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ADVANCING INCLUSIVE LOCAL ECONOMIC DEVELOPMENT THROUGH AGRO-PROCESSING

CASE STUDY

EXECUTIVE SUMMARY

The Nkowankowa Demonstration Centre (NDC), now renamed the Wolkberg
Fruit Processors (WFP), was established in 2010 with funding from the European
Union through the Department of Science and Technology (DST). The DST's
Technology for Sustainable Livelihoods unit partnered with Sasol ChemCity,
which had a proven track record in cosmetic formulation and entrepreneur
development. The initial objective of beneficiating the available commercial and
wild fruit through the extraction of oils for cosmetic formulations was revised to
meet a market gap for pulping and processing the surplus mangoes, bananas

and guavas grown in the area.

The NDC/WFP is operated from factory premises in Nkowankowa Township; in
Tzaneen in Limpopo. The WFP/NDC is a hybrid of a social business (addressing
social needs, such as alleviating poverty) and a commercial business (providing
products to the formal/high-end market). It functions as a business, but the
principles and values that drive the business are of greater importance than
simply making a profit at all costs. Treating people with fairness (e.g. paying all
suppliers a fair trade price and paying the same price for similar products), with
dignity (e.g. listing them on the business database and keeping in contact), and
building capacity where it is needed are fundamental to the functioning of the
WPF/NDC

Without supplier contracts in place, the income in the 2013 mango season was
R379 000, but in the 2014 mango season the factory produced 921 000 litres of
pulp and generated an income of R5 433 828 (VAT included), because supplier
and buyer contracts were in place before the start of the fruit season. The 2015
mango season was extended through the creation of a new hub in the warmer
Levubo area, where mangoes ripen earlier. The target for 2015 is 2,5 million
litres of pulp.

Continuous reflection and analysis are done to improve the risk management
processes and to record the lessons learned through challenges and tried and/or

suggested remedies.

Three recommendations are made: firstly, that the NDC/WFP should be

structured into a business in which there is community participation rather than
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community ownership; secondly, that a fit-for-purpose factory site is needed; and

thirdly, that suitable equipment should be procured.

PURPOSE AND OBJECTIVES

The Nkowankowa Demonstration Centre (NDC), now renamed the Wolkberg
Fruit Processors (WFP), was established in 2010 with funding from the European
Union's Sector Budget Support through the Department of Science and
Technology (DST). The DST's Technology for Sustainable Livelihoods unit
partnered with Sasol ChemCity, which had a proven track record in cosmetic

formulation and entrepreneur development.

The initial business model had the objective of beneficiating the available
commercial and wild fruit in the northern Lowveld area through the extraction of
oils (e.g. marula oil) and other plant extracts for cosmetic, medicinal or food
products.  Oils extracted would be tested by ChemCity, and cosmetic
formulations sold to local natural oil distributors who had access to global
cosmetic manufacturers. The feedstock was to be supplied by cooperatives and

small and medium-scale farmers from the local community.

Since the cosmetic market is highly regulated and because ChemCity changed
its focus from providing cosmetic formulations and support, the following matters

became a concern:

. Which products should be processed?

. Would demonstration-scale production ensure sustainability?

. Did the market need more factory-manufactured commodities?
. What should be the exit strategy be for commercialisation?

After a thorough analysis of market needs in the Tzaneen area, with its
subtropical climate and fertile soil, the project was redesigned with a stronger
focus on market needs and sustainability. The banana and mango production
projects presented exciting possibilities, as these two fruits are the most
consumed tropical fruits in the world. In particular, mangoes, with their many

nutritional qualities — being rich in minerals, fibre, vitamins C, B, A and
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provitamins — become an important focus in the redesigned project, as the

demand for mango products (pulp and dried fruit) is increasing worldwide.

South Africa produces approximately 500 000 tons of mangoes annually, most of
which is grown in Limpopo, but exports less than 5% of its mangoes to

international markets.

Figure 1 shows the mango production trend in South Africa over a period of six
years. After 2008 there was a marked drop, and, although there has been a
slight recovery, levels have not returned to that of 2008. According to the 2014
report of the National Agricultural Marketing Council (NAMC), a total volume of. of
"48 372 tons of mangoes was produced during the 2013 production season,
representing a 25% decline from the 2012 volume of 65 131 tons".

100

Procluction in thousand tons

2008 2009 2010 2011 2012 2013

Figure 1: Mango production trends.
Source: Subtrops (2014)

PROJECT LOCATION

The NDC/WFP operated from factory premises at 249 Charlie Street,
Nkowankowa Industrial Area 2, Nkowankowa Township, in Tzaneen in Limpopo.
The NDC/WFP factory site is the property of the Limpopo Economic
Development Agency (LEDA).
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'1’j Edit in Google Map Maker  Report a problem | K,

Figure 2: Location of NDC/WFP.

