Enterprise & Supplier Development (ESD)

How NPOs and Social Enterprises can enter into commercial
relationships with South African Corporates to accelerate
these efforts

27 January 2020

Marcus Coetzee
with input from Philippa Hurley and Nicole Copley



ONE
Introduction



Introducing Marcus Coetzee

| have conversations with people and organizations who want to
change the world. These conversations cultivate strategic clarity
and encouragement.

| have worked under the brands of:
° Imani Development
° Social Enterprise Academy
° Bertha Centre for Social Innovation & Entrepreneurship
° Business Sculptors

* (itizen Surveys

| have served over 130 formal clients since 1996.
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Contents of this Document

| frequently have conversations with non-profit organizations
(NPOs) and social enterprises that are working to establish and
strengthen small businesses.

We often discuss how these organizations can enter into a
commercial relationship with larger businesses (‘corporates”) to

speed up their Enterprise & Supplier Development (ESD) efforts.

This short ebook will explore three opportunities for
collaboration. There are others (e.g. establishing an investment
fund, or providing consulting services), but these are more
specialized and less common.

These opportunities are created by South African legislation,
specifically the Amended B-BBEE Codes of Good Practice.
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Please consult with an appropriate specialist if you wish to
engage with a corporate around enterprise and supplier
development! This document reflects my notes on this topic. | am
not a B-BBEE specialist, though | consulted with them while
writing this document. | have glossed over some technical details.



TWO

Background information on the Enterprise &
Supplier Development Code



Defining the Types of Organizations

NON-PROFIT An organization that has adopted one of the non-profit legal forms. In South Africa this is either the
ORGANIZATION voluntary association, non-profit company or non-profit trust.

An organization with one of the for-profit legal forms that is primarily motivated by the pursuit of
financial gain for its shareholders. For a business to be a beneficiary of Enterprise & Supplier
Development Support, it needs to have an annual turnover of less than R50million and must be at least
51% black-owned.

The larger business that the non-profit organization or social enterprise intends to approach and
CORPORATE collaborate with. For simplicity, we’ve assumed that all corporates have annual turnovers greater than
R50million.

An organization that exists to fix a social welfare, socio-economic or environmental problem, earns a
significant proportion of its income through the sale of goods and services, and uses its profits to fulfil its
SOCIAL ENTERPRISE purpose. Socia_l enterprise i.s a descriptor or type of.organization; it is not a leg.al form. Social en_terprises
can operate with a for-profit legal form,a non-profit legal form, or a combination thereof. In this
document, I've used the terms “business” or “non-profit organization” rather than “social enterprise” to
reduce confusion

www.marcuscoetzee.co.za For more clarity of language, check out the Social Enterprise Glossary



https://www.marcuscoetzee.co.za/social-enterprise-glossary/

The Amended Codes of Good Practice

The Amended B-BBEE Codes of Good Practice, which came into
effect on 1 May 2015, are a set of rules released by the
Department of Trade and Industry in South Africa to help
redistribute economic opportunity. These rules influence
procurement and donor behaviour.

Businesses are strongly encouraged to comply with the codes.
This compliance may differ,depending on their turnover and
sector.

Non-profit organizations tend to be familiar with the Socio-
Economic Development Code, where businesses can get points
towards their B-BBEE scores by donating to non-profit
organizations, and spending money and other resources on
activities that help black South Africans to participate in the
economy.
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The “generic scorecard” for corporates

Alongside is the “Generic Scorecard” from the government gazette
for businesses with annual turnovers greater than R50 million (i.e.
‘corporates”).

Ownership 25 points | The three opportunities outlined in this document will show how

Management Control 15 points non-profit organizations and businesses can help these

Skills Development 20 points corporates to comply with the “Enterprise and Supplier

Enterprise and Supplier | 40 points Development (ESD) Code”, while also supporting their own

Development philanthropic objectives.

