchisee who had to Have i
home base within that service area.

Prospective franchisees were screened and steattligies interviewed. Those selected receivedliniti
training in East London during the first week ohdu The trainee franchisees then met with the DoE
Butterworth District staff and school principalspian programme schedules and agree on work orders.

Impilo Yabantu also trained an in-house team tathee back-up should a franchisee withdraw, and to
provide the franchisor with benchmark costs.

Five franchisees would have been sufficient foulagservicing of the school sanitation facilitiesthe
Butterworth District, but, based on the assumptiat a few might withdraw, eight were trainddany of
the trainee franchisees are in business on theirfomthe first time.

Impilo Yabantu set up an office and stores in Butteth, and the cleaning and maintenance of school
sanitation facilities started at the end of Jun@20Each trainee franchisee was supplied withchdsaning
equipment and protective clothing, a light deliveshicle clearly sporting the Impilo Yabantu logmd a
digital camera. The purpose of the camera iske pdotographs before and after the maintenanv&Esgr
based on these photographs and sign-off of the snandter by the school principal, trainee franclisae
paid. Spot check visits to randomly selected sisha@ also undertaken by the franchisor.

A key component of the service provided by thentraifranchisee is that of inspection and repoudimghe

serviceability and suitability of the facilities.ePorts are submitted to the district managers efDbE

following each visit, and repair and maintenanstsliagreed on for the following visit. In this mann
ongoing service relationships are developed betwleerirainee franchisees, the school principalstaad
DoE'’s district managers.

By mid-2010 the toilet facilities of most of the@8chools in the Butterworth District had benefiteam a
first round of maintenance, and a second roundstextied. The schools’ work was then put on holdafor
few months thanks to the DoE suffering its own irsof the global financial crisis. Fortunately,
alternative work was found for the franchiseeshmiineantime. At the time of writing, the fundilsgaigain
flowing, in sufficient quantity for the franchise&s undertake routine maintenance of not only tilets,
but also the water infrastructure (generally raiwvaarvesting) at the schools.

The business decision has been taken that becauese after a year of operation, revenue streamaaire
yet firmly established, potential further work opjpmities are still being explored, and training is
incomplete, the trainee franchisees should stérafe as subcontractors managed by Amanz' abditen
Amanz'abantu and Impilo Yabantu are confident thatrainee franchisees no longer need the corafwit
safety net of a subcontract arrangement, the switliitake place to a franchising arrangement, wtita
franchisees being appointed directly by the DoEHersmall contracts.

Once fully-fledged franchisees, they will be expelcto manage their own interactions with the DoE, i
particular arranging monthly meetings with the Ddifrict officials and ensuring that the schoohpipals
are satisfied with the results. When that happamd,with the comfort of steady income from thecbasd
of work provided by the schools, they will be cadieint (and competent!) enough to find additionalkuor
outside the school sector, on their own.

Potential total turnover of the five Butterworthsbict franchisees is estimated at R4 million (£880) per
annum. This is estimated on the minimum work nddde school sanitation, and assuming schools are
visited on a six or seven week cycle. If a schhequests them to do additional work (e.g. add seédte
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removal or water infrastructure maintenance), dhdfy start working for other clients, their tureos will
increase accordingly.

The trainee franchisees are billing the schoolstlfer DOE on the schools’ behalf) each time they do
cleaning and maintenance. All the developmentscastiuding developing the concept and the trainin

schemes, giving training and preparing operatioasuals are being funded by Irish Aid and by in-kind
contributions of Amanz' abantu and the CSIR.

The trainee franchisees have taken loans to fumdabital outlay for vehicles and equipment. Beedbe
banks prefer lending to franchisees than to stédmkabusinesses, the franchisees have had noudtiffio
obtaining loans. Franchisees will pay loans ofinfrtheir income over the next few years. Due ® th
burden of the start-up costs, trainee franchise=siat expected to make net surpluses until thenseor
third year.

Initially, Impilo Yabantu is receiving the worksdars directly from the DoE and then instructs tiamee
franchisees to perform the work. In effect, eadder is a small contract. (For the preliminarynd of
maintenance, each order is between R2 000 and REQ80 and £450).)

Impilo Yabantu continues to provide structuredé@ay in the form of on-the-job specific skills tnaig and
mentoring, and also skills and business trainingessied. It is also responsible for quality asmea

Progress with cleaner sanitation facilities in tlools that form part of the pilot project is @it The
franchising partnership concept, as applied inBhstern Cape schools pilot, is greatly improving state
of sanitation and hygiene at the schools it hashed The emphasis is on the quality and reltsthili the
service delivered, and the viability of the frarsdiiand franchisees.

