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As the sun rose over the farming fields of central Kenya on March 15, 2003, Farouk Jiwa began a new day
at his Nairobi honey processing plant. For almost three years, he had boldly disrupted the traditional
approaches to honey production in Kenya by offering an environmental-friendly livelihood to local
subsistence farmers. This for-profit business model, centered on modern beekeeping technology and
trusted for its service for the Kenyan farmers, had created a new basis of advantage in a mature and
contested market. Its triple-bottom-line approach had attracted local support and international acclaim; yet
the faster Jiwa’s small business grew, the more challenging it was to balance the creation and capture of
economic, social, and environmental value across a rapidly expanding portfolio of stakeholder
relationships. Jiwa wondered whether, and how, some of the partnerships pivotal to the venture start-up
could now be reconfigured to enhance the scalability and replicability of the business model.

AGRICULTURE IN KENYA

Agriculture employed 75 per cent of Kenya’s labor force, contributed 16.3 per cent to the gross domestic
product (GDP)," and generated two-thirds of foreign exchange earnings®. Only eight per cent of Kenya was
arable land, and less than one per cent was dedicated to permanent crops — mostly the heritage of the large
colonial plantations devoted to coffee, tea, cotton, sugar cane, potatoes, tobacco, wheat, peanuts and
sesame. Coffee and tea were also Kenya’s main export crops. The majority of the households relied on
subsistence farming — small lots cultivated with corn (the basic local food), manioc, beans, sorghum and
fruit. Small-scale farmers accounted for more than three-quarters of total agricultural production and over
half of its marketed production.

The largest economy in East Africa, Kenya had a population of 34.7 million, a real growth rate of 5.8 per
cent and purchasing power parity (PPP) of US$1,100. Two-thirds (69.6 per cent) of Kenyans lived in rural
areas. Half of the population lived below the poverty line. The poorest 10 per cent accounted for two per
cent of total household consumption; the wealthiest 10 per cent were responsible for 37.2 per cent of total

! http://www.ruralpovertyportal.org/english/regions/africa/ken/statistics. htm#agriculture, accessed March 12, 2007.
2 http://www.umsl.edu/services/govdocs/obr/obr_0008.htm, accessed on March 12, 2007.
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household consumption. Forty per cent of the labor force, or 4.74 million Kenyans, were unemployed. Life
expectancy at birth was 49 years, and the adult literacy rate was 84 per cent. The United Nations
Development Programme’s Human Development Index, a scale based on economic and social factors,
ranked Kenya 152 out of 177 countries surveyed, compared to Canada in sixth place and the United States
in eighth place.®

MONEY FOR HONEY

In March 2000, Jiwa founded Honey Care Africa (Honey Care) to purchase honey from small rural farmers
and resell it to Kenya’s urban consumers. Honey Care was envisioned, from launch, as a socially and
environmentally sustainable for-profit operation that would help make rural communities self-sustaining in
the long run. Jiwa’s vision was a marked counterpoint to many of the existing business models in Kenya’s
agricultural sector — characterized by corruption and inefficiencies that thinned farmers’ margins and
delayed reimbursement for their so-called cash crops.

The first existing business model was that of large government-owned parastatals, which grew and
distributed agricultural commodities, such as cotton and pyrethrum. Their monopolistic positions often
forced farmers to sell their produce at pre-set — and often rock-bottom — prices. Farmers were typically
reimbursed eight to 12 months after the crop had been collected.

The second model was based on cooperative ventures. These ventures produced and marketed
commodities such as tea, coffee and milk, on behalf of their members. Corruption, mismanagement and
frequent political interference meant that the farmers often waited many months to be paid for their
produce. They frequently had to resort to violence to overthrow corrupt and ineffective management teams.

The third approach involved a long sequence of intermediaries. Farmers sold their honey to individual mid-
level brokers, who typically lived in or close to the community; these brokers sold the honey to higher
level brokers who had connections with larger businesses and wholesalers. Honey changed hands at least
three times through the supply chain, and farmers had limited knowledge of, and access to, the end market.
Demand was limited to the number of local mid-level brokers each farmer could access. These so-called
cash crops were more a money-making opportunity for downstream brokers than a reliable revenue source
for farmers’ families.

Kenyan-born and -raised Farouk Jiwa was deeply familiar with the rampant exploitation of small Kenyan
farmers, and he was eager to experiment with a radically different approach. With a bachelor’s degree in
environmental biology and a master’s degree in environmental studies, Jiwa envisioned a profitable
venture that was simultaneously committed to environmental preservation and human development. The
business model he designed pivoted around the needs of the rural subsistence farmer. He recalled how it all
started:

It was all about trying to understand the obstacles facing the farmers. Financing was
clearly a problem, technology was a problem, market was a problem, government
extension service was a problem. So we thought about it for a while, and asked: “How do
we solve this problem for the farmer?” We looked at the sector and said, “If | was the
average farmer in Kenya today with two acres of land, what would stop me from
producing honey?” We then worked out how to best address each of these problems.

