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Executive Summary

Introduction

The Working for Water Programme (WfW) is an intgraleémental government initiative
under the auspice of the Department of Water Adfamd Forestry (DWAF) that was started
five years ago to control invasive alien plants isustainable manner.

More than R1 billion has been invested in the paogne since its inception. WIW currently
provides employment to approximately 20,000 peaplenore than 300 clearing projects
throughout the country. In 1999/2000 the total paogme expenditure was R222m.

A Secondary Industries (SI's) project has beenaiitl by WfW to develop additional
benefits of extracting biomass. This project hasdtprimary objectives:

m  Minimising the net cost of clearing.
m  Maximising economic impacts (jobs creation addressine “poorest of the poor”).

m  Minimising biomass to optimise environmental imgact

The Secondary Industries Unit (SIU) of WfW undeeskand supports efforts to
manufacture products from the wood and plant maltbeing cleared. Amongst the products
currently manufactured are indoor and garden faings, charcoal and firewood. In the
restoration of the natural ecosystem by cleariregdlien vegetation and replacing it with
indigenous species, there is further potentiabfm-tourism ventures.

The Project

To assist WIW in developing SI's (and particulatty encourage the involvement of the
private sector in this development), it has apmalnd Transaction Advisor (consisting of
KPMG, Stellenbosch University and Edward Nathanr&d#land) to develop a strategy and
range of options for WfW to adopt in relation tetfuture development and expansion of
Sl's.

Site visits

As part of the research for the project, the Tratisa Advisor visited and evaluated 16

existing projects and/or service providers assediatith the WfW Programme. In the

majority of projects there was an identified needaspect of particular functional areas. For
example, 10 of the 16 projects required suppoteims of the finance function and almost
half of the projects needed assistance with lelglk smarketing, mentorship and technical
skills. The results of the site visits were usethform the remainder of the analysis.

Final transaction advisor report



1.4

141

Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

The findings of the field trips also indicated thhere were limited levels of personal

development and growth within the projects. Theran immediate need to embark on an
aggressive all round capacity building programmi wegard to both technical and personal
training. Such a programme will be central to teeaedlopment of a successful exit plan for
participants in large scale, Industrial Initiatived's) and Smaller Business Initiatives

(SBI's) within Secondary Industries. Measurablecoates should include a proper transfer
of skills and a willingness amongst participants assume responsibility for personal

development and future growth.

Analysis of options

A shortlist of options (divided into 2 categoriesndustrial Initiatives and Smaller Business
Initiatives) was considered to assist the SIU i@ pursuit of its objectives. As a general
strategy, the concept of whole-tree utilisationessential and a prerequisite to ensure
maximum removal of the alien pant material andrisuee that maximum value in terms of
economic, social and environmental benefits, isvddrfrom each option. The following
paragraphs summarise the results of this analysis:

Category I: Industrial Initiatives

Two products were identified as providing the parfor immediate financial benefits to
the SIU, namely woodchips and charcoal. Howewenas to be stressed again that whole
tree utilisation has to be an integral part of Weodchips and charcoal implementation.
This implies in practical terms that harvesting tnuaslude a log and other plant material
sorting phase, that would enable the selectiordditimnal saleable material such as saw and
veneer logs, leaf material and bark.

m  Woodchips. Market information indicates that thisran immediate demand for 100,000
tons of woodchips (equivalent to 1,667 ha) from daaspecies such ascacia cyclops
(Rooikrans)A. saligna(Port Jackson)A. longifolia (long-leave wattle) and. mearnsii
(Black wattle). The potential net income to WiWR41.65m pa. Total job opportunities
are expected to be 121. It is envisaged that thisdcbe packaged in a Public Private
Partnership (PPP) Concession Agreement whereby \WWéfives benefit from the
provision of raw materials (the Acacia wood) andaisle to stipulate minimum
provisions in respect of the inclusion of PDI'stlre transaction.

m Charcoal. Market information indicates that théyealso an immediate demand for
45,000 tons of charcoal from Acacia wqoel annum. The potential net income to WiW
(after taking the sales proceeds less all productiod transport costs) is R16.2m pa.
Total job opportunities are expected to be 163s kgain envisaged that the charcoal
potential could be packaged in a Public Privatéreeship (PPP) Concession Agreement
whereby WiW derives benefit from the provision afw materials (the Acacia) and is
able to stipulate minimum provisions in respecttioé inclusion of PDI's in the
transaction.
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For both woodchips and charcoal, there is a needafsmall team to immediately

continue negotiations with interested private conms on matters such as the project’s
initiation and short-term management as well abrieal issues that have been raised
and flagged as being in need of development wdrkis approach will ensure that the

current interest from both woodchips and charcokd-players is maintained. The SIU

could consider funding from the current budget.

A third product, still very much in the developmgatiase, was also identified as providing
the potential for future benefits to the SIU asdofks:

m  Organic fertiliser. Although this project is only it's initial stages there appears to be
huge potential in the use of leaves and berrigs fte Syringa treéMelia azedarachto
produce and export organic fertiliser. Unlike theod-chips and charcoal projects, there
is a need to embark on further development workngigg this project — which the SIU
could consider from it's own budget. Our finanqgiebjections detailed below exclude
the potential income from this product but inclakde cost of research.

Category ll: Smaller Business Initiatives

Taking into account the results of the site-visitprogramme of assistance to SBI's needs to
be established, including training and mentorshipn@ with the provision, where
appropriate, of a revolving credit facility to asisin raising capital. A clear exit strategy is
envisaged for all projects to avoid the situatidmereby projects become overly dependant
on SIU support.

Implementation Structure

In order to secure the benefits identified in th@i@nhs Analysis it is clear that the future role
of the SIU will need to change significantly. krins of the Industrial Initiatives (II's) there
is initially a need to implement and co-ordinate firoposed PPP transactions. This may
involve the sub-contracting of certain key funcidsuch as wood science and technology)
to appropriate specialists. In future, the roletld SIU will include the identification,
negotiation and management of large scale Industiigatives with a view to maximising
the financial benefits to the SIU and securing appate PDI involvement.

For Smaller Business Initiatives a focussed apgraoaenvisaged whereby the SIU (again
through the use of sub-contractors) provides marg@and support in several key areas such
as financial, legal, wood science and technoloty, & “revolving credit facility” — using
funds derived from the Industrial Initiatives — #&so envisaged to assist the smaller
businesses in accessing capital. Hence the nedthrtediately launch the Industrial
Initiative projects.

To assist in the delivery of the new SIU functiorss,number of legal options were
considered, including the establishment of a Sec?b Company, a National Government
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Business Entity, a Trading Entity and a private pany. Following a detailed analysis of
the options it is recommended that the SIU ingiglécomes a Trading Entity (defined under
the Public Finance Management Act) but then cosvierta National Government Business
Enterprise (NGBE) when it reaches a point wherg #tubstantially funded by sources other
than the National Revenue Fund. The NGBE structuorild provide the SIU with
considerably more flexibility than the present aiton and would allow the SIU to take
maximum advantage of the financial benefits deriveth the Industrial Initiatives.

The following diagram provides an illustration ajvin the SIU would operate in conceptual
terms.

Working for Water

v

Secondary Industries Unit

v
v ¥

Industrial Initiative s Small Business Initiative s

Responsibilities:
Revolving credit facility
Mentoring

Responsibilities:
o Identify markets

Negotiation of contracts
Do development work
Monitoring of contracts
Research new products

°

)

e Consulting support
o Marketing

o Technology

o Finance, etc.

°

Capacity building
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1.6 Financial implications

The following graph summarises the financial imgtions of the Options Analysis.

Annual excess (shortfall)
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25000
20000 |
15000 -
10000 -
5000 |
0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘

(5000) 2001 2 2008 2004 2005 2006 2007 2008 2009 2010 2011
(10 000) -
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(20 000)

R'000

Years

—— Annual excess/ (shortfall)

As can be seen from the above, following a two yesestment period (including the

establishment of a Revolving Credit Facility, sejtiup and carrying out development work
in respect of the two PPP initiatives, plus a regeproject into the feasibility of the Organic
Fertiliser project) the SIU would be able to getenrzet income of approximately R25m per
annum to support the objectives of the WfW Programnm
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The net income is made up as follows:
ltem Rm
Industrial Initiative (Woodchips) See Note 11.65
Industrial Initiatives (Charcoal) See Note 16.20
Contract management costs (0.8)
SIU Additional staff (0.9)
SIU Consultancy support to SBIs (1.26)
Revolving Credit Facility (0.16)
Total net income 24.73

Note: The figures shown for the Industrial Initi@s relate to initial pilot studies in respect
of specific areas. The potential for roll-out loése studies to other areas would significantly
increase these figures.

The detailed assumptions used in the above calautabre given in Sections 6 and 7 and
Appendix 5.

Income per annum
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Expenditure per annum
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1.7 Action Plan and communications strategy

A detailed Action Plan and Communication Strategythe implementation of the Options
Analysis findings are included in the full report.
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Introduction

Background to the Study

The Working for Water (WfW) Programme has identfithe critical role that the private

sector can play in the development of Secondarydinees (SI's) — which in turn is seen as
critical to the achievement of its overall objeeBv The establishment of private sector
partnerships is viewed as an integral and imporfaotor in the future success of Sl

ventures.

To assist the Programme in developing SI's (andquéarly to encourage the involvement

of the private sector in this development), it hppointed a Transaction Advisor (consisting
of KPMG, Stellenbosch University and Edward NatBaRriedland) to develop a strategy

and range of options for Working for Water to adwptelation to the future development

and expansion of SI's. As part of the Terms ofdraice, the Transaction Advisor is also
required to develop a framework to assist the $rprnises in accessing the market — which
is critical to the sustainability of any venture.

Terms of Reference

The original Terms of Reference for the work of thensaction Advisor (TA) are
summarised below:

m Project visits. The TA will visit some of the etiig) projects. An assessment of the
projects visited will be compiled incorporating thaability, marketability and
production potential of the projects. The criticaltcome of this analysis will be an
assessment of the needs of the projects in relatiaccessing the market and a strategy
for the development of a framework to facilitatesthccess. This work will inform the
options analysis.

m |dentification and analysis of options. The TA Iwilave a thorough and clear
understanding of the market, which will inform titeentification of options. The TA
will assist in the development of an appropriatategy for WfW to adopt in terms of
the services and support it offers to Sl initiasiveThe TA is to identify a range of
options from a ‘do nothing” base scenario throughrising to corporatisation and sale
of equity, or a combination of these. The TA ist@luate the different alternatives in
terms of the possible divisions within the S| sechmoth in relation to the above options
and in relation to the economic and productive e of the sector.

m Development of a Communication Strategy. The TA Warmulate proposals for a

Communication Plan whereby all stakeholders areulagly informed of project
progress.
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The existing position

Introduction

The Working for Water Programme is an interdepantadegovernment initiative under the

auspice of the Department of Water Affairs and Bioyg(DWAF) that was started five years
ago to control invasive alien plants in a sustd@atbanner. More than R1 billion has been
invested in the programme since its inception. Thm®gramme currently provides

employment to approximately 20,000 people in mbent300 clearing projects throughout
the country. The Programme seeks to optimise iesiment by extracting and utilising

biomass from clearing operations. By so doing hibté environmental and sustainable
economic benefits of the Programme can be furthbarced.

The Mission Statement of the Programme is:

“The Working for Water programme will substantialtpntrol invading alien species, to
optimise the potential use of natural resourcesugih a process of economic empowerment
and transformation. In doing this, the programmé Mave a legacy of social equity and
legislative, institutional and technical capacity.”

A Secondary Industries (Sl) project has been tgitiaby the Programme to develop
additional benefits of extracting biomass. This jggb has two primary objectives:
maximising the positive economic benefits of thegrtamme; and optimising the use of
cleared plan biomass after clearing. Sl initiatipeovide an ideal opportunity to encourage
entrepreneurship amongst people from historicaligadivantaged communities. The
Programme is able to create a supportive and ewpldnvironment through providing
training and assisting with product design and marllentification. In this manner, first-
time entrepreneurs can develop and hone their neagyuired business skills. The
development of small and micro enterprises is ticatifactor in the process of economic
empowerment in South Africa.

The Secondary Industries (SI) component of the ”Rraghe manufactures products from the
wood and plant material being cleared, such adsceafd furniture, mulch, charcoal and
smoke chips. In the restoration of the natural ystesn, there is also potential for eco-
tourism ventures.

The SIU is currently involved with 7 “pilot projextaround the country:
m Bio-log in Prieska (Northern Cape). This is onetlod most commercially successful
ventures, which is producing predominantly for expdrhe products range from

fuelwood, fence poles and mulch, to furniture.

m |khamanga Permaculture Project in Qolora (Eastempel This project has a very
holistic approach to Secondary Industries, inva@vthe local community, building on
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existing skills and marketing products. Throughvkating, products are generated
which include furniture, traditional Xhosa beadwonleaving and basketry.

The Fynbos Project (Western Cape) is comprisedrange of ventures predominantly in
the Overberg region, in partnership with Cape Nat(ronservation. The products
include fencing and screens, furniture, home iateaind décor crafts.

The project in George (Western Cape) is in parmprsvith a local small business

development project called South Cape Businessr€astthe implementing agent. The
products are primarily furniture related.

Cape St Francis (Eastern Cape), in partnership thé&hSt Francis Municipality. This is

focussing on clearing land in order to plant indiges reeds for harvesting for the local
thatch industry. This project is still in its infan

Makuleke in the Kruger National Park (Mpumalangsjn the eco-tourism stream.

Cradle of Humankind in Brits (NorthWest/Gautengyafs, Furniture Training Board,
marketing network trains PDI's in woodwork.

Shell Partnership — production of charcoal for galghell retail outlets.

The existing financial situation

The table below sets out provisional financial estaénts for the Working for Water

Programme:

1April 1999 1998/99 1997/98 1996/97 1995/96 Total

to 31 March

2000

R’000 R'000 R’000 R’000 R’000 R’000
Income 241 762 260 534 251 436 86 668 27 046 8®/(44
Poverty Relief 123 000 120 000 150 000 50 000 25 000 468 000
DWAF 93 900 115 000 90 000 7 000 - 305900
Rand Water 12 500 10 000 11 059 4 291 - 37850
Foreign funds 6 693 8915 377 43 - 16028
Other 5669 6 619 - 25 334 2 046 39 668
Expenditure 222 913 248 891 245 291 80 005 26 773 23873
Balance 18 849 11 643 6 145 6 663 273 43b73
% spent 92% 96% 98% 92% 99% 94%
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Notes to the accounts:

m These figures do not reflect the major budget edjteres of partnership programmes,
such as through the forestry industry and CaperBala National Parks. The Ukuvuka
Campaign will be reflected in next year’'s expenditu

m  1999/2000 expenditure was hampered by the sewmdifig in February/March.

m  The Working for Water Programme proposes a 20-gkearing strategy at R600 million
per year (this excludes the impact of new invaslien plants). Working for Water
currently needs to clear over 10 million hectareswaded land.

The following table provides an analysis of the /2900 expenditure (and other measures)
by Province.

Total Other North WestGauteng Free State Northern Western
Province Cape Cape
Total jobs 20 99¢ 78 382 382 493 1095 2 874
Initial treatment (ha) 112 33¢ 13 743 2180 10 26¢ 1274 4674 28 704
Follow-up (ha) 121 31C 3 560 1247 1526 422 898 41 494
Expenditure R'000 222 91: 15 272 9251 3459 11 97¢ 9439 67 982
(99/00)
% of total exp. 100% 7% 4% 2% 5% 4% 30%
Cost per ha (R) 950 880 270 290 706 169 970
Total Northern Mpumalanga KwaZulu Eastern Cape Sa National
Province Natal Parks
Total jobs 20 99¢ 747 1815 8 764 3189 118(q
Initial treatment 112 33: 2 402 21 65C 12 26¢ 10 537 4 62§
(ha)
Follow-up (ha) 121 31(C 1021 18 614 29 43¢ 9548 13 54(
Expenditure R'000 222 91: 14 662 16 77¢ 24 83¢ 27 852 21 40(
(99/00)
% of total exp. 100% 7% 8% 11% 12% 10%
Cost per ha 950 428 420 600 139 118
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Notes to the accounts:

m  The cost per ha will vary depending on a numbeéiaotors such as the species and the
density.

m 92% of 1999/2000 budget of R241 million was spent.

m 20 999 people were employed during the financiary®f these 58% are women, 23%
youth and 1% disabled.

m 95% of the budget was spent on labour-intensivaritlg. Of this, 80% was task-based
(i.e. payment only for work completed). There aB2 &merging contractors (145 of
these are collectives and 85% are run by indivien&lepreneurs).

m A total of 134 718 training days were provided.

m The teams cleared 238 823 hectares (112 333 hal iclitaring, 121 310 ha follow-up
and 51 081 ha were rehabilitated).

