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DESCRIPTION & GOAL —

The Socio-Climate Benefits Fund Facility aims to increase forest restoration and reverse small-
scale deforestation in the Amazon by creating a prototype business that will invest in
agroforestry systems in smallholdings, while sharing production with smallholders and also
facilitating product sales.

SECTOR —
Land use/ Forestry/ Agriculture

PRIVATE FINANCE TARGET —

For the Company: concessional capital providers & equity investors
For the investment vehicle: Institutional investors, private equity investors, impact investors,
concessional capital providers, forestry and conservation investors

GEOGRAPHY—

For proof of concept: Amazon region, Brazil
Scale-up: other Latin American countries addressing small scale deforestation




The Lab identifies, develops, and launches sustainable finance
instruments that can drive billions to a low-carbon economy. It is
comprised of three programs: The Global Innovation Lab for
Climate Finance, the Brasil Innovation Lab for Climate Finance,
and the India Innovation Lab for Green Finance.
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ABOUT THE BRASIL LAB

Brazil aims to reduce greenhouse gas emissions by 43% by 2030, mostly through changes in its land use
and energy sectors. Like in many emerging economies however, funding to meet these targets remains
a challenge. In October 2016, a group of public and private investors — the Brasil Innovation Lab for
Climate Finance — was established to tackle this challenge. The Brasil Lab identifies, develops, and
supports implementation of transformative climate finance instruments that can drive funds for Brazil's
national climate priorities. The Brasil Lab is one of the initiatives that was inifially launched under the
auspices of the Brazil-U.S. Climate Change Working Group, led by the Brazilian Ministry of Foreign Affairs
and the U.S. Department of State. Climate Policy Initiative serves as Secretariat and analytical provider.
The funders of the Lab are included below.
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1. CONTEXT

Brazil has pledged to restore 22 million hectares of its degraded and deforested land, 5.6

million of which belong to smallholders in rural areas. These smallholders require access fo

long term finance and technical support to implement forest restoration activities, which
would benefit them economically and help Brazil meet its NDC.

40 million hectares of land have been deforested and degraded in the Brazilian Amazon
during the last 40 years. While the government infroduced policy measures in the early 2000s
that have made significant progress in reducing large-scale, illegal deforestation, the practice
of small-scale deforestation (areas less than 50 hectares) continues to grow,! leaving small
patches of “fish spine” shaped deforested lands, as seen from aerial images, throughout the
Amazon.?

Deforestation in smaller land areas is especially challenging for authorities to enforce through
satellite monitoring and equipment seizure because they are deforested gradually, mostly for
subsistence needs. Further, once deforested, these lands are often poorly managed and have
very low agricultural productivity. When smallholders are not able to meet their needs with
their deforested, unproductive land, they sell it to “land speculators,” or wealthier farmers. The
new owners then consolidate these small patches of deforested lands into large, contiguous
areas for low-productivity livestock production, before large industrial agriculture companies
then consolidate them with commodity crops.?

Under the Paris Agreement, the Brazilian Government pledged to restore 22 million hectares of
degraded and deforested land, an area roughly the size of the UK. Forest restoration will be
the objective for 12 million hectares of that land. Brazil has also put forward a number of lines
of credit, within their allocated annual funds, for the agricultural sector to finance forest
reforestation, forest management, and agroforestry services.

However, when trying to tackle forest restoration, even with the possibility of income
generation and the ability to be compliant with the Brazilian Native Vegetation Protection
Law (old Forest Code) in small properties, credit lines are not enough incentive to adopt more
sustainable production methods. While smallholders receive some technical assistance
through government programs, it is not enough to scale up their investment in forest
restoration, even when the smallholders are located in clusters of rural settlements where
knowledge dissemination is easier.

The Socio-Climate Benefits Fund (SCBF) seeks to reverse small-scale deforestation by creating
an economic incentive to pursue forest restoration and natural recovery through the
implementation of sustainable agroforestry systems (SAFs): SAFS are land-use management
systems that combine agricultural crops with trees, shrubs, and even pasture, generating
social, economic and environmental benefits to smallholders. SCBF will do this by providing
long-term investments and frainings for implementing agroforestry systems in smallholders’ land
in the Amazon.

