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Althelia Ecosphere

Bundling mutually reinforcing revenue streams at the
landscape level to align investor returns with sustainable

development in forest countries.

Overview

Althelia Ecosphere, launched in
2011, is an asset management plat-
form for investing globally in sustain-
able land-use projects that deliver
multiple social, environmental and
economic returns, aiming to demon-
strate that financial performance can
be fully aligned with sound environ-
mental stewardship and social devel-
opment. In 2013, Althelia announced
the first closing of its Althelia
Climate Fund (ACF), an investment
fund that will focus on sustainable
land use, namely certified sustain-
able agriculture with landscape level
benefits from ecosystem services
(EIB, 2013). Althelia aims to raise at
least USD 200 million, and is on track
to achieving its funding goals with
commitments of USD go million at
its first close in June of 2013 (EIB,
2013; Zwick, 2013). Althelia aims to
manage investments with simulta-
neous positive impacts by: investing
in climate resilience (mitigation,
adaptation, preservation of ecosys-
tems); investing in food security,
local development and poverty
alleviation; returning competitive
and fair profit to investors, aligning
stakeholder interests; develop new
investment models to help shape

national and international policies on
climate change and natural capital.

Institutional Environment

Through a public-private partnership
approach, ACF will benefit from
technical, design and implementa-
tion support as well as a strong pres-
ence on the ground from its partner
organisations including Conservation
International* (Cl), SNV and Wildlife
Works Carbon LLC? (WWC). In 2011,
to facilitate the Fund'’s start-up,
Althelia and Cl signed a framework
agreement thereby Althelia to get
access to working capital, pipeline
and technical capabilities (Cl, 2011).
Althelia has also signed a framework
agreement with WWC to finance and
jointly develop projects, and a MoU
in place with SNV to cooperate on a
range of relevant activities relating
to provision of technical capacity and
finance.

Financial Structure

Itis a closed end fund that will devel-
op multiple revenue streams from
forest protection and sustainable
land use in Africa, Latin America and
Asia. Upon achieving its first round
close it currently is in its investment
phase and also pursuing a second

CI provided up-front bridge
financing of USD1.35 million to
help jump start the ACF, CI will
be an integral part of the Fund
and its development through its
participation in ACF’s Expert
Board, which will guide the
Fund’s investment strategy and
ensure potential investments
meet best practice standards. CI
will bring its scientific, project
development, policy, standards
and markets expertise to guide
the Fund’s investments to
maximize social and environ-
mental benefits, and establish

a leadership model worthy of
replication. CI will also leverage
its on-the-ground presence in
over two dozen REDD+ countries
to help ACF identify and advance
potential investment opportuni-
ties (C1,2011)

WWC were the first proponent to
achieve project validation under
the Climate, Community and
Biodiversity Standards for its
Kasigau Phase I project (Kenya).
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round closing that is scheduled for
Hi1-2014.

Structure and value drivers

The Fund is structured as a Luxem-
bourg SICAV-SIF, and will be man-
aged by its Luxembourg-based Gen-
eral Partner, Althelia Climate Fund
GPs.ar.l, and advised by its London
based subsidiary, Ecosphere Capital
Partners LLP. Returns are based

on the value of long term purchase
agreements for real assets (e.g.
certified commodities, sustainable
agricultural produce) as well as envi-
ronmental services (e.g. payments
for ecosystem services such as
carbon, water and biodiversity), thus
demonstrating the ability to gener-
ate an income stream in the form of
cash dividends delivered to investors
over eight years. Further non-cash
benefits relate to CSR benefits,
supply chain management and requ-
latory hedge. For local stakeholders
returns relate to enhanced economic
and livelihood options, improved
mitigation and adaption to climate
change (with mitigation also a global
benefit), and enhanced biodiversity
and ecosystem functioning.

These ‘blended value investments’
are leveraging mutually reinforcing
trends including: the major costs
and risks related to the depletion of
natural capital; the increasing need
for a sustainable intensification of
agricultural output (and thus avoid
further land degradation and de-
forestation; the increasing appetite
for certified commodities, which

are based on lower-environmental
impact, reduced deforestation and
social benefits (e.g. Consumer Goods
Forum targets for achieving net zero
deforestation by 2050, meaning that
major businesses will need to green
their supply chains); an emerging
price signal for components of the
landscape that are currently ‘eco-
nomically invisible’ (e.g. carbon,
clean water, standing forests) (Althe-
lia, 2012).

Criteria for financing

20 projects are currently in the pipe-
line (further information is currently
not available while contracting is still
underway in the investment phase).
On average, about USD 10 million
(with up to 30% capex) will be invest-
ed in each project focusing on food
security, natural capital preservation
and decarbonisation of agricultural
and supply chain processes (FMO,
2013). Specifically, ACF will invest

in projects where capital can be
deployed to reduce harmful environ-
mental and social impacts through
the following activities (Althelia,
2012):

¢ Legalization of communal land
and cadastral planning.

* Small productive community
projects under conservation
agreements.

* Improvement and increased pro-
ductivity of traditional systems
of production.



e Technical and environmental
training programmes.

¢ Protection, control, and moni-
toring.

Risk management

Althelia has measures in place to of-
fer risk mitigation against a number
of REDD and Carbon risks through
a mix of revenue diversification,
certification, dialogues aimed at
securing advanced market commit-
ments (AMCs), as well as applying
ESG management and performance
criteria for risk management (Al-
thelia, 2012; Cl, 2011). The ‘pay-
ment-for-performance’ approach
will be used to strictly monitor and
control the performance of invest-
ments and disbursement of cash.

As a means of managing risks relat-
ing to the funds ability to source in-
vestable deals exclusive partnership
arrangements (with Conservation
International and USAID) to ensure
preferred access to high quality in-
vestment opportunities (field tested
and ready for scale-up) to benefit
from a significant existing invest-
ment pipeline for timely and efficient
deployment of capital. Furthermore,
key partnerships with government
and local stakeholders aim to en-
hance returns to local stakeholders
as well as reduce operational and
reputational risk.

In relation to providing stronger
guarantees of revenues, securing
AMCs could provide a guaranteed

minimum tariff paid over time (often
used for renewables) to help ensure
the investor that the initiative will
not fall below a certain revenue
stream (Cl, 2013). This form of
insurance of guaranteed revenue is
of vital important to securing capital
from Institutional Investors and
other major investors who could be
attracted to this emerging space.

Investors

First round subscriptions to ACF
mainly include leading public sector
institutions, mostly development
banks, including the European
Investment Bank (EIB), the Finnish
Fund for Industrial Cooperation
(Finnfund), and the Dutch Devel-
opment Bank (FMO), as well as the
Church of Sweden and a large Euro-
pean bank. Over the next twelve
months, Althelia expects to raise
additional capital, targeting an over-
all level of EUR 150 million (USD 200
million) for the Fund (FMO, 2013).
As ACF scales up, it hopes to attract
more private-sector investors into
the fund (Zwick, 2013). It should be
added that for EIB the ACF rep-
resents its first REDD+ or sustainable
land use fund in which it has invest-
ed, contributing up to EUR 25 million
(USD 35 million). It ascribes this to
the level of risk management due

to the diversification of the revenue
stream, the credibility of the fund
management team'’s track record
and the structure and strength of the
partnerships in place on the ground,

Althelia Ecosphere
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thus providing a rigorous and strong
pipeline (EIB, 2013).

Entry points to ILM

Althelia aims to utilise the ACF to
demonstrate how innovative finan-
cial instruments, including those in-
tegrating value that could arise from
a UNFCCC REDD+ mechanism or
voluntary or subnational initiatives
like those underway with the VCS,
can be deployed at scale to enhance
economic, environmental and social
benefits for local communities, port-
folio companies and investors (EIB,
2013). The generation of multiple
revenue streams and the explicit and
continuous management of ESG risk
factors at project and community
levels provide key ILM entry points
for Althelia.

Diversifying Revenue Streams
through an ILM Approach
Diversification through multiple
revenue streams has enabled ACF
to build the business case in the
absence of a functioning internation-
al regime for REDD+ or accessible
market price signals for forest con-
servation and sustainable land use.
This approach also provides number
of opportunities for ACF funded
projects to leverage investments to
catalyse a range of positive impacts,
including (Althelia, 2012): positively
transformed land-use models deliv-
ering both certified and sustainable
commodities, as well as improved
ecological and social conditions for

local stakeholders; reduced green-
house gas emissions and sustained
or enhanced biodiversity and ecosys-
tem function.

Through investing in projects that
explicitly focus on enhancing bio-
diversity and ecosystem services,
ACF aims to increase ecosystem
integrity, resilience and function,
further enhancing carbon storage
and sequestration ability of project
areas and reduce emissions from
the communities involved (Althelia,
2012). Community involvement in,
engagement in and support for the
projects (including governments,
communities and NGOs) through
participation and benefit sharing
not only will serve to minimise social
risks to project performance (e.g.
social or political opposition), but
should equally contribute to better
design of project activities.