The current budget for the SIU (2001-2002) is appnately R 3,0 M. (1.2% of the total
WIW budget).

Existing institutional arrangements

Relationship with WfW and current operations

The current status and relationship of the Sl initot well defined within the Working for
Water Programme. The WfW strategy document (dagad 2001) does not clearly list
Secondary Industries as a focus area, although nteéntioned in relation to certain other
aspects of the broader Programme. This, in additiothe lack of a clear strategy has
consistently undermined the capacity of the Uniuttction effectively.

When new staff were appointed to the Unit at thet @n2000, one of their first tasks was to
draw up an Action Plan which would inform the depghent of a new strategy for the
Programme. (It should be noted that, due to thmiapgment of a Transaction Advisor, the
implementation of the Action Plan was suspendedanticipation of the findings and
recommendations of this report).
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The Action Plan listed specific objectives, actest and outputs with deadlines for the
period 2001-2002 as outlined below:

Objective Date Output Person responsible
Develop Sl Strategy March 2002 Document Sarah B&lgBam Falatsa
Develop Sl set-up process Dec 2001 Document Salamsky/Sam Falatsa
Develop monitoring framework ~ March 2002 Report/Bpli Sam Falatsa
Communication system Nov 2001 Document Sarah Pkjons

Research alternatives Mar 2002 Documents Christaidla

Discussions with staff members of the Secondarystites Unit have highlighted several
areas of particular concern including the need to:

m develop an operational plan, also drawing up cje@efined job descriptions for each of
the current staff members (roles and responsuslii

m formalize a workable reporting structure;
m draw up a realistic budget;
m clarify the status of the Unit within the broadepkking for Water programme; and

m provide the Unit with the legal standing and auitlydo operate effectively.

Staffing

The Secondary Industries Programme was initially largely on arad hocbasis by one
staff member located in the national office, whibgional initiatives were generally driven
by WfW regional programme leaders. As the prim@oesibility of the regional programme
leaders was the implementation of the clearing raiogne and there was no staff member
dedicated to Secondary Industries developmentdstathe process, this was clearly not a
satisfactory arrangement.

As an increasing number of projects began to bdoeegh across the country, it was
recognized that it would be necessary to estaldishpecific Unit tasked to develop
appropriate policy and manage the programme. lol2c 2000, two staff members were
appointed, one in a full-time position, the otharking half-days.
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The current staff profile of the Secondary Indestrinit (SIU) may be summarized as
follows:

m Dr Christo Marais(presently 30% of his time; has spent more thaed&s on SI's in
WFfW programme).

m Sarah Polonskyhalf days; appointed end 2000).
m  Sam Falatsdfull time; appointed end 2000).

The total staffing complement of the SIU is 1.92Bole person equivalents (wte’'s). In
addition there is a small element of support staff.

The following diagram illustrates how the SIU workihin the existing WiW Programme.

Programme
Leader

v

General
Manager

!
v v

Implementing Administration &

Section Finance

Planning &
Development

Research

A

HR & Legal

SIU

Final transaction advisor report




4.1

Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

Site visits

Introduction

One of the tasks stipulated in the Transaction gavicontract was that project evaluation
teams should visit projects of the Secondary Intess(Sl) that are currently associated with
the Working for Water Programme as well as projedts no relationship with WiW at all.
The purpose of the visits was to:

m Familiarise those involved with the types, sizepatt, scope, extent and performance of
current Secondary Industries’ projects. Specifitdes affecting performance that were
considered:

Raw materials (availability, quality, quantity, gtc
Processes (efficiency, technological level, etc.)
Equipment (machines, tools, support and measunstgumentation, etc.)

Business aspects (essential management functioosssaand control of finance,
marketing, etc.)

Products (range, quality control, quality assuraete).

m  Obtain the required background and information loe ¢complexities and issues of the
links within the WfW-program, state departmentsyaie sector, etc.

m  Assess the real needs and project potential i bod@ake recommendations.

The information gained from the visits should ohbyregarded as presentisigap-shotof
current situations; i.e. at the time of the visigne projects were in a start-up phase whilst
others were in various operational stages. Sontbeoprojects had been operational for a

considerable time. As the project visits were reddy short, no in-depth analyses were
possible.

The general guideline followed with these visitssvia qualitatively and/or quantitatively
evaluate all project activities in terms of thdduling three main criteria:
m economic— covering all financial aspects of the project;

m social - maximum job creation for unemployed individuafsom historically
disadvantaged (HDI's) in the local communities; and

m environmental — maximum impact on alien removal whist employiegp-friendly
production processes.

A full list of the projects and service provideisited is attached at Appendix 1.
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4.2 Methodology: data acquisitioning

421 Score Card

A score card was developed and compiled to accoratadtie use of the following main
performance criteria: environmental, social ancheoaic aspects.

The environmental criteria mainly determined whetbrenot the project contributed to the
WIW programme objectives i.e. alien invasive plegrnhoval. The social criteria measured
the skills and social development aspects of theplgeinvolved. The economic criteria
consisted of an assessment of the product as wellas & marketing, management ability,
financial profile of the organisation and the tachhviability of the operation.

Within each section there were varying numberstivibates. The score card allowed three
scoresi.e. the letters F, U, & N that represents Favourdblgavourable or No opinion yet,
for every attribute within every section.

The score for the attributes within each sectioas wxpressed as a percentage to normalise
the varying numbers of attributes.

4.2.2 Ranking option

Ranking is an accepted guide to provide assistavitte the evaluation of projects. No
numerical weighting factor was assigned to anyhefeight performance criteria evaluated,
as it was decided that each section should comériequally and independently to the
subjective evaluations. Different weightings aregible should it be required in future. The
eight performance criteria evaluated were:
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Headings Performance criteria

Economic 1. Product assessment
2. Sales and marketing
3. Management

4. Financial profile

5. Technical viability

Social 6. Skills assessment

7. Social assessment

Environmental 8. WW contribution

A project “score” was calculated by obtaining themsof all the favourable values and
subtracting the sum of all the unfavourable valugébe highest possible score in this case
would comprise of +800, whilst the worst possiltere comprises of —800; the sum of the
unfavourable values. Th@d opinion” scores should not affect the scores of either.

Thus, after evaluating the various projects, onge &aanking of the projects with scores
ranging from —800 to +800. This scoring and ranksqntended to aid the decision-maker,
not to make the decisionherefore, it would be unwise to set arbitramniis for acceptance
or rejection.

The scorecard was completed after each visit. Etialn team members had to reach
consensus on all the scores given.

Findings

At Appendix 2, the above-mentioned methods of diaation were utilised to summarise
the results obtained by using the score card.

Different types of performance criteria, with slilghdifferent emphasis and approach than
those used for the score card, were selected fpramal in the contract's Terms of

Reference. Therefore, Appendix 3 provides a furéimalysis in relation to the three criteria;

viability, marketability and product potential feach Sl project.
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The table below provides a summary, based on thresards, of Project Needs.

Active projects with WfW relationships

Needs

Northern Province, Nelspruit: Kruger National Park

Finance, Technidadrketing, Training.

Northern Province, Tzaneen: Invader Crafts

Management, Finance, TeahriEquipment,
Training, Mentorship.

Western Cape,Berea: Genadendal Natural Products

Finance, Teahmilarketing, Legal.

Western Cape,Bot River: Riverside Crafts

Management, Finanagdl

Western Cape,George: Droom Boom

Raw material, Management, TieahrR&D,
Equipment, Marketing, Training, Legal.

Western Cape Grabouw: Ceronio Industries

Raw material, Finaribguipment, Training
Mentorship, Legal.

Western Cape Riviersonderend: Natural DécorFinance, Technical, R&D, Equipmer
Creations/Wood Packer Mentorship, Legal.

Non-active Projects with WiW relationships

Eastern Cape Qolora: Ikhamanga Permaculture Project Financegchilical, R&D, Marketing

Training, Mentorship.

Mpumalanga, Nelspruit: Educational Toys

Finance, Marketing,ntéeship.

Northwest/Gauteng, Brits: Cradle of Humankind (Roman)

Western Cape,Genadendal: African Forest Industries

Finance kitarg, Mentorship, Legal.

Successful Projects on exit route

Northern Cape, Prieska, Bio-Log

Social.

Unsuccessful Projects on exit route

No projects in this category as yet

Potential projects

Western Cape Kommetjie & Gansbaai: Papermaki

ng Raw materiainbjement, Technical, R&L
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Active projects with WfW relationships

Needs

Project

Equipment, Training.

Western Cape Somerset West: Somerset Timbers

Marketing.

Service providers with active WfW relationships

Western Cape,George: South Cape Business Centre

Finance, EqotpiMentorship, Legal.

Northern Province, Western Cape:Shell Christo Vorster

Material supply

Service  providers  with  non-active  WfW

relationships

Northwest/Gauteng, Brits: Furniture Training

The following chart provides an analysis of projeeeds, by type.

Number of projects with a specific need

12
10
8 ——
6 ——
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& oF S &
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O Number of projects (total = 17)

Recommendations

The following recommendations relate to the prgedgsited (Small Business Initiatives)
only. Recommendations related to the Industrigilatives are in Chapter 6.
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m Divide the projects visited into two groups, ilee ttop five” and “the rest”.

m  As a matter of urgency, establish immediately anted specialists that can: (i) address
the required needs and improve the skills of tbe ftve” projects,. Make these projects
really successful and ensure they can be usedarspbss to others, and (ii) start an
assistance/capacity building scheme, for a preated period and with clearly, defined
milestones, for the projects that were classifietilae rest”.

m Institute a policy that all future financial andhet assistance offered to projects and
service providers, requires as a pre-requisitéradegic, a marketing and a business plan.
Contract-in and use a team of specialists to adsisteaders of these projects with the
assembly of the required plans.

m Verify the status of the projects. Differentiateanlly between active projects with WiwW
relationships, non-active Projects with WfW relagbips, successful Projects on exit
route, unsuccessful Projects on exit route, pakrgrojects, service providers with
active WiW relationships and service providers withn-active WfW relationships.

m Ensure that the needs of both the “top five” aslwael the needs of “the rest”, are
addressed at all correct levels.

m Ensure that the required critical mass of all gitces, especially Wood Science is
present in the teams of specialists.

m  Acknowledge the role of the SIU as mainly that ahanaging, co-ordination function
and facilitating, and outsourcing specialist fuois.

m Ensure that financial support be channelled to @hpsojects with good success
prospects.
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Option analysis — Methodology

Introduction

Within the following Sections we have examined anhar of Options available to assist in
the development of the Sl sector. Each optionbieas analysed in a 3-dimensional way, as
follows:

Product analysis. Products have been categorigedimdustrial Initiatives (lls) and
Small Business Initiatives (SBIs). EXxisting prottubave been researched and estimates
have been made of the potential for developingShesector through maximising the
potential of these products. Where appropriate; peducts have been identified and
the future potential examined.

Organisational analysis. Alternative organisati@rad commercial structures have been
considered for securing maximum benefit to the &t from the development of
products. For example, in the case of Industnigiatives, proposals have been made for
a number of PPP structures whereas in the casBlsfv& have considered a number of
proposals for the SIU to assist in a “hands-on” wagluding a revolving credit facility
to assist existing and new businesses.

Institutional arrangement for SIU. The final paftthe options analysis (Section 9)
considers the most effective legal form of the 8i1ldrder to assist in the delivery of our
recommendations in respect of the above two points.

Project investment criteria (from Terms of Referene)

In line with the Terms of Reference for this repedch option has been analysed in terms of
the following criteria:

advantages and disadvantages — the key advantageisadvantages of each option are
listed and analysed;

empowerment of Historically Disadvantaged Individuar communities — each option is
considered in relation to it's impact in both gtetive and quantitative terms;

environmental implications — including the impach alearing along with other
environmental considerations (such as the negativeonmental implications of small-
scale charcoal production facilities;

legal and/or regulatory prerequisites — the legal eegulatory implications, including
requirements for new legislation in some circumstsnand the associated timetable
implications;
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m risk profiles — the impact of each option in radatito the risk profile of the Wiw
Programme;

m financial implications — the impact of each optiarrelation to the financial position of
the WfW Programme. Additional financial benefitsthe Programme are expected to
further opportunities for the Programme to mestviider objectives;

m impact on project timescales — considers the tialesassociated with the achievement
of benefits from each option;

m potential trademark/patent royalties — this is elgdinked to the financial implications
and considers specific opportunities in relatiothi®Wood-works trademark;

m the ability to replicate and, if necessary adaptdptions to accommodate variations in
circumstance — where a specific opportunity has beentified it is important to assess
it's ability to replicate — either geographicallyaherwise; and

m identify the extent of the PPP initiative — wherERP structure is envisaged the structure
of the transaction is considered to maximise themq@l benefits to WiW.
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Analysis of options — Industrial Initiatives

Introduction

The environmental goal of implementing a Secondagustries Programme is to reduce
biomass to levels comparable with biomass levetkeunatural conditions. In order to do so
the concept of Whole-tree Utilisation is essensak below.

Non-Lignified Shoot and Undefined

i Undefined
Whole - treq Twig Products
Utilisation
Preferably
Aliens Bark Products 5% Undefined

\/ Leave Products 10% Undefined

Log and other
tree component
Sort Yard

Charcoal
Woody Branch Products 25%
Wood Chips
Main Stem: Bent & Straigh 60% Saw logs
section Products
Veneer

The removal of alien invading plants particularly from the \WWars Cape, South-Western
Cape, North Western and Mpumalanga Provinces hasday reasons become essential. In
doing so: biological diversity is conserved; watecuredrom catchments and ground water
sources enhanced; ecosystem functioning improvedinipacts of fires and floods reduced;
the productive potential of land restored and snshde use of natural resources promoted.

A well-structured and well-managed research, de@rebnt and management project can
immediately utilise available expertise as welfesearch and development (R&D) facilities,
to solve current and short-term problems and totifleany further research needs. Note that
non-standard, non-plantation and non-commerciastoy concepts are required. An initial

investment has to be made to ensure proper impkatiem However, the raw material is

free and available and estimated to be worth R85gmestanding, in the Western Cape.
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Three industrial projects considered are the atili;m of the stems and heavy branches for
the production of wood chips & charcoal, and thiésation of leaves and berries for the
production of organic fertiliser. Independentlydaim combination, these three projects
comply with the WfW specific aims i.e. to removes tmaximum amount of biomass with
large projects, whilst creating the maximum nunifgobs.

Option 1 — Woodchips

Description of the option

Woodchips that comply with international standaaslsvell as specifications of the pulp and
paper industry can be produced from local alienasive species. Three approaches are
available to manage the production of woodchigscliip the woody components close to
the point of harvesting, (ii) rail the harvestedddo a large South African harbour where it
will be chipped and exported or (iii) a combinatmiithe above two options.

CurrentlyAcaciawood chips are internationally being used as acsoaf fibres for paper-
making. Species utilised aréscacia aulacocarpa, A. auriculaeformis, A. auriéoitimis,
A. cincinnata, A. crassicarpa, A. dealbata, A. mamg A. mellifera, A. nilotica, A. senegal
and A. seyal

Invading alien plant biomass removal through thedpction of woodchips would save
clearing costs to DWAF / WiW and turn waste matdnto an income-generating product.
Both the straight and bent wood stems as well agyhbranches of alien, invasivicacia
species, are suitable raw materials. Log dimensaaswell specified and described. The
best prices are obtained for logs and wood chiggnaspecies are not mixed, but kept
separately.