Source: https://maps.google.co.za/maps

THE NDC/WFP CONTEXT

Even though Nkowankowa was historically a township for Tsonga/Shangaan
people in the homeland of Gazankulu, many other tribal groups coexist in the
Nkowankowa/Tzaneen area. Individuals from different groups have tribal and/or

family affiliations and cultural practices that could impact on the factory.

IMPLEMENTATION

A market gap was identified for pulping and processing the surplus mangoes,
bananas and guavas grown in the area. However, the WFP/NDC project
manager realised that nobody had addressed the full supply chain regarding
shortages of mangoes. In November 2012 the model was changed to a cluster
model.
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The cluster model refers to a network of connected businesses, suppliers and
associates in a specific field that are all located in the same geographic area.
Clusters are thought to provide increased efficiency and productivity to enable
businesses to be competitive on a national and global scale. The WFP/NDC is
now positioned to be a bridge between entities associated with the factory. Itis a
catalyst for further economic activity through a network of buyers and suppliers.
Furthermore, capacity is built to strengthen the network by meeting the small-
scale suppliers' needs, e.g. technical skills.

NOTE: The WFP/NDC is a hybrid of a social business (addressing social needs,
such as alleviating poverty) and a commercial business (providing products to the
formal/high-end market). It functions as a business, but the principles and values
that drive the business are of greater importance than simply profit at all costs.
Treating people with fairness (e.g. paying all suppliers a fair trade price and
paying the same price for similar products), with dignity (e.g. listing them on the
business database and keeping in contact), and building capacity where it is

needed are fundamental to the functioning of the WPF/NDC.

The business approach followed was guided by the following considerations:

. Envisioning what the end result should be and then working backwards.
. Is there a market for the products?

. Is there a sufficient supply of raw materials?

. Is the supply chain in place?

. When will the break-even point be reached?

. Are all governance requirements in place?

. Is the distribution system in place?

. How will sustainability be achieved?

. Marketing aspects — why will companies buy from the WPF/NDC?

KEY FINDINGS

2013 mango season: January — March

The mango season had actually started towards the end of November 2012.

For seasonal fruit, the process that should be followed is that the factory should

negotiate supplies for the season upfront, as the harvest is estimated in October.
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In 2013 the factory started the season without the proper process, because the
previous project manager (from Sasol ChemCity) did not negotiate beforehand

with suppliers.

The factory therefore generated an income of only R379 000,00 for this mango

season.

The commercial-scale pulpers and refrigerators were built and installed after the

mango season.

At that stage, the Vaal University of Technology (VUT) controlled the
administration of funds and therefore also controlled the procurement of the

equipment.

2014 mango season: January — April
With the new project manager (from Sasol ChemCity) taking over in December
2012, the factory signed contracts with farmers and bought mangoes from

suppliers as listed below:

Suppliers Volume Volume Shortfall
contracted supplied (kg)
to supply (kg)
(kg)
Theuns Botha 300 000 175000 | 125000
Lukas McLean 200 000 80 000 | 120 000
Batlebines tribe 500 000 341040 | 158960
Mammatholas tribe (initially reluctant to none 178 000
supply)
Mgolobothos tribe (initially reluctant to none 32 000
supply)
Poggio Farm none 468 000
Household suppliers (wheelbarrow N/A 540 960
deliveries)
Total volume supplied by community and informal 1 560 000
market
Total volume of shortfall (volume contracted to supply, but not 403 960
supplied)
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Highlights of the 2014 mango season

. The factory produced 921 000 litres of pulp.

o All pulp was sold to Granor Passi (Pty) Ltd.

. No pulp was rejected after the initial batch, which was not within
specifications.

. The factory employed 127 seasonal workers.

. There was 100% good governance exercised in the factory.

. Based on the feedback received from the informal market suppliers of

mangoes, this was the first time that a company had paid a fair trade price
to the informal market

. The commercial farmers were paid within 48 hours after receipt of the fruit
. The informal market suppliers were paid cash on delivery of the mangoes.
. The income in the 2013 mango season was R379 000, and in the 2014

mango season the income was R5 433 828 (VAT included).
. An independent laboratory tested the quality of the dried mango products,

which met export standards.

. All nine tons of choice grade mangoes produced went to the export
market.

. All mango products were sold — standard grade and off-cuts (snippers).

. It is believed that this is the first time in South Africa that a company is

signing contracts with the informal market.

