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Foreword

After more than four years of intense consultation and serious deliberation among representatives of all major industry stakeholders – black and white, workers and owners, civil society, NGOs and trade unions, farmers, wine-makers and traders  ̶  the wine industry has now adopted its Charter and submitted it to the Government for its consideration. 

This is a milestone in the history of the South African wine industry and is the first discrete agricultural sector initiative to establish a transformation charter.

The Charter, which was approved by the South African Wine Industry Council on 30 July 2007, provides a clear statement of intent and commits all the role-players to the transformation and renewal of the industry.

The Wine Charter must be seen not only as a statement of policy but also as providing a programme of action based on a shared vision of a united South African wine industry, which is sustainable,  fair and just in its dealings, competitive, environmentally sensitive and for the benefit of all. 

The Charter is aligned with the Government’s codes of good practice on black economic empowerment. These identify three categories for scoring: large enterprises annual turnover (above R35 million) are required to comply with all seven elements on the scorecard; qualifying small enterprises (turnover between R5 million and R35 million) are judged on four of the seven elements; while micro enterprises with a turnover below R5 million are excluded.

The elements are ownership, management, employment equity, skills development, preferential procurement, business development and rural development and poverty alleviation.

While the large part of the wine industry will be excluded from the scorecard elements, the transformation charter applies to the entire industry and everyone has a social responsibility to commit themselves to the improvement of housing, health conditions, and the provision of sanitation, clean water, training and the observance of appropriate terms and conditions of employment.

Particular incentives would be provided to contribute to transformation and even if micro enterprises were excluded, they would still have to demonstrate what they had done to improve conditions in the industry and show active involvement in empowerment if they were to tender for government contracts.

Skills development as well as economic and social development in the wine industry, land reform and upliftment of farm worker environment is positioned as priority areas of action.

The Wine Charter is the result of a determined and inclusive effort by the whole wine industry to set the tone for change and growth in order to secure a future for its diverse actors who constitute the social fabric of the South African winelands. The scope of the Wine Charter allows all enterprises - big, small and micro - to contribute substantially to reaching out to the deprived and the poor, in particular.

The Charter is not aligned with a tick-box approach to black empowerment.  Rather it also attempts to change mind-sets and to develop a co-operative spirit in the industry.

The wine industry recognises the years of hard work done by all the stakeholders at various levels of involvement.  The process underscores the inclusivity and co-operation that characterised it. But the adoption of the Charter is also only a beginning. The same commitment to a viable and internationally competitive wine industry which is truly inclusive in its approach will be needed to implement the Charter and to ensure that its goals are obtained. 

It is with my belief that these goals are achievable that I present this Wine Industry Transformation Charter for public discussion and implementation.

The Council’s thanks are due to the technical advisors, the members of the Wine Charter Steering Committee and Mr Gavin Pieterse and Ms Sharron Marco-Thyse who acted as chairpersons. The efforts of the Chief Executive Officer, Johan van Rooyen and the office staff of the South African Wine Industry Council are also acknowledged.


Professor Kader Asmal, M.P.


Chairperson of the South African Wine Industry Council


September 2007
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1. Executive summary

South Africa’s past, present and future find unique expression in the wine industry, which reflects greatness and performance, but also the painful reality of our country’s history, the remarkable political and economic transition that we are living through today, and the promise of shared growth and development for all South Africans in the years ahead.  
The Wine Industry Transformation Charter recognises that broad-based change and development are essential to move forward to a deracialised industry – and a non-racial society – in the 21st century. The Charter’s purpose is to give impetus to change and development within the industry, and to provide the strategic framework and associated Scorecard necessary to advance black economic empowerment (BEE).
 

Growth, renewal and engagement are the watchwords. 

There is broad agreement, as reflected in the wide-ranging consultation process leading up to the drafting of this Charter, that there must be accelerated change and development in the wine industry. This process requires a partnership that includes the skilled winemakers and competent enterprises whose efforts have helped to fuel economic growth over the past decade, the workers who labour in the vineyards and cellars, and government – to create an enabling, appropriately regulated environment. Their combined efforts are necessary to enable the industry to compete at a higher level in world markets and to grow exports; to open paths of opportunity for those previously excluded under apartheid; and to provide a decent way of life and human dignity to those who work on the wine farms. 

Success is premised above all on growth and the creation of new opportunities, rather than the redistribution of existing opportunities alone.
The introductory section of this Charter (Section 2) presents the constitutional and legislative framework governing this and other sector charters. 

The Charter is based on and substantially aligned with the Codes of Good Practice on Black Economic Empowerment (“the Codes”), as published by government on 9 February 2007. The Codes provide standards for the development of BEE throughout the economy. The Codes identify three categories for scoring purposes: large enterprises (annual turnover above R35 million) are required to comply with all seven Scorecard elements; qualifying small enterprises (turnover between R5 million and R35 million) are judged on four of the seven elements; and exempt micro enterprises (turnover below R5 million). 

Government’s decision to exempt micro enterprises from the Codes is in keeping with the centrality of small business to economic growth. This is of particular significance within the wine industry where, based on estimated turnover and available statistics, approximately 80% of wine grape farms will be exempt from the provisions of this Charter. 

It is the view of the South African Wine Industry Council that it should be the practice of the industry as a whole, including small enterprises that are formally exempt, to take deliberate steps to deracialise their businesses and contribute to land reform, to ensure that those who labour to create the wealth are treated with dignity, and to expand opportunity to all. The Charter supports such initiatives with a range of incentives benefiting exempted enterprises. 

The vision of this Charter is premised on meaningful, equitable access to participation; advancing women in the industry; substantially increasing black ownership and management of land and enterprises; unlocking entrepreneurial potential; alleviating poverty; lowering access barriers; and supporting effective partnerships and mentorships for existing stakeholders and new entrants. 

Section 3 of the Charter puts the industry in context – tracing its history and describing its structure and position in the global market, where South African exports have undergone a rapid expansion far ahead of the global average, even as domestic demand has stagnated. The section also discusses the transition from a highly regulated, protected sector to one that competes internationally, and how this transition has affected social conditions and labour relations in wine-producing regions. 