The products delivered are either woodchips omdseibod stems from the alien, invasive,
Acaciaspecies such ascacia cyclopgRooikrans)A. saligna(Port Jackson)A. longifolia
(long-leave wattle) and. mearnsii(Black wattle). A premium of about 30% is curtgnt
being paid for wood chips from the above-mentioAedciaspecies, relative tBucalyptus
species’ wood chips, when sold on internationalketgr (Personal communication: Giinter
Gerischer, Stellenbosch, March 2001).

Currently South Africa exports more than two mitlidonnes ofEucalyptusand Acacia
mearsiiwood chips annually. An initial market analysis hiadicated that it is possible to
participate in this export venture, at very favdedinancial returns. Supplying logs for the
production of wood chip versus producing the wobighs and selling this product will lead
to lower income to local communities.

DebarkingAcacia cyclopgRooikrans) and\. saligna(Port Jackson) anfl. longifolia (long-
leaf wattle) on the coastal plains has been raased problem. As no R&D was part of this
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contract, no proven debarking methodologies aréabla at this stage, however it is not
seen as an insurmountable problem at all.

Project objectives

The objectives of this project include:

m  Maximise the environmental, social and economicfienthrough the generation of the
maximum income from the sale of products derivarinfrthe eradication of invading
alien plants.

m  Minimise the cost of clearing for WfW, whilst créed the maximum number of jobs.

Financial analysis

Initial indications are that with a production ratlea 100,000 tons dgkcaciawood chips per
annum, delivered at central points near availaailevay sidings, an income of R160/ton is
possible. At this early stage a liniar relationsisiassumed between tonnage delivered and
direct profit generated, e.g. 100000 tons = R9.Bianj 200000 tons = R19 million, etc.
Note that current estimations assumed that an geermody material yield of 60 tons per
hectare is possible with the aligkcacias (personal communication: dr Christo Marais,
W1HW, Cape Town). The financial assumptions relatethis option are listed below.

Item Assumption Rm
Gross sales value 100,000 tons @ R290/ton 29.0
Direct costs (fell, debark, 100,000 tons @ R195/ton (19.5)

sorting, log preparation,
transport(25km), rail, etc)

Direct profit R95 per ton (wood) 9.5
Indirect costs 100,000 tons @ R28.5/ton (2/85)
Net income to WfW 6.65
Clearing cost savings 100,000 tons @ R50/ton 5.0
Total benefit to WiW 11.65

It is estimated that the cost of contract monitiwhich will reduce the above savings) will
amount to R0.4m per annum.
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First round calculations further indicate that thenber of jobs required for the 100 000 t/a
wood production is 121 ( based on 1,667 hectaregtdeared at a rate of 13.8 hectares per

person).

Note: The above figures relate to the single ifledt pilot project.

If the project can be

repeated throughout the Country then the benefitlldvéo WfW would also potentially

increase.

Analysis of the option

Criteria

Commentary

Advantages

the total biomass.
Turn waste into a “saleable” product.

An environmentally-friendly process.

Removal of the woody component (bent &
straight stems and heavy branches) is 85% of

Disadvantages

Empowerment of Historically Disadvantag
Individuals or communities

e@€ontract terms will allow for significar]
PDE and PDI involvement.

Scope for SBils: local processing (fellin
debarking), handling and transportation.

—

Environmental implications

Positive removal of ali@omass.

Legal and/or regulatory prerequisites

See 6.2.3

Risk profiles

Depends totally on initial funding rf
essential R&D and project management.

Constant supply of volumes of acceptal
guality has to be guaranteed.

ble

Impact on project timescales

Start immediately wittk essential R&D
project management and legal component

[72)

Potential trademark/patent royalties

Not applicable
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Criteria Commentary

The ability to replicate and, if necessarlxcellent provided initial funding is made
adapt the options to accommodate variatipasailable to solve problems during initial
in circumstance stages.

Identify the extent of the PPP initiative See 6.2.3

Structuring the transaction

In order for SIU to derive benefit from the oppaities related to large-scale woodchips
production it is essential that it structures asetion such that it receives maximum value
from its’ contribution - essentially the provisiohthe wood itself.

There are two principal mechanisms for ensuringttiia happens:

The SIU would negotiate a contract with the custorgrovide an uninterrupted supply

of wood chips to defined quality specificationst the same time, it would negotiate a

“back to back” PPP supply contract with a primetcactor in the Western Cape (or any
other area for future transactions). The advantdghis mechanism is that the SIU is

fully in control of the process — involved in balhdes of the transaction — and as such
may be able to extract maximum financial benefitarms of the margin between the

sales contract (price) and the supply contractt]co3he main disadvantage of this

mechanism is that the SIU is exposed to market irsskit may be exposed in some

circumstances if it is unable to fulfil it's commments under the sales contract.

The SIU would negotiate a Concession Agreemertt thié supplier, which effectively
would give the supplier the right to use the alisges in a specific area for a given
purpose — in this case for the supply of wood chips exchange for this right the SIU
would receive a fee. The advantage of this meshans that the SIU is exposed to
market risk and the disadvantage is that it magivecless fee than the back to back
contract mechanism. As always, there would badetoff between risk and reward.

Under either structure the key features of thesmation would be as follows:

The SIU would receive a fee or payment in respédeared trees — as opposed to the
present situation whereby it is paying for treebéaleared.

Additional employment opportunities would be gemedaas the transaction is adding
value to the cleared trees — rather than leaviegnttin-situ” with all the associated
environmental hazards.

The contract terms will allow for significant PCad PDI involvement.

The role of the SIU is significantly affected -hi¢eds to become focussed on researching
sales opportunities and then monitoring the supphtract.
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All investment requirements (such as major equigineauld be financed by the private
sector.

Imlementation Issues

The following steps are required as part of thel@mgntation process:

Establish a comprehensive inventory. Determineatiaglable utilisable biomass on areas
under the WIW jurisdiction, by species and sizeots.

Harvesting these alien plants will demand somevatige solutions, since agricultural
and forestry machines are not designed for matefislich form.

Determine how effective current harvesting, debaglkand local wood chipping is, and
to what degree both materials and processes cortospecifications.

Develop a logistics plan. Determine the locatiohaseable railway sidings. Match these
facilities with available biomass distributionsasained from the inventory.

Confirm with local wood and fibre evaluations, tipeality and usefulness of the local
alien species as a raw material source for woogschind paper production. This
information is essential for all technical marketiefforts.

Develop additional marketing channels.

Confirm effective debarking of all species to bidisdd.

Determine the suitability of wood quality for chipg and the effectiveness of available
mobile chipping facilities utilising local aliemvasive, Acaciaspecies.

Determine the fibre and paper quality producedooél alien, invasiveAcaciaspecies.
(Personal communication: Colin BakeHdad of PapermakingPira International,
Surrey, England], an international fibre sourcdp@nd paper expert August 2001).

Develop an extensive logistics plan. Establish asi practical implications of the
proposed logistical chain.

Option 2 — Charcoal

Description of the option

Various grades of charcoal with diverse requiresentd applications i.e. charcoal lumps
(20-80 mm), restaurant charcoal (40-160 mm) andcclaé for smelters, can be produced
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from alien, invasive species. Currently South &fri companies are exporting large
amounts of charcoal. Invading alien plant biomemsoval through the production of

charcoal would reduce and save clearing costs tABWfW and turn waste material into

an income-generating product.

Both the straight and bent wood stems as well agyhbranches of alien, invasivicacia
species felled and delivered on a roadside araldaitfor Charcoal production. Various
grades and dimensions of Charcoal are required spities kept separately. The products
delivered are either charcoal or solid wood steromfthe alien, invasiveicacia species
such adAcacia cyclopgRooikrans)A. saligna(Port Jackson). longifolia (long-leave) and

A. mearnsii(Black wattle).

Currently South Africa exports a considerable tgenaf charcoal annually. An initial
market analysis has indicated that it is possiblgairticipation in this export venture, at very
favourable financial returns.

Project objectives
The objectives of this project include:

m  Maximise the environmental, social and economicfienthrough the generation of the
maximum income from the sale of products derivedifinvading alien plants.

m  Minimise cost of clearing for WfW, whilst creatitige maximum number of jobs.

Financial analysis

Initial indications are that at a production ratetd 000 tons of charcoal frodcaciawood
per annum, delivered at central points near auailaidings, could yield R1,000/ton
depending on quality. Typical yields of various guotion methods are: Simple kilns,
costing R5 000 to R20 000 (environmentally unaciglg) with a 6:1 (6 parts of wood for 1
part of charcoal) recovery rate or Retort kilnsstogy from R100,000 to R250,000
(environmentally more acceptable) with a 3:1 recpvate.
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The projections below are based on Retort kilns.
ltem Assumption Rm
Gross sales value 45,000 tons @ R1,000 45.0
Direct costs (rail, debark etg)45,000 tons @ R700 (31.5)
Direct profit R300 per ton (charcoal) 13.5
Indirect costs 45,000 tons @ R90 (410)
Net income to WfW 9.5
Clearing cost savings 135,000 tons (wood) @ R50 56.7
Total benefit to WiW 16.25

It is estimated that the cost of contract monitiwhich will reduce the above savings) will
amount to R0.4m per annum.

First round calculations further indicate that thember of jobs required for the 135,000 t/a
wood clearance is 163 ( based on 2,250 hectaries tbeared at a rate of 13.8 hectares per
person).

Note: The above figures relate to the single idledt pilot project. If the project can be

repeated throughout the Country then the benefitlldvéo WfW would also potentially
increase.

Analysis of the option

Criteria Commentary

Advantages Removal of the woody component (bent &
straight stems and heavy branches) is 85% of
the total biomass.

Turn waste into a saleable product.

Disadvantages Not an environmentally-friendly pesce

Empowerment of Historically Disadvantaged Contraetms will allow for significant
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Criteria

Commentary

Individuals or communities

PDE and PDI involvement.

Scope for SBils: local processing (fellin
debarking), handling and transportation.

Environmental implications

Not an environmentaltyehdly process
However, the retort
accepted by Department of Environmer
Affairs and only systems with such stat
and track-record will be used.

it is a way of alien biomass removal.

Legal and/or regulatory prerequisites

See 6.3.6vhel

Risk profiles

Depends totally on initial funding rf
essential R&D and project management.

Constant supply of volumes of acceptal
guality has to guaranteed.

Impact on project timescales

Start immediately wiltk essential R&D
project management and legal component

Potential trademark/patent royalties

Not applicable

The ability to replicate and, if necessarlxcellent provided initial funding is mad

system has been

tal
us

ble

2

adapt the options to accommodate variatipasailable to solve problems during initi
in circumstance stages.
Identify the extent of the PPP initiative See 61%&Bbw

Structuring the transaction

Similar to above — 6.2.5

Implementation issues

Similar to above — 6.2.6
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Option 3 — Organic Fertilizer

Description of the option

The Syringa treeMelia azedarachis invading some 3 million hectares of land ie tiorth
Western and Mpumalanga provinces at present. Thehroant area of the region is
negatively influenced and agricultural land limitddhe removal of these trees is regarded as
important as they spread at an alarming rate.

A Romanian entrepreneur, who has settled in SodtitaAhas researched the use of the
leaves and berries of the Syringa tree in conjonciith kelp from the Atlantic ocean and
fish extracts and modifying them biochemically irdadiquid or powder organic fertiliser
which will place South Africa in a situation tolegt grow and export organic vegetables and
fruit or export the fertiliser on its own. The imational trade, especially the E.U. trade is
growing at a rate far in excess of the norm (irdBamally to R8 billion in less than 10
years).

The range of jobs ranges from a low training leeellecting leaves, berries and kelp (rural),
to semi-skilled, drying and milling (semi-rural)p highly skilled factory level operating
specialised factory equipment.

Both the leaves (including non-lignified shoots @wihs) and berries, harvested when ripe,
of the Syringa tree must be harvested. The leaneemidled at the roadside after drying and
this plus the berries transported to a centraltpdiere the leaves are milled into a powder
and further transported with the berries to theéofgc Kelp (wet) and bone meal can be
railed from the West Coast. Availability is not eoplem. The raw materials are converted
by an undisclosed process by mainly extracting grewth hormones and other growth
extracts to yield a saleable product.

Project objectives

The objectives of this project include:

m  Maximise the environmental, social and economicfienthrough the generation of the
maximum income from the sale of products derivednfinvading alien plants.

m  Minimise cost of clea ring for WfW, whilst creatitige maximum number of jobs.

Financial analysis (initial)

Within a period of four years the production of amg fertiliser could reach R200 million or
8,000 tones per annum. The co-operation howevdweea the various parties, WIW,
Mefin, IBNT, Bucharest and the University of Steld®sch is a pre-requisite. Between
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10,000 — 50,000 jobs per annum could be createdtendross income to the SIU could be

R100 million p.a.

Considerable development work is still requiredobefany firm estimates can be provided —
for this reason all income associated from thiglpob has been excluded from our financial

projections. Development costs of R2.52

Analysis of the option

have lassnomed in the financial model.

Criteria

Commentary

Advantages

Removal of leaves and berries of Syringa
trees.

Large resource of Kelp available.

Create eco-friendly product which has higk
market demand.

Disadvantages

Development risks.

Empowerment of Historically Disadvantag
Individuals or communities

e ontract terms will allow for large number
of PDE and PDI involvement.

Environmental implications

Very positive removalabien biomass.

Legal and/or regulatory prerequisites

Ownershipiomass.

Risk profiles

Depends totally on initial funding l@&D
and project management (whether contrag
out or in-house.

Impact on project timescales

Start immediately &DRproject
management and legal aspects.

Potential trademark/patent royalties

Obtain fumdsfbiomass sales and keep
know-how in SA.

The ability to replicate and, if necessary
adapt the options to accommodate variatig
in circumstance

Not applicable.
ns

1

N
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Identify the extent of the PPP initiative Not yally understood but could be
structured similarly to the charcoal
transaction.

6.4.5  Structuring the transaction

As above.

6.4.6 Implementation issues

The following steps are required as part of thel@mgntation process:

m  Confirm research results with analyses and withebigpmental field trials. Establish
time and motion studies for harvesting process.

m Establish siding and logistics for major raw madksriand establish a factory.
m  Confirm technical process on at least pilot plaat e

m Establish market feasibility for both requirementigrice.

m Establish market size.

m Logistics for raw materials and final product mistestablished.
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Analysis of options — Smaller Business InitiativeéSBI’s)

Introduction

The Working for Water programme initiated a sewésSecondary Industry projects from
1998-1999 onward. Established on a ‘pilot projéetsis, most of the early initiatives were
situated in the Overberg region (Fynbos programmakhough in the intervening period,
further projects have been started elsewhere icdhptry.

The pilot projects were structured to operate assthallest possible viable production unit.
This approach was based on a commitment to minmguigtart-up costs and ensuring that
operational overheads were kept as low as pos@lde the producers either worked from
home or from premises provided by Wfw).

The emphasis was on entrepreneurial developmentMSh) as opposed to straight job
creation, with the WfW programme playing the rofébasiness incubator. In order to build
strategic partnerships around core areas of neddasutraining and marketing, considerable
efforts were also made to link each SMME within fltregramme to private sector partners.
This was viewed as a mechanism for fast-tracking ¢hpacity building process, but
unfortunately had only mixed succésee chapter 4).

A comprehensive feasibility study (including markesearch) was undertaken before the
pilot projects were implemented and the initialrshist of suitable products was based on its
findings. These can be broadly categorized asviaii

m high volume/low value products (charcoal etc); and

m |ow volume/high value added products (interior aodidoor furniture, functional garden
furnishings, décor accessories etc).

All value added ranges were designed and develbpeddedicated team of specialists and
included simple, hand processed/low technologysteoch as hurdle fences or hand woven
bark balls through to highly worked products remgradvanced levels of skill and fairly
sophisticated tools and equipment.