Socio-Economic Development 5 points Note how many points are awarded for this (a Priority Element),
relative to the Socio-Economic Development Code (an Optional
Element).
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The Enterprise & Supplier Development (ESD) Code

ENTERPRISE & .
SUPPLIER ENTERPRISE DEVELOPMENT: 5 Points

DEVELOPMENT CODE Requires corporates to spend more than 1% of their Net Profit After Tax (NPAT) on
developing black-owned businesses anywhere in South Africa.

40 points

Points shown from the

Generic Scorecard SUPPLIER DEVELOPMENT: 10 Points

Requires corporates to spend more than 2% of their Net Profit After Tax (NPAT) on
developing black-owned businesses in their own supply chains.
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Valid Expenditure on Enterprise & Supplier Development

VALID EXPENDITURE ELIGIBLE BENEFICIARIES

The B-BBEE Codes specifies the types of support to beneficiary * Majority black-owned businesses.
businesses that can earn corporates points:

* Businesses with annual turnovers less than R50million/year.
° Investment (e.g. equity)
° Loans,donations,and grants
* Guarantees given or security provided
* Professional or consulting services
° |IT services

° Licensing, registration fees, industry levies etc.

° Any other services that increase the business’ financial
and/or operational capacity, which have not been
accounted for under the Enterprise & Supplier
Development Code.
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THREE

Three opportunities for social enterprises and
non-profits to consider



OPPORTUNITY 1: Help a Corporate to Develop Businesses in its
Sector or Supply Chain

Your non-profit organization or business supports beneficiary OPTION A: Provide Enterprise Development Support
businesses anywhere in South Africa (Option A) or in the
corporate’s supply chain (Option B).

Contracts

These beneficiary businesses must be 51%+ black-owned

) . o Your NPO Beneficiary
businesses with annual turnovers under R50 million/year. OBL” NP oF businesses in any
HoINess Supports sector
The services that you provide to these beneficiary businesses may
include coaching, mentoring, training, business incubation, funding
etc. See prior slide on ‘valid expenditure’ OPTION B: Provide Supplier Development Support
Your intervention will help the corporate to earn points for ESD Contracts
should they decide to work with your organization.
Beneficiary
Your NPO or businesses in the Sells
Business Supports corporate; supply Products
chain
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OPPORTUNITY 2: Sell Goods and Services into a
Corporate’s Supply Chain

Your non-profit organization or business sells goods and services OPTION A: NPO sells products to corporate

to the corporate. This arrangement focuses on the Preferential
Procurement part of the ESD Code. There are three permutations -
for this strategy: Sells Products

*  Option A: Your NPO sells the goods/services to the

OPTION B: Subsidiary business sells products to corporate
corporate.

°  Option B: Your NPO owns the business, either exclusively
or together with black persons, that sells the
goods/services to the corporate.

1
Your NPO Black persons :
1
J

Your subsidiary
business

*  Option C: Your business sells the goods/services to the

corporate. Sells Products

Corporates will find these options attractive where your NPO has
a high B-BBEE accreditation and where your business is partially

or majority-owned by black South Africans. - -
Your business
NPOs should be careful to avoid mission drift. Sells Products
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OPTION C: Your business sells products to corporate




OPPORTUNITY 3: Become a Beneficiary of an ESD programme

Your business becomes the beneficiary of a corporate’s ESD
Programme. As a beneficiary, your business may be able to benefit

from market access’ funding, Support’ etc' :. ----------------------------------------------- :-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.E
Possibly sell products

Your business
Provides support

OPTION B: Corporate supports a business your NPO owns

OPTION A: Corporate supports your business

There are two common versions of this arrangement:

* Option A: Your business is majority-owned by black
persons.

*  Option B: Your NPO owns the business, either exclusively
or together with black persons.

4
Corporates will find these options more attractive where your I
1
NPO has a high B-BBEE accreditation and where your business is !

partially or majority-owned by black South Africans.
Supports

Your subsidiary
business

The dti is not in favour of ESD funding being awarded to
businesses that are wholly owned by NPOs.