! Patches of land below 6,25has are undetected by the Brazilian Program that monitors deforestation in the territory, PRODES
2 Typical small scale deforestation shape that looks like a fish spine when seen from above
3http://ipam.org.br/wp-content/uploads/2016/02/Desmatamento-nos-Assentamentos-da-Amaz%C3%B4nia.pdf

4 https://www.fs.usda.gov/nac/practices/index.shtml
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CONCEPT
2. INSTRUMENT MECHANICS

The Socio-Climate Benefits Fund will invest in a New Company that implements
agroforestry systems in smallholder lands, where a portion of the products from these
systems are owned by the smallholders, and jointly sold in local and regional markets,

ultimately generating returns for investors.

2.1 OVERVIEW AND OBJECTIVES

The instrument consists of an investment vehicle that will raise funds inifially from concessional
capital providers, equity investors and philanthropic organizations, and become the main
shareholder of a Newly Established Company (New Company).

This investment vehicle (or simply the Fund), which could be structured as an investment fund
or SPV, will be the main shareholder of the New Company, raising resources from three main
categories of investors:

e Grant providers such as philanthropic organizations, multi or bilateral organization or
individual donors. Such resources will be used to set up the New Company, to putin
place 5 to 10 initial pilot projects with pre-selected smallholders and pay for initial
technical assistance

e Concessional capital providers, such as impact investors, multi or bilateral organizations
and funds. This category of investor will provide patient capital in two tranches: a senior
franche and a mezzanine franche to be re-paid in 10 to 15 years, at inferest rates
ranging from 7.5% to 10% and which will fund the operations of the New Company

e Equity providers, which will also fund the New Company’s operations and will receive
dividends in up to 20 years

As the main shareholder of the New Company, the Fund will receive back ongoing dividends
from the New Company and will use these resources to pay back principal and interests to
concessional capital providers according to each franche re-payment schedule, and
dividends back to the Fund’s equity providers

The New Company will be responsible for long-term agroforestry investments in smallholders’
lands. The New Company will:

e Develop and implement a screening methodology to select smallholders eligible for
agroforestry investments (see more in Section 2.2).5

e Enferinto Rural Partnership Agreements (Agreements) with pre-selected smallholders,
using a portion of their degraded landholdings as agroforestry systems, as defined for
that area.é

e Engage the smallholders selected for the agroforestry investment, providing them with
technical assistance to frain them to implement, manage, and harvest crops in the
areas under the Agreement.

e Provide all inputs (seeds, fertilizers, others), as well as logistics after harvest. At harvest,
up to 30% of the harvest could be owned by the smallholder.”

5 See more information on page 9-10
¢ Details of key features within the Rural Partnership Agreement will be included in the Annex section
7 According to the Law that oversees Rural Partnerships in Brazil, smallholders should be “paid” in product(s).



e Select which crops will be grown using agroforestry systems. Crops will be selected
based on market liquidity, storage capacity (if possible), adaptability to the region, and
the existence of potential markets in the region for sale of such products. Cocoaq,
coffee, and acai berries are the initial “main crops” chosen for the instrument’s initial
cluster of smallholders in Acre. Banana and rubber trees will also be grown, called
herein “support crops,” to provide the shade needed by the other crops. Bananas as a
support crop also provide a secondary benefit of generating earlier returns to smooth
the system’s cash-flows, while rubber trees have additional carbon sequestration
benefits.

e Develop markets and collectively sell the shared agroforestry harvests to end buyers. At
some point in time, the new company could, in fact, become an anchor company,
becoming a local end-buyer for such products, and, as such, be the vertical integrator
for this new agroforestry supply chain.

¢ Manage the overall operations cash-flows, paying back dividends to the investment
vehicle.

Figure 1: Instrument mechanics
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2.2  SMALLHOLDERS TARGETED

The Socio-Climate Benefits Fund will develop detailed criteria for targeted smallholderss, which
will include at least the following:

e Proven commercial track record: Smallholders must already be part of a “protein
based” supply chain, with experience engaging with a company that provides them
with income, and also looks for social and environmental indicators.

e Primary income for their subsistence needs: Smallholders who already have subsistence
needs taken care of have a better credit risk condition to receive investments, with

8 See key criteria in Annex section



greater ability to engage in a new activity with a longer return horizon that also
diversifies their income sources.

e Compliance with the Brazilian Native Vegetation Protection Law or a commitment that
the smallholder will use the instrument’s resources to comply with this law through
agroforestry implementation.

