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There is both a need and an opportunity to support innovation at the nexus of climate action
and smallholder livelihoods in DRC

 ©

DRC is critical to achieving
global climate change targets

Smallholders are necessary

agents to protect DRC’s
carbon sink

Smallholders are not
benefitting sufficiently from
existing initiatives

A value-chain approach can
leverage MNC incentives to
invest in smallholders

De-risking finance by FCDO
could help protect forests and
enhance livelihoods

TechnoServe @ AGA

As the largest country in the Congo Basin, and holding 10% of the world’s tropical
forests, DRC is the guardian of the single most important carbon sink to protect
against the impact of global greenhouse gas emissions on the climate

Deforestation in the DRC is occurring at an alarming rate and is overwhelmingly
caused by smallholders trying to make ends meet through slash and burn
agriculture and use of charcoal for energy

The main carbon finance model that exists in DRC is the Voluntary Carbon Market,
whose future is uncertain. Most VCM models do not adequately address agricultural
intensification, meaning the underlying incentive to deforest still exists

In export-led value chains such as coffee and cocoa, MNC incentives on living income,
EUDR and value chain decarbonization can be leveraged to invest in SHFs. While the
scale is limited to a handful of corporates, this is a unique additional opportunity

Inclusive business models to promote agroforestry and climate-smart agriculture
among smallholders can enhance resilience and livelihoods in a pro-nature way. Donor
finance still needs to play a critical role in piloting and unlocking these opportunities
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We have completed phase 2 of the project looking at monetizing climate finance for the
benefit of smallholders in DRC

Objectives of this phase:
% Find out how to unlock financing for smallholder farmers in DRC, via climate financing by
ulu exploring:

o SBT mechanism via MNCs leveraging emissions reduction commitments and EUDR

o More traditional climate financing models

Design pilot(s) with specific agribusinesses to test the approach and prove the concept

@ Further validate and determine the potential scale of this kind of solution
. () TechnoServe (o XYW Commercial Agriculture for Smallnolders and Agribusiness
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For coffee and cocoa, the SBT complements other MNC incentives to invest in smallholder

production

=

Agricultural intensification can support firms’ commitments to living
income and fair trade through increased farmer yields

Attainment of farmer living income:

@ Reliable, high-quality supply:

Buyers want to increase reliability and efficiency of sourcing and can
do this by investing in training farmers on how to maximize
productivity and quality

ﬁ& EUDR compliance:

Need to prove that agricultural products sold on the EU market do
not originate from recently deforested land and have not contributed
to forest degradation — creates clear incentive to increase yields
from existing plantations

Y Traceable cocoa with a strong sustainability
&&= story for end customers:
Leveraging of increasing customer demand for ethical and

sustainable practices to differentiate brand from the competition —
need to ensure farmers meet minimum livelihood conditions

Together, these incentives are more powerful than carbon finance alone

@ TechnoServe
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TechnoServe spent 3 months exploring potential initiatives with three companies, eventually
prioritising two alternatives in cocoa

Coffee

A

VIRUNGA

Demand from buyers

Medium — OFI and Nespresso
interested in investing further in the
region but no other interested
multinationals identified

Impact potential

Low — Gorilla Coffee Alliance already
working or planning to work on most
of impact levers, so low additionality

Potential: High Medium

Low

Implementation feasibility

High — Strong capacity from Virunga
and possibility for TNS DRC to
operate in South Kivu

Cocoa

Medium?! — Several buyers potentially
interested but afraid of potential
reputational and compliance risks for
sourcing from DRC

Medium?! — Several buyers potentially
interested but afraid of potential
reputational and compliance risks for
sourcing from DRC

High — High additionality due to lack
of GAPs? and potential to increase
yields of farmers due to lack of
initiatives focusing on cocoa

High — High additionality due to lack
of GAPs? and potential to increase
yields of farmers due to lack of
initiatives focusing on cocoa

Medium — Fairly strong capacity from
Bahari but instability in the regions of
activity. Not possible for TNS to
operate in North Kivu but exploring
models involving local consultants

Medium — Fairly strong capacity from
Bahari but instability in the regions of
activity. Not possible for TNS to
operate in North Kivu but exploring
models involving local consultants