. The process to get food safety (Hazard Analysis and Critical Control
Points — HACCP) accreditation was initiated. The HACCP accreditation
will first be done on the drying side, because fruit drying is done
throughout the year. HACCP accreditation for the fruit pulp will be done

after next season.

. All operational processes are in place.
. All human resource processes are in place.
. The first mango trees from the factory were grown and given free to

farmers to plant.
. Small-scale farmers were assisted to secure supplies for future mango

seasons.

Not only are more jobs being created and skills transferred, but the above
achievements are contributing to restoring South Africa as a market leader in
mango production and products.
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RISK MANAGEMENT

The potential risks during the 2014 season were indentified and ways to mitigate these

are listed in Table 1:

Possible risks

Mitigation actions

Staffing — The Commission for
Conciliation, Mediation and Arbitration
(CCMA) hearings for some of the staff
dismissed were all won because all the
systems (admission-of-guilt forms and
signed warnings) were in place.

Based on the experiences of the
previous season, the contracts for
seasonal workers were revised and
reviewed by a CCMA Commissioner.
Thus seasonal contracts will, in future,
close loopholes in the previous
contracts.

Theft — some of the night staff
members were involved in
fraudulent practices. For example,
they would weigh the load on a
truck and issue a payment order,
and then allow the truck to sell the
same load the following day. They
would then receive a kick-back

from the truck owner.

The process flow was redesigned;
security cameras will be installed
and staff members rotated to
reduce the possibility of theft.

Building — the Limpopo Economic
Development Agency (LEDA) owns
the NDC building, but it does not
meet its responsibilities; the
WPF/NDC must then pay for the
maintenance and upkeep of the

building.

Repeated attempts to resolve the
maintenance and safety matters
with LEDA at management and
executive level have yielded
promises, but no concrete action.

This remains a challenge.

Eskom — excessive amounts are
levied; e.qg. if usage (the energy
charge) is R33 638,04, additional
costs amounting to R42 520,37 are
added.

o After many attempts by the project
manager to remedy the situation,
the DST intervened and obtained
a commitment from the regional
office (via the national office) to
meet with the WPF/NDC project

manager.
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The loss in production claims that
were submitted by the WFP/NDC

to Eskom will then be discussed.

Legal entity — the NDC was not
registered as a legal entity and this
meant that the WPF/NDC could not
employ workers or open a bank
account for the WPF/NDC. The
project manager therefore had to

On 21 September 2014 the DST
Director-General gave approval
for the NDC to be registered as a
legal entity, so in March 2015
Wolkberg Fruit Processors (Pty)
Ltd was registered.

enter into contracts with workers in
her personal capacity. Processes
and systems were put in place to
minimise the risk to the project

manager.

Table 1: Mitigation of risks.

2015 mango season

The NDC/WFP received mangoes for the 2015 season in December 2014. A
new hub was created in Levubo, for two reasons: firstly, it is warmer there, so the
mangos get ripe earlier and this will help the factory to reach the target of 2,5
million litres of pulp; secondly, the factory is now supporting the community of

Levubo as well.
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MANGO SUPPLIERS

Figure 3: Mangos arriving from Levubo.

Figure 4: Signing supplier agreements before the mango season ensured that adequate

mangoes were supplied to the NDC/WFP.

PRODUCTION

The huge volumes of mangoes coming in required some of the seasonal workers
to start working earlier than had been planned. One of the administrative staff,
Ms Anzette Kotze, did the training, as she is responsible for the HACCP system

as well. All fruit goes through a traceability process.
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_ ‘ ] Figure 6: Seasonal workers sorting the
Figure 5: New/seasonal worker being

trained by Ms Kotze. HACCP

regulations must be adhered to.

many crates of mangoes.

Figure 7: All available hands (even administration staff) assisted with sorting the
large volumes of mangoes, and, because Ms Kotze knows how to operate a

forklift, she assisted with loading and unloading the crates on the trucks.

PRODUCT: Marga Aup 73
CODE: %02 ~o12/MpfpSo
BATCH No: 1112 nlooi18 D 70

QUANTITY:  Bo kg
DATE:!L 12 (2014

Figure 8: The HACCP traceability Figure 9: Cameras in place; no thefts

system can be seen on the label occurred this year.
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Figure 11: On Wednesday, 17 December 2014, the first Super Interlink trailer

ever was loaded with 34 tons of pulp.

Figure 12: 28 December 2014: second load to BronPro Processors
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Figurel3: 24 December 2014 — the first drying of fruit. What was done differently
in the marketing is that a hub was opened in Levubo. Since it is warmer there,
the mangoes ripen more quickly and these are the first mangoes received. This

helps to stretch the production time.