2.3 INVESTORS TARGETED

During the Proof of Concept Phase, the Socio-Climate Benefits Fund will be created and
managed by a reputable investment management firm, that will also meet international
criteria and standards. This investment vehicle (or simply the Fund) will be the main
shareholder of the New Company, raising resources from three main categories of
investors/fund providers:

e Private foundations and wealthy individuals that would (a) provide grants for setting up
the New Company and (b) provide initial funds for smallholders’ capacity (local labor),
and development/technical assistance in implementing and cultivating agroforestry
systems in their lands

e Concessional capital providers, such as multilateral and bilateral development banks
and venture philanthropists, that would provide concessional capital, such as first and
second loss capital tranches, to fund the New Company’s operations and investments.?
These investments will include the overall inputs needed, labor, logistics, distribution,
and sales.

e Equity providers that, alongside with concessional capital providers, would fund the
New Company's operations.

Together, the investors would provide the resources needed for the New Company to
implement the program, provide capacity training, and sell the harvests co-owned by the
Company and the smallholders. Once the New Company generates revenue, it will pay back
principal, interests and dividends back to investors.

Once the instrument is set up, it aims to implement agroforestry systems in up to 100
smallholders’ lands in an 18-month period. During this inifial phase the instrument, the New
Company (part of the instrument) will also be working to obtain offtake agreements for the
harvests. It expects to implement agroforestry systems in at least 500 smallholders’ lands in up
to four years.'0 Further details of the company’s first operations are in Section 3.

3. INNOVATION

The Socio Climate Benefits Fund is unique in adapting a business model widely used for
poultry, swine, and farm fisheries to develop an integrated supply chain for agroforestry
products, contributing to reverse 40 years of rural setflement deforestation trends.

3.1 BARRIERS ADDRESSED

The instrument’s structure and business model address the main barriers preventing
smallholders in the Amazon from widely adopting agroforestry systems as a forest restoration

? The recently re-launched BNDES FINEM lines of credit combined with resources from Brazil's Fundo Clima could be a potential
opftion to finance the New Company that is being evaluated by the proponent as well:
https://www.bndes.gov.br/wps/portal/site/home/imprensa/noticias/conteudo/bndes-anuncia-novas-condicoes-de-
financiamento-para-restauracao-ecologica-e-economia-florestal/

10The initial goal of 500 smallholders is based in the commercial relationship that the proponent already has with them.



and Native Vegetation Protection Law compliance tool, as well as an economic activity that
will provide significant income.

Table 1: Barriers addressed by SCBF

BARRIER ‘ INNOVATION MECHANISM

Difficult access to long-term SCBF/New Company will provide the upfront and ongoing
resources needed to finance investments needed to implement agroforestry systems in
agroforestry implementation smallholders’ deforested lands, overcoming the need to

develop a project and submit to financial institutions for long-
term loans, which usually don't yet have the knowledge or
willingness to do so.

Time gap between investing and | Once offtake agreements are lined up, the SCBF/New

selling the agroforestry-based Company will consider the possibility of buying the

products smallholders’ production share prior to the harvests in order to
provide them with income before sales, that can occur at
least 3-4 years later.!

The instrument will give smallholders the option of hiring them
fo implement the agroforestry systems in their lands, which
provides them with additional income.

Lack of capacity and knowledge | As part of the hiring process described above, the SCBF will
to implement agroforestry systems | provide training,'2 on a “learning-by doing” basis framework
where smallholders will be engaged in the implementation
and management of co-owned “market-friendly”
agroforestry crops.

Lack of access to markets and SCBF/New Company will serve as an aggregator, identifying
knowledge of market demand and developing markets to collectively sell the agroforestry
and price for agroforestry products to end-buyers and potentially obtaining better sale
products, as well as limited prices.

leverage capacity to sell The SCBF/New Company will invest in storage capacity to
products individually have the leverage capacity to store and sell products at

fimes of better prices.

3.2 INNOVATION

The Lab Secretariat surveyed existing instruments and credit lines available to smallholders to
invest in agroforestry systems. SCBF is somewhat unique in that it facilitates investments by
adapting a vertical integration business model used in other agricultural sectors, applying this
to agroforestry systems as a tool for forest restoration in smallholder lands in the Amazon.

The following table compares existing instruments to SCBF.