% http://www.publicintegrity.org/aids/country.aspx?cc=ke, accessed January 22, 2007.
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In a dramatic shift from the dominant practice of long brokerage chains, the new venture promised a direct,
reliable link between rural farmers and urban supermarkets. Honey Care Africa provided farmers with the
tools required to harvest honey, purchased the honey from the farmers at guaranteed and fair prices,
packaged it in marketable containers, managed the supermarket distribution and marketed the honey to
Kenyan urban consumers. This model transferred much of the margin previously taken by intermediaries
back to the rural farmer. Honey Care Africa organized reliable collection of the honey, manufactured and
helped farmers acquire hives, provided local training and technical support and, as much as possible, paid
farmers in cash within 48 hours. The company gradually facilitated individual ownership of the beehives,
initially through private loans and company-sponsored plans, then through donor agencies, non-
governmental organizations (NGOs) and micro-financing institutions.

By 2003, Honey Care Africa was working with approximately 1,600 Kenyan farmers. Its radical business
model was catching on. More and more farmers were eager to take part. Minimal investment was required,
and farmers had an opportunity to purchase their own beehives. Honey Care manufactured and delivered
the hives, and guaranteed technical support and timely collection and payment. The business model had
been successfully meeting farmers’ needs, even exceeding them. Many of the subsistence farmers had been
able to substantially increase (and often double) their income levels with only five to six extra hours of
effort per month. In its first three years, Honey Care had won the full support of local NGOs, international
donor agencies and Kenya’s governmental authorities. Indeed, the business model had become a template
for international development in the agricultural sector, winning prestigious awards for sustainable
development.

Recognition fueled growth, and growth brought several significant operating and management challenges.
Honey Care was struggling to handle the rapidly growing volume of honey — produce collection, quality
control and cash flows were all strained. Relationships with key stakeholders were also rapidly evolving.

BACKGROUND
Founding Honey Care Africa

Honey Care Africa had not been Farouk Jiwa’s first engagement with sustainable business development. In
October 1999, Jiwa had joined the Aga Khan Development Network and was posted to one of its
companies in Kenya, which sourced vegetables from smallholder farmers, then processed and exported the
produce to Europe. The company loaned seeds to farmers, offered extension services and guaranteed
farmers fair prices and a market for their produce. Jiwa saw how donor funding and micro-financing
accelerated production, reduced the company’s exposure, mitigated financial risk and helped the Aga Khan
Development Network reach and affect more rural subsistence-farming communities.

Jiwa then turned to beekeeping, a sector where he felt that a similar alliance would yield obvious benefits.
Conditions in western Kenya were ideal for producing honey and the practice had a long history in the
country; however, farmers had few incentives to take on beekeeping. They were underpaid for their
produce, and the cash took months to reach them. Honey was produced mostly by men, who used log hives
placed on trees. Previous attempts by the Kenyan government and international donors to introduce
modern beehives had failed, due mainly to poor training and support for the beekeepers and unreliable or
opportunistic market linkages that hindered the commercialization of the produce. Kenyan customers,
increasingly disappointed with the declining quality of the local honey, were turning to imported honey,
particularly from Tanzania.
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Jiwa came across a well-intentioned but struggling small company: Honey Care International. The Nairobi-
based firm, launched in 1997, had not been successful in taking its activities to scale. Honey Care
International had distributed Langstroth hives to a few farmers but was not able to collect the honey or pay
the farmers in a timely manner. The venture had failed to engage the country’s development sector, and its
attempt at launching a honey brand had been unsuccessful. By the end of 1999, Honey Care International
had managed to figure out how to manufacture Langstroth hives locally, using regionally available
material, but was struggling with unpaid bills and poorly motivated staff.

The technology made Honey Care International an attractive investment target. Jiwa felt that a reliable
local supply of Langstroth hives was the key to developing the beekeeping sector in Kenya: the hives could
enable farmers to produce higher quality honey in larger volumes than traditional methods. He knew how
to turn the company around both operationally and financially, but he needed like-minded investors and a
free hand to make it all happen.

Jiwa teamed up with two Kenyan benefactors and successful businessmen, Yusuf Keshavjee and Husein
Bhanji, and in early 2000, they bought out Honey Care International and founded Honey Care Africa.
Yusuf Keshavjee’s son, Irfan, and Husein Bhanji’s wife, Shella, also became investors, and together, the
Keshavjees and the Bhanjis provided the financing, while Jiwa took on the responsibility of building
Honey Care Africa and managing its operations. The partners provided the seed capital and gave Jiwa the
freedom and flexibility to run with the idea and make it work. Jiwa recalled how the partners let him
“really think outside the box and take risks.” This operational independence was the essential factor that
had allowed such a unique business model to take hold. Honey Care Director Irfan Keshavjee recalled:

Farouk proved himself. He’s got the passion, the intelligence, the whole thing to make it
move. We were extremely supportive and had little operational involvement. Now that
was very big, it allowed Farouk to do what he wanted to do.