While there has been progress in these areas, social conditions remain unacceptably poor for a great many farm workers. Farm evictions continue to displace many rural dwellers each year, with serious social consequences. The industry is labour-intensive and labour relations remain uneven: while democracy has brought genuine improvements, there is still some reluctance to comply with labour legislation, and the trend is to replace full-time with part-time labour.

Section 4 describes the limited impact of BEE to date in the wine industry, and discusses the principal challenges that lie ahead. It notes that, based on surveys, about 60% of respondents favour or is willing to become involved in BEE, with only 11% strongly opposed. The main challenges to be addressed by BEE are: 

· A highly skewed ownership regime

· Improving labour relations and fostering human dignity

· Advancing women in the industry

· Security of tenure and security of employment

· Economically viable transformation  

· An integrated and representative value chain

· Mobilising knowledge, business acumen, capital and “social capital”

· Rural development and poverty alleviation.

Taking cognisance of this reality, section 5 presents the balanced Scorecard, explains who is covered by the Charter, and discusses those areas in which variations from the Codes of Good Practice are proposed based on unique conditions in the wine industry. For example, bonus points are suggested for land reform. 

The Scorecard is designed according to the following principles: 

· A focus on the creation of growth and new business opportunities.

· A focus on the specific characteristics of various sectors along the value chain. 

· The creation of investor confidence by establishing growth with an equity focus, ensuring greater transparency and clear rules of the game.

· A focus on human development as a key driver of sustainable empowerment.

· The establishment of partnerships between industry and government.
· Enhanced recognition for black women, who according to the Codes should comprise 40-50% of beneficiaries.
· Enhanced recognition for black designated groups as defined by the Codes – black people with disabilities, black youth, black people living in rural areas and black unemployed people – who should comprise 2-3% of beneficiaries.
· A flexible approach enabling enterprises of various sizes to advance toward the targets at an appropriate pace within the Charter’s overall guidelines and the law.    

This section also discusses the incentives for exempt enterprises to strive for BEE compliance. All businesses, whether or not they are required to comply, should strive to do so. For exempt enterprises, there is a specific emphasis on skills development and rural development and poverty alleviation – for which they will receive scoring recognition. 

It is important to note that the Charter will be submitted to government with a view to adoption as a Section 12 Charter which provides a clear statement of intent and commits all stakeholders to transformation of the industry. In practice, this means that measured enterprises will use the Generic Scorecard in the Codes of Good Practice for measuring their BEE status. This arrangement will remain in place pending a decision to apply for a Section 9 Code; whereafter the applicable industry scorecard will be used.

Section 6 presents the mechanisms that will support implementation and monitoring of the Charter, including the establishment of Charter Council within the South African Wine Industry Council. Support will be provided for businesses to attain compliance, data will be collected and analysed, and regular progress reports will be made to the Minister of Agriculture and Land Affairs. 

2. Introduction

2.1 Impetus and a framework for BEE

The Wine Industry Transformation Charter recognises that broad-based change and development are essential if the industry is to move forward in the 21st century – and, indeed, if it is to thrive in a highly competitive global market. 

As a result of long-term international trends that favour a competitively structured South African value chain, the wine industry can play a vital role in our country’s economic growth and in providing expanded opportunity for many thousands of black South Africans who were excluded from the industry’s benefits and robbed of human dignity under apartheid. Change and development are therefore both an economic necessity and an urgent national requirement, providing the opportunity to align enhanced economic performance and with improved social structure in the wine-growing areas to benefit all stakeholders.

The purpose of the Charter is to give impetus to change and development within the sector, and to provide the strategic framework and associated Scorecard necessary to advance black economic empowerment (BEE), leading over time to a deracialised industry. 

BEE is an integrated and coherent socio-economic process that contributes directly to the economic transformation of South Africa and brings about significant increases in the number of black people that manage, own, control and participate in the country’s economy, and a substantial reduction of income inequality. The direct beneficiaries of this process must include black workers, the black unemployed and rural poor, the black middle class, and black entrepreneurs and investors.  

This Charter – the result of widespread and representative consultation over the past three years – expresses the commitment of the wine industry to change and development to ensure that these gains are extended to black South Africans. The Charter presents an opportunity to address the consequences of a history of dispossession and exploitation, and also to make a contribution to economic growth.

Within the wine industry, there is agreement that there must be growth, renewal and social engagement, and that we live a mixed economy where the law of the land applies.  

2.2 The Constitution, the Act, the Codes and the Charter

The Wine Industry Transformation Charter is fundamentally a commitment to peace and renewal. It proceeds from the imperatives of South Africa’s democratic Constitution and of the Broad-based Black Economic Empowerment Act (2003). The Act defines BEE as a process that “brings about significant increases in the numbers of black people that manage, own and control the country’s economy …” The Act aims to achieve accelerated and shared economic growth – particularly in identified priority sectors, which include agriculture and agro-processing. 

As with all sectors, the core elements of the BEE process within the wine industry are ownership, management control, employment equity, skills development, preferential procurement, enterprise development and socio-economic development. 

To ensure coherent and integrated benchmarking, target setting and implementation, this Charter has been fully calibrated with the Codes of Good Practice on Black Economic Empowerment as published by government on 9 February 2007.
 

The Codes provide standards and a framework for the implementation of BEE throughout the economy. The Codes were developed and finalised through an extensive consultation process involving chambers of business, big business, black business, labour and civil society in the wine industry, as well as discussions with international investors. 

The key principles of the Codes, and of this Charter, include the following:

· Broad-based BEE must be measured and reported according to economic reality rather than legal form (i.e. fronting will be penalised).

· BEE is measured according to the seven core elements noted above.

· All companies measure BEE based on a score system – and those with greater compliance receive a higher score.

· Beneficiaries should comprise 40-50% black women; and 2-3% “black designated groups” (black people with disabilities, black youth, black people living in rural and black unemployed people).

· There is a transitional period to comply with the Scorecard.

It is the intention of the South African Wine Industry Council to have the Wine Industry Transformation Charter gazetted as a Section 12 Charter or a Section 9 Code in accordance with the Broad-Based Black Economic Empowerment Act, pending further discussion.  