ESG Policy and Management
System and Standards

Rigorous use of standards and
effective ESG management is seen
as key to ensure positive synergies
across different economic, envi-
ronmental and social benefits of
ACF financed projects. Althelia has
therefore worked with investors and
NGO partners to design a propri-
etary ESG policy and management
system (FMO, 2013). Projects must
comply with the 2012 IFC Perfor-
mance Standards on Environmen-
tal and Social Sustainability, and
forest-based emissions reductions
financed by ACF must comply with



VCS Protocols for Agriculture, For-
estry and Other Land Use sectors,
and the gold level CCB certification
standards, and REDD+ Social and
Environmental Standards (for deliv-
ering smallholder/community-led
equitable benefits and exceptional
biodiversity benefits) (FMO, 2013).
Furthermore they must demonstrate
the clear consent of involved stake-
holders and communities through
meaningful participation, dialogue
and consultation (verified by the
application of the EIB Social Assess-
ment Guidance Notes3 (EIB, 2013).
These monitoring and certification
processes should ensure that ACF
investments are developed as to
be eligible for recognition within ju-
risdictional (subnational and nation-
al) REDD+ programmes currently in
development (e.g. VCS Jurisdictional
and Nested REDD, UNFCCC REDD+
mechanism at the international
level, regional frameworks in the
Governors’ Climate & Forest task-
force) (FMO, 2013).

Challenges and oppor-
tunities for scaling up
ILM finance

Althelia Ecosphere aims to demon-
strate that financial performance can
be fully aligned with sound envi-
ronmental stewardship and social
development. However, the table
below highlights some of the key
challenges it has had to overcome in
order to raise capital from investors
for what was initially a pure play
REDD offering.

Challenges

Market uncertainty and unfa-
miliarity of the investment case.
Materiality of natural capital
depletion, climate change risks
not integrated in balance sheets
or including in fiduciary risk
assessments.

Up-front financing needed to
get projects off the ground.

Readiness for investment ready
projects and accessing private
capital at scale.

Althelia Ecosphere

Solutions/Opportunities

In order to improve the alignment of eco-
nomic principles with economic realities,
ACF developed its original pure play carbon
offering to one that was primarily based on
a revenue stream from real assets, and thus
diversified risks related to both the uncer-
tainty in the international climate regime
and unfamiliar business mode by blending
multiple revenue streams. Together with
AMCs as a key insurance provision for inves-
tors, vertically integrated risk management
and results-based finance, the approach
aims to help build the business case for
more conservative investors that these
instruments will not fall apart if a credible
international regime for REDD emerges or if
carbon markets remain highly uncertain.

Althelia has the ability to a proportion of
capital commitment up front (e.g. potential
for early deployment of up to 30% capital)
in order — in some cases this may mean
cooperating with a foundation to provide a
portion of the early capital. Althelia’s part-
nerships are also key to gaining access to
high quality investment opportunities that
have already been field tests and are ready
for scale-up.

The first close comprised of major public
and private investors. However, the second
round closing will seek additional capital
primarily from private institutional investors,
with target to reach 2/3 private capital at
final closing. Strategic partnerships with Cl
and USAID enabled Althelia to develop a
strong investment pipeline for timely and
efficient deployment of capital. Althelia
believes that it is now vital to finance those
projects that are ready for investment in
order to develop a track record and prove
there is a business case, and learn from
those to adapt and improve for the next
generation of landscape intervention funds.
It is targeting financial managers with
long-term investment strategies, and aims
to demonstrate the business case for these
innovative financial instruments in order
to enhance the valuation of assets that are
sustainable and environmentally robust.

TaBLE 1.

Althelia Ecosphere challenges and opportunities

3. Refer to the 2009 EIB Statement
of Environmental and Social
Principles and Standards.
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Bunge Environmental Markets

Addressing landscape inefficiencies through a value chain

approach

Background: Bunge
Environmental Markets

The focus of this case will be a specif-
ic multi-benefit agroforestry project
implemented by Bunge Environmen-
tal Markets (BEM), a part of Bunge's
Financial Services Group that devel-
ops emissions reductions projects in
established and emerging markets.
Bunge is a leading global agribusi-
ness and food company, with inte-
grated operations in over 40 coun-
tries and present at almost every
step of the world’s food production
chain. The company sells fertilizer
in South America; buys, sells, stores
and transports oilseeds and grains to
serve customers worldwide; process-
es oilseeds to make protein meal for
animal feed and edible oil products
for commercial customers and con-
sumers; produces sugar and ethanol
from sugarcane; and mills wheat,
corn and rice to make ingredients
used by food companies. . Bunge’s
Financial Services Group provides
financial services, risk management
and logistics services to end custom-
ers as well as executes risk manage-
ment strategies for Bunge.

BEM works globally, developing and
implementing emissions reduction

projects for commercialisation with
other companies and governments,

thus creating economic incentives
for investments in the green econ-
omy. Active in the carbon markets
since 2004, the group oversees emis-
sions reduction services provided by
Ecoinvest Services, Bunge Environ-
mental Markets and Climate Change
Capital (CCC). The merging of CCC's
Carbon Finance and BEM created
one of the world’s largest asset man-
agers of emission reduction projects,
which at one point reached USD 1.6
billion assets under management.

Leveraging the company’s global
agribusiness profile, BEM identifies,
develops and invests in emissions
reduction opportunities relating to
a wide range of sectors and projects
including renewables, waste-to-en-
ergy solutions, responsible forestry,
sustainable agriculture and com-
munity impact investments among
other. The Bajo Mira and Frontera
Collective Territory in Colombia is
one such project, whereby BEM was
approached by USAID to scale up an
existing agro-forestry and conser-
vation project for avoided emissions
from deforestation in a more sus-
tainable business focussed manner.


http://www.climatechangecapital.com/home.aspx
http://www.climatechangecapital.com/home.aspx

Bajo Mira and Frontera
REDD Project

The Bajo Mira and Frontera Collec-
tive Territory (TCBMF*#) was original-
ly a pure REDD (Reduced Emissions
from Deforestation and forest Deg-
radation) project supported by US
AID through their MIDAS (More In-
vestment for Sustainable Alternative
Development) s programme. MIDAS
had engaged with communities over
an area of 46,841 hectares (commu-
nity-owned land), in a biodiversity
hotspot in the South West of Colom-
bia, an area that had been degraded
through timber over-exploitation,
illicit crops and palm oil plantations
The Government of Colombia issued
collective land titles (by constitution)
to the communities that traditionally
occupied the forest area. Forest deg-
radation was due to illegal logging
and timber over exploitation with
~80% of the TCBMF economy de-
pending on the sale of timber from
natural forests.

The original USAID MIDAS pro-
gramme had provided financial
compensation to the communities
for the conservation of an area of
5,200ha, developed a Forest Man-
agement Plan and also established
about 400 ha of agroforestry for
Fairtrade cocoa in already deforest-
ed areas. BEM first became involved
in the initiative in 2010 when USAID
expressed interest integrating a pri-
vate sector company into the project
as a means of ensuring on-going for

MIDAS, which would sunset over the
coming years.

The project was originally formulat-
ed to generate emissions reductions
through averted degradation and
deforestation. As such USD 200,000
was invested to determine the feasi-
bility of the project and its ability to
be profitable in order to determine
the viability of the project. The fea-
sibility study included assessments
of the prospects of investment,
country and regional risks, coun-
terparty’s risk and carbon credits
estimates. It highlighted a number
of challenges in developing a REDD
focussed project. This included
specifying the activities that could
generate emissions reductions from
REDD and ensuring the longer term
economic sustainability of relying on
payments through emitted carbon
once USAID had exited the region
and programme.

ILM Entry Point: Scaling
up REDD to a value
chain approach for
sustainable landscape
interventions

Given the economic limitations of
the pure play REDD model identified
in the feasibility study, BEM pro-
posed a project that would develop
and improve existing cocoa practices
professionally (drawing on its long
history and deep integration in the
agribusiness supply chain) in order
to enhance income generation that
would allow for the conservation

Bunge Environmental Markets |

Territorio Colectivo de Bajo Mira
y Frontera (TCBMF)

More Investment for Sustainable
Alternative Development (MI-
DAS from its original Spanish
language initials — Mas Inver-
sion para el Desarrollo Alternati-
vo Sostenible.

7
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and sustainable management of the
forested areas. BEM consulted with
the afro-Colombian communities on
how best to scale up the USAID pro-
gramme native forest conservation
(started in 2008 on 5000 ha) by sup-
porting the adoption of sustainable
agriculture and forestry to adapt to
climate change.