Overview of current initiatives

Product types
Products of current SBI's may be broadly groupetbbews:
m  Garden Furnishings (including trellises, fencingstic garden furniture).

m Interior Furnishings (including home accessoriesklballs, chairs and tables).
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m  Small businesses making charcoal, firewood, woduisch

Operational models
Operational models vary around the country, but beagummarized as follows:

m Private sector driven with fairly informal partnleiss with emerging entrepreneurs
around raw material supply and some value addetkpses (e.g. Ceronio Industries).

m Private sector driven with employed staff working a ‘piece’ system (e.g. Wood
Packer).

m  Micro production units run by former members of IN@V clearing team (Genadendal
Natural Products).

m Focussed production unit within a co-operativectme (e.g. Ikhamanga Permaculture
Project — furniture unit not operational as yet).

Challenges/weaknesses

The challenges faced by SBI's include access &nfie, markets, technical processes (wood
science), social development (personal growth s9kilproduct development and design,
business management, access to raw material s(ipppme instances), lack of consistent
strategy from WiW SIU (operations as well as suppamo legal framework for operations
(legal structure, contractual agreements with Wid).e

Opportunities/strengths

Market driven products, some operating experiemcewenderstanding (including production
processes), some business skills, existing clieseand some market experience, (in most
instances) high levels of commitment to their bess initiative, a successful SBI
programme will equip HDI's within the Secondary ustties programme with the
opportunity to engage in the formal economy and @mgs them to contribute and compete
as equals.

Some best practice examples of SBI's in the cradidmade sectors include:

m Clementina van der Walt

Well-known ceramicist who has built a flourishirtgdio workshop specializing in highly
designed, colourful domestic ware while also psintj as a serious art potter (one-off pieces
only). She has an established client base batinsouth Africa and abroad and her
turnover exceeds some R2 million a year.
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m  Kapula Candels

Started by micro-entrepreneur llse Appelgryn indl8@pula Candles focuses on the
production of hand-painted candles for the domesittinternational market. Based in
Bredasdorp in the Overberg region of the WesteipeCKapula now employs some 195
people (mostly women) from the surrounding distaietl has two shops, one locally and the
other in Germany. Their turnover exceeds R11 omlfper annum.

m Carol Boyes Functional Art

Carol Boyes is internationally renowned for herihygdesigned functional and decorative
pewter ware. Best known for her cutlery ranges,rsiw employs more than 120 people in
her factory and has an annual turnover in exce&8ahillion.

m  An African Christmas

Formally launched in 1999, the small business pastmvolved in the development of the
African Christmas range spotted an opportunitydpitalize on the international market for
Christmas decorations, worth some U.S. $2 billionually. Targeting a niche market for
Christmas products with a uniquely African flavotlmey now export their ranges
internationally. Materials used include beadsgwind various fibres while production
methods are usually labour intensive to maximizplegment opportunities.

7.1.1.6 Market share

Preliminary research into the size of the potemtiatket for ranges produced by SBI’s
within the Secondary Industries programme resutieshme promising findings as follows:
although garden furnishings such as fencing (warahother) and rustic outdoor furniture
are viewed primarily asiche market itemghe European and U.S. markets could each
absorb in the region of 1 million fencing lengtm&l& million pieces of furniture annually.
The Danish market alone would be in the region@®60 fencing lengths or 100 000 pieces
of furniture. The emphasis is on knock-down furet(some 70% of market) while
principle retail outlets are garden centres and el@apots. (Information courtesy of
Laurits Moller Larsen, Danish partner of Woodpacker

Product value profile

1 x debarked fence (1,8m high x 1,2m wide) whokegaice to European shops = R275
Estimated profit per container load = R37 000

Woodpacker aim to ship out some 24 containers duha course of 2002 and are interested
in collaborating with or setting up other projetrisncrease this to meet market demand.
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The full financial aspects of this option are dssed in detail in Section 8. However, a
summary of the financial aspects are also providéhle table below:

Item Assumption Rm

Secondary Industries Unit

Additional staff Total 6 additional staff plus 0.90

Consultancy support Consultancy support 1.26

Revolving Credit facility Initial facility of R2m — 0.16
recovery rate of 60%

Total cost 4.54

Analysis of the option

It should be noted that for the purposes of thisrege, no distinction has been made
between the different SBI's on the basis of prodyge. It was the opinion of the team that
challenges/opportunities profile of the SBI is laligesimilar across all sub-sectors.

Criteria Commentary

Advantages Succesful SBI's can stimulate the ecgnoat
community level; present opportunities for modéstt
sustainable income generation; positively empower
HDI's through a process of self-improvement andisk

development.

Disadvantages Higher levels of investment by Sllterms of training
and mentorship; longer lead period before sustéityak
achieved; only small scale impact on the removéliof

mass.

Empowerment of Historically
Disadvantaged Individuals or
communities

See above (advantages).

Environmental implications Little or no negativepact (except through the use |of

portable charcoal kilns without any form of filter)

Legal and/or regulatory prerequisites Agreementtrhasreached between WiW and the $BI
regarding transactions around state-owned raw ragter
most suitable legal trading structure for SBI's s
determined (CC, JV, Co-operative etc.); the SIUI Wil

have to draw up contractual agreements with allsSBI

43
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Criteria

Commentary

Risk profiles

Higher levels of investment by SIU,owever
performance milestones must be built into the eantr
and adhered to.

Financial implications

Special budget must be alted to SBI programme fa
support services agency as well as the revolviegity

facility; income streams for SIU will probably he

minimal (initially).

Impact on project timescales

Minimum 3 year commitinrequired from projeqt
start-up to exit point,
depending on the nature of the SBI.

Potential trademark/patent royalties

Possible ircostream from WfW brand

=

if made

although this may change

widely available to both SBI's and private sector

initiatives outside the programme (see Chapter| 8);
possible design patent royalty, but unlikely.
The ability to replicate and, if necessaryzood — SBl's are usually flexible and capable| of
adapt the options to accommodateultiplication e.g. Woodpacker's wishing to establ
variations in circumstance multiple sub-contractors based on their existing

structure.

Identify the extent of the PPP initiative

Througjie ttharcoal operations, quite good if linked
other PPP’s proposed previously (see chapter
otherwise unlikely in the short to medium term.

Implementation issues

Medium-term

While detailed guidelines for future
recommendations may be summarized

operations diged in Chapter 8, certain key
as follows:

m The SIU should continue with the SBI programme, badically re-evaluate and

restructure it's role and implementa
mentorship programme etc.).

m The SIU should insist on a profes

tion strategyg (institutional arrangements, 3-5 year

sional approaeimanding a business-like attitude

from all involved. Sustainability and successfukimess results must be the dominant

criteria.

Final transaction advisor report - 11 Septembed 200

44

to
6);



7.4.2

Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

m Criteria for selection of new SBI's should be ihgttd whereby the majority are selected
on the basis of an existing skills and capacitgngby reducing start up investment in
training, infrastructure and equipment). The SHdwdd recognize the different levels of
commitment (financial and otherwise) required wimresting in an existing business
initiative to grow capacity and stimulate more jofpsb creatior) as opposed to the
creation of entrepreneurs (SMME development).

m Institute a policy that all financial and/or menibgy assistance to SBI’s is subject to the
submission of a business plan outlining stratedfjeaiives, marketing plan, detailed
budget etc.

m Organize SBI's into active/non-active projects atelelop a strategy for intervention
and support based on their ranking in the scor aaalysis.

Short-term emergency measures

Although the team has been mindful of the clienggquirement to draw up an operational
framework which may be implemented as quickly asspie, systems of government
generally work fairly slowly and it may be at least months before key changes are made.
This delay will almost certainly impact very serstyion several of the existing SBI's, many
of which are in difficulties as a result of poornumunication and little - or inconsistent -
support from the Working for Water S| programme!

It is therefore imperative that an emergency suppoogramme be put together and
implemented as quickly as possible. It is reconueenthat a small team of ‘trouble
shooters’ be appointed to act as an interim sugg®hcy over a six month period while the
necessary infrastructure is put in place for a jp@ent programme.

Models for the emergency team may consist of:

m  Small co-ordinating unit (1 or 2 people) which des and co-ordinates the emergency
support programme, sub-contracting certain keytfans to appropriate specialists.

m  An integrated team is appointed (possibly 3-4 pepphch responsible for a specific
portfolio, sub-contracting certain functions if tépd.

m  An emergency programme is drawn up and co-ordinbtethe SIU (national office)
who will sub-contract certain key functions to apgmiate specialists. SBI's requiring
short term intervention should submit a proposativating for assistance. Although it
is recognized that not everyone will be able tondgp a formal business plan, there
should be evidence in the proposal of a clear wtaleding of their needs and what
interventions may be required to address them.'sS#iould also have knowledge and
understanding of their financial situation as vealplans for market/business expansion.

It will be necessary for the team to pay a seoiegisits to SBI's selected for support over

the six month period. It is recommended that #aart use each visit also as an opportunity
to identify possible local service providers angdgsart systems in each region.
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The emergency support programme will require spdiciancing (from this year's budget),
while it should be noted that some form of interioan facility will have to be made
available to assist SBI's where necessary. Anyestiment in interim support will be
compromised unless the producer has the cash damglement recommended changes and
improvements.

The SIU should draw up a terms of reference foretimergency support programme as well
as motivate for the necessary budget.

Marketing recommendations

Appendix 5 provides a detailed analysis of the retmky recommendations.
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Implementation Structure

Legal options for SIU

Introduction

There are a number of South African statutes dgahith or relevant to the control of
invader plants, including the National Water Ac®98, the National Environment Act, the
Environment Conservation Act, the National Veld &fick Act and the Conservation of
Agricultural Resources Act, 1993 (“CARA"). In tesmof CARA, the Minister of
Agriculture may, by regulation, declare any plamtbe a weed or an invader plant for the
purposes of CARA. On 30 March 2001, regulationsew@omulgated declaring a number
of plants to be weeds or invader plants, and spagithe obligations of “land users” (which
includes not only landowners, but also tenantsathdr rights-holders) to control the spread
of the prescribed weeds and invader plants on fhreperty. Failure to comply with the
control measures set out in CARA and the regulatios an offence. CARA gives the
“executive officer” designated by the Minister irder to carry out the provisions of CARA,
wide powers to give directions to particular lasers relating to control of invader plants, to
enter upon land to render advice relating to comfanvader plants, and in fact perform or
cause to be performed (out of moneys appropriate@dyliament for this purpose) such
activities as are deemed appropriate, on any anaihieve the object of controlling invader
plants. Interms of CARA, the costs of the perfante of such activities or part thereof, are
repayable by the owner of the land on or in resp&uthich the act was performed.

W1{W has been set up as a Government inter-depatdiniertiative, led by the Departments
of Water Affairs and Forestry, Environment Affaiasid Tourism, and Agriculture. It is
funded principally by the Government, but has baeble to secure supplemental private
sector funding too. Through WfW, the Governmergkseto assist land users in meeting
their obligations to control invader plants, byistisg with clearing. WfW has also taken
some steps to get involved in the secondary indgssector, through its SIU.

Neither WfW, nor the SIU are legal entities, aneéythderive all their powers from the
Government Departments, which delegate such pawdhem. They cannot, independently
of the Government, enter into contracts, incur egpe or earn income. While the objectives
of WIW generally relate to the clearing and contoblinvader plants, in a manner that
achieves certain social goals, it is foreseenttimtevelopment and maintenance of the SIU
in an economically viable, sustainable manner megessitate its ultimate separation from
Wi{W, in order to pursue objectives (such as earimiegme) that do not fit neatly within the
framework of WiW.

At Appendix 4 is a table setting out a number ofgilble legal structures for the SIU,
comprising a summary of each of their main featumdvantages and disadvantages.
Detailed below are the Transaction Advisor's cosidas and recommendations concerning
the possible legal structure of the SIU, which il a brief discussion of relevant ancillary
issues, such as access to cleared raw materiad®¢ondary industries, procurement by the
SIU, and mechanisms for structuring the relationfl@tween the SIU and WiW.

Final transaction advisor report - 11 September 200 47



8.1.2

8.1.2.1

8.1.2.2

Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

The discussion in this section is based on thenaggson that WiW will, for the foreseeable
future, remain within the Government, as part af Department of Water Affairs and
Forestry.

Recommended structure

Short-term recommendation

Assuming that the resources are available withiMMfbr the SIU to be structured as a
distinct unit within the greater WfW structure, ather words with a number of persons
dedicated on a full-time basis to the achievemétiteobjectives of the SIU (as developed),
and assuming that WfW (and the Government Depatsm&anding behind it) accept the
notion that those objectives include the earninghodbme whether through lls or SBIs or a
combination of both categories of Sl initiativesisiour recommendation that the SIU seeks,
as soon as is possible, to establish itself asadittg entity” as defined in the Public Finance
Management Act (“PFMA”). A trading entity, as eit in the table above, is not a separate
legal entity, nor is it burdened by a complex oigational structure. It is a part of the
Government Department that establishes it, thugfiierg from the advantages thereof, but
is permitted to trade and for the income earneditbipo be retained by the relevant
Department. A “head of the trading entity” wouldvle to be appointed, and the trading
entity would have to comply with a number of prédsed reporting requirements, but those
obligations are concomitant with the ability todesand to earn income, which are obviously
crucial to the success of the SIU in the long-terBstablishment of a trading entity with
DWAF or any other Department must be done withajhygroval of the National Treasury.

The reason for our recommendation that, in thetstasm, the SIU seek to become a
“trading entity”, is that its status as such pesnilitto earn income, as mentioned above, but
does not necessitate that the bulk of its fundiegléived from external sources. At least at
the initial stages, it is likely that the SIU wikkquire Government funding in order to carry
on the proposed activities in relation to SBIs, anarder for it to diligently monitor and
enforce the PPP contracts proposed.

Long/medium term recommendation

In the longer term, and assuming that the SIU remaahpoint where it is substantially funded
by sources other than the National Revenue Fundbtfier words, by its own trading
income), it is our recommendation that the SIU setk be established as a “national
government business enterprise” in terms of the RFNEstablishment as an NGBE wiill
mean that the SIU is a separate legal entity, wbdzhenter into contracts, acquire rights and
incur obligations and, subject to regulation by ®PEEMA and other relevant legislation,
operate on business principles with the efficiemicision-making processes that are
necessary to participate or compete in relevanketsr Being an NGBE would entail a
more complex organisational structure than either$IU’'s current operations or those of a
trading entity would require, as well as more onsreeporting obligations. If the NGBE

Final transaction advisor report - 11 September 200 48



8.1.2.3

8.1.2.4

8.1.25

Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

took the form of a company in terms of the Compsaiet, 1973, it would have to comply
with the provisions of that legislation too, aneériwould be costs associated therewith.

Procurement

As long as the SIU remains under the direct orregadicontrol of the Government, whether it
is a trading entity, NGBE or other body, it is ouew that it (if it has independent
contracting powers) will have to comply with theopurement principles set out in the
Constitution of the Republic of South Africa, 199Bhe consequence of this is that when the
SIU contracts for goods or services, it must dinsaccordance with a system which is fair,
equitable, transparent, competitive and cost-affect

Access to raw materials for Sls

Because CARA does not restrict the delegation efptbwers of the Minister or the powers
of an “executive officer” within the relevant Depraent, to persons within that Department,
there is no legal obstacle to an independent Sidesigg with the Minister or his or her
delegated representative that the SIU will haveéagerrights over cleared raw materials,
whether on State land with the authority of thet&tar on private land by agreement with
the landowner. Any objectives sought to be pursuredhis regard, by the SIU, will
obviously require the co-operation and supporthef Government and, in its turn, WiW as
the implementer of certain of the Minister’'s powensd duties concerning the control of
invader plants. With regard to privately owneddathe SIU would — assuming that it
becomes a separate legal entity with contractingep® - be free to enter into contracts with
landowners regarding the use of cleared raw mdett@ough it would make sense to do so
with the co-operation of WfW, if that is the entipvolved in the initial felling/clearing
activity.