2.3 The imperatives of change and development

Throughout the world, small enterprises are vital to economic growth and employment creation. To ease the regulatory burden on smaller businesses, the Codes provide less stringent BEE compliance requirements for small and micro enterprises. Thresholds for qualifying small enterprises range between R5 million and R35 million based on annual turnover. Enterprises with annual turnover below R5 million are classified as exempted micro enterprises. The effect of this latter provision is that a significant number of wine-farming businesses are exempted from compliance with BEE requirements. 

This is of particular significance within the wine industry. While the exact distribution of production cannot be quantified based on the available data collected by government and other agencies, it is clear that a majority of wine farms, employing a large number of workers, will fall into the exempted micro enterprise category, making them exempt from the technical provisions of the Codes. The 2002 Census of Agriculture shows that some 95% of commercial farms in South Africa have a turnover of less than R5 million. To produce a turnover from wine grapes in excess of R5 million, a producer would have to deliver between 500 and 2 500 tons (assuming that exactly half of the enterprise’s turnover comes from the sale of wine grapes), which means that about 80% of wine grape farms will fall into the exempt category. 

However, South African wine enterprises – no matter what their turnover – ignore BEE at their peril. It should be the policy of the industry as a whole – including those farms that are exempt from the targets contained in the Codes – to take deliberate and energetic steps to deracialise the industry, to ensure that those who create the wealth are treated with dignity and understanding, and to expand opportunity to all. 

2.4 A vision for the industry


Our vision is for sustainable economic and social black empowerment through growth to achieve a representative, united and prosperous wine industry. The Charter’s objectives are to: 

· Facilitate meaningful, equitable access to and participation in the entire wine industry value chain. 

· Support the advancement of women in the industry.

· Support the aspirations of the youth and of people with disabilities in the industry.

· Substantially increase black ownership, control and management of land and enterprises all along the value chain.

· Unlock the full entrepreneurial and skills potential of all within the industry in support of vibrant growth and development.
· Provide a better life and a better future for all workers in the industry.

· Advance structural realignment in the financial, research, information, educational and extension support systems so that they are better able to assist black South Africans in owning, controlling, establishing, participating in and managing wine industry enterprises.

· Make a significant contribution to the alleviation of poverty and its related social consequences, leading to upliftment and the restoration of human dignity. 

· Establish industry benchmarks in order to (a) lower access barriers to resources and support services; and to (b) support effective partnerships, mentorships and ventures between existing operators and new entrants.

BEE is one of four strategic goals in the Wine Industry Strategy Plan, alongside competitiveness, sustainable use of natural resources and the promotion of socially responsible alcohol use. 

The process of change and development emphasises growing the industry to its full potential, and sharing in the benefits of this process, rather than reliance on a programme to redistribute current assets. The emphasis instead is on redistribution of opportunity. 

The major challenge facing the industry is to increase its competitiveness while at the same time facing up to its inherited legacy. In the modern world archaic labour practices and racially skewed access to opportunity represent a one-way ticket to losing whatever competitive advantages it may have in global markets. 

2.5 A broad-based, consultative drafting process

The process of drafting the Wine Industry Transformation Charter began in November 2003, at a broadly representative conference on BEE in the industry initiated by the South African Wine Industry Trust with the full support of the SA Wine & Brandy Company. This led to establishment of the Wine Charter Steering Committee, with representation from all directly affected groups in the industry (see Annexure 1). Regular consultations also took place with the Departments of Agriculture and of Trade and Industry, and with other charter drafting processes.
 In September 2006 the Wine Charter Steering Committee finalised the first consultative draft and handed over responsibility for managing the process further to the newly established South African Wine Industry Council – the industry stakeholder representative body. 

3. The South African wine industry in context

3.1 From 1655 to 2007 

Although research is still to be conducted on the history of food and beverage production among South Africa’s indigenous peoples, vineyard cultivation is reported to have begun in the mid 17th century. Jan van Riebeeck is said to have planted the first vines in South Africa in 1655 – three years after leading a party of Dutch settlers to found the Cape colony. 

The South African wine industry was initially built upon large-scale slave labour, which persisted well into the 19th century. But even with the abolition of slavery, labour relations remained characterised by exploitative practices that prevented farm workers from achieving a decent living standards or a modicum of human dignity.

 The industry first reached maturity as a slave economy during and after the Napoleonic wars. The number of vines planted increased from 15 million in 1808-1810 to 32 million in 1823-25 (compared to 314 million vines in 2000). Between 1810 and the 1820s wine was responsible for about 90% of the colony’s exports. These export levels fluctuated with the granting – and then abolition – of imperial preference. 

By the 1920s the industry had moved towards regulation and protection. KWV
 was registered as a company with an exclusively white membership in 1918. It began as a voluntary association through which its members had to sell all their wine, contributing a levy of 10% on sales. In 1924 its control of the market was formalised in law through the Wine and Spirits Control Act, under which KWV fixed the minimum price, and sales could only be made with its consent. This Act laid the foundation for the prevailing institutional structure and production patterns for the next seven decades. 

The greatest impetus for change in the industry came about in the final decade of the 20th century as South Africa advanced toward democracy, culminating in the election of the Government of National Unity in April 1994. From the early 1990s, these developments triggered a boom in wine exports, following a 30-year boycott of South African wine by the international community. The export boom resulted in changes at farm level: farmers planted new, noble cultivars; switched to a greater emphasis on red wine production; and expanded the total area under vineyards. As a result, South African wines have undergone a virtual revolution in quality, with far less reliance on lower-grade plantings.

The democratic government passed legislation to change the conditions of life for many rural dwellers. New policy initiatives included the land reform programme; the application of labour law to agriculture; laws protecting agricultural workers and labour tenants against eviction and extending their rights; liberalisation of international trade and agricultural marketing; and the Marketing of Agricultural Products Act (1996). The government also took steps to stamp out the remaining pockets of the notorious dop system of providing wine rations to farm workers as a form of payment (formally banned several decades earlier).  
In 1997, government took the final steps to allow the industry to face competition on the world market. As a result, by the end of the 20th century the South African wine industry was no longer subject to the restrictive structures of regulation that had sustained farm incomes, but which inhibited innovation and competition. 