The implementation of sustainable
agro-forestry practices are intended
to lead to a number of landscape
level co-benefits as a result of the
prevention of unsustainable log-
ging and planting of illegal crops,
including, positive impacts on water
resource management (preservation
of mangrove system), biodiversity
conservation, climate resilience

and livelihoods improvements. The
project therefore hopes to deliver
multiple landscape scale benefits
relating to:

e Emission reductions: 275,000
tons of CO2 (restoration and
conservation of 46,000 ha) per
year certified under the VCS in
accordance with REDD.

e Catchment management and
biodiversity: restoration and
preservation of over 23,000
ha of native and endangered
mangroves (creating biological
corridors to guarantee genetic
flow; restoring mangroves as
buffering ecosystems for flood
protection in relation to sea level
rise and changes in precipitation
regimes).

e Sustainable land use [ employ-
ment: structured and diversified
incomes from alternative and
certified commodities as well as
carbon credits help to address
the drivers for unsustainable
logging and the planting of
illegal crops. Sustainable agricul-
ture is projected to be expanded
over 5 years from 400 ha to 4000
ha for increased production of
sustainable cocoa, building a
business case for local/aborigi-
nal communities that could be
integrated into a multi-national
value chain.

* Development and aggregation
of the supply chain: capacity
building for 2000 farmers on
sustainable professional cocoa
plantations (with USAID).

Economic diversification and
value chain optimisation

Given the early identified constraints
of the REDD only approach, the local
communities granted BEM a man-
date to assist in the development of
a source of stable economic activity
(sustainable cocoa production and
to help develop the REDD project
from which the carbon credits could
be shared 50:50. BEM recognised
thatin order to develop both the
sustainable agro-forestry practices,
it needed to apply its long stand-

ing experience in agricultural value
chains in order to develop capacity,
aggregate and optimise key compo-
nents of the cocoa production value
chain, which were at present lacking



in these communities. This included
capacity development on farm pro-
duction of cocoa, business planning
for the expansion of cocoa produc-
tion, the development of shared
nurseries, the monitoring of disease
and alternative seed stocks, and the
monitoring of cocoa production to
ensure transparency for certified and
export quality.®

In order to diversify economically,
initially, a broader range of products
(e.g. coconut, acai palm, palmetto,
etc.) were identified for develop-
ment and commercialisation outside
the territory and export. Secondly,
Bunge also has explored how to
extend the project’s boundaries to
include more ‘Consejos Comunitar-
ios’ in order to scale the production
of the different products in consid-
eration. At present, Bunge is still as-
sessing the feasibility of investing in
the development of other economic
and agricultural activities in order to
determine the potential and level of
additional investment.

Partnership approaches to build
the financial and economic case
for enhancing the sustainability
of landscape conservation

In order to be able to support the
development of the REDD compo-
nent of the project, BEM agreed to
find the best possible financing for
the establishment, development and
management of the cacao business,
and then be responsible for the man-
agement, development and distri-
bution plan of cacao. Therefore BEM

identified a strategic supply chain
partner who would be involved in the
development of the Cocoa business,
adapt the project so that it could be
both sustainable and competitive
within the existing value chain, and
potentially be an off-taker of the
cocoa.

Reasons for investing for the supply
chain partner (the cocoa company)
included the fact that good quality
cocoa was already being produced in
the territory and farmers already had
some knowledge of cocoa planta-
tion, so there was strong potential

to expand and create a professional
cocoa plantation. The cocoa compa-
ny is now initially providing technical
support in order to train farmers

in a variety of processes, includ-

ing collection, drying, fermenting
loading, etc. In addition, technical
support was provided to complete an
inventory of the cocoa planted until
now in the TCBMF, vital for providing
a baseline to design the expansion
plan and complete a full understand-
ing of all the costs involved in each
step of the supply chain.

Furthermore, in order to be able to
secure finance for the project, one
challenge was to generate met-

rics for investors to report on the
project’s financial and non-financial
returns in relation to the social and
environmental impact at the com-
munity level. This required an identi-
fication of the real needs of the com-
munity in terms of social welfare, as
well as the concrete environmental

Bunge Environmental Markets

Five percent of the cocoa price
would be used to absorb the
commercialisation costs and
operational management.

9
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7. Impact Reporting & Investment
Standards developed to provide
a common reporting language
for impact-related terms and
metrics. IRIS was initiated and
is governed by the Global Impact
Investing Network (GIIN).

improvements to be generated. In
order to achieve this, the Impact
Reporting & Investment Standards
(IRIS)” was chosen as the best stan-
dard to help BEM determine and
measure the impact throughout the
lifetime of the project.

Synergizing climate resilience,
agriculture and conservation
benefits

Originally, climate change adapta-
tion was not a component of the
project. However, BEM realised that,
given the exposure of the area and
vulnerability of the communities to
climate change impacts, the project
had to foster and strengthen agri-
cultural and agroforestry practices
in relation to climate change in
order to be successful in the medi-
um to longer term. The project will
therefore invest in cocoa production
and agro-forestry practices that
strengthen capacity building in a way
that the improved hybrids of cocoa
will thrive under prevailing climatic
conditions. Also, since cocoa is such
an important product, it is important
to maintain a reservoir of other va-
rieties that will be more resistant to
climate change (using ‘jardines clo-
nales’). The project also will broaden
the products that the community
grows so that they don’t depend on
just one or just a few producers. The
agro-forestry projects will enable
the communities to combine trees,
bamboos, palms and other non-tim-
ber forest products, enhancing
diversification and contributing to

improve nutrition, food security,
either as part of the family diet or as
means to achieve additional income
depending on the season and climat-
ic conditions. These on- and off-farm
interventions have been included as
core components in the implemen-
tation plan to enable climate change
adaptation.

Challenges and
Opportunities

The case shows the limitations and
challenges of REDD as a means

to demonstrate the feasibility of
conserving forests and mangrove
while integrating local communities
and a multinational corporation into
the business case for sustainable ad-
aptation to climate change impacts.
BEM found that REDD was simply
not going to give the reliable steady
income needed to provide them with
a descent livelihood and did not have
an established market where carbon
had a price. As such, an optimisation
of the value chain and economic
diversification was more under-
standable for all private stakeholders
and became the key pathway that
could allow BEM to commit to a
range of enabling investments that
would enhance the economic welfare
and food security of the community
and guarantee the involvement of
more people within the communi-

ty in other sustainable productive
activities. As such, a core part of the
BEM investment was in developing
the enabling environment in order



to ensure that the REDD component
of the project would be supported
by addressing inefficiencies in the
landscape through targeted inter-
ventions in the value chain.

BEM wanted to demonstrate that
this value chain, implemented in ar-
eas of native and pristine forest (key
biodiversity areas with vital ecosys-
tem services), could therefore serve
as a viable economic model with
co-additional benefits for the com-
munities’ livelihoods, the ecosys-
tems on which they rely, and global
carbon benefits. Therefore, it could
serve as a model to structure ap-
proaches and finance (BEM funding,
co-investment from companies CSR
budgets, other investment funds)
for similar landscape scale proj-

ects and initiatives in the pipeline,
albeit for different commodities and
areas. BEM have also concluded that
investing in projects and initiatives,
as opposed to companies, allows for
the supply chain approach to better
contribute to building the business
case for both large and small players
in the private sector to undertake
REDD activities. Emission reduc-
tions present only one of the many
benefits obtained by value chain
optimization and conservation. Oth-
er benefits include access to water,
enhanced livelihoods (and not only
increased income but also education
and social welfare), and setting a
precedent for an environmental and
social capital-respectful business
model of the future.

The PPP approach, while key to the
project’s development and potential
success, can also raise challenges

in relation to competing goals and
misalignment of time frames within
which results are expected by the
public and private sector stakehold-
ers. However, the enormous need
for capital and the challenges and
transaction costs of implementing
such projects in communities that
lack capacity® make it vital for public
and private actors to co-invest and
as such better understand their
common, but also competing, goals,
processes and time-frames in the
project preparation stages.

Bunge Environmental Markets

Especially given that the
TCBMEF, and many of the
projects in BEM’s pipeline, are
unlikely to be seen as investable
by the majority of the private
sector.

11
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The Nature Conservancy with
an asset base of $5 billion, is an

international nonprofit organiza-

tion which protects ecologically
important lands and waters.
http://www.nature.org/

EcoEnterprises Fund

Market barriers to transforming established businesses into
environmental enterprises at scale.

Overview

EcoEnterprises Fund has been in
operation since 1998, providing
venture capital to community based
sustainable companies in Latin
America. It provides growth capital
to small-scale and community-based
companies that are shown to create
economic, social and environmen-
tal benefits for the communities

and landscapes within which they
operate. Now that the initial 20-year
closed-end fund, Fondo EcoEmpre-
sas, S.A., has been wound down in
2010, EcoEnterprises Fund are in the
process of launching their second
fund, EcoEnterprises Partners II, LP.
(EcoE 1), with the same purpose. The
funds comprise of small to medium
sized sustainable ventures operating
in business niches including organ-
ic agriculture, non-timber forest
products, sustainable forestry, or
ecotourism.