Possibly sell products
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FOUR
Considerations



Integrating Strategies for B-BBEE Compliance

Your non-profit organization or business can combine these three
arrangements into an integrated offering to a corporate. Focus on
the one you're best at, though.

It is also possible to expand this offering to include opportunities
created by the other codes.

° However,some general rules tend to apply:

* Corporates must choose which code’s target they want
an expense to help achieve; no double counting is
allowed.

* A beneficiary business or beneficiary person can only
benefit from one code at a time.
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Brownies & Downies offers corporates an opportunity to
purchase catering supplies (ESD Code), donate to their cause
(Socio-Economic Development Code), and provide training,
internships, and employment for people with disabilities (Skills
Development Code).
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Overall Collaboration Tips

Siyazisiza Trust offers corporates the opportunity to support
small agricultural businesses in rural areas, promote climate-
safe and ecological farming practices, and to integrate them
into their supply chains.
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Realize that it is very difficult and time consuming to
genuinely help a small business get established. It requires
specialized skills.

Realize the importance of creating a coherent and legally-
compliant paper trail for the corporate to present to their
verification agency. This will include documents like formal
written agreements between the corporate and its
enterprise/supplier development beneficiaries.

Realize the dilemma between formalization versus flexibility
of enterprises. While the tendency is to formalize enterprises
as quick as possible, this can easily overwhelm them with
bureaucracy that they are not prepared for.

Be sure to gather suitable impact metrics that indicate
stronger enterprises and its impact on entrepreneurs (e.g. the
creation of sustainable livelihoods.)
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Practical Insights from Learn to Earn

Learn to Earn (LtE) has equipped 15,000+ unemployed adults in
market-relevant skills since 1989. Its motto is ‘a hand up - not a

@ Learn ~Earn’

£5t1989 A hand up not a hand out hand out.

81% of beneficiaries have become economically active or

"Doing enterprise development properly is bloody hard accessed further education - 26% of this subgroup have started

work, requires daily grind, consistency, not giving up, their own businesses

sticking to your guns, and knowing why we do what we

do. There is lots of buzz and hype about enterprise LtE’s initiatives include: Ground UP Barista initiative, 13 market
development, but it is not such a new thing for non- driven skills courses, and Fashion for Change (a social enterprise
profit organizations. It is a much more challenging space that equips unemployed South Africans with the practical skills
and work-intensive than most people realise. Do your and experience to secure a job and a successful career in the
research before you jump’”’ retail industry).

Aleks Jablonska | Resource & Partnership Development In 2016, LtE set up Learn To Earn Development Enterprise (PTY) to
Learn to Earn house all revenue-generating activities - its coffee, catering,and

clothing businesses.
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https://www.learntoearn.org.za/

Thanks to these B-BBEE Experts for their Valuable Input

AZOLAW

Nicole Copley runs NGO Law that provides legal advice and
assistance to not-for-profits and social enterprises of all shapes
and sizes. NGO Law’s clients range from local community start-
ups to trans-frontier projects and multinationals

Nicole has consulted to the NGO sector since 1993. She is an
admitted attorney (non-practising) and has her Masters in the tax
exemption laws. Nicole also lectures and trains on various topics
of importance to the NGO sector. She is author of ‘NGO Matters: A
practical legal guide to starting up, and managing author of the
series of NGO Matters handbooks, published by Juta.
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AKASHINGA

CONSULTING

Philippa Hurley is an admitted attorney (non-practising) with wide
and varied experience consulting to both the NGO and
commercial sectors.

She registered her own consultancy in 2017: Akashinga (Shona for
"brave ones”). She is an advocate for radical economic
transformation and social justice - her consultancy focuses on
optimising company structures for Broad-Based Black Economic
Empowerment.

Philippa is currently writing the B-BBEE volume of NGO Matters
for Juta.
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