Honey Care Africa’s Business Model

Jiwa built a for-profit, sustainable venture with a triple-bottom-line philosophy that would create social,
environmental and economic value. His primary objective was to work with the farmers and improve their
livelihoods. But farmers had developed a chronic mistrust of corporations, large and small. They also
distrusted government representatives and cooperatives, which were never there when the farmers needed
them most. The farmers only trusted local NGOs, which had built close, trusting relationships with rural
communities over many years. Jiwa approached many of these NGOs, but forging relationships with these
organizations was not easy since significant stigma and suspicion had been associated with private sector
initiatives. On the surface, the new venture’s primary objectives were at odds. Honey Care Africa had
strong social and environmental principles but it needed a profit to survive. NGOs, on the other hand, were
purely charitable organizations, interested in sponsoring projects that would help build community self-
sufficiency without asking for anything in return. And giving had its costs.

Growing up in Kenya, Jiwa had seen too many unsustainable projects. They all worked well as long as the
funds from international donors kept pouring in, but as soon as funding ended, these projects quickly fell
apart. NGOs in East Africa had even been publicly criticized for undertaking projects that delivered short-
term relief but did not result in sustainable opportunities for communities. For example, in the early 1990s,
several non-governmental agencies funded the installation of 10,000 water pumps in Tanzania, but did not
involve local communities in their set-up or operations. Locals were not trained in how to monitor the
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pumps, nor held accountable for their maintenance in any way. By the mid-late 1990s, 90 per cent of the
pumps became inoperable.

Farouk Jiwa persisted. He explained how his business model would, in fact, support long-term self-
sufficiency, a goal that was central for many NGOs. He identified the specific challenges that each
development organization faced and thought about how the Honey Care business model would satisfy
those interests. He commented on the much more compelling case he had to put to the NGOs:

You have problems of implementation of agricultural projects; you have problems with
sourcing the right technology and access to training. There are also issues with
information dissemination and awareness creation. But by far, the biggest challenge is
with ensuring some level of continuity and long-term sustainability after you exit. Honey
Care is going to give you the full package. We’ll start with the manufacturing of the hives,
we’ll go from village to village to do the demonstrations, we’ll train the farmers right,
focus on the economically marginalized women and youth, and we’ll give all the farmers a
guaranteed market for their produce and establish a prompt payment system. Above all,
we’ll continue to offer them a market for their produce long after the project has been
wound up.

Once the complementarities became explicit, many NGOs recognized that this small for-profit company
shared their goals of building long-term self-sufficiency in rural communities. They realized that Honey
Care also put social impact first; commercial viability was simply a means to ensure a sustained
contribution to local communities. The NGOs bought into the company’s commercial model, recognizing
that it could provide a guaranteed and continual stream of income for communities after initial
international donor funding had been exhausted. Honey Care welcomed the NGOs’ endorsements; their
deep relationships with rural communities in Kenya were key to alleviating initial mistrust and providing
much-needed working capital for the farmers. This alliance was important because farmers did not have
spare income to purchase beehives.

Early on, Honey Care’s founders had decided that the company would equip all their suppliers with the
more advanced Langstroth hives (Exhibit 1 has a brief description of the technology). Langstroth hives
ensured a much higher level of produce quality and were relatively simple to harvest — but, they were five
times more expensive than traditional hives.

Initially, the business model envisioned farmers taking out regular loans to purchase the Langstroth
beehives. But that wasn’t possible — interest rates were high (21 per cent), and most banks would not
approve loans without collateral, which the poor rural farmers did not have. Honey Care devised a buy-
back loan plan; the company would lend the hive to farmers and retain a certain percentage of the monthly
revenue generated from its operation. But Honey Care’s limited operational capital constrained its reach.

Many NGOs were willing to provide Honey Care with grant funding for the hives, but only if the hives
were owned at the community level. Jiwa resisted. He feared that if hives were owned by groups of people,
only some would bother to operate them, and if those people became frustrated and unwilling to keep at it,
the investment would be wasted. Honey Care insisted that beehives be individually owned; however, the
farmers could work as a group on particular activities. They could share the bee suits and the smoker.
Eventually a compromise was reached. The NGOs conceded on the need for individual ownership; Honey
Care agreed to support and work with existing groups.
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Honey Care and the NGOs also disagreed on the basic principle of providing the hives to farmers free of
charge. The NGOs were not interested in receiving money in return for the hives, but Farouk Jiwa was
sensitive to the implication of giveaways. Free hives could be perceived as a discretionary asset, giving
farmers no real incentive to produce honey of the quality desired. Honey Care insisted that a pay-back plan
would signal to farmers that honey production was an economically viable activity that they could
undertake without external help. Honey Care would retain 25 to 50 per cent of a farmer’s monthly income
and remit this amount to the NGO until the full cost of the hive had been recovered. This way, hive
ownership in itself would become an important economic motivator: once farmers owned their hives, the
economic pay-offs of honey production would almost double.

Eventually, the NGOs endorsed this position and agreed to purchase the hives for Honey Care. The firm
would lend them to the farmers who could purchase the hives gradually, at their original cost. Honey Care
would then place the returned funds into a savings account that could be used by the community for
expanding the hive base and/or other development projects.