" The Rural Partnership Agreement, which is the legal insfrument to be signed between the New Company and smallholders,
is ruled by the legal framework “Estatuto da Terra”. Such legal framework defines that smallholders should be paid their share
of the partnership in products. As per the time when this report was written, there is still a pending legal consultation to check
whether the New Company could purchase the smallholders’ future harvests in advance

121t is foreseen that the service provider hired by the New Company, or the New Company itself, which will be the entity
engaged with the smallholders in the “Rural Partnership Agreement, will engage and train the smallholders for the
implementation of agroforestry systems in their lands



Table 2: Existing instruments compared fo SCBF

EXISTING

INSTRUMENT /
APPROACH

DESCRIPTION

SCBF DIFFERENTIATION

PRONAF Credit
Program (Pronaf
Florestal or
Agroecologia)

Brazilian Government Program
of subsidized rural credit for
small holders of up to 12 years
at 4.5% p.a. interest rate.

SCBF will make long-term investments directly in
smallholders’ land, and does not require
smallholders to borrow money from banks.

Low Carbon
Agriculture Program
(Programa ABC)

Brazilian Government
subsidized lines of credit
program for low carbon
agricultural practices. Loans of
up to 12 years and up to 6%
p.a. interest rates

[same as above]

Moringa Fund

Private investment fund that
targets large scale
agroforestry systems projects
in Latin America and Africa

A similar insfrument to SCBF; however, it does
not necessarily target smallholders based on
already being part of some other supply chain
that provides them with a first income. Also,
unclear if Moringa transfers technical capacity
for smallholders to expand production outside
of the instrument’s partnership

Amazon Fund

BNDES managed funds that
provide non-recourse
financing for climate friendly
activities in the Amazon

To-date, provides grants only for agroforestry
implementation, not investments or programs
aimed at establishing commercial partnerships
looking for returns, or putting in place structured
supply chains specifically for agroforestry,
complementing other existing supply chains, in
rural seftlements that could be replicable
across the country

3.3

CHALLENGES TO INSTRUMENT SUCCESS

Challenges that SCBF will have to overcome to achieve success include:

e Farmer non-compliance/side-selling. Because there could be parallel monetary
incentives that could cause smallholders not to manage crops well, or sell the entire
crops to other parties, rural partnership agreements will carry penalties for non-
compliance, and also be designed to potentially include bonuses for increased
productivity. At a later stage, the New Company can also develop some form of

participation for the smallholders in the New Company, so it's in their overall interest to
be committed to the success and high productivity of the agroforestry systems and the
New Company's increased returns. Moreover, as the New Company will hire and work
together with smallholders to manage the agroforestry systems’ crops, it will be
continuously monitoring them.

e Non-performance of agroforestry systems, particularly due to limited growth or natural
disasters / extreme weather. The New Company will monitor smallholders’ plots and
provide technical support when needed. However, even though the nature of this
business carries the risk of weather events, agroforestry systems are implemented across



a range of separate properties, which increase geographic diversification, thereby
reducing risk.'3

e Lack of demand or low prices for agroforestry products. Diversification of agroforestry
products with different harvest time frames and varying prices that will streamline cash
flows and acts as a natural hedge. In addition, the three main crops are “commodity”
based products (cocoa, acai berry, and cocoa in the case of the Acre clusters) will
help to guarantee liquidity and revenue stability. Finally, the New Company intends to
have a storage facility to stock production to sell the harvests at better times, if
needed.

MARKET TEST AND BEYOND
4. IMPLEMENTATION PATHWAY AND REPLICATION

The Socio-Climate Benefits Fund Facility will initially target small landholdings that already
supply protein-based products to companies owned by the private equity impact
investment fund. In five years, the SCBF aims to invest in more than 1100 landholdings in
different rural settlements in the state of Acre.

4.1 PILOT PROGRAM ELEMENTS

The proponent Kaeté Investimentos will begin operations in the state of Acre, where it has
been working with smallholders’ rural settlements for the last six years. Acre has an estimated
two million hectares, and about 26,000 rural settflement projects.!

The proponent manages a private equity impact investment fund that has invested in
companies to develop local “protein-based” supply chains that deliver social and
environmental benefits to smallholders in rural settlements in Acre. Through these companies,
the smallholders that once deforested their lands for subsistence needs stopped deforesting
as they have switched to local fish, pork, and poultry supply chains, now the income source
for their subsistence needs. However, they have left behind deforested patches or degraded
forest remnants of lands within their properties that, in most cases, need to be restored or
recovered to comply with the Brazilion Native Vegetation Protection Law.