While the industry has a bright future, it has to date only partly escaped the legacy of 
a) producing large quantities of what is perceived to be cheap wine for which demand is declining; b) dependence on unskilled workers within a highly paternalistic employer/employee relationship; c) constrained research and technological innovation; and d) lack of opportunities for new entrants to the industry. 

3.2 South Africa in the global wine industry

In 2005, some 4 360
 producers and 580 cellars in South Africa – mostly in the Western Cape province, with some in the Northern Cape and Free State – produced 905 million litres of wine, brandy and grape juice concentrate from a harvest of 1,3 million tons of grapes, making South Africa the world’s 8th largest wine producer. About 700 million litres of drinking wine were produced from this harvest, of which 36% was red and 64% was white wine, compared to a yield of 12% red wine as late as 1995. 

The wine industry contributed an estimated R16,3 billion to South Africa’s gross domestic product (GDP) in 2003. This figure rises to R22,5 billion when tourism is included. The industry sustains about 260 000 job opportunities (including 20% through wine tourism), although much of this is seasonal labour, and employs capital in excess of R50 billion.

The wine industry entered the global marketplace as major shifts were underway in production and consumption. While global wine production has declined over the past two decades, the share of wine production that is traded internationally has more than doubled. This trend has opened up vast new opportunities for South African wine exports, provided that they are able to demonstrate a competitive edge in the world market. 

The industry’s production structure has changed dramatically since the first democratic elections in 1994, though it remains labour-intensive and subject to cyclical economic conditions. South Africa’s wine exports, both by volume and value, grew by more than 26% in the period 1990-2001, considerably above the global average. While the domestic market has been relatively stagnant, exports have grown rapidly since 1994, from 20 million litres in 1992, to 141 million litres in 2000, to 280 million litres in 2005. 

The table below shows the structure of the industry (not including bulk wine buyers) according to the available data. Notably, nearly half of the country’s wine farms produce less than 100 tons of grapes, while only 294 farms produce more than 1 000 tons. This is due to the fact that most commercial farms are small or medium-sized mixed farming enterprises.
 The 270 largest producers (7,2% of the total) produce 39,6% of the wine grape crop, and 56,3% of the producers deliver 95,2% of the crop. This means 43,7% of active producers produce a mere 4,8% of the total. 

The industry has experienced a sustained increase in competitiveness as a result of scientific research, the flow of technical information, high regulatory standards and investment in human resources. These factors are offset by the export-dampening effects of a relatively strong rand, exchange rate instability, lack of sustained R&D and other factors. 

Structure of the South African wine industry

	PRIMARY WINE PRODUCERS
	PER PRODUCTION CATEGORY

	
	TONS
	NUMBER OF PRODUCERS1

	
	0
	1039

	
	 1 - 100
	1648

	
	  > 100 - 500
	1 421

	
	  > 500 - 1 000
	 432

	
	  >1 000 - 5 000
	 265

	
	  >5 000 - 10 000
	  5

	
	
	4810

	WINE CELLARS THAT CRUSH GRAPES
	 66
	CO-OPS

	
	477
	PRIVATE WINE CELLARS 

	
	 18
	PRODUCING WHOLESALERS

	
	561
	


Source: Adapted from SAWIS

3.3 An industry in transition

The South African wine industry is undergoing three interlinked areas of transition:

· Deregulation and restructuring 

· Integration into international value chains

· Legislative changes brought about by the democratic government. 

This transition has had complex effects. On the one hand, the industry’s product mix has changed radically over the past decade, and this has been accompanied by a sustained rise in exports. On the other hand, many producers have found it difficult to break away from the industry’s historic reliance on bulk wine production. 

By and large, farmers do have an incentive to go beyond management strategies based on expendable, low-wage labour. This has resulted in improved wages, higher levels of training and modernised management approaches, required not only by law, but by the imperatives of survival in an increasingly competitive sector. However, selective modernisation and partial compliance with labour laws have resulted in strategies that rely on elements of both traditional paternalist and modern management approaches. This has accelerated the divide between a shrinking core of permanent, better-skilled and better-paid workers and the seasonal, casual and contract workers who form a large part of the rural poor. Research shows that the permanent labour force is almost exclusively Coloured and Afrikaans speaking. Very few African workers are employed on a permanent basis, and Africans feature much more prominently in the seasonal labour force. Women make up a large proportion of the temporary workforce.

3.4 Social conditions in wine-producing regions 

Western Cape Province – the heart of South Africa’s wine industry – is, along with Gauteng, one of the country’s two most developed provinces. Its Human Development Index was 0,77 in 2002, compared to 0,68 for the country as a whole. Yet this statistic obscures large-scale inequalities that characterise the province. A 1994 study
 found that:

“The Western Cape exhibits the highest HDI in South Africa. At the same time there are severe inequalities between various race groups. The white population reflects an HDI that would compare with that of the five most developed nations in the world while coloured people in rural areas reflect an HDI comparable to the lowest in the world.”

The conditions of farm workers in the province are problematic, characterised by: 

· Low levels of education and literacy: In 1996 the median level of schooling among farm workers was less than 6 years, while illiteracy was estimated to be 20% among adult farm workers.

· Housing conditions: In 1995 less than 50% of worker households had indoor running water and even fewer (45%) had access to a flush toilet.

· Health conditions: The incidence of infectious diseases, especially tuberculosis, is high among farm workers, with TB incidence rates in Western Cape farming areas two to three times higher than those found in urban areas. Alcohol-related diseases (e.g. foetal alcohol syndrome) and drug use are also disturbingly high in the winelands.


· Low wages: According to the 2001 Census, the average remuneration of full-time farm employees in the Western Cape was R1 189 per month. This average masks considerable inequality in wages between men and women performing similar work. 