Relationship with Wfw

As long as the SIU remains within the structuresmé or more Government Departments,
whether within WfW *“as is”, or as a “trading entitwithin a particular Department, its
entire powers and duties will be determined by itblevant Department/s, by means of
delegation of particular rights and obligationsttie SIU, by those Departments. Thus its
relationship with WiW will also be determined byetiGovernment through delegation of
powers and duties, and is likely to remain mordess the same as its current position,
subject to changes brought about either by chaingée current structure of WfW, or by the
allocation of additional resources specificallyth@ SIU in order to enable it to pursue its
distinct objectives, whether in the form of addigb personnel or funds.

In the event that the SIU becomes sustainable antisity through income earned by it from
its Sl activities, and is established as an NGBHyili be necessary to negotiate with the
Department/s within which WfW is located at thaéi an agreement as to the relationship
between the SIU and WiW. Without such an agreepiemtould not, in our view, make
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sense to separate the SIU from WfW. The needeofSiiv for access to raw materials, and
for a co-operative relationship with the implemendé the Government’'s and other land
users’ clearing obligations, as well as the efficies achieved by close co-operation
between WfW and the SIU, make such an agreemeecessity.

Implications for Social Development and Empowerment
Introduction

When the national Department of Water Affairs amateStry (DWAF) established the
Working for Water programme in 1995, it's core abjees included the clearing of alien
vegetation and the alleviation of poverty througl ¢reation.

The Secondary Industries (SI) Programme was iadiatith a view to providing Working
for Water with a vehicle to generate income for ¢tearing programme, create further jobs
and add value to the lives of unemployed peopléiwithe historically disadvantaged
community.

Whether directly impacting employment opportunitigghin an existing enterprise (job
creation) or encouraging the development of SMMEemtrepreneurial activity), the
Secondary Industries Programme could stimulate aoanand social development in a
community. However to do so on a sustainable passnecessary to approach the process
holistically, investing as heavily in the buildingf personal skills as in technical or
administrative.

Methodology

To assess the impact of social development and wenpeent in current projects, a series of
field trips were undertaken and a situational asialgonducted as per the following:

m  areview of human resource development programeécable to Secondary Industries
(if any);
m levels of capacity building (technical and holidtfe skills training);

m real income generation levels;

! By ‘personal skills’ we are referring to confidenand assertiveness training as well as the
ability to exercise choices, make decisions andraegesponsibility. These are of central
importance in ensuring productivity and enablingggamme participants to contribute and
compete effectively.
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m an evaluation of morale and motivational levels agsb producer groups;

m ownership of the programme (sense of ownership).

Findings

The findings of the field trips indicated that thaés a general shortage of appropriate skills
(i.e. technical, managerial), and, with one or texxeptions, limited levels of personal
development and growth.

There is an immediate need to embark on an aggeessl round capacity building
programme with regard to both technical and pelswaming. Such a programme will be
central to the development of a successful exit pba participants in large scale (Industrial
Initiatives) and smaller initiatives (Small Busisdsitiatives) within Secondary Industries.

Measurable outcomes should include a proper traméfekills and a willingness amongst
participants to assume responsibility for persaoiesielopment and future growth.

Recommendations

In order to address the social development neeslgtiftbd, we recommend the following
actions:

m an annual needs assessment for each project @torirthe training programme);

m a bi-annual social audit for each project (to detee the impact of the investment on the
training programme);

m identification of appropriate service providers;

m identification of funding (both donor funding anaternally generated funds) to support
the social development programme; and

m the Secondary Industries Social Development Prograrouild a working relationship
with the existing Social Development Unit of Worgifor Water.

(targeted intervention in areas of needsipéc Secondary Industries)

We strongly recommend a creative approach to efirieal and other training modules i.e.
methodologies must be tailored to meet the spegfafile of the target group. An

evaluation of best practice indicates that a genepproach negatively impacts the
effectiveness of training.
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Following our analysis we have identified a numbkareas of social development training
requirements, as follows:

m |eadership and assertiveness;
m project management;

m reporting and accountability;
m conflict management;

m |abour relations;

m co-operative approaches to production and resoumobilization e.g. finance, raw
materials (not including co-operative ownershiqifroject);

m awareness programmes (such as HIV/Aids); and

m the management of cultural diversity.

The future role of the Secondary Industries Unit (8J)

Introduction

As indicated in the findings of the site visits ogp the WfW Secondary Industries Unit
(SIU) must invest in strategies for the support tbéir small business development
programme if it is to succeed. Although it is eoivisaged that the Unit will itself play a
direct ‘hands-on’ role in delivering that suppoitt, will nevertheless be pivotal to the
development — and successful implementation of lieypaas well as monitoring levels of
service provision to Small Business Initiatives (SBoperating under the aegis of WW.

Wherever possible, it is suggested that existingcgires within the WfW programme be
utilized in the support and development of the &deoy Industries programme. It should
be recognized, however, that many officials in steicture, while enthusiastic about the
programme, are already overstretched in terms aif ttapacity to assist; while others are
unconvinced as to its merits and may require cenalile motivation.

Accepting these realities and understanding theiagpature and level of operation of many
of the existing and possible future SBIs within fregramme, it is recommended that the
capacity of the SIU be developed in order to rum phogramme effectively. Key areas in
which the Unit requires immediate extra supportude: regional co-ordination (for on-the-

ground implementation), SBI support service pransiand the development of broad
operational guidelines.

Detailed recommendations for structural arrangememid responsibilities in relation to

these are covered later in this Sectighile some recommended operational guidelines
(SBI's only) are listed in the paragraphs below.
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Identification of the SBI opportunity

It is recognized that the process by which the 8it Will identify and implement new
projects will be, in part, a dynamic one. Typigatimay result as a consequence of either of
the following scenarios:

m The SIU identifies a completely new product oppoityu (i.e. not implemented as yet
elsewhere in the programme).

m Individuals or groups approach the SIU with a patdwoncept (including members of
the private sector).

The SBI implementation process

The SIU will employ a number of different mecharssior the implementation of new
projects as well as the extension of existing ondsphased approach to implementation is
recommended with a selection process which isbflexand adaptable to circumstances and
needs. Criteria should be set and a system ofrgc@possibly) developed to assist the
process.

Phase One (start up)

Scenario 1New products identified by SI1U

m Call for proposals (with clearly articulated terwisreference: what is required and the
role of the SIU i.e. what support can be expecteid?). The following process is
suggested:

internal circulation of opportunity to existing gramme participants

public call for proposals (subject to lack of appiate response from current
SBI's)

m Evaluation of proposals according to specific ddgtgincluding required investment
from SBI programme)

m Negotiation and signing of contract agreement

m  Start (mentorship programme begins immediately)

Scenario 2New products identified by private sector*
m (Possible annual call for proposals)

m  Assess product concept according to set criteriarKatability, cost of production,
required levels of investment by SIU etc.)

m Assess company profile (equity and other aspectsoofal commitment; financial
liquidity and business experience)
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m Negotiation and signing of contract agreement

m  Start (mentorship programme begins immediately)

* It may be worth considering an annual nationabed8 scheme under the Working for
Water brand. Categories could include innovatiot design, production excellence, export
potential, job creation possibilities, environmémtgpact and more.

Phase Two (intermediate — beginning of exit plan)

m Further development of existing projects
m  Assess current status of the project (financiakketing, human resource capacity etc.)
m Link to appropriate resources independent of ther&jramme

m Foster opportunities for co-operation and suppatwben SBI's (marketing, raw
material supply etc.)

m  Mentorship programme continues

Phase Three (exit) *

In terms of the contractual agreement, the supmbationship terminates, but the project
retains the option to utilize the Working for Waterand. This agreement is formalized
contractually and is subject to review.

* |t should be noted that the exit plan applieshbio successful and unsuccessful SBI's: if
an initiative has not achieved key milestones wlith timeframe set by the SIU, the SIU
must retain the option to terminate the agreement.

Timeframes for implementation (new SBI’s)

It is recognized that not all projects will requsienilar levels of support from the SIU and
the contractual agreements should reflect thisweéder, it is recommended that, with new
SBI's there be a standard commitment to an inittabe year (maximum) contractual
agreement, subject to regular evaluation with nmedwer outcomes linked to specific
milestones.

Phase One 6 to 12 months

Phase Two 1 -3 years (depending on product typeeald of operation)

Phase Three  Exit when applicable (in line with cactual agreement)
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Accreditation for branding purposes

Commission flowing from the awarding of accreduatito business initiatives (large and
small) wishing to use the Wood Works brand may beran income generating opportunity
for the SIU. Three levels of entry are proposed:

m  Projects with existingelationships with the SIU programme
Automatically qualify for the use of the brand; t@actual agreement, renewable subject to
evaluation process

m  New projects (SIU and private sector)

Provisional access to brand; contractual agreememtwable subject to evaluation process

m Existing businesses outsidd programme which wish to register with SIU irder to
use the Woodworks brand

Process of application; criteria for selectionpatcact for a set period of time (say, 3 years);
renewal subject to review (evaluation) process

The role of the SIU regarding SBI's involved in Industrial Initiative contracts

Monitoring

The SIU should monitor to ensure that the termghefcontractual agreement between the
implementing corporate and the SIU are honoured.

Training and capacity building

In the absence of a specific programme for capdamitiding and small business support
within the contract, the SIU should link the SBbsthe existing small business support and
social development programme. (Note this increasenkload may have budgetary

implications for the support services agency, alsvely, the private sector partner in the
PPP may choose to hire the agency to performahistibn on their behalf).

Strategies for SBI programme success

Training and Mentoring

In order to ensure SBI's achieve sustainabilityhimtthe contractually agreed timeframe, it
is recommended that the SIU establish a comprelensientorship programme.
Programme components would be specific and limitedhe following areas: business
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management skills (especially costing and bookkegpiproduct development and design,
technical skills (wood treatments etc.), socialelegment and marketing assistance.

Although it may be possible to establish some efriacessary support functions within the
SIU, it is recommended that this function be laygeutsourced to a private sector
company/consortium with the necessary expertissuply such a service. A number of
alternatives may be considered as to how this ‘@gemuld operate, for example:

m a single unit may be appointed which is taskecetwise all SBI's nationally

m a central co-ordinating unit is appointed, butrinsted to as far as possible source the
necessary support at regional or local level

m independent support units are established in esgibm

It is recommended that the co-ordinating functiérihe support services agency be as lean
and efficient as possible (2/3 people) with spestimlsub-contracted to provide a variety of
services on a project by project basis e.g. degliceEams can be created to meet the needs of
specific projects.

The services of the agency must be boosted dtleea by appropriate partnerships.

It will operate under contract to the SIU and ierfprmance will be subject to regular
evaluation and review.

Although SBI's within the SI programme will probgbhot be in a position to pay for
mentorship initially, a sliding scale of payment for repayment of) services should be
instituted at 18 — 24 months from start of operafimiddle of phase two).

Access to finance

It is recommended that a “revolving credit facilibe established to assist SBI's with regard
to start-up and cash flow finance. The facilitpsll not be administered by the SIU itself,
but by either the support services agency or onthefmajor banks with a strong small
business support programme. It still has to berdghed whether or not the agency will (a)
use the money to underwrite a bank loan or (b) Ibdinectly to an SBI in return, say, for an
equity share in the business.

Approval of applications for financial assistanc#l Wwe subject to submission of a proper
business plan (rather than a proposal) and issudw aliscretion of the agency. The loan
will be structured according to the initiative’satls and capacity e.g. in some instances a
step-up system could be employed whilst in othéusrg sum will be required.

It is recommended that except for particular insgsn financial assistance will be issued in

the form of a loan. An exception to this may ba donor gives money to the SIU to be used
specifically as seed funding.
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Repayment schedules can likewise be negotiatedaasea by case basis and entrenched in
the contract. It is recommended that repaymentéferred for an initial period (12-18
months) and possibly linked to a sliding scalehastiusiness grows.

The mentorship support agency must ensure thatlajingtearly understood information
regarding access to and management of financeaitable to all SBI's at all times. The
agency must also be able to refer SBI's to - arsisashem with applying for - various
government small business incentive schemes.

It is suggested that a revolving fund be set up tie sum of R2 million.

Possible supplementary income streams might incticier funding for specific projects
driven by the SIU; profit from the Industrial Iratives (once established); commission on
use of the Working for Water brand (once estabtilaed other complementary government
programmes.

Legal requirements

These are covered in more detail earlier in thtiGe, but would range from the contractual
agreements between the SIU and SBI's and the fatidn of the most appropriate legal
structure for the SBI's e.g. Closed corporatiory, IRd., Co-operative, Joint Venture etc.

Raw material supply

An uninterrupted supply of appropriate raw mateisatentral to the success of all SBI's
within the programme, irrespective of sub-sectomparduct type. However, as has been
demonstrated (see chapter 4) access to the rawiahatgply can be fraught with difficulty.
There appear to be two alternative models for eémgurccess and these include: the SBI
controlling the process i.e. cutting, harvestingyaessing (e.g. Woodpacker) or the SBI sub-
contracting the harvesting of the material to atemtor within the WfW clearing
programme (e.g. Ceronio Industries)

Of the two, the first is the preferred option, lituts recognized that there are implications
around access, transport, the necessary equiptrestiinent of the cut area with herbicides
etc.

It should be noted that the harvesting of raw nigteioffers further opportunities for SBI
development if transport and basic processing efrtiaterials is considered. Contractors
who are graduates of the clearing programme manmteeested in collaborating with other
(multiple) SBI's in this regard.

It is recommended that the SIU negotiate a mutuatigeptable standard agreement with
Wi{W regarding access to and payment for the woed by SBI's.
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Auditing of SBI programme

Annual audits of the SBI programme must be condbated should include the following:
m financial performance of programme

m financial performance of SBI's (including defautts loans/loss of money)

m real job creation (in terms of person working dpgs SBI)

m social impact (biennial?)

m  monitoring of people’s perceptions (within the Sdutside the programme)

Future organizational structure of the Secondary Imustries Unit
(SIv)

As has been noted previously (see Chapters 3 arimbh) the existing Secondary Industries
pilot projects and the recently created Secondadystries Unit have, from the start, held
equivocal positions within the broader Working Yoater programme. The negative impact
of this has hampered — and in some instances padhly the operations of both.

If the programme is to continue, certain fundamentenges should be implemented to
ensure that:
m the Sl Unit is clearly mandated to implement thg@®igramme

m the status of the Unit (legal and operational) @hd SBI's (organizational and
operational) is formalized within Working for Water

m the Sl Unit is equipped with the necessary toolaffand financial resources) to be
effective

Structure of the Secondary Industries Unit (nationdoffice)

The staff complement of the Sl Unit (national affichould be increased to four people: 3 x
full-time positions, 1 x ¥z day position with thdléwing portfolios:

m Research and development (new projects II's)

m Research and development (new projects SBI's)

m  Operations (including data collection)

m  Communications and market development

It is recommended that the large and small busipregrammes be separated and a
dedicated staff member be appointed to drive tHadtrial initiatives. This individual will,

however, be required to collaborate closely with thst of the unit especially regarding
operations (as they affect the SBI's) and commuitoa.
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8.5.2 Responsibilities of the SIU (national office)

8.5.2.1 General
m policy development

fundraising

development of structures for inter-departmentdfboration

liaison between SIU and WfW programme

8.5.2.2 Research and Development (II's and SBI's)
m research and development of new business oppoesinit

m overseeing contractual agreements and other legairements

8.5.2.3 Operations and data collection
m assessment of needs (business support and soogbpiment programme)

m development of strategies for programme suppocty@ing mentoring)

m identification of support service providers

8.5.2.4 Communications and market development
m development and implementation of a communicaticategy

m planning and implementation of annual auditing pssc

8.5.3  Structure of the SIU (regional operations)

The national office of the SI Unit should be supgpdrat regional level initially by three *
co-ordinators, each responsible for a specific gigagcal area as follows:

Northern — Northern Province, Mpumalanga, Kwazubtall
Central - Gauteng, North West Province and FrageSt
Southern — Northern Cape, Western Cape and EdStra
* This figure may increase as the programme grows

To reduce costs and optimise opportunities foratatation, each co-ordinator will operate
out of the WfW regional offices. Their responsiies will include:

m liaising between the SIU (national) and the varibusiness initiatives (large and small)
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m implementing policy
m optimising synergies between production units
m  building communication and support networks and

m ensuring that contractual agreements are honopaatidularly with regard to the large
industrial initiatives).