The Farmers

For the farmers, the partnerships with local NGOs and community-based organizations (CBOs) were an
important signal that Honey Care was genuinely committed to Kenya’s rural farming communities. But
actions had to follow. As Jiwa explained, Honey Care’s relationship with the farmers was equal, fair and
sensible:

I think you just go out there and speak with the farmers very honestly and without being
patronizing. You explain what’s in it for them and you explain what Honey Care intends
on getting out of this. Above all, you listen to what they have to say and take their input
seriously.

This was a very different approach from the way farmers had been treated before; government
representatives would lecture farmers for two hours straight, giving them little opportunity for feedback or
dialogue. Jiwa put away the podium and engaged farmers in a two-way conversation. It took him a while to
break the ice, but the farmers quickly warmed up to his open, frank style. Above all, they recognized
Honey Care’s genuine interest in understanding and meeting their specific needs.

From the outset, Honey Care implemented a money-for-honey plan. They paid farmers fair prices, on the
spot, under a detailed and formal contract (see Exhibit 2). No other firm had done anything like this before.
Even the Coffee Board of Kenya delayed payments for eight to 12 months. Jiwa still remembers the
enthusiasm and positive press this approach generated as they were getting started.

Honey Care’s pilot project began, quite literally, with a search through the Nairobi Yellow Pages. Jiwa
found out that DANIDA, the Danish International Development Agency, was engaged in a small
development project in a semi-arid region of Kenya. He requested the agency’s financial assistance to help
implement a small-grower beehive feasibility study in this region. Jiwa explained the specifics of the
business model and his intention to guarantee on-the-spot payments. DANIDA was intrigued by this idea
and agreed to fund a pilot project of 100 beehives. Fortunately, weather conditions were favorable, and a
good harvest was quickly ready. Jiwa planned a public celebration of the success and invited many of the
development agencies active in Kenya. Only two donors showed up, but fortunately so did the Daily
Nation, the largest circulating newspaper in East Africa, which published a full front-page article on the
project.
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Immediate cash payments were needed and appreciated by the farmers, but Jiwa also knew that sustaining
high-quality honey production also required initial training and on-the-ground technical support.
Governmental ministries provided some assistance through ad hoc training services, but Jiwa felt that
Honey Care should provide more specific support. He initiated formal and informal training schemes that
taught farmers the technical peculiarities of honey harvesting using Langstroth hives. The training covered
beehive maintenance, pest control, safety and protection (e.g. bee suits), proper harvesting techniques and
other activities related to the honey harvesting process.

Honey Care also employed a team of project officers, who were dedicated to a small number of farmers in
their neighboring communities. The project officers were aware of the cultural idiosyncrasies of their
neighborhoods and were deeply committed to the social development of their communities. Project officers
made regular visits to the farmers to see how the honey harvest was progressing. As Rob Nyambaka,
Honey Care’s operations director explained, they were available whenever the farmer needed advice on
any aspect of the harvesting process:

The Project Officer is the key: they essentially ensure that the farmer produces the honey.
They also play an important role in knowing what is happening on the ground. Because
most of them are from the local community and speak the language and know the culture,
they are able to continuously gather the right information about the status of the projects.
Whatever happens in the field, we, here at head office, will know. This helps us constantly
monitor the needs of each particular community. What exactly are their problems? What
exactly do they need? Project Officers act as a link between Honey Care and the
community. They are the Honey Care presence in the field. Whenever the communities
see the Project Officer, they know Honey Care is in the field. This has never happened
with other honey buyers. They come this season, disappear for the next six to eight
months, come again for a day next season, disappear for the next six to nine months, come
again for a day, disappear for another six to eight months. They simply do not have the
same close relationships to the farmers as we do.

Project officers worked one-on-one with farmers to maximize their yield and quality. Their dedication and
willingness to lend a hand, whatever the problem, was sincerely appreciated by the farmers. Lucas, a
Honey Care farmer based 60 kilometers outside of Nairobi commented:

It’s an advantage to have the Project Officer here. He’s the one who coordinates things, he
is always there when we need him and knows how to best ensure we get the highest honey
yield. We need him a lot. . . . He even comes and helps us with other things. Like cleaning
the hive when there are some insects, helping us fight the mice. When we get such
problems, it’s him who we contact.

The Employees

Honey Care trainers and project officers were carefully selected to embody the can-do spirit of the
founders and to share their belief that a market-based approach could make a difference in community
development. They were intrinsically motivated to do their very best, and they knew that Honey Care was
revolutionizing the beekeeping sector in Kenya. Employees working in the field had close bonds with the
local farmers and felt personally accountable for their success. Employees at head office and in the
production room also felt they were making a difference, and they often worked late to meet an order.
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Jiwa diffused his vision of what Honey Care Africa stood for, one employee at a time. He would often
bottle honey shoulder-to-shoulder with his employees, reminding them that packaging was essential for
attracting customers. He could also be found spending time in the workshop with the carpenters or loading
boxed jars onto trucks. Day after day, everyone developed a clear, deep sense of what the business model
was all about. No one wanted to short-change subsistence-farming communities; they had all come from
such a community and could envision the difference quality honey production could make for their friends
and relatives. The sense of personal duty permeated the entire process, from the production of beehives to
the distribution of the honey jars to urban supermarkets. The employees clearly understood the roles they
played in the business model and looked after their specific tasks with utmost care. The carpenters
assembling the beehives tasted the honey their uncles and grandfathers produced using the hives; they
knew that the farmers’ ability to produce high-quality honey and generate a substantial source of income
depended, at least in part, on their own commitment and craftsmanship.