Notes: 1. Demand from buyers in cocoa is mixed, and still needs further investigation.
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Cocoais a $90 million export sector that engages 50k farmers. 2-3 buyers account for around
80% of exports, which travel through the hub of Beni, North Kivu

Cocoa agribusinesses concentration Cocoa exports from DRC 2015-2022 g Cocoa

Millions of USD
| Mater)
, Beni 100 -
Production « 55,000 farmers

Major Nestle, Mars, Hersheys inter alia via local buyers
buyers (Esco, ECOM Trading, Minka, Touton, Walter

80 1 dynamics 60,752 ha under cultivation

‘“ ' 60 - » Many exporters, many buying directly

» Low yields compared with competition

40 1 * Internal migration from North Kivu into Ituri and
20 - Tshopo linked with cocoa growing opportunities
0 - . . .
_ _ 2015 2016 2017 2018 2019 2020 2021 2022 Market + Cocoa is the leading agricultural export from
B High [l Medium  Low dynamics DRC and is growing considerably

» Esco Kivu was the company to reintroduce

Millions of USD . -
Cocoa price evolution on NASDAQ over the & Growmg glob_al _demand and dec_:hm_ng _
past 5 years: USA pro_ductlon / limited area for cultivation in W.
Uganda Africa presents opportunity for DRC
28/2124 close at $5,994ftonne - - == ------- Switzerland « Low levels of farmer loyalty to buyers
II\/(IjaIays!a « Around one third of production is exported to
nt%?jlrﬁ India which has lower traceability requirements
Netherlands than Europe
India + Besides the formal export data, up to 60-70%
0O 5 10 15 20 25 30 35 of production is smuggled via Uganda/Rwanda,

due to high export tax in DRC
Source: UN Comtrade; FAOSTAT,; Elan reports; USAID Invest reports
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Cocoais undertaking a challenging period, creating an opportunity for DRC farmers

DRC has a large potential in cocoa... Potential scenarios

« The demand for cocoa in smaller origins like DRC is increasing due to 1. Business as usual: chocolate
current structural challenges in West Africa including crop disease and brands keep sourcing small
adverse weather conditions amounts of cocoa from DRC

« Thereis an opportunity to source high quality cocoa with good 2. Opportunity loss: Global North
traceability from local exporters in DRC cocoa buyers gradually decrease

guantities sourced from DRC as

_ : the origin is not aligned with their
...but there are challenges to address for it to become a growing sustainability and compliance

origin objectives

3. Opportunity gain: A proof of
concept is conducted showing
that it is possible to source

v risk ke | ¢ brands riski his | relatively significant volumes of
Security risks make investments from brands riskier as this increases cocoa from DRC in a way that is

the potential volatility of cocoa volumes sustainable and compliant

« Existing deforestation dynamics pose reputational and regulatory risks
for chocolate brands sourcing from DRC

Source: expert interviews
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Buyers are greatly interested in improving traceability to achieve sustainable objectives around
iIncreased farmer income, forest conservation and preventing child labor

We find mixed appetite among buyers, with greatest potential among small-mid sized players  Key implications

Buyer Sustainability approach Interest in DRC investment ) ) ) )
+  Given global price hikes in cocoa and
“Our sustainability approach rests on 4 pillars — | Waiting for feedback. Their Gourmet division structural shortages in West Africa,
improving farmer income, human rights, has the Cocoa Horizon initiative aligned with buyers are interested in sourcing their
sustainable ingredients, and traceability” project goals that could be interested balance from DRC
“Our efforts involve renewable Waiting for feedback

* However, demand for investing in SHF
production is more nuanced,
especially among the largest

“Our approach is to improve income resiliency Waiting for feedback “‘middlemen” (e.g. BC, JB cocoa), since:

HEHSHEYS and livelihoods, prioritize children’s well-being,

' and improved traceability for environment”

MARS energy, helping farmers cut water use, improve
crop yield, eliminating deforestation.”