The New Company will, therefore, be established in the surrounding area of Acre’s capital, the
municipality of Senador Guiomard, strategically located near the company “Peixes da
Amazonia” (Amazonia's Fish).' The proponent has commercially engaged over the years with
at least 500 smallholders in that region.

4.2  PILOT IMPLEMENTATION TIMELINE

The proponents aim to formally launch the New Company and kick off operations by July of
2019.

e Present - July 2019: Pre-Launch Phase. Prior to the formal launch, the proponent
will continue its work on:

13 As of the fime when this report was written, we could not identify the possibility of some sort of existing insurance mechanism
for purchase for this scale of Agroforestry investments

14 hitp://www.agencia.ac.gov.br/wp-content/uploads/2011/10/downloads zee projetos de assentamentos verso.pdf

15 Reference to the BNDES Fund managed by Kaeté Investimentos: http://ipam.org.br/wp-
contfent/uploads/2018/04/relato%CC%81rio-eng-v1-rec.pdf
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o Mapping out key stakeholders in the region for additional learning and
refining of the business model, but that could also be engaged with this
instrument in various ways: service providers that would frain smallholders
and support the implementation of agroforestry systems, cooperatives,
commercial companies, local buyers and others that could be potential
off-takers and/or suppliers of key services throughout these supply chains,
local instutions and banks that could advertise the opportunity for
engaging in agroforestry supply chains;

o Securing a minimum of 10 smallholders, preferably that are engaged with
one of the proponents’ companies, and that have indicated strong interest
in the new business model and are willing to engage before formal launch,
and paving the way for greater engagement after launch

o Negotiating and signing a letter of infent with two potential off-takers for
the cocoaq, acai berries, and coffee production

o Designing the key criteria needed and vetting process to select the
smallholders that would benefit from this new business model'¢

o Fundraising to obtain an initial grant to start the process with the initial 10
smallholders before the launch, and also with potential impact investors
and development banks to provide equity and long-term concessional
debt to invest in the instrument

e July 2019 - December 2020: Launch & Phase IA. The New Company will work to
invest in agroforestry systems within the lands of up to 100 smallholders currently
engaged with Peixes da Amazonia. They aim to replace four hectares of
degraded lands with agroforestry, roughly 4% of their land,!” which will likely
surpass the overall restored area required to comply with the Brazilian Native
Vegetation Protection Law.

e January 2021- December 2023: Phase IB. In the next three years, the New
Company will expand its investments in agroforestry systems to at least 500
smallholders’ properties in the regions where it operates Peixes da Amazonia.

It is important to highlight that there is potential to invest in agroforestry practices
in up to 2200 properties in the seftlements surrounding Peixes da Amazonia.

e From 2024 onwards: Phase Il. After four and a half years of operational success
since launch, when markets to purchase agroforestry products from the southern
part of Acre will have been developed and off-take agreements will be in place,
the New Company will have started expanding operations to an additional 600
smallholders who have engaged in protein-based commercial relations with the
companies established by the proponent: Dom Porquito and AcreAves.

e 8-10 years following Pre-Launch: Following the successful implementation of
agroforestry systems and the creation of consolidated markets to sell the products
grown, up to approximately 3,000 properties, and 300,000 hectares of land, could
be under compliance with the Brazilian Native Vegetation Protection Law, and
12,000 hectares of forests will be restored, solely through this instrument.

Moreover, after smallholders acquire the knowledge to implement agroforestry systems in their
land, and with markets in place for their products, reforesting could occur at a much higher
rate than what this instrument is fargeting in each of these landholdings.

16 See Annex for inifial key criteria to select smallholders to enter in Rural Partnership Agreements
17 For properties in the Amazon with area size below 4 fiscal modules, properties with likely 500 hectares or less, the requirement
is to restore forests in up to 20% of the property.
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4.1  FINANCING NEEDS

The amount of money required to establish the New Company and invest in the initial 500
properties through the end of 2023 (Phase | A and B), in an average of 4 hectares per
property, is estimated to be RS 71 million, or US$ 17.75 million, with a suggested ratio of 30%
equity and 70% debt.'81?