Institutional Environment

EcoEnterprises Fund was launched

in 1998 under the umbrella of The
Nature Conservancy,® and launched
its first fund, Fondo EcoEmpresas,
S.A (EcoEnterprises Fund ), as a
joint initiative with the Inter-Ameri-
can Development Bank’s Multilateral
Investment Fund in 2000. In 2010, it
became an independent investment

manager in 2010 (EcoEnterprises
Capital Management) and launched
its second fund, EcoEnterprises
Partners I, L.P. (EcoE Il). EcoEnter-
prises Capital Management, LLC
serves as the General Partner for the
EcoE Il Fund. EcoEnterprises Fund
utilises its core partner organisa-
tions (The Nature Conservancy and
the Fund’s Limited Partner base) as
well as industry groups (the Glob-

al Impact Investing Network, the
Aspen Institute’s Aspen Network
of Development Entrepreneurs and
Finance Alliance for Sustainable
Trade, World Resources Institute’s
New Ventures) in order to identify
and source appropriate ventures for
the investment pipeline. Finally, the
‘Impact Committee’, comprised of
environmental and social experts,
has been formed in order to ensure
the continuing adherence to social
and environmental impact criteria of
the companies invested in through
the EcoE Il fund.

Financial Structure

EcoEnterprises Fund deploys expan-
sion capital that would otherwise be
unavailable to growth-stage sus-
tainable ventures in unique business
niches such as organic agriculture,
non-timber forest products, sus-


http://www.ecoenterprisesfund.com/index.php/investments/ecoenterprises-partners-ii-lp
http://www.ecoenterprisesfund.com/index.php/investments/ecoenterprises-partners-ii-lp
http://www.nature.org/

tainable forestry, or ecotourism.
Through its first fund under man-
agement, Eco Enterprises deployed
USD 6.3 million in risk capital in 23
small and growing mission-driven
financially viable businesses in 10
countries in Latin America that could
demonstrate positive environmental
and social returns (TNC and UNDP,
2010). EcoE Il, launched in December
2011, now has a capitalisation level
of USD 35 million (EF, 2013). EcoE Il
will focus on taking the Fund’s activ-
ities to scale, by providing expansion
capital to the strongest business
models for sustainable resource
management and livelihoods.

Structure and value drivers

EcoE Il will also be a 10 year closed-
end fund, with a requirement for
capital commitments of 5 years
from first closing. The targeted rate
of return on investment is 18 to 20
percent on average per deal.

The fund will provide long-term
mezzanine capital, providing up to
USD 3 million in mezzanine financing
through quasi-equity instruments
(using royalty streams and warrants,
convertible notes, or debt financing)
for a duration of 5-8 years (EF, 2012).
Investments to a potential range

of 10 to 12 companies will be range
between USD 500,000 to USD 3
million, with an average of USD 2.5
million (Weil, 2013).

While the majority of capital comes
from DFls, investors include The Na-
ture Conservancy, the Multilateral in-

vestment Fund of the Inter-American
Development Bank (also an initial
shareholder in Fondo EcoEmpresas,
S.A.), European Investment Bank,
Netherlands Development Finance
Company (FMO), Hivos-Triodos
Fonds, Oikocredit, Calvert Founda-
tion, Blue Moon Fund, family offices
and private accredited investors.
EcoEnterprises Capital Manage-
ment, LLC serves as the General
Partner.

Revenue Sources: Use of proceeds
to include purchase of fixed assets,
expansion financing, and working
capital. Projected sources of this
return are principally amortization,
revenue and interest payments, and
may also include current cash pro-
ceeds from the sale, recapitalization,
or liquidation of investments.

Risk: The Fund diversifies its com-
mitted capital across businesses and
countries in order to limit financial
exposure and also applies a com-
pany specific environmental and
social monitoring and evaluation
tool to portfolio companies during
the due diligence phase (and an-
nually to measure progress on key
benchmarks) ensure they continue to
demonstrate positive conservation
and social impact (EF, 2013).

Criteria for financing

Both the first and second fund
provide growth capital to small and
medium community based enter-
prises in the Latin American and
Caribbean Region (EF, 2012). EcoE Il

EcoEnterprises Fund
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is further focussing in on expansion
and growth stage companies (with
an annual revenue base of up to USD
5 million) incorporated, locally domi-
ciled, private companies in Bolivia,
Brazil, Costa Rica, Colombia, Ecua-
dor, Guatemala, Mexico, Panama,
and Peru (EF, 2012). The companies
operate in the following environ-
mental sectors: organic agriculture
(apiculture, aquaculture and com-
munity-based energy) ecotourism,
sustainable forestry, and non-timber
forest products. Furthermore, they
must provide livelihoods for ‘bottom
of the pyramid’ communitiesin a
way that also enables protection

of the natural capital base through
sustainable natural resource man-
agement (EF, 2012).

The Fund prioritises finance for
companies unable to secure financ-
ing from conventional sources, due
to the innovation in environmental
and social returns (operating in
unconventional sectors such as niche
organic agricultural products, eco-
tourism, sustainable forestry etc),
their small size, and the financial
risks involved. Furthermore, compa-
nies are provided business advisory
support, and are required to have
substantive partnerships with local
NGOs and/or communities (TNC and
UNDP, 2010).

Track Record: Realised and
projected financial performance
The first fund, which closed in 2010,
provided USD 6.3 million in growth
capital to 23 community-based sus-

tainable companies in 10 Latin Amer-
ica companies in order for them to
achieve scale and has achieved the
following financial, environmental
and social returns (EF, 2013; TNC and
UNDP, 2010):

¢ Funds leveraged by investments:
USD 36 million

* Follow-on financing received:
USD 102 million

¢ Estimated sales of companies:
USD 282 million

e Entrepreneurs supported: 36

e Companies in conservation
zones: 23

e Community groups involved:
293

¢ Jobscreated: 3,513

e Suppliers supported by compa-
nies: 13,231

¢ Local personsimpacted: 98,720

¢ Direct hectares protected:
860,773

Crucially, the Fund demonstrated
the business viability of a range of
companies that delivered multiple
financial, environmental and social
benefits to shareholders. To date, 80
percent of the portfolio businesses
invested in by EcoEnterprises Fund |
continue to grow (EF, 2013; TNC and
UNDP, 2010).



EcoE Il is targeting countries and
companies with the most potential
to scale up, with a current portfolio
of 3 investments with a total com-
mitment of USD 5.6 million that
aims to continue to demonstrate
the broad potential of the niche,

in part by strengthening portfolio
winners from the first fund (EF, 2013;
Weil, 2013). This includes providing
expansion financing in two compa-
nies from their first fund, Terrafertil
(a leading global supplier of organic
golden berries, a native Andean fruit,
with operations in Ecuador, Colom-
bia and Mexico) and Sambazon in
Brazil (the leading producer of acai
juice smoothies) for which the first
provided start-up capital and then
exited (Weil, 2013). EcoE Il has also
invested in Runa (the first company
to sell tea beverages made from

the leaves of a native Amazonian
tree, llex guayusa) based in Ecuador.
(Weil, 2013).

ILM Entry Points

Investments are expected to return
real carbon, climate-change, and
biodiversity benefits and the M&E
tool will help capture these results.
The Fund is therefore measured
against a ‘triple bottom line’ of
financial, environmental, and social
returns, which requires prospective
companies to meet the following
criteria:

e Work to protect vital ecosys-
tems, encourage sustainability
of natural resource base and bio-

diversity, provide employment
for local people

¢ Bring social and economic bene-
fits to surrounding communities.

e Usage of a certification regime
such as organic and fair-trade is
desired

Screening, Monitoring and
Evaluation

EcoE Il first screens and then em-
ploys an environmental and social
monitoring and evaluation tool cre-
ated by the fund management team
for each investment with specific en-
vironmental and social criteria based
on the industry sector® (EF, 2012).
This aims to ensure that investments
are mobilising ventures that protect
vital ecosystems, provide alterna-
tive livelihoods for local people, and
bring social and economic benefits
to rural poor communities (EF, 2013).
The Fund has shared this evaluative
and impact metrics tool with other
funds in the impact investing space
and during the development of the
Impact Reporting and Investing
Standards (IRIS).

Multiple Benefits across a
Community and Landscape

Both the first and second funds’
portfolio companies must protect
critical ecosystems and contribute to
climate change mitigation through a
variety of means, including avoided
deforestation, direct habitat pres-
ervation, restoration and reforesta-
tion, development and maintenance

EcoEnterprises Fund

10.

