REAPPLICATION FOR STATUTORY LEVY

Citrus Growers Association of Southern Africa (CGA)

1. Background

The CGA was formed in 1997 in the wake of deregulation. Grower leaders identified citrus research capacity in the country as a critical element of future competitiveness. This capacity was considered essential in maintaining access to existing markets and gaining access to new markets. There was a concern that this capacity could be lost should growers not take control of research funding and future direction of research. This concern was real as Capespan (research funders since deregulation in 1997) stated that they would cease to fund research from December 2000. Initially the CGA relied on voluntary levies to fund its activities. Growers poorly supported these efforts, with voluntary levies peaking at R3 million for the year 1999, compared to a research spend of R12 million. It was clear that these support levels would not maintain the required research capacity.
In the year 2000, the CGA Board took a decision to determine grower support for a statutory levy for research and market access. A series of road shows were held in all citrus growing regions, followed by a postal referendum. These meetings and the referendum showed that the overwhelming majority of growers supported an application for a statutory levy. As a result a business plan was developed and an application lodged with the National Agricultural Marketing Council (NAMC). 

The future of citrus research was now at a critical point. Capespan had decided to cease research funding from end December 2000, and CGA was only prepared to fund once a statutory levy was confirmed. This meant that research institutions were unsure of future citrus research funding – the effects of this period of insecurity have been felt for many years since.

From 1 January 2001 to end March 2001 Capespan and CGA funded research on a 50:50 basis. A statutory levy of 21 cents per 15 kg carton was approved during March 2001, coming into effect on 1 April 2001. This levy was approved for four years with a review after two years. The levy would come up for reapplication in April 2005.

Citrus research funding decreased from R12 million in 2000 to R9 million in 2001. This meant that capacity was downsized to fit into the business plan – the business plan being based on a levy contribution set at the rate prevailing under the voluntary levy system  (21 cents per 15 kilogram carton). Since 2001 research capacity has been based on growers needs – areas have been identified where capacity is lacking, and where possible these gaps have been filled. However, the levy was set for four years. In real terms this means that the CGA has less to spend each year, and extra requirements are difficult to address. 

In order to address these requirements the CGA Board has decided to approach growers in order to gauge their support for reapplying for a levy, which would take effect from 1 April 2004. A further reason for applying one year earlier is to bring a measure of security for the research fraternity. A repeat of the insecure times experienced in late 2000 and early 2001 would be unfortunate.

Another reason for wanting to apply a year early is to provide funds for the third key performance area of the CGA – transformation. The CGA Board has decided to add transformation to research and market access as the third key performance area of the CGA. Transformation includes all elements of black economic empowerment, land reform, human development and social upliftment. The CGA has accepted responsibility of driving transformation in the citrus sector.

The decision to apply a year earlier is based on the following rationale:

· Additional requirements not included in the original business plan

· To reduce insecurity

· To fund transformation

2. Additional Requirements

2.1. Extension

During the Outspan era the citrus industry was well serviced with extension officers in every citrus growing region. With the merge into Capespan these extension officers became procurement agents. The original business plan did not provide sufficient funding for the appointment of extension officers in each region. Given the emergence of consultants in some areas this was also not necessarily desirable. There was sufficient funding for employment of one head of extension. His role was then to link with stakeholder groups in each region. These stakeholder groups would then be the conduits through which research priorities are collected, and results fed back. The present incumbent has put in place an effective system, however, grower feedback is that he needs assistance. Growers expressed the opinion that additional resources should be employed to feed back research results. 

The levy application considered by the Board in May 2003 provided for the appointment of two additional extension personnel to assist the Extension Manager in his activities. This would add 1,2 cent per 15 kg carton to the levy.

2.2. Virologist

The citrus industry relies heavily on one individual in the virology discipline. This individual is due to retire soon and succession planning is proposed. There is also the possibility of innovative research in the area of greening that could be achieved with the appointment of a successor.

The appointment of a virologist to work within CRI structures would add 0,5 cents per 15 kg carton to the levy.