The state of the sanitation facilities at the p#ohools has improved so much that the Departmasit h
requested the programme to be rolled out to aduttiree education districts, totalling 1 000 s¢®i00

It is envisaged that once the system is workingathty, franchisees will be able to offer their Seeg to
clinics, other public buildings, and to the privagstor.

Furthermore, the programme is establishing andastipg locally-based small enterprises (mostly wome
headed) for the provision of appropriate and lgebdised service solutions. It is creating jobs and
entrepreneurial opportunities, and upskilling ryrabple through facilitating workplace learningaidition

to improving school sanitation facilities.

Issues emerging from the pilot experience
Apart from the need for constant attention to titieng and payment processes and to cash flow,rabwn
of issues are emerging, which must in due courselteessed.

In the short term, the biggest issue is the neeadtivess water facilities and solid waste dispasdhe

schools:

« Many of the schools have no solid waste facilitéeg] inevitably trash ends up in the toilets; and

» Most of the schools are not on a reticulated waipply system, and thus reliant on rainwater héings
When the schools were built, gutters were in ptagmllect roof water and channel it to storagésan
The gutters at many schools are, however now brekiéerefore no collection, and no water in thekta
The tanks are in many instances broken or foulé@t,taps often broken or missing. Many children
have to bring water to school.

Lessons learned

The principal lessons learned from progress wighpitot so far are:

« Task-specific concept development (for examplesgiexifics of the business model, the training
programme and the operations manuals) can be diyéya franchisor that know the details of
performance of that task, based on first-hand ésmpee in the same or a similar community,

6
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- Potential franchisees must be chosen on the bfasilingness to work hard and to commit to the
business principles.

- More potential franchisees must be chosen foritrgithan will be needed to undertake the work —
attrition during the training period will reducembers.

» Because the water service is an essential sepricéision must be made in the franchising agreerioent
prompt replacement of non-performing franchisees.

» Cash flow problems will quickly put any small emese out of business. Careful attention mustdié p
to resolving any procedural issues around the payprecess and ensuring prompt payment of invoices
submitted by the franchisees.

- To facilitate rapid and dissension-free agreentattthe work has been performed according to contra
and that payment can be authorised, tasks must ftardardised as possible, and assigned standard
prices.

Conclusion

The franchising partnerships concept, as it isdeaioplied in the Eastern Cape pilot, is very pramisn
terms of the quality and reliability of service ideled and the viability of the franchisor and frhisees.
This pilot is benefiting from an extraordinary ambof management attention from Amanz’ abantu, lonpi
Yabantu, the CSIR and the WRC, made possible birigteAid funding. This attention manifests in mya
ways, not least in the assistance given to trafir@gehisees for ensuring that the processing offeays to
them is running smoothly, and in the bridging ficathey have received from Amanz’ abantu.

This service delivery success is being noticed hwioipalities in the area that have responsibditier
water services facilities at household level, it result that exploration has begun of how thadhisees
and/or franchisor can provide services to theseicipatities.
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Notes

Note 1: Franchising is a way of accelerating tegetbpment of a business, based on proven, existing
methodology. The franchise system firstly corredatad systematises the business, and facilitagesetting
up of the business, supporting and ensuring busidesipline thereafter. The principles of frarsig
partnerships in the generic sense (i.e. not speoifivater services or any other sector) can bevsrised
as follows:

« Franchising is robust and able to ensure consigtality products and services.

«» Franchisors are obliged to provide the franchisatsspecialist expertise and other forms of agarst.

« The success of franchises is based on replicafipriar success, efficient logistics and a skilted
capacitated workforce.

Small business franchises businesses are relatiaslyto establish.

« accept the quality control of the franchisor -+éi®y assuring higher quality and greater efficiesci

The cardinal elements of a franchise can be sursethés:

- identifying components of the value chain thatsingple enough to systematise;

« discovering good practices;

+ systematising the identified component(s);

« selecting franchisors and franchisees;

- identifying the financial and other risks to botarfchisors and franchisees, and as far as pragtical
possible, reducing those risks;

« providing start-up help, including initial training

+ preparing operations manuals;

- conducting ongoing research and development fopttheéuct or service and of the market dynamics; and

- continued support, training, control and discipliri¢ghe ongoing business.

The key is the incentive, to franchisor as wellraschisee, to improve efficiency, provide improssgvice
reliability and quality control -- thereby providjrthe assurance that service quality will be coesis

Note 2: "Schools need safe water and separatey sldtation facilities. .... Health education cusficare
undermined if children are unable to practice whal learn about drinking safe water or washingrthe
hands." (UNICEF 2005, page 12).
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