For a detailed description of

the screening guidelines and
monitoring and evaluation tool,
readers can refer here: http://
www.ecoenterprisesfund.com/
index.php/portfolio-for-the-plan-
et. The Environmental and
Social Guidelines for Investment
is updated on an as-needed basis

with input from The Nature Con-

servancy and other conservation
and development organizations,
investors, and stakeholders.
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11. Agai is a traditional fruit that
grows in the Amazonian palm
trees, euterpe oleracea.

of biological corridors, improved
watershed and soil management,
and the sustainable use of natural
resources (EF, 2013; TNC and UNDP,
2010). EcoEnterprises Fund aims

to help drive macro level change by
helping these companies scale up,
and thus serve as models and cata-
lysts for shifting currently unsustain-
able practices (e.g. slash-and-burn
agriculture, illegal logging, water
pollution, etc.) to more sustainable
land-use approaches. In addition to
the shifts in land and resource man-
agement practices, portfolio compa-
nies are also required to contribute
to social resilience by providing safe
and equitable working conditions,
as well as through measures such

as profit-sharing arrangements,
supporting local suppliers in fair-
trade certification, and supporting
training for diversify family incomes,
amongst others (TNC and UNDP,
2010).

For the agriculture sector, activities
undertaken might include converting
from traditional to sustainable or
organic practices, scaling up exist-
ing venture, improving production
and developing new products, and
linking existing enterprises with new
markets or distribution channels.

In the forestry sector, activities
might include converting ventures
from traditional forestry to certi-
fied sustainable forestry, product
diversification with manufacturing of
semi-processed products, increased
nurseries and production of seed-
lings (EF, 2013).

Diversifying revenue streams
through emerging assets

EcoE Ilis furthermore looking for
opportunities whereby portfolio
companies could diversify their
revenue streams by capitalising on
their role in carbon sequestration,
forest and watershed management
in order to benefit from monetising
value-added opportunities in emerg-
ing environmental markets (carbon,
forest carbon, biodiversity offsets,
PES for watershed protection and
soil management) to complement
their core businesses. EcoEnterprises
Fund directly relates these emerging
assets with the potential for higher
returns through multiple revenue
sources and thus additional upside to
the portfolio, but as yet sustainable
revenue stream from these niches
are elusive.

Portfolio Company Example -
Conservation and Social Impact
The Brazilian agai** juice and bev-
erage company, Sambazon (sam-
bazon.com) was one of the original
investments from the first fund
(receiving start-up capital in 2003
and a number of debt facilities to
support growth) and is now one of
the first three portfolio companies of
EcoE II. The company has partnered
with over 10,000 small producers in
northern Brazil, in order to help con-
serve 1.6 million acres of Amazonian
rainforest while providing a sustain-
able livelihood for local residents
(TNC and UNDP, 2010; Weil, 2013).
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Challenges and opportunities for scaling up ILM

finance

Challenge Opportunity

Exits/llliquidity: Challenge of exiting deals in illiquid (and
un-developed) capital markets within the Fund’s 10 year
term. Exits from smaller businesses also tend to be avail-
able through strategic sales and alliances (EF, 2013).

Lack of investable deals: Local capital markets in Latin
America are not yet deep enough, and require more
players and capital (Weil, 2013) to source enough deals
beyond the USD 30-40 million range.

Businesses in sustainable sectors remain underserved
by capital markets: Innovation under-financed as main
focus of funds in emerging economies are on convention-
al business opportunities; social and energy sectors; large
scale forestry, etc., and dedicated growth capital for small-
to medium-sized sustainable companies in environmental
sectors remain limited (Weil, 2013).

Mezzanine financing structured to fit the capital needs
of small but growing biodiversity-focused businesses is
non-existent, and funding is scarce (EF, 2013).

Lack of long term capital: These companies also often
lack access to long-term capital (constraining growth), sit-
uated in the gap between established conventional busi-
nesses attractive to mainstream investors and micro-social
enterprises focused on by SRI focussed financiers and
further exacerbated by the shallowness of local capital
markets (EF, 2013).

Limited resources for financing technical assistance:
Not only do small businesses require a host of financial
advisory services, but must also undergo more rigorous
and comprehensive environmental screening and evalu-
ation process (EF, 2013). This places greater demands on
technical capacity, as well as time, expertise and financial
requirements for due diligence and project approval and
monitoring.

Fund provides business advisory support to help strengthen the
companies and help them achieve long-term success (TNC and
UNDP, 2010).

A DFl is likely to only invest in funds in the USD 100 million range -
to achieve economies of scale, cover management fees, generate
higher returns - (would need to expand globally to be able to
source enough companies for this scale of fund) (EF, 2013)

Opportunities are there for investors and businesses.(Weil, 2013).
The Fund also leverages its network (The Nature Conservancy,
bi/multilateral institutions, and local and international business,
finance, environmental, and donor communities) to generate deal
flow and identify strong transactions.

EcokE Il is shifting to mezzanine instruments in order to support
larger, more established companies which are diversifying into
sustainable practices in environmental sectors. It provides long-
term risk capital required to further mainstream this investment
approach for these business models.

Technical assistance and smart subsidies are critical to capacity
building for small business success (TNC and UNDP, 2010). The
Fund currently utilises grant based finance from DFls to support
this work (EF, 2013), but there is a clear role for governments and
development agencies to further support technical capacity in a
more comprehensive manner.

TABLE 2.

EcoEnterprises Fund challenges and opportunities
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The GEF partnership includes
10 agencies: the UN Devel-
opment Programme; the UN
Environment Programme; the
World Bank; the UN Food and
Agriculture Organization; the
UN Industrial Development
Organization; the African
Development Bank; the Asian
Development Bank; the Europe-
an Bank for Reconstruction and
Development; the Inter- Ameri-
can Development Bank; and the
International Fund for Agricul-
tural Development.

The double majority voting
structure gives developed coun-
tries more voice when consensus
cannot be reached; contributor
countries have made GEF re-
plenishments conditional on the
adoption of new processes and
conditions.

The GEF Trust Fund has 39 do-
nor countries; SCCF Trust fund
has 13 donors; LDCF Trust Fund
has 19 donors.
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Global Environment Facility

Seeking synergies across convention siloes: Multiple benefits at
scale through multi-focal area financing

Overview

The Global Environment Facility
(GEF) was established in1992 as a
public financial fund with a mandate
to serve as the financial mechanism
of several major environmental Con-
ventions, notably the Convention
on Biological Diversity (CBD), the
United Nations Framework Conven-
tion on Climate Change (UNFCCQ),
the United Nations Convention to
Combat Desertification (UNCCD),
the Stockholm Convention on Per-
sistent Organic Pollutants (POPs),
and the Minamata Mercury Conven-
tion. It is the only facility of its kind
with a total focus on the protection
of the global environment and the
promotion of environmental sus-
tainable development, focusing on
the following key areas: Biodiversity,
Climate Change (Mitigation and Ad-
aptation), Chemicals, International
Waters, Land Degradation, Sustain-
able Forest Management /REDD +,
and Ozone Layer Depletion (GEF,
2010Db).

Institutional Environment

The GEF unites 178 member gov-
ernments (in partnership with
international institutions*?, non-gov-
ernmental organisations, and the
private sector) (GEF, 2010b). It has
an independent secretariat based

in Washington DC. The World Bank
acts as the financial trustee of the
GEF (ClimateFunds, 2013). The
Scientific and Technical Advisory
Panel provides technical and scien-
tific advice on the GEF’s policies and
projects. The GEF has been criticised
as a primarily donor driven insti-
tution, despite the representation
of developing countries within its
decision making structure,® which in
turn has also been criticised as being
complex and opaque with a slow
moving project cycle due to bureau-
cracy and high transaction costs
(ClimateFunds, 2013).

Financing

Today, GEF is the largest funder

of projects to improve the global
environment. Since 1991, GEF has
provided 11.5 USD billion in grants
and leveraged 57 USD billion in
co-financing for over 3,215 projects
in over 165 countries. Furthermore,
through its Small Grants Programme
(SGP), the GEF has also made more
than 16,030 small grants directly to
civil society and community based
organisations, totalling 653.2 USD
million. GEF funds are contributed
to by donor countries,* and the
GEF Trust Fund is replenished every
four years based on donor pledges,
with funding made available for


http://www.wri.org/publication/power-responsibility-accountability
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http://www.wri.org/publication/power-responsibility-accountability

activities within the GEF Focal Areas
defined during the replenishment
discussions. Any eligible individual
or group may propose a project
provided that it is: consistent with
national priorities and programs in
an eligible country, and endorsed by
the government; addresses one or
more GEF Focal Areas, improving
the global environment or advance
the prospect of reducing risks to it;
consistent with the GEF operation-
al strategy; seeks GEF financing
only for the agreed-on incremental
costs on measures to achieve global
environmental benefits; involves the
public in project design and imple-
mentation (ClimateFunds, 2013).

Structure

The GEF is an independently op-
erating financial institution, with

a mandate to provide grants and
concessional funding to developing
countries and economies in transi-
tion related to the following areas

of concern; biodiversity, climate
change, international waters, land
degradation, the ozone layer, and
persistent organic pollutants. The
GEF administers three trust funds,
the Global Environment Facility Trust
Fund (GEF), the Least Developed
Countries Trust Fund (LDCF) and the
Special Climate Change Trust Fund
(SCCF). In addition it administers the
Nagoya Protocol Implementation
Fund (NPIF) and provides secretar-
iat services, on an interim basis, for
the Adaptation Fund.