« Security is a risk to implementation /
ROI as well as to reputation

“Our sustainable cocoa strategy focuses on . Hard to justify a carbon story given

FERRERO i_mprove”d traceability and increasing farmer Waiting for feedback lack of control over larger-scale
income deforestation activities (e.qg.,
[1 H I |0 |n

Mondelez, fCentered around mzk/ng cocoa pro;’{;table, ) Waiting for feedback | _9_9 | 9)
orest restoration and community upliftment * The initiative would not only need to
“Our partnership with East Congo Initiative Esco testing interest with them. It's a specialty tackle farmer income and carbon

(ﬂ@" focuses on increasing farmers income, no chocolatier who sources majority cocoa beans objectives, but also increased volume

forced child labour and sustainability” from Esco and EUDR traceability objectives to

generate demand from investors

- “Cocoa Plan rest on 4 pillars: farm productivity,
Nestle Pl procuctivity

child education, agroforestry, additional income” Not interested at the moment
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Working with cocoa farmers to adopt good, regenerative practices could reduce the
emissions factor by ~29% and lead to ~27% increase in farmer revenues

[llustrative model to test

Emission factor, kgCO2 per kg of cocoa Revenue increase per farmer3, USD k
200
| -29%
4.00 ~ 6,0
1,3
4,7

Cocoa

Non-cocoa
Baseline Yield Increase Impact Emission Baseline Revenue  Yield Increase  Impact Revenue*
Emission Factor?! Factor?

Notes: 1. Baseline emissions factor to be confirmed, estimate based on desk research, 2. Final emissions factor calculated assuming total emissions per hectare remains and yield increases from
500 to 700 kg/ha 3. Revenue impact (Avg land size: 1 ha, baseline Yield: 500 kg / ka, optimal yield: 700 kg/ha, price: 6.6USD/kg as of March 2024, Non-cocoa revenue at 30% of baseline and

remaining constant); 4. Impact revenue would also increase due to charcoal savings; however yet to be calculated
Source: Team analysis, Expert interviews, Agribusiness interviews, Research Studies
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A potential program could combine cascading farmer training and household-level
Interventions to increase yields while protecting forest from increased pursuit of cocoa

Approach Delivery mechanism
""" Train farmerson:
*  proper pruning and rejuvenation of trees
weeding and crop management

Yield increase:
» Help farmers to understand and : Farm college model
apply good agricultural practices

to improve yield and quality organic pest and disease control

harvesting and post-harvest storage / handling

extension team

soil fertility delivered by agribusiness

_________________________________________________________________ Locally-hosted

Train farmers on: demo plots

optimal amount of shade and border trees
inter-cropping and rotation for soil health
use of organic material for compost :

Agroforestry
» Support farmers in agricultural i
practices in harmony with forest |
! Informal partnership
between agribusiness and
i national parks / forest orgs

protection

Farmer sensitization on the value of farming on existing
land and dangers of deforestation

_________________________________________________________________

_________________________________________________________________

Household-level energy and

Income * Introduce clean cookstoves and solar energy solutions

* Promote clean cookstoves | to farmers in the agribusiness supply chain i e e

and/or solar energy energy solutions provider

_________________________________________________________________

. (® TechnoServe CASA Commercial Agriculture for Smallholders and Agribusiness
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The study offers several learnings relevant to future FCDO investments in green growth

- Deforestation in DRC is complex, driven by expansion of small- - Smallholder farmer market-based approach to combat
scale agriculture alongside (sometimes illegal) logging and deforestation needs to be complemented with:
mining projects. Any existing efforts to bring climate finance into o traditional climate finance programs on food crops
DRC via VCM projects have had questionable performance o governance programs to support enforcement of existing
government policy and regulation, and
« Export-led value chains with SBT incentives are interesting but o more humanitarian programs for IDPs
buyers have concerns to invest in DRC
o Cocoa and coffee are the most attractive value chains for «  While pursuing a pilot with a single agribusiness, FCDO/ CASA
attracting private sector investment given DRC'’s ability to could continue to engage MNCs to determine appetite for a
be competitive in this space, the potential to increase more SBT-driven investment initiative, once EUDR comes into
yields through agricultural intensification, and the force

applicability of an agroforestry approach
o However, in cocoa, MNCs are currently most concerned