· Security of tenure. The Extension of Security of Tenure Act (1997) is intended to provide security of tenure for farm workers living on the land. Alongside evictions that are legal under this act, there continue to be some arbitrary evictions. But in the close-knit rural communities of the Western Cape, even lawful evictions can cause a great deal of social dislocation and upheaval. Displacement affects not only the breadwinners who have contributed so much to the growth of the industry, but entire communities and families – particularly the lives and education of children.  
3.5 Labour conditions

The advent of democracy brought farm workers substantial new legal rights with which to defend their interests, including the right to strike, better access to mediation services, minimum wages and a range of regulations governing working conditions. New tenure laws also provide more security of occupation. However, there is a great deal of unevenness in labour relations, and the conditions of many wine farm workers remain exceedingly poor. 

The main problem areas in the farm workers’ milieu can be summarised as follows:

· A widespread perception that employers are reluctant to comply with labour laws. 

· Substitution of permanent labour with temporary/part-time/seasonal labour. 

· Increased use of labour contracting, or outsourcing. More than half of the farmers interviewed in a recent study indicated that they use labour contractors. While this helps to control costs, it has serious implications for farm worker livelihoods, and the basic conditions of employment do not always apply in such cases. 

· A relative increase in the number of women farm workers employed.

4. The path of change and development
4.1 The challenges for BEE

The principal challenges for the BEE agenda in the wine industry are:

1. A highly skewed ownership regime: While there are quite a few ad hoc land reform and other BEE initiatives at firm and industry level, effective black involvement in the industry remains minuscule, with less than 1% of the land under wine grapes under black ownership, management or control. Land reform and the transformation of primary production in general are crucial to BEE.

· Improving labour relations and fostering human dignity: It is imperative that the nature of labour/management relations in the wine industry change – to improve workers’ skill levels and productivity, to raise their standard of living and quality of life, to combat alcoholism, and to provide opportunities to enhance participation. Successful empowerment also requires investment in the nurturing and building of social and economic networks, and the institutional bases for communities to function at industry-level strategy development. 

· Advancing women in the industry: Recent research shows that the employment of women in the industry is growing in full-time and temporary positions. However, this is off a very low base. BEE initiatives must address increased skills development among, employment of and ownership by women, along with improved access to social amenities in rural areas. 

· Security of tenure: Evictions create hardship, conflict and social instability. The Extension of Security of Tenure Act aims to provide a legal framework for long-term security of tenure. Bearing in mind the effects of displacement on breadwinners and their families – especially children – evictions carried out under the Act must take account of social conditions, and steps must be taken to ensure that residents’ human dignity is protected.   

· Economically viable BEE: After decades of statutory control and protection, the industry began integrating with the global market in the 1990s. This has created exciting new opportunities. For the industry to move forward towards growth and development, BEE initiatives must be economically sustainable.  

· An integrated value chain: The success of the wine industry depends on enhanced competitiveness at every level. Value chains have to be developed as an integrated network, and reinforcing empowerment programmes must unfold throughout this process. This will include farming, wine production, trade, distribution and all related services, including research.

· Mobilising knowledge, business acumen, capital and “social capital”: The wine industry is capital, skills, knowledge and management intensive, and today it relies to a great degree on technology. Sustainable empowerment programmes require support. The private sector needs to play its part in this regard, bolstering state programmes or providing such programmes where required. This includes mentorships and learnerships. Training, education, networking, representation and social upliftment should drive and sustain the BEE process.

4.2 Perceptions of BEE in the wine regions 

The Wine Charter Steering Committee conducted surveys in 2004 and 2005 to gauge the level of BEE in the industry – prior to the release of the Codes of Good Practice on Broad-Based BEE and of this Charter. While the surveys were not comprehensive and the views of industry participants may well have changed with the passage of time, the results do reflect certain perceptions and trends.  

· About 60% of respondents either favoured BEE or were willing to become involved, 11% were strongly opposed to BEE and 6% said they would become involved only if compelled to do so. 

· Of the 516 wine grape producers who responded, over 80% said they did not have the capacity to become involved with BEE, mainly citing the small size of their farms. 

· About 13% of wine grape producers reported that their employees were involved in strategic and policy decision-making. 

· BEE was still not clearly understood in the industry, and there seemed to be some confusion between basic conditions of employment and BEE. 

· Only 5% of producers said they had become involved with shareholding schemes for BEE, and 5% had introduced profit-sharing programmes. 

· About 6% of grape producers said they were involved in preferential procurement. 
5. The balanced scorecard
5.1 Design principles 

The purpose of the Wine Industry Transformation Charter and Scorecard is to reinforce the need for change and development throughout the industry, and to provide tangible goals for achievement of BEE. The key principles of the Charter and Scorecard are:

· A focus on the creation of growth and new business opportunities rather than the redistribution of existing opportunities alone.

· Encouragement of local participation as a vehicle to form meaningful partnerships.

· A focus on the specific characteristics of various sectors along the value chain. 

· The creation of investor confidence by establishing growth with an equity focus, ensuring greater transparency and clear rules of the game.

· A focus on human development as a key driver of sustainable empowerment.

· The establishment of partnerships between industry and government.
· A flexible approach enabling enterprises of various sizes to advance toward the targets at an appropriate pace within the Charter’s overall guidelines and the law. 

These principles are aligned with the key values of the BEE strategy: BEE is broad-based; BEE is an inclusive process; BEE is associated with good governance; BEE is part of South Africa’s growth strategy; and BEE is a voluntary commitment by the participants.

5.2 Who is covered by the Charter

The Wine Industry Transformation Charter covers the entire wine industry. The Scorecard is aimed at enterprises that have earned more than half of their turnover on average over the three financial years prior to being scored from business activities in the production of wine grapes and of wine, brandy and grape juice concentrate, and who are not subject to the Liquor Industry Charter.

5.3 Variations from the Codes of Good Practice

The Wine Industry Charter conforms to the principles and fulfils the requirements of the Codes of Good Practice on Black Economic Empowerment, as published in the Government Gazette of 9 February 2007. To this end, this Charter adopts the generic scorecard without amendment for enterprises with a turnover of more than R35 million.
The Codes state that sector codes “may deviate from Targets and Weightings used in the Codes only where those deviations are justifiable based on sound economic principles, sectoral characteristics or empirical research. The proposed Sector Code may introduce a new additional Element for measurement” on the same basis.
 