Entry points to ILM:
Better addressing
multiple landscape
components through
Multi-Focal Area
projects (MFAs)

The GEF has been criticised as
supporting one-off projects, rather
than programmatic approaches, as
well as not paying due attention to
the underlying policy, regulators and
strategic barriers to environmental
sustainability (ClimateFunds, 2013),
while also recognising the inherent
challenges of realising synergies
across the separate conventions
within their mandate. These issues
represent clear challenges in terms
of channelling finance to realise
multiple benefits within a landscape.
Both these challenges are related

to the fact that the development of
focal area strategies for the GEF's fi-
nancing activities therefore must be
in line with the mandates in response
to guidance from the relevant Con-
ference of the Parties (COP) (Bakarr
et al., 2013), with each mandate
being quite siloed. Furthermore

it is the countries themselves that
choose how to use GEF resources, in
accordance with their own priorities,
and thus the GEF must take heed of
the emerging development priori-
ties, notably driven by the demands
of food security for an ever-growing
populations and changing global
environmental conditions (Bakarr et
al., 2013).

Global Environment Facility
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See: http://www.thegef.org/gef/
operational programs

See: http://www.thegef.org/
gef/sites/thegef.org/files/docu-
ments/Review%200f%20the%20
GEF%200P12%20Integrated%20

Ecosystem%20Mgmt.pdf
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The following section will therefore
highlight the institutional process-
es that have developed in order to
better enable countries to design
more integrated projects that can
access multiple sources finances

for more effective coordination of
funding across the individual objec-
tives of each convention in the GEF's
mandate. As such, the financing of
multi-focal area projects (i.e., the
integration of separate focal areas
concerning biodiversity, climate
change and land degradation)
enabled by the System for Transpar-
ent Allocation of Resources (STAR)
process is of primary interest to
explore the GEF’s ability to finance
ILM at scale.

Moving from Operational
Programmes to Strategic Focal
Areas

The GEF provides support to coun-
tries to ensure that project design
not only is in accordance to their own
priorities, but also meets the require-
ments of the MEG commitments
related to the different conventions
within the GEF’s mandate. Prior to
2007 (i.e. for previous replenish-
ment periods), the GEF provided
grants to eligible activities under the
framework of its 15 operational pro-
grammes (OPs) covering priorities
for biodiversity, climate change and
international waters. OP 12 (Inte-
grated Ecosystem Management -
IEM)*5 covered cross-cutting projects
that addressed how ecosystem man-
agement could optimise goods and

services in at least two focal areas.
However, the GEF acknowledged
the challenges of this approach and
that few of these projects however
convincingly presented potential
synergies among focal areas.* The
consolidating of multiple OPs to a
streamlined handful of GEF Focal
Area Strategies for the 5th replen-
ishment period has intended to set
out clearer priorities in each of the
GEF's focal areas and cross-cutting
thematic areas of work to guide the
countries’ planning process.

Since 2007, the GEF has set out focal
area strategies for biodiversity, cli-
mate change mitigation and adapta-
tion, land degradation, international
waters, chemicals, and an incentive
mechanism on sustainable forest
management/REDD+. In addition,
financing has also been allocated

to the focal area for cross-cutting
capacity development projects in
order to help reduce, and where
possible eliminate, the institutional
bottlenecks to a more synergistic im-
plementation of the Rio conventions
(GEF, 2011b). These projects would
therefore focus on enabling invest-
ments in the environmental gover-
nance system, in order to catalyse
the ability of countries’ to meet their
obligations under the conventions
and mainstream global environmen-
tal issues into national development
programmes by improving opera-
tional effectiveness (data monitor-
ing, gathering, engagement, policy
and legislative frameworks) (GEF,
2011b).
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Country Driven Multi-Focal Area
(MFAs) Projects

Therefore, despite the siloed man-
dates of the conventions within

the GEF's mandate, the GEF has
gradually sought to better enable
countries to develop projects across
multiple focal areas that can secure
finance from across the different
funding objectives, and thus across
landscapes and jurisdictional levels.
For example, through multi-focal
area projects that include resources
from the focal areas on biodiversity,
climate change and land degrada-
tion, the GEF has sought to empha-
sise ‘integrated natural resource
management’ in order to protect
vital agro-ecosystem components
(water, healthy soils and biodiversity)
and recognise the synergies between
these three focal areas related to the
CBD, UNFCCC and UNCCD con-
ventions (Bakarr et al., 2013; GEF,
2011b). In practice, this means that
programmes are supported that can
produce multiple environmental and
social benefits, for example habi-
tat protection in combination with
carbon sequestration and watershed
management gains.

Since its inception, USD 2 billion of
GEF resources have funded multi-fo-
cal area projects and programmes,
with specifically around 350 multi-fo-
cal area projects and programmes
conducted in relation to SFM and
REDD+ (GEF, 2013). Furthermore,
USD 1.67 billion in GEF financing

has leveraged USD 8.3 billion in
co-financing for forest conserva-

tion and management (GEF, 2013).

In the period 2010 - 2014, a USD

250 million SFM/REDD+ incentive
mechanism has sought to mobilise
USD 1 billion of GEF funds in support
of forests (seeking multiple benefits
relating to biodiversity and habitat
improvements, soil erosion and
desertification reduction, livelihoods
enhancements, water supply, flood
control). In 2013, an analysis of a
detailed analysis 192 projects in the
GEF demonstrated how GEF could
finance specific components that
supported agriculture and food secu-
rity, through its strategic focal areas,
amounting to an aggregate total of
USD 810.6 million, or 75 percent of
total GEF grants (Bakarr et al., 2013).

Supporting Project
Diversification - STAR Planning
Process as a means of increasing
predictability of funding to
countries.

In addition to the complexity of the
OPs, another major challenge for
countries to diversify projects across
the different GEF funding windows
was the lack of predictability of
funding, as funds were disbursed on
a first-come first-served basis. The
System for Transparent Allocation
of Resources (STAR) was developed
during 2009-2010 to address these
challenges related the predictability
of financing, building on the Re-
source Allocation Framework (RAF)
from the fourth replenishment peri-
od of the GEF (GEF-4) (GEF, 2010b).
In the fifth replenishment period of
the GEF (GEF-5), the STAR includes

Global Environment Facility
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18.

For example Land Degradation
Objectives 1 details that one

of the key outputs of projects
supported under this objective
will include reduced rates of soil
erosion, reduced GHG emissions
from agricultural (crop and live-
stock) activities and maintained
habitats in the agricultural
landscape (p58, GEF, 2011).

ILM finance refers to both the
financing of integrated landscape
initiatives, and targeted land
based investments that have
multiple financial, economic, en-
vironmental and social benefits
at different landscape scales.

Financing Strategies for Integrated Landscape Investment

three focal areas of biodiversity,
climate change and land degradation
(since these are the focal areas for
which unique country-level indices
are currently available).

A total of USD 968 million for
Biodiversity, USD 1,088 million in
Climate Change and USD 324 million
in Land Degradation were allocat-
ed to eligible countries under the
STAR (GEF, 2010b). Furthermore,
the STAR guidance document states
that the GEF Council has set aside
resources from the three focal areas
in order to create SFM/REDD+ incen-
tive programme of USD 200 million
to ensure that the GEF can finance
strategic projects that support the
different international conventions
that address forest issues, while also
addressing the synergies and trade-
offs between different focal area
objectives (GEF, 2010b). The STAR
therefore aims to afford countries
increased predictability of guar-
anteed funding (subject to project
approval) and flexibility within their
programming so that countries are
more incentivised to propose MFA
projects, thus ensuring that more
holistic MEG commitments are met,
rather than sampling tapping explicit
funding allocation for each of the
separate conventions.

Indicative country allocations (i.e.
the funding envelope that a country
can access during the replenishment
period) are calculated on the basis of
a number of different factors, includ-
ing the GEF benefits index (GBI), an
index to measure GEF's investment

benefits in a specific focal areain a
country. Notably, there are separate
GBIs for the three different focal ar-
eas within the STAR, though the GBI
for climate change did incorporate a
5% component related to forest cov-
er and deforestation in 2009 (GEF,
2010a). However, reference to the
GEF-5 Focal Areas Strategies shows
a number of cross-cutting issues and
MFA benefits within the objectives
of each separate focal area*” (GEF,
2011b).

Specific country
examples

MFA projects account for about 2
billion of total GEF financing, the
following section provides a few
illustrations of the multiple entry
points through different landscape
components for MFAs as they align
with a range of countries’ prior-
ities. Projects were chosen that
conformed to the definition of ILM
finance®® and that are enhancing
national and regional government's
ability to finance multi-focal pro-
grammes to address synergies and
trade-offs between land use, climate
and conservation issues at the land-
scape or jurisdictional programmes.