Jiwa wanted to keep Honey Care employees motivated every step of the way. He had seen first-hand that
even the most personally invested field officers working for the Ministry of Agriculture sometimes
delivered sub-par performance in rural communities. Jiwa set out to establish clearer linkages between the
efforts made by project officers in the field and the quantity and quality of honey produced by the farmers.
Honey Care devised an incentive program that gave project officers a bonus on top of their regular salary
for every kilogram of honey produced. This bonus was awarded at the end of each year. For the first year
of the plan, individual bonuses ranged from five to eight Kenyan shillings (KSh) for each kilogram that the
project officers helped the farmers produce (the equivalent of 6.6 to 10.5 cents in U.S. currency. This is a
third of a loaf of bread at $0.35 a sixth of a packet of sugar at $0.63, and half of a bottle of Coca Cola at
$0.21%). The incentive plan had an unexpected positive impact on Honey Care’s forecasting accuracy.
Because project officers monitored local honey production closely, the firm knew in advance how much
honey it would collect every month. Thus, Honey Care could ensure sufficient cash in hand, better manage
processing capacity, make informed downstream market commitments and plan distribution activities.

MILESTONES IN THE EVOLUTION OF THE BUSINESSS MODEL
Winning Supermarket Shelf Space

The pilot project with DANIDA set the business model in motion. After the first two to three months of
operation, Honey Care harvested 200 kilograms of honey. Now it had to find a way to market the produce
to urban consumers. Farouk Jiwa recalled the daunting challenge of coming up with a label, putting it on
jars filled with honey and then trying to get supermarkets interested in the product. At first, he had to wait
three to four hours to see supermarket marketing reps only to convince the supermarkets to take five or six
jars on consignment. Once customers developed a taste for the high-quality honey, the stores began calling
back for more.

Joining Forces with Africa Now

Africa Now was an attractive partner for Honey Care because it had significant experience with small-
grower beekeeping in Somalia and other parts of Kenya. Africa Now was also one of the few NGOs
interested in enabling entrepreneurial development in rural Kenya, and it was a vocal champion for fair
treatment of small farmers. Rob Hale, Africa Now’s country director for Kenya, was keenly aware of the
structural flaws in the existing honey supply chain:

4 http://news.bbc.co.uk/1/hi/world/africa/4805530.stm, accessed March 12, 2007.
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The Kenyan honey care sector as it stood was not sustainable for the farmers. As an NGO,
we could help improve their beekeeping skills, but neither we nor the farmers had the
business acumen to market the honey. There’s no way the farmers could increase the price
locally to improve their margins so this meant that they would have to harvest a much
better quality honey to sell in urban areas. But then they would need to package and
transport the honey and that’s only worth doing when you have sufficient volume.
Marketing the honey has always been a problem.

Honey Care’s model was a perfect solution; its approach provided a perfect match for Africa Now’s
capabilities. Jiwa still remembers the first encounter between the representatives of the two organizations.
Both he and Rob Hale had traveled to the World Bank’s Development Marketplace competition in
Washington, DC, in January 2002. They stood next to one another for five days, 12 hours a day, talking
about the same thing. They completely understood one another, and by the end of the competition, they
could almost predict each other’s words. Jiwa and Hale became good friends. Their strong personal
connection and commitment to a shared goal infused all aspects of their partnership. At the strategic level,
Farouk Jiwa and Rob Hale maintained a steady and healthy tension. They constantly debated the new
opportunities for providing additional services to farmers, and, in the process, collaboratively refined
Honey Care’s original business model. Jiwa commented:

Rob helps keep us on the straight and narrow. It’s good to have somebody out there who
comes from a little more on the social side of the spectrum than you are. Then we come in
a slightly more on the business side of the spectrum and say “Well that’s great Rob, that’s
wonderful, but can we actually make some money on this.” So the question | ask Rob
every single time is, “What are we going to do when the grant finally runs out?” and the
fundamental question Rob asks me is, “What would you have done if the donors didn’t
have the money to start with?”

The convergence of interests between Farouk Jiwa and Rob Hale also filtered down throughout the
organization, affecting every aspect of Honey Care’s operations. There was a tremendous amount of
transparency between the two organizations. Payments to the farmers were always made in the presence of
Africa Now. Communication between the two organizations took place across all levels on a day-to-day,
week-to-week and month-to-month basis. It quickly became an accepted norm that all major decisions of
one organization would affect and involve the other.