An initial US$ 1.5 million of the US$ 17.75 million needed would come in the form of a grant
from a private foundation or government sponsored program. This money will be used to:

(1) develop the investment fund’s (or special purpose vehicle) legal structure and
governance, due diligence, and put in place the 10 initial agroforestry projects
[what, in practice, will constitute the Rural Partnership Agreements];

(2) hire and pay for technical assistance providers to feach smallholders how to
implement agroforestry systems in their lands.

Thereafter, the remaining approximately US$ 16.25 million would come from concessional
capital providers that would provide long-term debt/patient capital in the form of first and
second loss capital, alongside equity providers to the New Company, to finance the
remaining 490 projects estimated for Phase IA and IB.

For the second phase, comprising a future expansion in other rural settlement clusters with an
additional 600 smallholders, an additional approximate US$ 15 million would be required up to
five years after the New Company’s launch.

4.1  PATHWAY TO SCALE

Given concerted efforts in Brazil by several organizations working with smallholders, the
instrument can achieve scale in three ways:

e This model could work with a greater number of smallholders in rural settflements and
other “protein-based supply chains,” beyond the pool of smallholders with which the
proponent has commercial relations with, or in settlements in Acre state only. For
instance, the proponent has ongoing work with organizations in the states of Mato
Grosso and Para that also work with clusters of rural settlements operating in established
“protein-based supply chains.”

e The proponent could reach out to medium properties, where owners are likely not
complying with the Native Vegetation Protection Law due to the size of their
properties, 22 and may be interested in “protein-based agricultural supply chains.”?!

e For greater scale, the model could be expanded by implementing a
franchisor/franchisee system, provided that the franchisee systems will meet the
necessary criteria, including:

1. smallholders meet the key requirements to receive investments

2. alocal service provider is in place to implement the agroforestry systems in
the smallholders’ land, and to tfeach the technical skills needed

3. the New Company identifies and engages with regional off-takers

18 The average used for the model of 4 hectares of agroforestry per property comes from the premise that it's the number of
hectares that a family with 2 adults can manage.
19 The exchange rate used in the report is US$1 = R$ 4

20 According to the Brazilian Native Vegetation Protection Law, properties that have over 400 hectares, or 4 Fiscal Modules, will
likely have to reforest in some cases up to 80% of their property.

21 These supply chains are focusing on sustainable milk and meat production.
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e As forest restoration occurs, creating a pipeline of receivables, these could be
securitized and pledged into a new fund structure, a Receivables Rights’ Investment
Fund that would appeal to a new class of investors that have lower appetite for risks.

e |In addition to these direct expansion efforts, the Fund intends to create a user-friendly
“Agroforestry System Assessment and Investment Template” for smallholders, lenders,
and the investment community. This template will provide users with a framework to
access the optimal combination of agroforestry products in a given area,?2 and a step-
by-step process that will enable smallholders to expand their project to access long-
term lines of credit with financial institutions (such as PRONAF).23

5. IMPACT

This instrument will create a blueprint forest restoration business model in rural settlements
that will sequester at least 10 times more CO:z per hectare in deforested lands over the
next 20 years, deliver Brazil's Native Vegetation Protection Law Compliance fo

smallholders, and increase theirincome by more than 50%.

5.1  QUANTITATIVE MODELLING

The Lab’s financial modeling assesses the agroforestry system proposed for the region of
Acre, which will be the area focused on initially by this instrument, for a 20-year time frame.
The system consists of combining three main crops: cocoa, coffee, and acai, with two
others, bananas and rubber trees and the investments in these crops will be financed by a
pool of investors and donors to the Fund: grant, concessional debt and equity providers.

While most costs are concentrated in year zero and one, revenues for this model begin in
year one, mainly coming from banana production, with coffee and cocoa production
starting in year three. Acai berry trees will begin production in year four. By year seven,
bananas will be phased out and the three main crops will be fully productive. Rubber frees,
which provide a very marginal return, will be fully productive by year 10.

The equity portion of this Fund is assumed at 17% per year for the 20-year period and will
finance 30% of the capital needs to implement 500 agroforestry projects using an average
of 4 hectares per project. Dividends will be paid back at the end of the period.

The additional capital needed comes from concessional debt providers that will be
financing the instrument for up to 15 years and will cover 60% of the instrument’s financial
needs, with interest rates ranging from 7.5% to 10%. Finally, approximately 10% would come
from grants to set up the New Company, put in place a 10-project pilot, and finance a
portion of needed technical assistance.