Further recommendations

It is understood that there are plans to impleraes#ries of training courses for project
managers in partnership with the Port Elizabetthhigmn through their Saasveld campus.
To consist of a series of four week modules foqusim areas such as environmental
management and social development, the courseseadlive accreditation recognized by
the National Qualifications Framework.

It is strongly recommendeitiat a module on Small Business Management andthrelates
to the WIW Secondary Industries programme be irediud such a course. A better
understanding of issues relating to small busimésdbuild the capacity of project managers
and possibly ensure higher levels of on-the-graupport and co-operation. This can only
be beneficial to the sustainable development cbSaary Industries within the broader
Working for Water programme.
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8.6 Budget and Business Plan for the SIU

The following graph summarises the financial imgtions of the Options Analysis.

Annual excess (shortfall)

30000
25000 |
20000 |
15000 -
10000 -
5000 -
0 : : : : : : : ‘ : :

(5000) 2001 2 2008 2004 2005 2006 2007 2008 2009 2010 2011
(10 000) -
(15 000) -
(20 000)

R'000

Years
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As can be seen from the above, following a two yesestment period (including the

establishment of a Revolving Credit Facility, seitiup and carrying out development work
in respect of the two PPP initiatives, plus a regeproject into the feasibility of the Organic
Fertiliser project) the SIU would be able to geberset income of approximately R25m per
annum to support the objectives of the WfW Programnm

The net income is made up as follows:

ltem Rm
Industrial Initiative (Woodchips) See Note 11.65
Industrial Initiatives (Charcoal) See Note 16.20
Contract management costs (0.8)
SIU Additional staff (0.9)
SIU Consultancy support to SBIs (1.26)
Revolving Credit Facility (0.16)
Total net income 24.73
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Note: The figures shown for the Industrial Initi@s relate to initial pilot studies in respect
of specific areas. The potential for roll-out loése studies to other areas would significantly
increase these figures.

The detailed assumptions used in the above calautabre given in Sections 6 and 7 and
Appendix 6.

Income per annum
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Expenditure per annum
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Action Plan

Within this document we have made a number of regendations for action in respect of
the future development of Secondary Industriese gilirpose of this Section of the report is
to combine these recommendations and associatemhsdnto a detailed Action Plan,
covering the next 18 months, which will allow fofull implementation

Timetable for action
The attached Action Plan (Appendix 7) provides dietailed Action Plan for the next 18

months — including the progression of two substnBPP projects (Wood-chips and
Charcoal) and a programme of actions to assistl8nBilisiness Initiatives.

The Action Plan is divided into 4 principal compatse

m Project Management;

m Industrial Initiatives — PPP projects;

m  Small Business Initiatives;

m Re-structuring the SIU within the WfW

Communications Strategy

A Communication Strategy is attached at AppendixT8e intention of this document is to
initiate a systematic and comprehensive programmeterventions designed to build upon
the communication that has already taken place thighvarious stakeholders.
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Appendix 1

Site Visits: Projects and Service Providers visité
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Province and number of projects per Province Town &Projects visited (not all active)
Active projects with WfW relationships
Mpumalanga (1) Nelspruit: Kruger National Park
Northern Province (1) Tzaneen: Invader-Crafts
Western Cape (5) Berea: Genadendal Natural Products

Bot River: Riverside Crafts

George: Droom Boom

Grabouw: Ceronio Industries

Riviersonderend: Natural Décor
Creations/Wood Packer

Non-active Projects with WfW relationships

Mpumalanga (1) Nelspruit: Educational-Toys

Western Cape (1) Genadendal: African Forest Industries
Northwest/Gauteng (1) Brits: Cradle of Humankinaiff&n)
Eastern Cape (1) Qolora: lkhamanga Permaculture Project

Successful Projects on exit route

Northern Cape (1) Prieska, Bio-Log

Unsuccessful Projects on exit route No projects in this category as yet

Potential projects

Western Cape (2) Kommetjie & Gansbaai: Papermaking Project

Somerset West: Somerset Timbers

Service providers with active WfW relationships

Western Cape (2) George: South Cape Business Centre
Shell — Christo Vorster

Service providers with non-active WfW relationships

Northwest/Gauteng (1) Brits: Cradle of Humankindr(Hrain

Table 1: Sixteen projects and / or service proddefr the WIW SIU, were visited.
Current projects and / or service providers arilisted in five provinces of South Africa.
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Appendix 2

Site Visits: Score card using the 8 performance teria
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Performance criteria
Economic Social Environ| Project
Sl-sector/Producer Product | Sales & | Manage | Financial | Technical|  Skill Social WIW
Assess. | Market ment Profile | Viability | Assess.| Assess.| Contrib Value
FIUN|FIUNF|IUNFUN|FIUNIFIUNIFIUN|F|U|N
Active projects with WfW relationships
Western CapeRiviersonderend: Natural Décor Creatior| 82| 6 | 121000 0 | 0| 67| 25| 8 | 38/50|13|73|18| 9|10 0 | 0 | 63|38 0 |10 O | O 485
Wood Packer
Mpumalanga, Nelspruit: Kruger National Park 0|0/10075( 8 |17/92| 8| 0(100 0| 0| 45/18(36|/60|20|20(1000 0| O| O| O] 100 417
Northern Province, Tzaneen: Invader-Crafts 76(18| 6 | 50| 42| 8 | 50(25|25|25|63|13|73|27| 0|80|20| 0|75/ 0| 25/60| O | 40 295
Western Cape, Grabouw: Ceronio Industries 59(35| 6 (100 O | O| 42/50| 8 | 38/63| 0 |55|18|27|80|20| 0 | 50(25|25|60| O | 40 272
Western Cape, Bot River: Riverside Crafts 53(47| 0 | 25(58|17|50(42| 8 | 13|38|50|45|27|27|20|20|60|75(13|13|60| O | 40 97
Western Cape, George: Droom Boom 59|41 0 |67|33| 0 | 50|42 8 |25/75| 0 | 55|36 9 |60{40| 0 [63|38| 0 |60/40| 0 92
Western Cape, Berea: Genadendal Natural Products 53[41| 6 | 33|67 0 |17(25|58| 0 | 50|50|45|27|27|40(40(20|50| 0 | 50| 0 | O |10d -18
Non-active Projects with WiW relationships
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Performance criteria
Economic Social Environ| Project
Sl-sector/Producer Product | Sales & | Manage | Financial | Technical|  Skill Social WIW
Assess. | Market ment Profile | Viability | Assess.| Assess.| Contrib Value
FIUN|FIUNFIUNFUN|FIUNIFIUNIFIUN|F|U|N
Mpumalanga, Nelspruit: Educational-Toys 82/ 0|18/ 0| 0|10042| 0 | 58|63|13|25|100 O | O | 60/40| 0 {100 O | O | 80| O | 20 474
Western Cape, Genadendal: African Forest Industries 7116 | 24/17|58[25/92| 0| 8|63 0|38|/64| 9 |27/40| 0 |60[1000 0| 0| O| O|100 372
Northwest/Gauteng, Brits: Cradle of Humankind (Rojna | 0 | 0 {100 O | O |10058| 8 [33| 0 | 0{100 O | 0 |10080| O | 20(88| 0 | 12/100 O | O 318
Eastern Cape, Qolora: Ikhamanga Permaculture Projec |76|18| 6 | 42|58| 0 | 42|58|17|38|63| 0 | 64|18|18|40|60| 0 (100 O | O /100 0 | O 226
Successful Projects on exit route
Northern Cape, Prieska, Bio-Log 88| 0 121000 O | O | 75/25| 0 | 88| 0 |12(64|36| 0100 O | O | 38/63| 0 | 60|40| O 448
Unsuccessful Projects on exit route
No projects in this category as yet
Potential projects
Western Cape, Kommetjie & Gansbaai: Papermaking€rg 5929|1250 33| 17|50(17|33|25|63|13|55(27|18|60|{40| 0 | 75|25/ 0 | O | O | 10¢ 139
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Performance criteria
Economic Social Environ| Project
Sl-sector/Producer Product | Sales & | Manage | Financial | Technical|  Skill Social WIW
Assess. | Market ment Profile | Viability | Assess.| Assess.| Contrib Value
FIUNFIUNFIUNFIUNF/UN|FIUN|FIUN|F|U|IN
Western Cape, Somerset West: Somerset Timbers 94| 0| 6|58 0|42/83| 0 (17|88 0 |12(82| 0 |18{80| 0 |20|38|38|25 60| 0 |40 545
Service providers with active WfW relationships
Western Cape, George: South Cape Business Centre 65| 0 |35/1000 0 | 0100 0| O| 75/ 25 0| O| 0|10080| 0 |20{100 0| 0 (1000 | O 596
Western Cape: Shell — Christo Vorster
Service providers with non-active WfW relationships
Northwest/Gauteng, Brits: Furniture Training 94/ 0| 6|75/ 8|17/92|/ 0| 8100 0| 0| 36/36(27(100 0 | 0 {100 O | O | 60|20 20 592

Table 2:
of attributes within each section.
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Appendix 3

Site Visits: Score card using the performance créria
provided in the Terms of Reference
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Sl-sector/Producer Viability Marketability | Production
(current profitability ) | (of the Product) Potential
Good, Average | Good, Average | Good, Average

or Poor or Poor or Poor

Active projects with WfW relationships

Mpumalanga, NelspruitKruger National Park (fire woq Poor Good Poor

only)

Northern Province, Tzaneen: Invader-Crafts Average Good Good

Western Cape, Berea: Genadendal Natural Products Poor Good Average

Western Cape, Bot River: Riverside Crafts Poor Good Poor

Western Cape, George: Droom Boom Average Average Average

Western Cape, Grabouw: Ceronio Industries Average Good Poor

Western  Cape, Riviersonderend: Natural Déq Average Good Good

Creations/Wood Packer

Non-active Projects with WfW relationships

Eastern Cape, Qolora: Ikhamanga Permaculture Projec  Average Good Average

Mpumalanga, Nelspruit: Educational-Toys Average Average Good

Northwest/Gauteng, Brits: Cradle of Humankind (Rojna Poor Good Average

Western Cape, Genadendal: African Forest Industries Average Average Good

Successful Projects on exit route

Northern Cape, Prieska, Bio-Log Good Good Good

Unsuccessful Projects on exit route

No projects in this category as yet No comment No comment No comment

Potential projects
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Sl-sector/Producer

Viability
(currem profitability )

Good, Average

Marketability
(of the Product)

Good, Average

Production
Potential

Good, Average

or Poor or Poor or Poor
Western Cape, Kommetjie & GanshadPapermakin Average Good Average
Project
Western Cape, Somerset West: Somerset Timbers Good Good Good
Service providers with active  WfW
relationships
Western Cape, George: South Cape Business Centre Average Good Average
Western Cape: Shell — Christo Vorster Poor Good Poor
Service providers with nonactive WfW
relationships
Northwest/Gauteng, Brits: Furniture Training Good Good Good

Table 3:

The projects are grouped as per the g¢iiseriin 1.4.1.2. The assessment of the projectsrims of

viability, marketability and production potential & specific requirement of the terms of reference.

Final transaction advisor report - 11 Septembed 200

75



Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries
July 2001

Appendix 4
Analysis of legal options for the SIU
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“AS IS”

Main features Advantages

SIU as a unit within WfW Programme, which is set apd funded as an inter-department@lp into existing infrastructure

initiative by DWAF, DEAT and NDA (Agriculture)
Have access to State resources

Not a separate legal entity (juristic person)
WIFW has an existing profile

Budget determined by supervisory departments
Support from other Government departments

Powers delegated by relevant department, inclugmgers relating to clearing of invader plants
(and, presumably, powers to deal with the cleamsgktation, either by virtue of it being on Stateisadvantages

land, or by agreement with private land user)
Fixed budget

Neither WiW nor the SIU has any independent powerduties
No financing ability

Cannot trade

SIU poor status within programme

Departmental red tape (authority)

Currently appears unable to meet objectives

No power to enter into contracts
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SECTION 21 COMPANY

Main features

Established in terms of the Companies Act, 1973

Separate legal entity (juristic person) which acegiown rights and liabilities

Board of directors in terms of the Companies Adthwiduciary duties and duties of care and ski
Limited liability of shareholders

Reporting obligations in terms of the Companies Act

Shareholders do not normally participate direatlyhe management of the company

Has as its main object the promotion of a cultorasocial activity or communal or group interes
and intends to apply its profits (if any) or otlrezome in promoting that main object

Payment of any dividend to its members is prohibite
Would have to enter into an agreement with Goverroe private land users in order to have :

status / control with regard to activities relatittginvader plants, and in order to be able to ¢
with cleared vegetation

Advantages

Quick decision making
Access to external funds
INot restricted by Government procurement ru
(if not under direct or indirect Governme
control)

Flexibility

Power to conclude contracts

t€an borrow or lend money, issue guarantee
security (if not under Government control)

Disadvantages
ahymitation on distribution of assets
jeal

Objective — non profit making company

Insecure funding

les
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PRIVATE COMPANY

Main features

Established in terms of the Companies Act, 1973

Separate legal entity (juristic person) which acegiown rights and liabilities

Board of directors in terms of the Companies Adthwiduciary duties and duties of care and ski
Limited liability of shareholders

Reporting obligations in terms of the Companies Act

Shareholders do not normally participate direatlyhe management of the company

Would have to enter into an agreement with Goverroe private land users in order to have :

status / control with regard to activities relatittginvader plants, and in order to be able to ¢
with cleared vegetation

Advantages

guarantees or security

Operates on business principles, for purpose
income-generation

Power to conclude contracts

Disadvantages

afynancially unviable

leal

Detached from DWAF

Expensive to establish

Lose control over raw materials unless

operates as an agent of Government (in term
a PPP?)
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NATIONAL GOVERNMENT BUSINESS ENTERPRISE (

“NGBE”)

Main features
Regulated by the Public Finance Management ActQ 1B&MA)
Separate juristic person from WfW and Government
Defined as “an entity which-
(a) is under the ownership control of the national exse;
(b) has been assigned financial and operational atghorcarry on a business activity;
(c) as its principal business, provides goods or sesvin accordance with ordinary busing
principles; and
(d) is financial fully or substantially from sourcether than (i) the National Revenue Fund;
(ii) by way of a tax, levy or other statutory mohey
Money received by an NGBE, does not have to be iptadhe National Revenue Fund

Must have an “accounting authority” which is accialhe for purposes of the PFMA (usually
Board)

Members of accounting authority have prescribeddiary duties in terms of the PFMA
Members of accounting authority have prescribeceggnesponsibilities in terms of the PFMA

Must submit an annual budget and an annual comp@ian (covering three years) to the relev
Department

Must submit prescribed information to the Treasamg the Auditor-General

Advantages

May allow external income to be retained by
programme

Well defined responsibilities of accountif
authority and officers of the NGBE

Separate juristic person

2SS

Shorter decision making time

Dg-lave access to State resources

Power to conclude contracts

Bisadvantages

Financed predominantly from external source
Very limited borrowing powers

Cannot underwrite SMMEs

ant
Restricted by Government procurement polici

he

9

)
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NATIONAL GOVERNMENT BUSINESS ENTERPRISE (“NGBE")
Must get approval from relevant Department, andfyndtreasury, before embarking on major
transactions (eg establishment in a company, fjation in a trust, partnership or joint venture,
acquisition or disposal of shareholding or asset)
Annual reporting requirements and financial statesé terms of the PFMA
Accounting authority may delegate powers to offecigithin the NGBE
Officials other than accounting authority have primed responsibilities in terms of the PFMA
Annual financial statements must be audited
May only borrow, issue a guarantee, indemnity @usgy, or enter into any other transaction that
binds the NGBE or the Revenue Fund to future firdr@mommitment if authorised by legislatign
other than the PFMA
Memorandum and articles of association (if set s aompany) could stipulate main purpose as
acting on behalf of the Government to perform ¢eréetivities relating to alien vegetation
May have to conclude shareholder compact with Govent
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TRADING ENTITY