The two firms shared operational resources, including personnel, logistical facilities and vehicles. Africa
Now already had human resources on the ground in western Kenya and it assisted Honey Care to provide
field services in several rural areas. Africa Now also had bases in most of Honey Care’s farming areas, so
Honey Care used Africa Now’s facilities to conduct its administrative functions. This arrangement saved
Honey Care substantial overhead expenditures when it was getting started. Furthermore, Africa Now’s
employees working in areas not yet serviced by Honey Care spread the word about the new business model
among small-scale producers in western Kenya. Many farmers bought into the model, and Honey Care’s
supplier base quickly expanded. The images of Honey Care and Africa Now became inextricably linked in
farmers’ minds because the companies endorsed each other and shared personnel and facilities in many
communities. In fact, many of the farmers felt they were dealing with a single organization. This increased
the loyalty of the farmers to Honey Care.
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Supplier Loyalty

Honey Care’s entire business model relied implicitly on farmer loyalty. However, Honey Care did not have
a monopolistic relationship with the beekeepers because many of the hives were obtained with NGO
support; farmers could sell their produce to any broker. Because of the superior quality of the honey
produced using Langstroth hives, other brokers were now skimming the harvest by offering KSh10 to
KSh20 a kilogram more than Honey Care’s KSh100 KSh per kilogram. Those farmers who had taken their
hives on the buy-back plan were only receiving 50 to 75 per cent of the Honey Care rate, so selling to the
higher bidder was sometimes tempting. Everyone in the field was aware of cases where farmers had taken
advantage of the higher margins. These were, after all, small rural communities with incomes barely above
subsistence levels, which were often pressed for cash for urgent needs. But overall, the community
remained loyal to Honey Care. Lucas, one of the Honey Care farmers, commented on the situation:

There was one member who was not being cooperative and well he was thinking of selling
his honey somewhere else, so we talked about it and now he changed his mind completely.
We disowned him. We told him that we’ll not deal with him. If he thinks of looking for a
market anywhere else, then we won’t deal with him as a community. But we have changed
him, and now he’s all right.

Honey Care lost some farmers to ad hoc and opportunistic competitors, but many of them returned once
these competitors vanished. As Jiwa explained, returning farmers developed an even greater appreciation
for Honey Care’s consistency and the guaranteed monthly payments that came every collection cycle:

We’re always amazed, but farmers almost always come back to us. | guess the one thing
we are doing right is our level of consistency. When we tell farmers we’re going to be out
there next Wednesday to collect the honey, we do it. There’s no substitute for the ability to
keep our promises.

Initially, the plan had been to rid Honey Care of opportunistic suppliers by providing the super (the upper
portion of the Langstroth hive where the honey was stored) free of charge. The rest of the hive was owned
by the farmer, but the super belonged to Honey Care. Project officers collected the filled supers and
replaced them with empty ones. Although this practice reduced the chance that farmers would sell to ad
hoc competitors, the process was not sustainable. As the farmer base grew, Honey Care realized that the
supers were locking up a significant portion of the company’s finances. Supers were distributed throughout
the country, and replacing them at each harvest was costly. After carefully considering the pros and cons,
Honey Care adapted its business model so that the farmer owned the entire beehive. This decision to earn
the trust of the farmers, rather than limit the odds of opportunism, paid off.

UNEXPECTED OPPORTUNITIES

By the middle of 2002, Honey Care had become a well-known local symbol of work ethic with a track
record that reflected its dedication to small farming communities. Its reputation attracted World Vision,
which was trying to revive productive assets left idle. One of Honey Care’s new competitors, located just
outside Nairobi, had sold a number of traditional beehives to World Vision. The entrepreneurs had
promised to collect the honey intermittently, pay the farmers and market the honey; instead they cashed in
the operating budget and left the hives unserviced. The NGO distributed these hives to local farmers, but
the entrepreneurs had not even come to meet the farmers who had bought these hives. World Vision asked
Honey Care if they could take over and fulfill the promise given to the farmers. They did.
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Another unanticipated opportunity accompanied the declining demand for the project officers’ extension
services. As farmers became more skilled at harvesting the honey, they did not need as much day-to-day
support from the project officers. Eventually, their role began changing from demonstrating the harvesting
and maintenance techniques to providing advice on how to increase the purity of the honey. Project
officers now had more time for new responsibilities.

OPERATING CHALLENGES

In its first years of operation, Honey Care concentrated on fulfilling its social and environmental promises.
Strong relationships with international funding agencies and other donors had channeled sufficient funds to
sustain and gradually expand the company’s operations. But its quick and resounding success was now
posing several challenges.

Beehive Financing Challenges

To expand, Honey Care needed to make significant investments in beehives. Initially, Honey Care had
purchased the beehives and loaned them to farmers, who then paid back small monthly sums toward
eventual ownership of the hives. Later, several NGOs had paid for some of the beehives, but growth had
outpaced the donor funding. Even with the NGOs’ help, the investments in the beehives had exceeded
Honey Care’s capacity and had become a significant constraint on the company’s cash flows.

Relying on donors had constricted Honey Care’s potential for growth. NGO funds could enable more
farmers to acquire beehives, but they could not fully meet the demand. Furthermore, the NGOs’
involvement was only temporary. They would work with a community for three to five years but could not
offer a long-term solution to the increasing need for beehive financing. Honey Care was searching for a
commercially viable approach that could accommodate both the rapid pace of expansion across Kenya and
the longer-term prospects of the farming communities.