Moreover, the Lab performed a sensitivity analysis to determine the variations in returns to
equity investors, caused by variations in product prices and estimated productions.
Variations in a basket of price and volumes in the three main products of up to 20% could
affect the equity IRR up to 5%.

However, since revenues are based on a composition of three main prices and production
is dispersed through a range of different properties, managed by different smallholders, it is
likely that if such variations occur, they will not occur in the same direction across properties
and products.

2 The proponent will develop such a template once kicking off the first 10 agroforestry projects.
2 National Program for “Family Based” Agriculture
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5.2 ENVIRONMENTAL AND SOCIAL IMPACT

The implementation of agroforestry systems for forest restoration has important climate
mitigation impacts, as it sequesters carbon over time within the trees’ organic matter. Current
degraded lands in the Amazon hold very little carbon, with an average ranging from 9.7 and
22.2 tons of CO20n a per hectare basis.2* According to the proponent’s analysis, with the
agroforestry system proposed, in twenty years, the carbon sequestration potential of these
agroforestry systems is approximately 220 tons of CO2 on a per hectare basis,? increasing total
carbon stored tenfold.2¢

Moreover, the combination of different crops improves crop resiliency,?” preventing crop
disease, and improving resilience to extreme weather events, while improving biodiversity in
the ecosystem. Moreover, the spatial allocation of the agroforestry systems will also consider
connectivity criteria to help support the implementation of ecological corridors.

As crops become more resilient to a changing climate, investments in agroforestry systems will
generate significant social impacts.

If smallholders and their families implement agroforestry systems in only one hectare of their
lands through this instrument to grow cocoa, acai berries, and coffee, in addition to the
“support cultures” of rubber trees and bananas, their income could increase by 58%. If
implemented in the model’s proposed size of four hectares per property, theirincome would
increase by 234%. Such returns reflect the smallholder production share conditions set forth in
the Agreement with the New Company, which will be, on average 25% of total production.28

Figure 2: Increase in smallholder farmers’ income
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24 http://www.scielo.br/scielo.php2pid=50044-52672015000300271 &script=sci_abstract&ting=pt

25 Osvaldo Stella, PhD, Socio Climate Benefits Fund Working Group member methodology, upon request

26 Estimativa de Biomassa de Sistemas Agroflorestais das vdrzeas do Rio Juba, Cametd, Pard. — SANTOS, Silvio Roberto;
MIRANDA, Izildinha; TOURINHO, Manuel Malheiros. ACTA Amazdnica.

27 https://academic.oup.com/bioscience/article/61/3/183/238071

28 hitp://www.planalto.gov.br/ccivil_03/decreto/antigos/d59566.htm

13


http://www.scielo.br/scielo.php?pid=S0044-59672015000300271&script=sci_abstract&tlng=pt

5.3 PRIVATE FINANCE MOBILIZATION AND REPLICATION POTENTIAL

The proponent proposes to raise US$ 18 million, initially, to implement agroforestry systems in
500 landholdings, and, in a five-year time frame, could raise an additional US$ 15 million
targeting just the smallholders that already have a commercial relationship with the
companies owned by the private equity fund that is managed by the proponent.

The proponent aims to replicate this instrument beyond Acre, in the states of Mato Grosso,
Ronddnia, and Pard, through partnerships that are under negotiation. These regions also have
good market access for cocoaq, coffee, and acai and some wood sourcing species. Since the
end goal is to scale up agroforestry implementation and scale up commercially such products
supply chains, another cluster in either one of those states would require an additional US$ 30
million. Such funds could come either in a third capital call for the existing instrument, or a
replication fund targeting new regions. Scale-up in these regions would enable engagement
with up to 5000 families/smallholdings in addition to those already engaged in Acre. An
additional US$ 150 million could be raised to expand activities in these regions over time.

Once smallholders are actively managing agroforestry systems, these farmers could access
the PRONAF Forests government subsidized credit line for forest-based agriculture, that has a
12-year repayment schedule and interest rates of 2.5% p.a., further improving livelihoods, and
capacity to invest in additional agroforestry projects.