SOCIAL UNREST IN NKOWANKOWA

On Friday, 19 December 2014, a director from BronPro Processors phoned the
project manager at 21:00 at night, asking for help. They had to load fruit the next
morning at the factory. He said that the residents of Nkowankowa wanted to Kill
the truck driver and his assistant and that there was a strike on. When the
project manager went outside she saw that there were about 20 people on the
Interlink trailer. She asked the leader of the group to please stop their violent
actions, as she respected the strike. Furthermore, she pointed out that the
people were not from the area and simply had to do the loading. Finally, the
truck got through.

Police assistance had to be requested the following day. The strikers had served
all the businesses in the area with notices that they were not to work. The project
manager hoped that they would exempt the WPF/NDC factory, because of all the
ripe fruit. In fact, the factory did not receive a notice and was the only business

conducting work.

This was an extremely stressful period. The employees had to be protected,
there was much noise and disruptions from the strikers in the area; and the
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WPF/NDC staff had to travel on circuitous routes through the mountain to get to

work. The strikers destroyed almost everything in Nkowankowa.

They broke down the informal stalls of elderly women, with the result that they
lost their livelihoods close to Christmas. They broke the Vodacom tower and

telephone boxes; rubble was strewn in the streets.

On the last night of the strike, the project manager encountered one of their road
blocks. They approached the vehicle with bottles that they used as weapons.
The project manager merely said she was sorry and respected the strike, and
they said that they knew about the factory. She asked them why they did not
serve the factory with a notice and their answer was, "You are not interfering in

the community."

The strike cost the WPF/NDC half a million rands in lost production. Production
had to be slowed down, because all roads were closed. What enabled the
factory to survive was the green fruit that was on the factory floor, otherwise

production would have come to a complete standstill.

Figure 14: In December 2014, there was chaos in Nkowankowa Township as

residents took to the streets to vent their anger towards the police for not
releasing the business owners (foreign nationals) who were charged with killing a

local youth.
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Figure 15: Roads were barricaded and moving through the township was very

dangerous and stressful. Calm has returned for now, but it is expected that,
when the accused appear in court, emotions may flare up again.

Against this background, it would be important, when business models are
discussed, to include community aspects. If the WPF/NDC is destroyed, it will
revert to community ownership. The focus should be on how the community can

benefit, meaning community participation rather than community ownership.

The NDC can grow to be one of the biggest role players in the mango industry,
but it is understandable why nobody wants to do business when the community is

involved.

LESSONS LEARNED

CHALLENGES AND TRIED AND/OR SUGGESTED REMEDIES

Every organisation is a microcosm of society and societal issues can find
expression in the organisation/business. For example, in the past season, the
staff managing the entry of informal suppliers (i.e. those with trucks and
wheelbarrows) gave preference to people of their own culture; this led to conflict

that had to be resolved and it should be avoided in future (see the Risk Table).

Even though broader cultural practices cannot be changed, negative practices in
the factory should be kept in check. A fine balance is needed, on the one hand,
to preserve the core values and purpose of the organisation and cultures, and, on

the other hand, to change negative cultural practices.
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LESSONS LEARNED OVER THE LAST TWO YEARS:

o Listen to everyone to understand their perspectives.

. Learn from the workers.

. Integrate with the workers; this is very important.

. Address the workers' problems.

. The workers will not adjust to our cultural system. We must adjust to their

culture and understand the reasons why they do certain things.

. Stay out of fights.
J Display the attitude that the factory cannot operate without the workers.
o Explain to the workers what is happening in the factory, and why. If they

understand, they will support the organisation in difficult times.

. One must understand the reasons for their emotions in order to address
problems.
. During the strike the project manager encountered one of the strikers'

roadblocks. When the strikers realised that she respected their right to
strike, they ended up having a conversation for an hour.
. Never give an opinion on any political issues; just be sensitive and listen.

. Never go back on one's word.

These are some of the reasons why the NDC/WFP does not experience trouble

with the community.

RECOMMENDATIONS

1. It is important to structure the NDC/WFP into a business in which there is
community participation, rather than community ownership. If there is
community ownership, social unrest will destroy the company. The focus
should be on how the community can benefit, meaning community

participation, rather than community ownership

2. A fit-for-purpose factory site is needed.
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Figure 16: Because of the lack of an appropriate waste system, a substantial hole

had to be dug for the fibre. This aspect cannot be bypassed, because of the fruit

drying process.

3. Suitable equipment should be procured. There was insufficient money for
a better pulper, and no other company available to submit quotes apart
from the one that did. This is why VanderMerwe Engineering's quote was
accepted. The pulper should have been signed off by 28 November, but,
with the unrest in Nkowankowa and breach of contract, the pulping was
considerably reduced.
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