Main features
Regulated by the Public Finance Management ActQ 1B&MA)

Defined as “an entity operating within the admiraion of a department for the provision or sale
goods or services, and established, in the casenattional department, with the approval of
National Treasury”

Money received by a national department operatitig@ng entity, does not have to be paid i
the National Revenue Fund, as long as it is redeivehe ordinary course of operating the trad
entity

Advantages

Income received by SIU retained by Departm
receiving money

2 Of

tigame as “as is” position

Disadvantages
nto
irgJU poor status within programme

Unable to meet objectives

Must have an “accounting officer”, who is eitheethead of the department within which the

trading entity sits, or someone else approved byltieasury

Accounting officer has prescribed general respalits#is (section 38 of the PFMA), and prescrib
reporting responsibilities (section 40 of the PFMA)cluding an annual report and finand
statements

The accounting officer may delegate any of hisargowers to an official in the trading entity,
instruct an official to perform any of his or hertigs

Officials in the trading entity have prescribedp@ssibilities (section 45 of the PFMA)
Trading entities allowed to open bank accounts mayborrow for bridging purposes and may

run overdrafts on their banking accounts unlessaqgal by the relevant Department and Treag
(in terms of the Treasury Regulations)

Departmental red tape (authority)
edack of flexibility (cheque signing)
ial
Subject to Government procurement policies

or

not
ury

ent
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TRADING ENTITY

In determining charges for goods or services, tadinng entity must aim to recover the full cost
unless the Treasury approves otherwise

Any surplus or deficit of funds must, at the endhaf financial year, be declared to the Treasury

Accounting officer may not enter into a public-@ig partnership (PPP) without the prior writien
approval of the Treasury (Treasury Regulations)

To determine whether a proposed PPP agreement tiseibest interests of an institution, the
accounting officer must undertake a feasibilitydst{in accordance with the Treasury Regulations)

Same entity as the Department within which theitmgdentity is situated, so the scope of |its
activities is determined by Government
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Appendix 5

Marketing recommendations
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Introduction

National and international trends indicate thatehie a growing market for wood or plant-
related products across a variety of sub-sectoRxoducts can be broadly categorised as
follows:

m |ow value/high volume (charcoal, wood chips etart)d

m  high value/low volume (home décor and functionaims such as furniture, woven
baskets etc.) - also known as “value-added” praduct

A vigorous, effective market development plan farrent and future product ranges will

ensure:

m removal of alien plant biomass;

m the continued growth and sustainability of the $eleoy Industries project;

m the creation of further job opportunities (a ptigyi and

m financial benefits to the Working for Water program

In it's role as Transaction Advisor, the Consortimmas tasked to evaluate the current

marketing strategy of SBI's within the Secondaryustries Programme. Once the

preliminary data had been collected, some furtherket research would be undertaken to
explore:

m correct pricing structures;

m alternative markets;

m  marketing and promotional options (alternative nseafraccessing the market).

As in-depth market research was not required & $ithge, the focus was on market

identification, options for tracking relevant infoation and the development of
recommendations for marketing and market developmen

Methodology

In order to achieve these objectives, a seriesndgfite evaluations were conducted. Field
trips to selected projects enabled the team tooparfa situational analysis as per the
following:

m The product.
Assessing current product ranges according togdesind technical processes, quality

control, production levels (volumes), costing, pradpresentation, availability of bio-
mass.

m  The market
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Reviewing the current customer base (was the peydiacgeting the correct markets?),
together with existing partnerships/joint ventufigany).

m Internal marketing capacity of project

Evaluating the internal marketing capacity of pcbjmiembers in relation to established
marketing and market development strategies; thaderstanding of market trends and
customer requirements (including on-going prodwstetbpment); their ability to access
relevant information as well as communication aadatiating skills.

m Operational guidelines and policy framework

Were there any in place? And if so, what were they?

The findings of the site visits report

The site visits report indicates that there is womil marketing strategy within the
Secondary Industries Programme. Nor are thereptans in place to develop appropriate
marketing skills.

While there may be some SBI's with the necessapadty to undertake marketing, the
majority do not appear to have reliable accessdtket information, have few resources to
market their products effectively and are fully mgied in the production process, leaving
little time for other activities. .

The power of the Working for Water logo and pulgiofile, together with its commitment
to poverty alleviation and innovative environmentanagement, was recognized by all as a
invaluable marketing tool both within the Southigém market and internationally.

Evaluation of products

Although there are some initiatives experimentirithwharcoal production and firewood,
the majority of SBI's within the Secondary Induspmpgramme manufactured products with
a significant value added component: Garden furajtdifferent types of fencing and trellice
work, as well as decorative and functional accéssdior interiors, make up the current
range.

There is a high level of design excellence acrosst products and ranges are clearly market
driven, in line with national and internationalrids. (The team, however, questioned the
capacity of certain of the SBI's to address prodiestelopment and design needs on an on-
going basis, without external assistance.) Theauracy of costing methods was also a
concern and identified as an area requiring urgtantion.

Technical processes were generally found to be dednof improvement and targeted
interventions will be necessary in order to ensguality control and cost-effective
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manufacturing methods. Problems identified raniyech the drying and treatment of the

raw material, through to actual production processia many instances, the input required
in terms of technical expertise and design may &idyf modest, regular mentorship

resolving any further problems as they arise.

Several of the SBI's are further hampered by inadsg) equipment and badly organized
production workshops. Investment in appropriathtelogy is regarded as fundamental to
the long term sustainability of all SBI’s as it Wwikduce production costs, increase efficiency
and enable quality controlHand processes should not be used to no advantageather

to increase the uniqueness and value of the firadyert.

Evaluation of current markets

With the possible exception of Woodpackers and @eréndustries, which have export
linkages in Europe and the United States, noné®fSBI’'s has established regular outlets
for their products. Most receive orders internmithg (mostly from private customers rather
than retailers), while lack of resources and pnoislenith production have limited their
capacity to access the market with confidence, evhan the opportunity arises. The
building of a local and national - customer baseS38I's requires urgent attention, but is
directly linked to resolving certain fundamentablplems as identified previously

There are also serious concerns with regard toildlision. Issues of isolation and access
are particularly relevant to SBI's such as Inva@eafts, Genadendal Natural Products and
(potentially) lkhamanga Permaculture Project whitaive to transport their products
considerable distances from production point teefea local) customer base. They will
require some form of distribution support netwaslserve as their interface with the market.

Marketing skills and capacity of producers

Although certain of the SBI's have the confidencel &elf-starter’ approach required for
successful marketing, the majority are either tasybproducing or lack the necessary skills
to compete successfully (Woodpacker and Ceronicudinaes, once again, being the
exceptions). Likewise, most SBI's have producedketing materials in some form, but
standards of lay-out/design and information vanystderably.

Many rural producers operate almost in isolatiod do not have the financial resources
either to travel to urban centres on a regularsbassacquaint themselves with market trends
via the Internet or expensive décor/lifestyle mauzs

There is a need both for a training programme inketang skills and a co-ordinated market

development strategy if SBI's within the Secondarglustries programme are to achieve
sustainability.
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Impediments to success — a summary

Impediments to success in the marketing arena easubmmarized as follows: lack of
production capacity, limited financial resourcesck of marketing skills, poor marketing
tools, difficulties with accurate costing (‘wholésaprices are not properly understood and
frequently do not allow retailers sufficient marlp)u issues of distance and isolation,
transport and distribution and (possibly) a lackcapacity for on-going market driven
product development and design.

Market profile

The market has been broken down into retail andlegiate opportunities together with a
profile of what the ‘typical’ buyer may look likeniterms of status, income and outlook.
Details are summarized below as follows:

Retail/wholesale opportunities
m garden centres;

m lifestyle stores;

m DIY centres (fencing and other semi-industrial is¢m
m up-market florists (plant design studios);

m public gardens and official residences;

m game parks and lodges;

m broader hospitality industry.

The buying public *

m  mid-thirties — fifties (although certain décor/assery items will also appeal to a
younger age group both in terms of design and ddtfaitity);

m high achievers with expendable income;

m socially and environmentally aware;

m (young) optimists pursuing traditional family lifgkes.

* probably drawn from largely metropolitan centres

Analysis of marketing options (domestic market only

Data gathered during the site visits informed thgoms analysis which may be used as the
basis for the development of an integrated margesinategy. Clarification of the future
roles of both Working for Water and the various SBh building and accessing markets
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was recognized as being of central importance is phocesgSee 10.6) Options short
listed for serious consideration may be summaraetbllows:

Wholesale

Strategies for approaching this option and woulduide: the appointment of a marketing
agent (or agents); the appointment of a distrihuter development of a Working for Water
warehouse; a franchise; participation in Tradedrair

A marketing agent (regional or national)

This option may be implemented in the following wagl) Identifyinga professional agent
with a proven track record, complementary prodacge and established client network in
the right market and linking them to the establisB&I1's with capacity to deliver. Once the
linkage is made, it will be the responsibility dfet SBI to develop the relationship further
and any negotiated contract will be between the &l the agent only. The identification
of the agent could be the task of the support sesvagency (see Chapter 8) and the role of
the SIU would be that of monitor only (if that).

It should be noted that most agents generate indbnoeigh selling for a commission of
between 15-25%. They will usually only take ondarcis that they are sure will sell and be
delivered on time and may be reluctant to take mnied products that are unconventional.
This is probably not an option for ‘testing the kit or capacity building SBI’s still in need
of extensive hand holding and support.

(2) Appointinga WFW marketing agentiho will take the products of both established and
developing SBI's to shops to get orders; who wakkd comments from the market back to
producers and who will liaise with the support se&s agency to ensure the SBI receives
assistance when necessary. This agent would esguimonthly retainer and also a
commission on sales. Although most agents worla @ommission basis only, this would
not be appropriate in these circumstances (capduitiding will also be done here if
required)

* There may be opportunities for collaboration imst regard with certain provincial

government departments, for example, the Departofatonomic Affairs, Agriculture and

Tourism (W. Cape) or the Department of Culturalvi®es (W. Cape). Both have support
programmes for SMME’s in the craft sector and mayiriierested in a pilot exploring this
option. Collaboration would compromise independ@gnttowever and may be tricky to
implement.

(3) A variation on the above, this time utiliziag SBI currently within the programnte
market on behalf of the others. If this optioséected, a contractual agreement would have
to be signed and a monthly retainer and commisgiosales would still be necessary. A
major advantage of this option would be an ‘insikiebwledge of the programme and an
understanding of the challenges facing producérs.SBI fulfilling this function could play
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a mentoring/training role, also. Possibilities tiuis position would include Woodpacker and
Ceronio Industries both of whom have expressedindst in marketing products for other
members of the SI programme.

A distributor

Once there is an established demand for the Wilymtarange, it may be in the interests of
the programme to identify and appoint a distribwiith an existing network. Belief in and
commitment to the objectives of the programme, tedipvith a conviction that they can
make money from the deal would provide powerful iwaiton for good performance by the
distribution partner. The Pick ‘n Pay and Checkéyperamas are well-known examples of
large scale distributors, however it is recommeritiatithis marketing option be piloted on a
far more modest scale through a chain of gardetiegrsuch as Stodels Nurseries or some
similar organization. The popular profile and picgl positioning of the chosen distributor
are critical to success.

A Working for Water S| Warehouse

This option would entail setting up a warehousa modal point such as Cape Town, Durban
or Johannesburg from where all products manufadtimethe Sl programme could be
marketed to trade buyers (local and overseas}helfproposed system of accreditation for
use of the WiW brand is implemented, the warehaostéd become a marketing point for all
accredited items, also. It might be worthwhilausturing this as a marketing co-operative
with all stakeholders (including the SIU) havingugy in the venture.

A franchise

The marketing of Working for Water products throughseries of retail outlets run by
franchisees who have paid for the privilege ofisglitems produced under the programme
brand. Although a popular marketing mechanismriationally, the option carries a high
financial cost and risk to SIU and should not be first considered or followed.
Preliminary processes would require a project man&g evaluate, structure and set up the
franchise shops with its support “head office”. effnancial and operating advantages to the
franchise holder are excellent, but sustainingrfrastructure is costly.

Participation in Trade Fairs

Whether building a domestic or export market, parétion in Trade Fairs forms a critical
component of any successful market developmentegya Not only does a Fair enable
producers to test their ranges in a rigorous maplaate, but it allows them to make contact
with - and receive direct feedback from — buyerthwegard to designs, product quality and
price points. Exploring the Fair and evaluatingatvbther manufacturers are doing, can also
aid participants in identifying trends as to colow@xture and design, while the opportunity
to negotiate with buyers, take orders and prockemtafterwards builds other essential
skills. Aid to Artisans (U.S. craft marketing aggrwith international operations) considers
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participation in Trade Fairs so integral to thecassful development of marketing skills that
they organize a twice-yearly workshop around thevNéork Gift Fair (February and
September) which is used as a practical vehiclerédmsferring expertise to participants from
around the world.

Retail

Strategies for approaching this option would inetud
WiW branded retail outlets

The SIU would negotiate to operate ‘bijou’ promogb showcases selling WfW branded
products from the premises of selected stores pegek holiday periods. Functioning as
‘shops within shops’, everyday running of the astlevould be the responsibility of
programme members collaborating in the initiativeiplementation of the project would be
the responsibility of a dedicated co-ordinator fadoly drawn from, or appointed by, the
support services agency, possibly even a partiopaEBIl) with the SIU playing a

monitoring role only, once the negotiations haverbeompleted.

SBI's participating in the scheme would be requitednake a contribution towards rental
and set up costs as a set payment on a weeklymhipdasis. It is recommended that there
be an application process and selection made aogotd agreed criteria. Standards of
excellence must be high and SBI's should earnighe to participate.

Potential outlets could include the Natural Worldr8 (Kirstenbosch), visitors’ centres at
major destinations (such as Table Mountain, thegkruNational Park) as well as garden
centres and DIY stores. Major retail chains, suslhthee Tourist shops (Tiger's Eye etc.),
should also be approached. Initial start up costsd be high and it may be necessary to
motivate for specific donor funding for such artiative.

E-commerce (WEBSITE)

Although developing an on-line selling facility mégrm part of a medium to long term
marketing strategy, it would be sensible to appndadcs option incrementally. Linking with
the website of a major bank or other suitable garend offering the WfW range as an
‘exclusive’ short term promotion may provide a loast alternative in the short-term.
Issues around the processing of orders and distsibwould have to be resolved to ensure a
stream-lined delivery service.

Mail order
While establishing a mail order capability may beeay effective marketing tool, it is also
time consuming and costly. It may be of interesapproach an existing sales house (e.g.

Heritage Collection) and negotiate a pilot projasta sub-section of an existing product
category. Alternatively, it may be worthwhile apaching a national or international body
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with complementary interests to Working for Waternch as the World Wildlife Fund
(which has a modest Christmas catalogue), and iaiggt a pilot through them. A
streamlined delivery service would be essentighioption, also.

Other direct marketing opportunities

Options would include participation in craft markeind visitors’ programmes attached to
special events e.g. National Arbour Day, Nationaat®y Week, Klein Karoo Nasionale

Kunstefees, the Hermanus Whale Festival etc. dizating in a live demonstration

programme, or manning a sales point, links produdaectly to the market and provides
multi-faceted opportunities for training and capadiuilding. Some of the advantages of
direct marketing may be summarized as follows:

m  Higher profitability to the producer (or the pertiep thereof);

m Locals and tourists alike prefer to buy from thedurcers themselves as this is a more
colourful, less sterile experience and emphasksstiie work is made by locals;

m In having a direct interface with the buying publizoducers get immediate feed-back
from the consumer and adjust their products acoghyli

m  Producers are frequently unable to stop producihgstthey sell their products and
need to be able to market in a make-whilst-seHitgation.