6. KEY TAKEAWAYS

The Lab’s analysis of the Socio-Climate Benefits Fund Facility found that it fulfills the following
Lab criteria:

¢ Innovation: The Socio Climate Benefits Fund adapts a well-known business model used
in the poultry and swine meat production sectors to implement and transfer knowledge
for agroforestry systems, incentivizing forest restoration in smallholders’ lands and
ensuring compliance with Brazil's Native Vegetation Protection Law.

¢ Financially sustainable: The instrument initially relies on concessional capital. Once the
instrument builds a track record from an initial pilot and scale-up, a new class of
investors with fixed lower returns can be brought into the model, replacing
concessional capital providers, in potentially a receivables fund structure.

e Catalytic: While the instrument pilot has a relatively small impact on 500 farms initially, its
innovative nature makes it attractive for replication. There are 3,589 rural settlements in
the Amazon in which smallholders are already engaged in meat and pouliry raising
through a franchise system that could be targets for this instrument in the future.?? In
addition, the instrument could spur greater use of other existing credit lines for
agroforestry systems targeting smallholders, such as PRONAF,30 with annually available
US$ 7-10 billion at subsidized rates, but largely unused for this activity due to the barriers
this instrument addresses.3!

e Actionable: The proponent has more than eight years of experience developing
sustainable protein-based supply chains in rural settlements, with a strong mandate
from investors to deliver social and environmental outcomes from those investments.
The proponent has the expertise in managing funds and companies, connections with

29 http://ipam.org.br/wp-content/uploads/2016/02/Desmatamento-nos-Assentamentos-da-Amaz%C3%B4nia.pdf
30 Current PRONAF resources for year 2018/2019 are at US$ 7.75 billion at an exchange rate used herein of US $1 = R$ 4
31 https://www.socioambiental.org/banco_imagens/pdfs/Financiamento Agroambiental no Brasil ISA 2012 resumo.pdf
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local services providers, a well-established smallholders’ network, and a successful track
record in implementing business models that deliver social incentives and
environmental benefits, enabling them to implement this new business model by the
end of 2019.
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8. ANNEX - CRITERIA FOR PRIORITIZING SMALLHOLDERS TO RECEIVE
AGROFORESTRY INVESTMENTS ON THEIR LANDS

1.

Personal Form filled, original and copy of ID related documents: The smallholder, and
his/her family members above 18 years old, living within the property/land that will
be used to enter into a Rural Partnership Agreement with the New Company must fill
a personal form with their main information and present their ID related documents:
RG, CPF, and proof of address (electricity, phone or other bill sent to that property);

Proof of Income coming from the rural property: The smallholder and his/her family
members living within the property should present documents (bank account
balance, tax statements, or other equivalent documents that indicate some stable
income) for the last 12-months attesting that his/her primary income comes from an
economic activity in his/her property and, as such he has a commercial relationship
as supplier of either “Peixes da Amazdnia”, “Acreaves” or *“Dom Porquito”, in the
state of Acre - the companies in which Kaeté Investimentos has an equity
participation in;

a. Incase the smallholder does not have a commercial relation with the
companies above, he/she needs to prove that he/she has a stable income
(providing the above mentioned documents) that is associated with an
economic activity within his/her property and, that he/she he lives in, for instance
be engaged in a supply chain such as “milk production”, “livestock production”,
or “agricultural production” with regular buyers

Property/Land related documents: The smallholder should present either the official
permanent land title (“Escritura™) or, in case he/she does not have it, he should
present any other official document that attest his/her right to use the land that will
be used to enter into a Rural Partnership Agreement with the New Company).
Moreover, in case he/she does not have yet permanent land titles, they should
prove beforehand that they are actively working towards obtaining permanent land
title for the property. Therefore, any proof that he is taking the necessary steps
through government sponsored programs to regularize land ownership (for instance
Terra Legal or others) should also be presented

Property/Land Conditions/Area: The property that will be used to enter in a Rural
Partnership Agreement with the New Company must present the related documents
that attest that its part of Brazil's Land Regularization Agency's Rural Settlements
(INCRA) and must not be within Indigenous Lands or Protected Areas. Moreover, the
minimum required area per property to be used in the Rural Partnership Agreement
should be of 2 hectares

Commitment to Environmental Compliance: The smallholder must present the
registration of that property/land in the Rural Environmental Registry (CAR - Cadastro
Ambiental Rural) and subsequently will sign a binding document with the New
Company in which it commits to meet Brazil's Forest Code requirements in up to 5
years