Bearing this in mind, this Charter proposes several industry-specific adjustments to the QSE scorecard. These deviations aim to facilitate BEE in the wine industry by taking account of its unique history and conditions. The Charter: 
· Encourages and provides incentives for voluntary participation by exempted micro-enterprises.

· Includes land reform in the ownership, enterprise development and skills development elements. 

· Redefines the socioeconomic development element as the rural development and poverty alleviation element, and stipulates a set of indicators in the measurement matrix, taking into account the characteristics of the industry. 

Apart from these deviations to the QSE Scorecard – all of which meet the tests of sound economic principles and taking account of industry characteristics – the Wine Industry Scorecard follows the Codes as published by government, including the definitions and all other provisions contained therein.

5.4 Exemption and participation

This Charter will be submitted to government with a view to its initial adoption as a Section 12 Charter, which provides a clear statement of intent and commits all stakeholders to transformation of the industry. In practice, this means that measured enterprises will use the Generic Scorecard in the Codes of Good Practice for measuring their BEE status. This arrangement will remain in place pending a decision to apply for a Section 9 Code; whereafter the applicable industry scorecard will be used.

The Codes stipulate that qualifying small enterprises can choose any four elements of the Scorecard on which to be scored. Qualifying small enterprises are defined as those with an annual turnover of between R5 million and R35 million. 

The Codes define exempted micro enterprises as those with a turnover of less than R5 million annually. Such businesses will automatically be regarded as Level 4 contributors. However, if the exempted micro enterprise is black-owned, it will move up one level. The Codes provide that EMEs can participate by complying with the QSE scorecard.
However, the Wine Industry Charter proposes an alternative approach that takes into account the specific ownership characteristics within the wine industry, where an estimated 80% of wine grape farms, employing a large number of farm workers, will be exempt. 

Given the large number of exempt enterprises, the historical backlogs and the need for universal participation in change and development for the good of the industry and of the country, it is the view of the South African Wine Industry Council that all enterprises, including those that are formally exempt, should contribute to the transformation of the industry. Particular stress is placed on the skills development and rural development and poverty alleviation categories. 

The Wine Charter Scorecard rewards exempted micro enterprises by recognising their progress in these areas. Exempted micro enterprises that comply voluntarily with the skills development and rural development and poverty alleviation elements of the QSE Scorecard will be able to upgrade their BEE status level. Each element will have a weight of 50, and if the enterprise reaches a score of at least 50, it will achieve BEE status as a level 2 contributor. 

All enterprises, including EMEs, will have to provide proof of their turnover in order to comply with the Wine Industry Charter. Sufficient evidence of qualification as an EME includes an auditors’ or similar certificate. Exemption implies exemption from the                                                                     scorecard, but not from the underlying principles of the Charter itself. Thus, when enterprises submit proof of their EME status, they shall also sign a commitment of compliance with the Wine Industry Charter.
5.5 Elements of the Scorecard

The Codes define seven core elements on which BEE is evaluated. Below we discuss these elements and proposed adjustments for QSEs as defined in the light of specific conditions within the wine industry. 

5.5.1 Ownership

As generic standards, the Codes of Good Practice do not address the character of land reform in the wine industry, where farming is capital intensive and marked by relatively low levels of profitability. Additional incentives are necessary to support land reform, or the wine industry cannot be transformed. The Charter proposes that bonus points be added to the ownership element. In scoring the land component, it is evident that equity value has to be calculated for ownership deals (direct or associated), making it possible to isolate the “land component” and to reward participation in projects with a larger land component. The advantage is that people do sustainable business deals and get extra points for land, as opposed to encouraging land deals that are not necessarily sustainable. The mechanism is shown below. 

Scoring land reform

	Assumption: 

% ownership

(1)
	Assumption: land as % of transaction

(2)
	Calculation:

% land achieved (by value)

(3) = (1) x (2)
	Target

(4)
	Weight

(5)
	Bonus points

(6) = ((3)/(4))*(5)

	25%
	30%
	7.5%
	12.5%
	5
	3

	25%
	80%
	20%
	12.5%
	5
	5

	15%
	30%
	4.5%
	12.5%
	5
	1.8

	15%
	80%
	12%
	12.5%
	5
	4.8


5.5.2 Management control

The Charter adopts the management control weights and targets as proposed in the Codes.  
5.5.3 Employment equity

The Charter adopts the employment equity weights and targets as proposed in the Codes.
5.5.4 Skills development and learnerships

The Charter adopts the skills development weights and targets as proposed in the Codes.

5.5.5 Preferential procurement

The Wine Charter adopts the weights and targets as proposed in the Codes. 

5.5.6 Enterprise development

The Wine Council proposes an indicator for contributions that support land reform.

5.5.7 Rural development and poverty alleviation

The Charter proposes a rural development and poverty alleviation element, which makes provision for scoring as a farming enterprise or outside the farming context. For the former the focus is on the quality of life of the farming community, while the latter have a greater responsibility to society through corporate social investment.
The following indicators will contribute towards the score in the case where there is a resident farming community:
1. Housing: Provision at a standard higher than that prescribed in Sector Determination 13, on condition that all the requirements of SD 13 are met. This includes access to drinking water and toilet facilities. Also support to home ownership.
2. Sport/recreation: Contribution to or provision for sport and recreational/cultural facilities as well as transport to participate in such activities.
3. Health and welfare: Availability and access to health and welfare services, including payment or provision for health services, awareness and treatment for HIV/AIDS, care for the elderly and physically and mentally handicapped, programmes to combat malnutrition, alcohol and drug abuse and Foetal Alcohol Syndrome, as well as provision for retirement and funeral schemes.
4. Education: Support for ABET and the education of children, including support for farm schools, assistance with school fees, pre-school education, after-school care, encouragement for post-matric education and transport.
5. Remuneration: Remuneration above the minimum wage as specified in SD 13, on condition that all the requirements of SD 13 are met.
6. Social environment: Implementation of measures over and above legal requirements, such as measures against drowning, occurrence of fatal incidences, exposure to danger, access to means of communication.

7. Physical environment: Implementation of programmes in accordance with the Biodiversity and Wine Initiative and the Integrated Production of Wine guidelines.
8. Labour relations environment: Support for freedom of association, access to unions, and job security.