2.3. Cultivar Breeding

Growers need to consider this placement carefully. The decision will have to take into consideration CGA’s perception of the future of the ARC. If it is appropriate that CGA continue to support the ARC breeding program, then this placement may not be necessary. If, on the other hand, there is concern about the future of the ARC, or that the CGA wishes to have its own capacity for cultivar breeding then such a position within CRI should be considered. The present uncertainty regarding intellectual property rights associated with cultivars developed at ARC could be an argument in favour of developing own capacity. The extension manager’s feedback was that growers wanted to have this capacity within CRI (Pty) Ltd.

The appointment of a cultivar breeder would add 0,4 cents per 15kg carton to the levy.

2.4. Chemical Residues

Within market access technical activities relating to phytosanitary challenges are well covered. Sanitary issues require more attention. In particular, the revision and harmonisation of maximum residue levels in the European Union is of concern. The CRI has been in discussions with an organisation called COLEACP with regard to addressing the immediate threats. This could result in joint funding programs between CRI and COLEACP. It is envisaged that these sanitary issues will increase in importance, and resources must be dedicated to these activities.

The employment of resources to address sanitary issues of relevance to the citrus industry will add 0,9 cents per 15 kg carton to the levy.

2.5. Market Access

There are certain market access issues that are not getting the required attention from a grower’s point of view. These include food safety, good agricultural practices and traceability.

In addition there is no succession planning for top management at CGA. It is proposed that an appointment be made to address both these issues i.e. succession planning and specific market access issues.

The appointment to this post will add 0,7 cents per 15kg carton to the levy. 

2.6. Inflation

Since the levy is established for a four-year period, inflation has to be included in the business plan. By doing this, the CGA over recovers in the first two years, and under recovers in the last two years. The alternative is that a new levy application has to be made each year.

The impact of inflation is twofold; firstly it affects the starting point as the previous levy assumed under recovery in years three and four. Secondly it affects the increase in expenses over the four-year period.

Increases in volumes exported will offset inflation to a certain extent. Assumed increases from 60 million to 65 million 15kg equivalent cartons have been included in the business plan.

Allowance for inflation will add 4 cents per 15 kg carton to the levy. Two cents to account for the starting point taking inflation into account, and two cents to allow for future inflation.

3. Reduce Insecurity

If the levy application in 2004 is unsuccessful, then the CGA will have a year to address the reasons, wind down its operations, or seek alternative funding measures. If this were only established with a reapplication in 2005, the CGA would not have the same time available to consider alternatives.

The period of insecurity in 2000 and 2001 impacted on the CGA for some years. Key personnel were lost, confidence in the industry deteriorated, some institutions used the insecurity for their own gains, and debts were incurred. The CGA should learn from the past.

4. Transformation

The National Agricultural Marketing Council, custodians of the Marketing Act under which the levy resides, has stipulated that any levy application since 2002 must include at least 10% of the levy dedicated to transformation. The CGA has accepted responsibility for driving transformation in the citrus sector. Funds collected for transformation will be administered and applied by the CGA through its soon to be appointed transformation manager. Swaziland and Zimbabwe will decide on their involvement with this activity on a voluntary basis.

Transformation will add 3 cents per 15 kg carton to the levy.

5. New Levy Rate

If the above resources were considered necessary, the levy applied would be:

Present Levy


21.0

Inflation



  4.0

Transformation


  3.0

Extension


  1.2

Virologist


  0.5

Cultivar Breeder

  0.4

Chemical Residues

  0.9

Market Access


  0.7

Total



31.7 cents per 15 kg carton

It is proposed that the levy be set at 32 cents per 15 kg carton. This is an eleven-cent increase over the previous levy. The bulk of this is accounting for inflation (4 cents) and transformation (3 cents), increases that will have to be taken into account at whatever stage a new levy is introduced. 

Zimbabwe and Swaziland would have a levy of 29 cents per 15 kg carton unless they also wished to take part in the transformation activities of the CGA.
This levy would take effect from 1 April 2004 and continue to 31 March 2008.

Any queries can be directed to the Chairman, Board or staff of CGA. Contact details on www.cga.co.za or 031 7652514.
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