Africa Now facilitated a partnership between Honey Care and K-rep Bank, which had introduced new
micro-financing opportunities through its Nairobi and Kisumu branches. Better access to beehives fueled
explosive growth for Honey Care across western Kenya. As more farmers got access to hives, Honey Care
achieved some economies of scale in processing the honey. However, growth brought about new
challenges in managing prompt cash payments to the farmers.

Payment Challenges

On-the-spot payments had been pivotal for the farmers, but as the volume of collected honey increased,
Honey Care representatives were handling significant amounts of cash. They were at significant risk from
highway robbers. As Vip Kumar, Honey Care’s commercial director explained, the company had to find
simpler, safer and more effective ways of managing cash payments:

We’ve always paid for the honey at the farm gate, but as the numbers increase, there’s a
greater and greater risk of carrying cash around. We are now essentially trying to deposit
the funds right into the farmer’s account of a local bank. This will reduce cash handling. It
might take a slightly longer time. Perhaps it’ll allow a means of savings and allow them to
take on other investments maybe buy more hives or other equipment through leasing
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mechanisms that we’ve developed with financial partners. But the village bank network is
still quite small and not widespread. This is a considerable challenge.

A second challenge was the time lag between Honey Care’s payments to farmers and its receipts from
supermarkets — usually several weeks. As volume increased, Honey Care’s cash flows could not cover the
entire lag. However, delaying payment to the farmers could jeopardize their hard-earned trust. Vip Kumar
had already considered this alternative:

If we’re unable to find a way to deal with this then we’re going to have to talk to the
farmers honestly and say, “Look, this is a long-term relationship, we’ve built it over many
years and the money is guaranteed and clearly you’ll get the money in three or five days.”

But going into the field twice, once to collect the honey and then again to pay the farmer, would be
expensive. Honey Care was unsure how to organize the payments.

Collection Challenges

With increasing numbers of farmers joining the program, the initial model of collecting from each
individual producer was becoming less feasible. Honey Care was again toying with the idea of establishing
collection centers. It was a typical model for Kenyan agriculture; farmers from a particular community
would come together at one central location to deliver their produce and receive payment. Collection
centers had their downsides, but they would enable more farmers to extract their honey and be paid in the
short harvesting season. As Kumar explained, each community would gain but individual farmers would
have to bring the honey to the collection centers:

Let’s make it easier for you and for us. We now have sufficient farmers in an area. Let’s
encourage them to deliver to a central location, a centre which is collectively managed by
Honey Care and individual groups and use that as a centre for letting farmers bring the
honey to us now. This allows them to harvest in that short cycle that we have — the
several weeks available in the season. So we want to try and get as many farmers extracted
as possible. And the way we do this is to have a collection centre available rather than the
farmers waiting for us. It certainly means more farmers have access and can get their
honey extracted and get paid.

Quality Challenges

Higher volumes also meant greater stocks and longer shelf life. Honey Care had to find ways to maintain
stock levels, check the heights of the fill and prevent crystallization. There were also consequences for the
bottling process, which now needed to include micro-filtration and improved honey pasteurization
processes. Both would require additional investments in technology and human resources.

Partnership Challenges
Many of the NGOs had come on board with Honey Care for short periods of two to three years. Their

original partnerships with Honey Care were now coming to an end; their projects were completed, and they
were exiting the rural communities. Honey Care had been wise, and fortunate, to attract NGO partners that
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had maintained a hands-off approach. Operationally, the transition would be easy; however, some of the
partners had played a key role in reshaping the initial business model and might continue to do so moving
forward. The relationship with Africa Now had been a symbiotic one. Farouk Jiwa anticipated that Africa
Now would continue to play a pivotal role for Honey Care, but the parameters of this role were still to be
defined. Africa Now could play a pivotal role in setting up the collection centers; they might encourage
more farmers to join the company; they might help build operating capacity as bee farming communities
grew; they might help with alternative financing mechanisms or they might facilitate other trade linkages.

TODAY'S AGENDA

As Farouk Jiwa pondered the best course forward, he wondered how Honey Care’s partnerships have
enabled or constrained the venture’s development. He also remembered Vip Kumar’s warning to pay
closer attention to the economic sustainability of the business model:

The model is great, we love it, it seems to be working, but the financials hadn’t quite taken
grip. Our approach works well for community-based development and for environmental
sustainability issues but hasn’t moved as well on the commercial side.

How could Honey Care’s social and environmental success sustain its quest for financially viable growth?
How might existing partnerships need to be reconfigured to pursue emergent opportunities and overcome
the operational challenges associated with Honey Care’s social and environmental success?