The Scorecard: Large enterprises

	Element
	Indicator category
	Indicator
	Weight
	Target
	Score

	Ownership
	Voting rights
	Exercisable voting rights in the enterprise in the hands of black people
	3
	25% + 1 vote
	

	
	
	Exercisable voting rights in the enterprise in the hands of black women
	2
	10%
	

	
	Economic interest
	Economic interest of black people in the enterprise
	4
	25%
	

	
	
	Economic interest of black women in the enterprise
	2
	10%
	

	
	
	Economic interest of the following black natural people in the enterprise:

1. black designated groups

2. black participants in employee ownership schemes

3. black beneficiaries of broad-based ownership schemes

4. black participants in cooperatives
	1
	3%
	

	
	Realisation points
	Ownership fulfilment
	1
	Refer to formula in Codes
	

	
	
	Net value
	7
	Refer to formula in Codes
	

	
	Bonus points
	Involvement in the ownership of the enterprise of black new entrants
	2
	10%
	

	
	
	Involvement in the ownership of the enterprise of black participants:

1. in employee ownership schemes

2. of broad-based ownership schemes or

3. cooperatives
	1
	10%
	

	Sub-total
	
	
	20 + 3
	
	

	Management Control
	Board participation
	Exercisable voting rights of black board members adjusted using the adjusted recognition for gender

	3
	50%
	

	
	
	Black executive directors adjusted using the adjusted recognition for gender
	2
	50%
	

	
	Top management
	Black Senior Top Management using the adjusted recognition for gender
	3
	40%
	

	
	
	Black Other Top Management using the adjusted recognition for gender
	2
	40%
	

	
	Bonus points
	Black independent non-executive board members
	1
	40%
	

	Sub-total
	
	
	10 + 1
	
	

	Employment equity
	
	
	
	Years 0-5
	Years 6-10
	

	
	
	Black disabled employees as percentage of all employees using the adjusted recognition for gender
	2
	2%
	3%
	

	
	
	Black employees in senior management as percentage of all such employees using the adjusted recognition for gender 
	5
	43%
	60%
	

	
	
	Black employees in middle management as percentage of all such employees using the adjusted recognition for gender 
	4
	63%
	75%
	

	
	
	Black employees in junior management as percentage of all such employees using the adjusted recognition for gender 
	4
	68%
	80%
	

	
	Bonus points
	Bonus points for meeting or exceeding the EAP targets in each category above
	3
	
	
	

	Sub-total
	
	
	15+3
	
	

	Skills development
	Skills development expenditure on any programme specified in the Learning Programmes Matrix
	Skills development expenditure on learning programmes specified in the learning programmes matrix for black employees as percentage of leviable amount using the adjusted recognition for gender
	6
	3%
	

	
	
	Skills development expenditure on learning programmes specified in the learning programmes matrix for black employees with disabilities as percentage of leviable amount using the adjusted recognition for gender
	3
	0.3%
	

	
	Learnerships
	Number of black employees participating in learnerships or Category B, C and D Programmes as a percentage of total employees using the adjusted recognition for gender
	6
	5%
	

	Sub-total
	
	
	15 
	
	

	
	
	
	
	Years 0-5
	Years 6-10
	

	Preferential procurement
	
	B-BBEE procurement spend from all suppliers based on the B-BBEE procurement recognition levels as a percentage of total measured procurement spend
	12
	50%
	70%
	

	
	
	B-BBEE procurement spend from qualifying small enterprises or exempted micro enterprises based on applicable B-BBEE procurement recognition levels as percentage of total measured procurement spend
	3
	10%
	15%
	

	
	
	B-BBEE procurement spend from any of the following suppliers as a percentage of total measured procurement spend:

1. Suppliers that are more than 50% black owned (3 out of 5 points); or

2. Suppliers that are more than 30% black women owned (2 out of 5 points)
	5
	15%
	20%
	

	Sub-total
	
	
	20
	
	

	Enterprise development
	
	Average annual value of all Enterprise Development contributions and sector specific programmes made by the measured entity as a percentage of the target 
	15
	3% of NPAT


	

	Sub-total
	
	
	15
	
	

	Socio-economic development
	
	Average annual value of all qualifying contributions made by the measured entity measured from the commencement of this statement or the inception date to the date of measurement as percentage of the target
	5
	1% of NPAT


	

	Sub-total
	
	
	5
	
	

	Total
	
	
	100 + 7
	
	


The Scorecard: Qualifying small enterprises

	Element
	Indicator category
	Indicator
	Weight
	Target
	Score

	Ownership
	Voting rights
	Exercisable voting rights in the enterprise in the hands of black people
	6
	25% + 1 vote
	

	
	Economic interest
	Economic interest of black people in the enterprise
	9
	25%
	

	
	Realisation points
	Ownership fulfilment
	1
	Refer to formula in Codes
	

	
	
	Net value
	9
	Refer to formula in Codes
	

	
	Bonus points
	Involvement in the ownership of the enterprise by black women
	2
	10%
	

	
	
	Involvement in ownership of the enterprise by black participants in employee ownership schemes, cooperatives or broad-based ownership schemes
	1
	10%
	

	
	
	“Effective black land ownership” (The value of the land component as a percentage of the value of the total transaction multiplied by the percentage of black ownership.) 
	5
	12.5%
	

	Sub-total
	
	
	25 + 8
	
	

	Management control
	
	Black representation at Top-Management level
	25
	50.1%
	

	
	Bonus points
	Black women representation at Top-Management level
	2
	25%
	

	Sub-total
	
	
	25 + 2
	
	

	
	
	
	
	Years 0-5
	Years 6-10
	

	Employment equity
	
	Black employees of the measured entity who are management as percentage of all management using the adjusted recognition for gender 
	15
	40%
	60%
	

	
	
	Black employees of the measured entity as percentage of all employees using the adjusted recognition for gender 
	10
	60%
	70%
	

	
	Bonus points
	Bonus points for meeting or exceeding the EAP targets in each category above
	2
	
	

	Sub-total
	
	
	25 + 2
	
	