High volume/ low value products

The charcoal and wood chip products have well-&stedtl marketing and distribution
channels and should be produced and priced to mpetdive. Care should be exercised in
selecting the strongest marketing and distributipportunity for each.

Recommendations - Guidelines for marketing success

Small-scale producers need to market and sell evatipely and to have access to market
feedback to guide product development. Many craftee either too busy producing to
market or do not have the necessary skills. Atjonarketing programme is needed to
develop both the domestic and export markets.

The following section is not the outline for a metikg strategy, but rather a brief summary
of essential marketing suggestions that may be iuse development of a strategy.

A phased (3 tier) approach

As the site visits report has indicated, SBI's witthe programme are at different stages of
development. It will be necessary, therefore,q4e a phased approach to the development of
markets and marketing skills.
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In some instances, SBI's will need little in theywaf training or building production
capacity, but require assistance in growing theark®t through attending trade fairs,
producing the right kind of marketing materials.et8BI's with little knowledge of the
market or serious infrastructure and productiorbfmms, however, will need a much more
intensive input from support services agencies botincrease production capacity and to
build personal marketing skills.

It is recommended that a marketing support progrartamarketing incubator) be designed
around introductory, intermediary and graduatelgsawith SBI's operating at “graduate”
level automatically moving on to an exit plan. (SHsapter 8for further discussion of this
approach.)

Cost implications for the programme will probabky bigh and it may be necessary to lobby
for specific donor funding. International craft meting agencies such as Aid to Artisans
(U.S.), Tradecraft (U.K.) or Protrade (GTZ/Germamay be potential partners, at least, in
the development of export marketing skills, butalijudemand matching funding.

The importance of the four ‘P’s’

In any marketing strategy, it is essential to easimat the four ‘p’s’ are covered. They
consist of the following:

m  Product— Having the right product, driven by market dedsand trends.

m Price — Selling the product at the right price for therkes, but still covering costs and
making a profit.

m Packaging(presentation) — Presenting the product in thengiest, most attractive way to
capture the consumer’s attention.

m  Promotion— Understanding the product's market niche anddimg its profile in the
market place with the right marketing/advertisimgnpaign.

Understanding the target market

Taking the trouble to analyse and understand tigetanarket is an essential investment.
Most producers operate with scarce resourceslipitiad a proper knowledge and
understanding of the market not only ensures tratyzt ranges are designed in line with
market trends but their promotion aimed at theezirmarket segment.

Domestic versus export markets — A two phased agpino

In building a market, it is important to target thecal (domestic marketfirst so that
important lessons can be learnt regarding productjaality control, customer services and
cash flow. Although the export market appearsfteralazzling returns, many producers
have suffered bad experiences initially becausg ditenot first address the following:
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Market research -Many first-time exporters do not undertake adequesearch and either
try to enter the wrong market for their productorso at the wrong price

Price — South African producers cannot compete with leadpction costs in the East and
other parts of Africa

Quality control— South African crafters have much to learn abbatitportance of high,
uniform quality standards

Production capacity- overseas buyers usually place high volume ordeds most South
African crafters do not have the capacity to fik torders within a required timeframe, while
in some instances producers have difficulty buysofjicient raw materials (for production).
Failure to meet a delivery deadline usually leadhé cancellation of an order.

Administrative infrastructure- many crafters do not have the necessary inficstie or
experience to service international clients (areytbustomer driven? do they understand
customer care?)

Product desigr- South African crafters need to adapt their préglte follow international
trends more closely (while maintaining an indigenadentity). They also need to expand
their ranges through the development of new praduct a regular basis, in line with
common international practice

Cash flow— Many first-time exporters do not realize thegduorn-around times involved in
export: producers can wait 3-6 months for paymemt this delay can bring a once-
flourishing enterprise to its knees if proper plagrhas not been done.

Market penetration and development

Sufficient ‘lead time’ must be built into every rkating strategy for maximum effect to be
achieved. Critical success factors include: timiradignment with other campaigns
(departmental/private sector/public relations) anebperative marketing initiatives. There
are a number of essential tools to assist the pspgmme of which are briefly described
below:

Product presentation - The importance of branding

In an age where brand ‘chic’ and brand loyaltyiemmensely powerful consumer forces, the
value of a strong brand cannot be over estimafasdhas been noted previously the Working
for Water name and logo (and all they represemt)attready extremely valuable marketing
tools, massive resources (financial, media, putdiations) having been invested over the
years in building their profile.
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It is the opinion of the consortium that unlesgéhare powerful legal or procedural reasons
as to why the existing WfW brand cannot be usedttier marketing of Sl products, no
changes should be made in this regard. Shouldd rtecessary to develop an independent
brand, no drastic changes should be made untilngixi® market research has been
conducted. The development of a brand is usuallyexpensive design and marketing
exercise and would require a significant investnignthe SIU over a number of years.

There are a number of international examples wineeechandising or trading facilities
developed as an extension of a parent organizatmre business have retained the original
logo of the parent structure. The merchandise retall outlets of the National Trust in
Britain (architectural and landscape conservatist} are an excellent example of this:
product ranges are immediately identifiable to mostmbers of the public thanks to the
familiarity of the National Trust brand.

Quality and excellence associated with brandingtrhassustained with continuous quality

audits by SIU staff or appropriate appointed agentiis process can be expensive, but is
critical to the building and maintenance of braogalty e.g. Woolworths products are

generally associated with quality in the public donsness while BMW is associated with

“German precision engineering” etc.

Finally, branding should not create a generic bramlgl, de-emphasizing difference which in
the handmade sector is a strength. The uniquasfessproducer, studio workshop, area,
region and product must be nurtured and used asrketing instrument in conjunction with

the brand.Wherever possible, uniqueness must be stressed.

Product presentation - Packaging

While it may not be possible to package big itemshie WIW Sl range (e.g. furniture or
fencing!), professional presentation of even thrgdat product would include an attractive
label, or swing ticket. Integrated into the labesign should be the programme logo as well
as a brief description of the product: its origimstory, who made it etc. While an eye-
catching label, telling a heart-warming story, wilbt sell a badly manufactured or
unattractive item, it can be the deciding factonitonsumer is hesitating for some other
reason, for example, price. To their detrimenbdpicers frequently underestimate — or are
not aware of - the value of packaging and presientat

Projects for market development

Initiatives which would be used in a well-plannecrket development strategy would
include:

m A programme of trade shows * (domestic and intéonat);
m  Promotional events (including National Water We&ihour Day etc.);

m  Media campaigns and advertising;
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m  Opportunities for joint venture development (inchgdiDepartment of Trade & Industry,
Fair Trade organizations etc.).

* As trade shows are expensive, the SIU shouldydie cost of shows and co-ordinate the
promotion of the SBI's products at these opportasit

Further practical tools
m Magazines/target publications for effective maretreach e.g. lifestyle magazines, in-
flight publications etc.

m  Press (supply a continuous flow of new angles,jesaand initiatives to invite positive
discussions — patrticularly on radio and press).

m Television coverage wherever possible.

m Direct marketing campaign (brochures).

m An interactive internet site.

m A visiting journalists’ programme.

m Use of corporate merchandising (stickers, key ricgkendars, maps).

m Lobby for ‘flagship’ opportunities (festivals, ewsndestinations).

General recommendations

m Resolve production and administrative shortcomibgfore aggressively expanding
market profile (is the SBI able to supply and psscerders, if not it should be
outsourced).

m  Focus limited marketing resources on those markets likely to yield a return.

m Establish partnerships between the public and f@rigactors to ensure the success of
marketing actions and cost-effective use of limitesburces.

m Create linkages and partnerships with entities iaftthtives in other regions thereby
increasing market impact (note possible linkage$h wourism and a possible"WOOD
ROUTE").

m  Build on existing products while developing new ®ne
m Cultivate products and product designs which arguahy South African.

m  Seek, identify and build on a competitive edge.
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The role of WfW and the SIU

While it is recognized that the sustainable develemt of the Secondary Industries
programme is integrally linked to the successfuletlgpment of markets, the consortium
recommends that the SIU outsources this functidherathan becoming involved in

performing it themselves. Playing the role of “&rnength” facilitator, the SIU can be

extremely effective in creatingn enabling environent for market development through the
following means:

m providing assistance to SBI's in the developmentappropriate marketing materials
(either a group catalogue or individual brochures).

m developing and funding a programme of participatiorappropriate marketing events
e.g. craft markets, promotional showcases, trade dc.

m making contact with and negotiating initial collahtion around various marketing
options where official ‘weight’ would be helpful ithe start up phases (see 10.3.1 and
10.3.2).

m negotiating with other government departments alogpecial access to certain
programmes and incentive schemes e.g. the DTI Expor Market Incentive Assistance
scheme (EMIA).

m drawing up operational guidelines and a policy fearark (e.g. adoption of fair trade
principles ).

m facilitating the development of a WiW Secondaryusities trade association etc.
Implementation of SIU policy and the day-to-day mung of the market development

strategy should be the responsibility of an outsidency, either the suggested support
services agency (see Chapter 8) or some othebkugatity.

The Wood Works brand

The Working for Water programme has drawn up a ifgaeframework to which businesses
wishing to participate in the programme must adhere

Review of current Trading Framework

While the team supports the principles and objestiinforming the current Trading
Framework which are in line with internationallycapted standards of Fair Trade practice
(i.e. promotion of ‘fair, social and environmenyakustainable development’), it is their
view that the Trading Framework is unusable ircitsent form.

Over prescriptive and unrealistic, it is almosttaiety impossible for any business entity to
meet its requirements and maintain a sustainal&eprise.
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1.1.7.2 Recommendations
There are two potential options as follows:

m The Trading Framework should either be suspendedsirentirety, subjected to a
rigorous review process and extensive re-worked; or

m The Trading Framework is retained and used as 1@ $izwd against which SBI's within
the programme - and those wishing to join the mpgne - are tested. An acceptable
minimum ‘pass figure’ will have to be established.
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Appendix 6
Detailed financial assumptions
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2000/2001 2001/2002 2002/2003  2003/2004 2004/200905/2006 2006/2007 2007/2008 2008/2009 2009/2010 10/2011
Income 380000C 380000C 380000C 38550 00( 38550000 3855000( 3855000( 38550000 38550000 3855000 3855000
Working for water programme funding
SIU 380000C 380000C 380000C 380000C 380000C 380000C 3800 00C 3800 00( 3800 00C 3800 00C 3800 00
Concession fees
‘Wood chips 950000 950000( 9500000 9500 00C 9 500 00( 9 500 00C 9 500 00( 9 500 00
‘Charcoal 13500 00( 13500 00( 13 50000( 1350000( 1350000 1350000( 1350000( 13500 00
'‘Organic fertiliser
Savings - clearing
‘Wood chips 5000 00C 500000C 500000C 5000 00C 5 000 00( 5 000 00( 5 000 00( 5 000 00
‘Charcoal 6 750 00C 675000( 6 750000 6 750 00C 6 750 00( 6 750 00C 6 750 00( 6 750 00
'‘Organic fertiliser
Expenditure 380000C 848000C 1848000( 13820 00( 1382000( 1382000( 1382000( 1382000( 1382000( 1382000( 1382000
Working for water programme
SIU 380000C 380000C 380000C 380000 380000C 380000C 3800 00C 3800 00( 3800 00( 3800 00( 3800 00
Additional costs
Wood chips
‘Indirect running costs 285000( 285000( 2850000 2850 00(C 2 850 00( 2 850 00( 2 850 00( 2 850 00
‘Contract management and monitoring
Set up 6 000 00C
Annual running costs 400 00C 400 00C 400 00C 400 00C 400 00C 400 00C 400 00C 400 00d
Charcoal
‘Indirect running costs 4050 00C 4050000 4050000 4 05000C 4 050 00( 4 050 00( 4 050 00( 4 050 00
‘Contract management and monitoring
Set up 6 000 00C
Annual running costs 400 00C 400 00C 400 00C 400 00C 400000 400 00C 400 00C 400 004
Small business initiative
'SIU staff 900 00C 900 00C 900 00C 900 00C 900 00C 900 00C 900 00C 900 00C 900 00C 900 004
‘Consultants 126000 126000C 1260000 126000C 126000 1260 00C 1 260 00( 1 260 00C 1 260 00C 1 260 00
Development costs 2520 00C 2520 00C
Revolving credit facility (2 000 000) 400 00C 400 00C 400 00C 400 00C 400 00C 400 00C 400 00C 400 00d
Repayment of credit facility (240 000) (240 000) (240 000) (240 000) (240 000) (240 000) (240 000) (240 000
Excess/ Shortfall 0 (4 680 000) (14 680 000) 24 730 00( 24 730 00 24 730 00( 24 730 00 24 730 00( 24 73000( 24 730 00( 24 730 00
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Income assumptions
Wood chips
Direct cost
Production (Acacia) tons pa 100 00c
Tons per ha clearing tons 60
'Ha to be cleared 1667
Standing value in WC R/ton 95
Income
Mill delivers price Richard Bay R/ton 290
Expenditure
Rail R/ton 130
Short haul and loading (15km) R/ton 25
Fell, debark and extraction R/ton 40
Direct Profit R/ton 95
Income per annum 9 500 00(
Current cost of clearing
SIU per ha 3000
Clearing cost per ton R/ton 50
Saving (clearing cost incl. in per annum 5 000 00(
production cost)
New jobs created
1 person can clear xxx Ha 13.8(Dependant on density)
Number of ha to be cleared 1667
Additional jobs created 121
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Charcoal
Direct cost
Production (Acacia) tons pa 45 00CCharcoal
tons pa 135 00(Wood
'Recovery rate 3 (3 part woo(
for 1 part
charcoal)
Tons per ha clearing tons 60 Acacia
'Ha to be cleared 2 250
Standing value in WC R/ton 95
Income
Selling price R/ton 100C
Expenditure
Rail R/ton 700 (incl rail, clearing,
finance)
Short haul and loading (15km) R/ton
Fell, debark and extraction R/ton
Direct Profit R/ton 300
Income per annum 13 500 00(
Current cost of clearing
SIU per ha 3000
Clearing cost per ton R/ton 50
Saving per annum 6 750 00((clearing cost incl in
production cost)
New jobs created
1 person can clear ? Ha 13.8(dependant on density)
Number of ha to be cleared 2 25C
Additional jobs created 163

Final transaction advisor report - 11 September 200 102



Department of Water Affairs and Forestry
Working for Water Programme: Development of
Secondary Industries

July 2001
Organic fertiliser
Market demand tons 80 00C
Profit to WiwW R/ton 87.5
Cost assumptions
Wood chips
Other indirect costs 2 850 00(
Gross income per ton 95
Number of tons 100 00C
Operating cost as a % of gross income 30% 29
Charcoal
Other indirect costs 4 050 00(
Gross income per ton 300
Number of tons 45 00C
Operating cost as a % of gross income 30% 90
Retort Kiln 250 00C(Recovery rate of
3:1)
Contract management and monitoring
Cost to set up contracts 6 000 00(once-off
Monitoring cost
Number of people needed 2
Average salary per person 200 00C
400 00CAnnually
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Small business initiative
Number of people within SIU to cover core areas 4 (finance,
legal,
technical |
etc.
skills)
Average salary per annum 150 00(C
600 00(
Co-ordinating team within SIU 2
Average salary per annum 150 00C
300 00C
Support from consultants
Number of consultants required 4
Number of hours per annum 1800
% of time required by SIU 70%
1 26C
Average charge per hour per consultant 250
1 260 00(
Development costs
For first 2 years
Number of people 4
Number of hours per annum 180C
Average rate per hour 350 2 520 00(
Revolving credit facility
Initial funding 2 000 00(
Repayment
"term of loan 5yrs
"interest free loan
Annual repayment 400 00c
Recovery rate 60% 240 00c
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Appendix 7

Action Plan
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Appendix 8

Communication strategy
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