about stabilizing prices and achieving EUDR compliance * Future FCDO agribusiness programs could incorporate an
advisory and technical assistance approach for the largest
* For local value chains, internal incentives such as reliability of agribusinesses, to encourage more inclusive business models:
supply can be more relevant for promoting inclusive business o focused on leveraging local incentives
models and smallholder investment (versus carbon finance) o right-sized TA package given the smaller business size
o Leveraging external investment to support this - even via o emphasis on learning-by-doing rather than expensive
impact investors, would be exceptionally challenging analysis that may not return (“fail fast”)
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We recommend initiating a pilot once a set of conditions are met

Current
situation

Condition

. (5 TechnoServe
Business Solutions to Poverty ©

Clearer buyer
commitment

Buyers reluctant to
explicitly support
initiative given other,
more urgent priorities
(current cocoa price,
shortage of supply)

Attain at least verbal
approval from a serious
chocolate buyer

>> to ensure Iong-term

sustainability and
viability of model

CASA

Recent flares of violence
near Goma and
expected withdrawal of
UN from North Kivu

No further escalation of
conflict

>> {0 ensure security of
team and ability to
create impact

Agribusinesses have
been assessed at high-
level to ensure minimum
criteria reached

Review detailed
financials of
agribusiness and enter
into more legally-binding
arrangement with the
chosen agribusiness

>> to ensure no
unpleasant surprises

Commercial Agriculture for Smallholders and Agribusiness

: D) iligen .
Security clearance 15 CllliEEnES ) Hiring consultant
contract

Identified potential
interested, qualified
consultants to operate in
Eastern Congo

Based on agribusiness
location and program
timing, ensure the
availability of consultant
to travel and deliver TA
to chosen agribusiness

>> to ensure quality
delivery
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Bahari has a keen interest to partner with FCDO, but is still lining up buyer

commitment

Agribusiness overview

Name Enterprise Bahari Sarl

Beni, North Kivu

Founding year [eiozil

Ownership Congolese company with a Swiss shareholder
Key market Mainly selling to buyers in the EU and Asia

# SHFs 7,047

I

» Cocoa agronomy extension to increase
On-farm yields

opportunities  Agroforestry
+ Crop residue management

+ Small livestock
» Cookstove distribution
» Solar distribution

Off-farm
opportunities

Related

.. » Data collection to calculate carbon*
opportunities

— Geographical presence**
Map of DRC

£

Total cultivated area

Territories with SHF
presence

North Kivu: Watalinga, Mabalako, Irango,
Kyanzaba, Kantina, Rwenzori ;
lturi: Mambasa, Irumu; Thsopo : TBC

* Data collection considered as a way of enabling longer-term investment by providing buyers with more accurate information on current carbon footprint

** Detailed geographical presence at the chiefdom/sector level to be collected
*** Exact location in Tshopo to be confirmed with agribusiness

Business Solutions to Poverty ©

Source: Company interviews and data _
. @R O LT of . XYW Commercial Agriculture for Smallholders and Agribusiness




As the largest cocoa exporter, Esco Kivu would be a good partner, but would need to
be motivated by a clear request from one of their buyers

Agribusiness overview — Geographical presence**
Map of DRC @ Agribusiness presence

Name Esco Kivu

Beni, North Kivu

Founding year [k
Ownership Private for-profit company

Mainly selling to EU buyers, with some buyers
in the US and Asia

# SHFs 40,000 but only 20,000 accessible

Key market

I

* Inputs

« Cocoa agronomy extension to increase
yields

» Agroforestry

* Crop residue management

* Small livestock | EEEEEEEEREEEEEEEEEEEE .

» Cookstove distribution

« Solar distribution Territories with SHF
presence

On-farm
opportunities

Off-farm

opportunities
North Kivu: Beni, Lubero ;

Related [turi: Irumu, Mambasa

.. » Data collection to calculate carbon*
opportunities

* Data collection considered as a way of enabling longer-term investment by providing buyers with more accurate information on current carbon footprint
** Detailed geographical presence at the chiefdom/sector level to be collected
Source: Company interviews and data
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