Climate change adaptation

by addressing land/water
degradation in micro-catchments
in El Salvador (OP 12)

While GEF climate change adap-
tation financing must align with
country priorities identified in the
National Action Plans for Adaptation



(NAPAs) and other national plans
and strategies (Bakarr et al., 2013),
MFA projects can and do integrate a
number of different objectives into
adaptation focussed projects, as
well as including climate resilience in
conservation and SLM projects. An
example of a project (USD 1.5 million
project gran and USD 5.8 million in
co-financing) approved in 2011 in El
Salvador (GEF, 2011a) provides evi-
dence for how the implementation
of micro-watershed management
plans (implemented in targeted
micro-watersheds of a set of sub-ba-
sins) are being used to enabled local
communities to adopt integrated
landscape management practices
with multiple aims: reduce climate
change vulnerability; diversify and
strengthen livelihoods and sourc-

es of income; improve agricultural
management and sustained flow of
services in agro-ecosystems (soil
quality enhancements, increased
water quality and quantity).

Financing was directed to four key
areas.”® AUSD 200,000 grant (USD
800,000 indicative co-financing)
financed the development of local
institutions to design and imple-
ment the ‘fragile micro-watershed
management plans’ (i.e. developing
methodology guidelines, govern-
ment agency workshops, develop-
ment of local management commit-
tees) on a participative and gender
approach. USD 521,370 grant (USD
2 million indicative co-financing®)
financed specific land management
interventions (increasing vegeta-

tive by strengthening agro-forestry
nurseries, farmer field schools to
develop capacity for integrated natu-
ral resource management, technical
demonstration households). A USD
400,000 grant (USD 2.2 million in-
dicative co-financing) financed com-
ponents related to the increase in
water quality and quantity to diver-
sify livelihoods (developing shared
decision making across households
on construction, management and
maintenance of rainwater catchment
systems for multiple uses). AUSD
300,000 grant (USD 700,000 indica-
tive co-financing) financed the devel-
opment of disaster risk management
for enhanced adaptive capacity of
communities living in the micro-wa-
tershed (developing and communi-
cating disaster risk information on
and response mechanisms/action
plans for extreme weather events
and climate change risks).

Consolidating public-private
initiatives to conserve globally
significant biodiversity and
multiple ecosystem services
(STAR)

A 2013 approved projectin
Chile?(USD 5,807,200 with USD
19,350,000 in co-financing), demon-
strates how GEF funding aims to
build incrementally on existing
government efforts to conserve a
diverse mosaic of forest and non-for-
est areas and multiple ecosystem
services in the mountain areas of
Chile’s Mediterranean Ecosystem in
the Metropolitan Region, increasing
habitat connectivity and addressing
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See: http//www.thegef.org/
gef/sites/thegef.org/files/

gef prj docs/GEFProjectDoc-
uments/Multi%20Focal%20
Area/E1%20Salvador%20-%20
(4616)%20-%20Climate%20
Change%20Adaptation%20t0%20
Reduce%20Land%20Degrada-
£1/9-26-2011%20%20ID4616%20
%20E1%20Salvador%20PIF%20-
resubmission%2026%20Sept%20

2011.pdf

Co-financing sourced from Minis-
try of Agriculture and Livestock,
Family Agriculture Plan, FAO.

Protecting Biodiversity and
Multiple Ecosystem Services in
Biological Mountain Corridors in
Chile’s Mediterranean Ecosys-
tem: http://www.thegef.org/gef/
project detail?projID=5135

Protecting Biodiversity and
Multiple Ecosystem Services in
Biological Mountain Corridors in
Chile’s Mediterranean Ecosys-
tem: http://www.thegef.org/gef/
project detail?projID=5135
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Co-financing provided mainly by
Chilean government ministries
(Environment, Agriculture, Na-
tional Public Lands), as well as
the Regional Development Un-
dersecretariat, Agriculture and
Livestock Service, as well as the
National Forestry Corporation,
regional government and mu-
nicipalities, NGOs (The Nature
Conservancy, Chile Sustentable),
UNEP and Gasco (a private
sector partner).

Example projects from GEF
Earth Fund: Greening the Cocoa
Industry - Market Transforma-
tion (global project for USD 5
million project grant, USD 15
million co-financing) (http://
www.thegef.org/gef/project de-
tail?projlD=4070); Public-Private
Funding Mechanisms for Wa-
tershed Protection (supporting
the establishment of at least five
water funds across Latin Ameri-
ca and the Caribbean (LAC) USD
5 million project grant, USD 15
million co-financing) (http://www.
thegef.org/gef/project detail?pro-
iID=4260).

Financing Strategies for Integrated Landscape Investment

competing land use pressures in and
around them. GEF funds intend to
consolidate public-private initiatives
and foster a heterogeneous array of
complementary interventions in 30
adjacent municipalities. Grants are
being provided for four key compo-
nents relating to biodiversity, land
degradation and SFM/REDD+ focal
areas of STAR. This includes a USD
2.15 million (USD 7.5 million co-fi-
nancing) to develop local environ-
mental governance capacity and
knowledge management on biodi-
versity conservation and sustain-
able land use (integrated municipal
land-use plans, introduction of SFM
practices, coordination mechanisms
set in place for municipalities in the
mountain areas).

A USD 1.21 million grant (USD 7.19
million co-financing) is provided for
the implementation and promotion
of best practices for the sustainable
management of landscapes (capac-
ity building and development of
monitoring systems for biodiversi-
ty conservation for public-private
stakeholders, compliance labels

and market options, strategy for
improved dissemination and appli-
cation of existing financial resources
as incentives for biodiversity conser-
vation among private land owners).
A USD 1.76 million grant (USD 2.88
co-financing) is available to develop
two pilot-scale areas as ‘Integrated
Conservation Districts’ for soils,
forests and water (the intended
outcome is to implement 100,000

hectares of production/conservation
pilot areas).

Challenges and
Opportunities for
scaling up ILM finance

The increased predictability and
simplicity of financing enabled by
the transition to the strategic focal
areas and STAR are intended to not
only better balance the need to meet
the funding requirements aligned
with the international conventions
under the GEF mandate (i.e. ensur-
ing better coverage across all the
conventions in country projects), but
also to better address the challenge
of developing the capacity to design
and implement more complex
cross-cutting projects within sectoral
institutions (GEF, 2011b). Another
challenge facing the GEF is the abili-
ty to leverage private sector invest-
ment at scale through the types of
projects financed through national
governments within countries. While
GEF-eligible countries are encour-
aged to include CSOs, CBOs and the
private sector in their internal discus-
sions on programming GEF resourc-
es, there are some funding options
specifically for these sectors. CSOs
can apply to the GEF Small Grants
Programme (SGP), while the GEF
Earth Fund®s (www.thegef.org/gef/
PPP), formerly the GEF Public-Pri-
vate Partnership Fund, specifically
targets the private sector in order to
leverage private sector investments
for GEF focal areas (GEF, 2010b).


http://www.thegef.org/gef/PPP
http://www.thegef.org/gef/PPP
http://www.thegef.org/gef/project_detail?projID=4070
http://www.thegef.org/gef/project_detail?projID=4070
http://www.thegef.org/gef/project_detail?projID=4070
http://www.thegef.org/gef/project_detail?projID=4260
http://www.thegef.org/gef/project_detail?projID=4260
http://www.thegef.org/gef/project_detail?projID=4260

Finally, there has been a shift in the
funding call to countries for the 6th
replenishment period from target-
ing specific individual goals through
focal areas to tackling four broad
themes of mega-environmental
problems. The proposed ‘signature
programs’ outlined in the draft GEF-
6 programming directions consist
of: taking deforestation out of the
commodities supply chain; rebuild-
ing global fisheries; sustainable cities
- harnessing local action for global
commons; fostering sustainability

and resilience of production systems
in Africa; and a new development
path for the amazon basin.>s While

it is too early to understand the
implications of this shift for recipient
countries and implementing agen-
cies, it is likely to have significant
relevance to the way GEF funds can
be directed towards landscape level
challenges and actors as a means

to co-ordinating strategic interven-
tions to address these cross-cutting
priorities.
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26. Please note that where an
explicit reference is not given for
information in the case study,
the Moringa Private Placement
Memorandum (2013) can be
inferred as the source material.

27. Principal focus countries:
Cameroon, Democratic Republic
of Congo, Gabon, Ghana, Ivory
Coast, Madagascar, Mozam-
bique. Secondary focus countries:
Benin, Burkina Faso, Central
African Republic, Guinea, Kenya,
Liberia, Mali, Niger, Nigeria, Re-
public of Congo, Senegal, Sierra
Leone, Tanzania, Togo, Uganda,
Zambia.