The Richard Ivey School of Business gratefully acknowledges the generous support
of the Schulich School of Business and the Erivan K. Haub Program in Business and
Sustainability in the development of these learning materials.
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Exhibit 1
THE LANGSTROTH HIVE

The Langstroth hive is split into two sections: the brood box at the bottom and the super, which sits on top.
Placed between the two is a wire mesh frame called the queen excluder. This frame stops the queen bee
from going up into the super to lay eggs. Instead, eggs are laid, and larvae are reared in the brood box. The
only bees that can enter the super are worker bees, which store the pure honey there. Traditional and top
bar hives do not have a queen excluder; the honey mixes with eggs, larvae and young bees, and the honey
is bitter and of poor quality.

To harvest a Langstroth hive, the beekeeper places an additional board between the queen excluder and the
super. This divider is called a clearer board, and it is really a one-way trap for the bees. Worker bees move
up and down between the super and the brood box throughout the day. When this trap is in place, they can
find their way down to the brood box, but cannot make their way up again. During a 24-hour period, the
super is thus cleared of all bees. The clearer board and the full super can then be easily removed, and a new
super is placed on top of the hive.

The bee colony suffers far less disturbance with the Langstroth hive than it does with traditional harvesting
methods. The Langstroth hive is one reason why commercial beekeeping had become popular with wider
sections of the rural community, especially with women. Traditional harvesting techniques killed many
bees, and beekeepers were at risk of numerous stings. The Langstroth hive also preserved the honeycomb
during processing. The honey is removed by a centrifuge machine, which spins the frames holding the
honeycomb and forces the honey out of the comb. The empty combs can then be replaced into the super
and returned into the hive. The bees do not have to make more honeycomb from wax, an activity that uses
considerablg energy and pollen; instead the bees merely clean and repair the comb and start refilling it with
pure honey.

® http://www.honeycareafrica.com/files/fags.php#Why, accessed March 12, 2007.
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Exhibit 2

HONEY SUPPLIER CONTRACT

HONEY CARE AFRICA LIMITED

HONEY SUPPLIER CONTRACT

The following agreement, dated is made between HONEY CARE
AFRICA LIMITED (herein after called ‘Honey Care’) of P.O. Box 24487, Nairobi and

(herein after called the ‘Honey Supplier’) of P.O. Box

Whereby it is agreed by both parties as follows:

1.

Honey Care has appointed you as a Honey Supplier under contract for a period of 24 months from
the date signed above, extendible by mutual agreement.

The Honey Supplier or a designated representative of the Honey Supplier will be required to
undertake a Training Programme (Apiarist — Level 1) with Honey Care or any other organisation
approved by Honey Care. Upon successful completion of this programme, the Honey Supplier will be
able to comply with the Honey Care Code of Practice (as explained at the training).

Any representative of Honey Care will be permitted to visit the apiaries, farms, or other sites where
the hives are located to monitor the honey production and his / her recommendations implemented by
the Honey Supplier.

The Honey Supplier agrees to strictly adhere to the Honey Care Code of Practice; any deviation
thereof must be approved in writing by Honey Care. Failure to maintain the standards required for
any aspect of the Code of Practice will lead to the immediate suspension of the contract, and Honey
Care may refuse to purchase the honey.

Necessary technical advice will be provided by Honey Care, upon request.

The Honey Supplier will supply Honey Care with ten (10) fully capped honeycomb frames in the
Super box, ready for extraction.

Full Super boxes, each with ten capped frames, will be collected by Honey Care from the farm of the
Honey Supplier or a named recognised collection point, in accordance with the collection program for
the Honey Supplier’s area. A minimum of 20 full super boxes will be needed for Honey Care to
collect the honey from the farm.

Full Super boxes, each with 10 capped frames, may also be delivered by the Honey Care Supplier to
the Honey Care office at Jamhuri Park in Nairobi.



Page 16 9B07M022

Exhibit 2 (continued)

9. Honey Care will only purchase the honey from the Honey Supplier after it has been verified by
Honey Care personnel that it is completely unadulterated, undamaged, and free of any unacceptable
taste, smell, colour, or any other impurities or defects.

10. Honey Care will make payments for the honey to the Honey Supplier at the rate of Kshs. per
Kg net of honey collected on site, and Kshs. per Kg net if delivered to the Honey Care office at
Jamhuri Park in Nairobi. All payments will be made after deducting any honey rejected at the factory
and any other outstanding amounts, if any.

11. Wherever an Environmental Impact Assessment (EIA) or any other environmental study is required
by Law prior to the commencement of bee keeping in any area, the Honey Supplier will be
responsible for this. Honey Care will not be held liable for this in any way.

12. Any case of unfair dealing/ cheating once reported to Honey Care will result in the cancellation of the
contractual agreement and due action taken by Honey Care to recover any costs.

13. This contract may be cancelled by either, at any time. A notice of at least 30 days must be given to the
other party in advance in writing, stating the intention to cancel this contract.

14. Any misunderstanding between the parties will be solved mutually, through a mutually acceptable
arbitration and / or dispute resolution body, if and when necessary.

15. This contract is subject to all the regular conditions of force majeure.

Signed by Honey Care: Date:

Signed by the Honey Supplier: Date:

Witness 1. ID No.

Witness 2. ID No.

Source: Honey Care Africa, Personal Correspondence with Farouk Jiwa, August 2006.