	Skills development
	
	Adjusted skills development spend on learning programmes for black employees as percentage of leviable amount 
	25
	2%
	

	
	Bonus points
	The transfer of specialised skills in qualifying mentorship programmes(as accredited by the relevant SETA)  in support of land reform as a percentage of spend on learning programmes 
	5
	50%
	

	Sub-total
	
	
	25 + 5
	
	

	
	
	
	
	Years 0-5
	Years 6-10
	

	Preferential procurement
	
	B-BBEE procurement spend from all suppliers based on the B-BBEE procurement recognition levels as percentage of total measured procurement spend
	25
	40%
	50%
	

	Sub-total
	
	
	25
	
	

	Enterprise development
	
	Average annual value of all qualifying contributions made by the measured entity as a percentage of the target
	25
	2% of NPAT


	

	
	Bonus points
	Support to land reform as a percentage of all qualifying contributions.
	5
	50%
	

	Sub-total
	
	
	25 + 10
	
	

	Rural development and poverty alleviation

(Resident farming community)


	
	Average annual value of all Rural Development and Poverty Alleviation contributions made by the measured entity as a percentage of the target
	25
	1% of NPAT


	

	Rural development and poverty alleviation

(No resident farming community)
	
	Average annual value of all Socio-economic Development contributions made by the measured entity as a percentage of the target
	25
	1% of NPAT


	

	Sub-total
	
	
	25
	
	

	Total
	
	
	175 + 23
	
	


6. Implementation and monitoring
6.1 The Wine Industry Charter Council

Government initially charged the South African Wine Industry Trust with the responsibility to call together a conference on transformation which took place in October 2003, in cooperation with the South African Wine and Brandy Company (SAWB) representing the wine industry. The wine industry as a whole agreed, on the request of the Minister of Agriculture and Land Affairs, to move forward with the drafting of a Wine Industry Transformation Charter. This process was overseen by the South African Wine Industry Trust, the Wine Charter Steering Committee and the South African Wine & Brandy Company. During the second half of 2006 overall responsibility for the Charter was transferred to the South African Wine Industry Council. 

As described in section 2.2 of this document and in accordance with the governing legislation, it is the intention of the South African Wine Industry Council to gazette the Wine Industry Transformation Charter as a Sector Code of Good Practice. 

The Wine Industry Charter Council will be established in accordance with the Codes of Good Practice. The Charter Council and its activities will be integrated into the structures of the South African Wine Industry Council. The Charter Council will fairly reflect the interests of all stakeholders in the industry. The Charter Council will be empowered to consider modification of the Charter based on changes in the industry environment and in accordance with government decisions. 

The Charter Council will consist of representatives of the principal stakeholder groups within the industry and will be appointed in accordance with government policy. 

The Charter Council will:

· Monitor and review the implementation of the Charter and industry Scorecard.

· Establish an executive team to attend to routine work, to issue guidance notes on the interpretation and application of the Charter, and to commission research.

· Establish a central data base of relevant information on the BEE status of measured enterprises.
· Prepare an annual review outlining progress and evaluating new items for action. 

· Engage with government, public sector finance institutions, the appropriate BEE bodies and other regulatory agencies to promote implementation of the Charter.

6.2 Supporting transformation, monitoring progress

The Charter Council will produce a business plan detailing the manner in which measured enterprises will be supported by the industry, and in which the monitoring function will be implemented and managed. Measured enterprises require assistance in understanding the Charter and the scoring process, planning implementation of transformation strategies, and accessing support structures in government and the private sector. 

The South African Wine Industry Information and Systems will collect data from all enterprises on a regular basis. The Charter Council will analyse this information and disseminate the results as widely as possible. 

The Charter Council will present annual progress reports to the government. The Charter Council will also conduct in-depth research on the structure, conduct and performance of transformation as part of the evaluation process. 
Annexure 1: Charter drafting bodies

Members of the Wine Charter Steering Committee 

	Agricultural Workers Association of SA 
	Black Association for the Wine and Spirits Industry 

	Cape Winelands District Municipality
	Cape Women’s Forum

	Disabled groups
	Food and Allied Workers Union 

	Independent Unions Group 
	National African Farmers Union

	National Union of Food, Beverages, Wine and Allied Workers 
	Olifants River Black Economic Empowerment Forum 

	Rural Development Network 
	Siyanda District Municipality

	SA Liquor Brandowners Association 
	South African Wine and Brandy Company 

	SA Vintners Association 
	South African Wine Industry Trust 

	VinPro
	Wine Cellars SA 

	Winelands District Municipality
	Wine Tourism

	Wholesale Merchants Forum
	Women in Wine

	Women on Farms Project 

Centre for Rural Legal Studies
	Youth groups


Managerial and technical support to the Charter drafting process was supplied by the South African Wine & Brandy Company (The SA Wine Council); the Wine Charter Technical Team; and the Wine Charter Advisory Council. The South African Wine Industry Trust provided funding.
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� In this document, and in the relevant legislation, “black” refers to Africans, Coloureds and Indians.


� This Charter has also taken cognisance of the draft AgriBEE Charter and the Liquor Industry Charter.


� AgriBEE and the Liquor Industry Charter


� KWV is the acronym for Koöperatieve Wijnbouwers Vereniging van Zuid-Afrika Bpkt 


� SAWIS gives the number of registered members as some 4 400. VinPro data show 4 810 registered members, but of these 1 039 produced no grapes, giving 3 771 wine grape producers.


� The 2002 Census of Agriculture shows that half of the commercial farms in South Africa have a turnover of less than R300 000. 


� Erasmus, J., 1994. A Human Development Framework for South Africa. Centre for


Policy Analysis. Halfway House: Development Bank of Southern Africa.





� The Liquor Industry Charter will be applicable to all those who produce more than 4 million litres of wine per annum. As a result, all the “cooperatives” and a relatively small number of private wine cellars will be covered under the Liquor Industry Charter. All such enterprises will most likely have a turnover of more than R35 million. 


� Codes of Good Practice on Black Economic Empowerment. Government Gazette No. 29617, 9 February 2007. Page 15, paragraphs 3.1.5-3.1.6. 
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