28. Principal focus countries: Brazil,
Chile, Colombia, Péru. Second-
ary focus countries: Argentina,
Bolivia, Costa Rica, Ecuador,
Guatemala, Guyana, Honduras,
Mexico, Nicaragua, Panama,
Paraguay, Surinam, Uruguay.

Moringa

Diversified returns from agroforestry with positive
environmental and social impacts for local populations

Overview

Moringa®® is a private equity invest-
ment vehicle focused on supporting
the development of profitable,
sustainable and replicable agrofor-
estry projects with strong positive
environmental and social impacts
on local populations implemented
through Portfolio Companies in
Africa®” and Latin America.*® The
Fund is seeking to raise between
EUR 100 million and EUR 140 million
(USD 135-190 million), achieving

its first closing of EUR 51.4 million
(USD 70 million) (target was EUR 50
million) (Moringa, 2013). Moringa
aims to provide attractive returns
to investors through a diversified
revenue stream of permanent food
and export crops (e.g. coffee, cocoa,
tea, fruits, nuts), biomass and timber
for local and international markets
(with sequential agroforestry), as
well as credits for the carbon and
PES markets.

Institutional Environment

Moringa (Moringa S.C.A., SICAR)

is sponsored by the La Compagnie
Benjamin de Rothschild (CBR) of the
Edmond de Rothschild Group and
ONF International (ONFI), the Inter-
national subsidiary of French Nation-
al Forestry Organisation. Moringa
Partnership acts as the investment

advisor with partner organisations
assisting in the provision of a strong
regional presence, proprietary deal-
flow and technical knowledge of
financial, forestry, agroforestry, en-
vironmental and social components.
In addition to the investment vehicle,
a Technical Assistance Facility is
being established as a grant-based
programme for contributing to proj-
ect preparation, capacity building
and technical strengthening.

Financial Structure

Moringa will invest in profitable larg-
er scale agroforestry projects with
high environmental and social im-
pacts via equity and quasi-equity in-
vestments of EUR 4-10 million (USD
5.4 —14 million) (Moringa, 2012b).
Its targeted size is EUR 100 million
(USD 135 million), with a maximum
size of EUR 140 million (USD 190
million) and an estimated holding
period of 6 to 10 years (considered
an optimum duration to manage
risks and obtain maximum asset
value appreciation) from first closing
with a conservatively estimated 10-
12% annual IRR to investors (based
on strong fundamentals and market
growth) (Moringa, 2012a). Funds will
be used to invest in a broad range of
risk capital in Portfolio Companies in



order to generate long term capital
gain from sustainable, resilient and
replicable agroforestry projects.
Returns will be generated by both
capital value appreciation of Port-
folio Companies at exit, as well as
short/medium term cash flows from
the projects.

Structure and value drivers

In contrast to timber or carbon
funds, the agroforestry approach will
provide diversified revenue streams
from a wider range of growing local
and international markets. These
include a variety of products such as
timber and wood products, biomass
and biofuel, as well as agricultural
products, potentially complement-
ed by PES and carbon markets

(both regulated and voluntary) to
remunerate environmental services
provided by forests. Key value driv-
ers relate to the expected long term
growth in national and international
forestry, agricultural and environ-
mental markets (i.e. timber and
biomass based commaodities, agricul-
tural commodities, arable land, PES
and carbon markets) but that the
diversification of agroforestry proj-
ects provides a favourable risk/return
profile, given both global economic
and environmental market uncer-
tainties and drivers of de-forestation
in high-yield tropical forested areas.

Moringa will make direct equity and
quasi-equity investments in Portfo-
lio Companies, considering scaling
up (upgrading, upsizing or further
developing) existing brownfield

opportunities as well as investing in
greenfield opportunities (i.e. newly
developed projects). Projects will be
sought through which investment
can take a successful pilot study of
several hundred hectares to a larger
scale (e.g. 3,000 — 15,000 hectares).
This involves investing in both for-
estry and agricultural elements of a
project, as well as key components
of the value chain such as processing,
manufacturing and biomass cogen-
eration facilities, while taking into
account logistical and governance
aspects such as routes to market and
land tenure.

Criteria for financing

The Initiators have identified a
strong pipeline of brownfield and
greenfield investment opportunities
in Sub-Saharan Africa and Latin
America using their permanent field
presence, experience and network in
more than thirty tropical countries.
The partnership with ONFI contrib-
uted a substantial list of potential
investments at first close, with
expected investments in between 10
and 15 Portfolio Companies through
the life-time of the Fund. Portfolio
Companies must meet a number of
economic, technical, social and en-
vironmental criteria, to ensure that
projects:

e Provide a projected return on
investment to meet the Fund’s
targeted net IRR on a portfolio
basis with a strong sales po-
tential of the assets generated
(timber, biomass, food, PES and

Moringa
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carbon credits) in export and
domestic markets.

Provide credible risk mitigation
through market and asset diver-
sification.

Exhibit a clear exit potential, for
example via industrial groups or
forestry and agricultural funds
or other financial buyers.

Are of an industrial yet man-
ageable scale (typically 3,000
- 15,000 ha/project)

Produce a positive environmen-
tal & social impact, especially for
the surroundings populations,
through:

» Verified through a dedicated
methodology to assess the
projects before and after
the investments (making use
of the ONFI field network),
compatible with IFC and
other performance standards
& utilise relevant third party
certifications (FSC, SAN,
CCBs, etc.).

»  Will typically be structured
in partnership with local
industrial or financial players
or entrepreneurs and will
involve local communities to
minimise social risks.

Are in adequacy local environ-
mental conditions (species,
spatiotemporal combination of
tree species, animals and crops)

and have sufficient technical
capacity.

Risk management

Moringa positions the agro-forestry
approach as enabling better risk
mitigation and earlier profitability in
the short term as well as higher prof-
itability in the long term than more
traditional approaches (i.e. intensive
crops, pasture ranching, intensive
logging) (Moringa, 2012a). These in-
clude technical risk; agricultural and
environmental risk (soil exhaustion,
pests); market risks (price fluctua-
tions); social risks (food competition,
land rights issues); regulatory risks at
local and international levels. Mor-
inga further emphasises the impor-
tance of a number of other strategies
to minimise investment risk. These
include diversification at the port-
folio (geographically in relation to
political and currency risk; a clear,
realistic and diversified exit strategy
from the beginning of the invest-
ment; high governance and envi-
ronmental and social standards and
monitoring in the pre-investment
phase and in managing Portfolio
Companies; detailed list of exclusion
criteria). The Moringa Environmental
and Social System framework (more
detail is given in Section 3) is funda-
mental to enabling business and en-
vironmental risk mitigation in part as
a means to ensure a higher exit value
for the projects through a biological
and social capital increase during the
investment holding period. Fur-
thermore, projects are likely to seek



relevant third-party sustainability
certification (e.g. Forest Sustainabili-
ty Certification, Climate Community
and Biodiversity Standard, Sustain-
able Agriculture Network) as well as
Fair Trade, organic or other certifi-
cation from consumer associations
where relevant.

Investors

In addition to CBR, Moringa’s inves-
tors at first close include are FISEA
(vehicle dedicated to investment

in Sub-Saharan Africa owned by
France’s Agence Francaise de Dével-
oppement), CAF (the Development
Bank of Latin America), FMO, the
Finnish Fund for Industrial Coopera-
tion Ltd (Finnfund), the Fund for De-
velopment Promotion of the Spanish
Cooperation (FONPRODE), and
Korys (the investment holding com-
pany of the Colruyt family)(Moringa,
2013). Minimum commitments per
institutional investor are set at EUR
2.5 million and for non-institutional
investors at EUR 1 million.

Entry points to ILM

The agroforestry approach aims

to generate attractive returns to
investors, economic benefits to
stakeholders, while providing a sus-
tainable and profitable alternative to
the unsustainable land use scenarios
that drive deforestation (Moringa,
2012a). The approach opensup a
number of entry points to enhancing
social and environmental impact for
local communities. The implemen-

tation of better land management
practices and intervention across the
value chain should enable:

¢ Scaling up sustainable agrofor-
estry projects from a few hun-
dred to a few thousand hectares
(e.g. 3,000 —15,000 hectares)
and the potential conversion of
mono-culture to agroforestry
developments as a diversifica-
tion opportunity.

¢ Local environmental benefits

relating to enhanced ecosystem
services including soil improve-
ment (refertilisation, productiv-
ity, water retention); watershed
regulation (water provision and
flood protection); micro-climate
improvement/stabilisation.

* Local social and economic
benefits relating to increased
productivity and product diver-
sification, employment, higher
and more stable local incomes
alleviating poverty, social inclu-
sion of the projects; enhanced
climate resilience; longer term
strengthened livelihoods.

¢ Global environmental ben-
efits from enhanced climate
resilience (reduced emissions,
preservation of tropic forest
with implications for local and
regional weather patterns) and
biodiversity protection.

Furthermore, Moringa aims to imple-
ment projects through a partnership
approach with local communities

Moringa
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The investment advisor assures
that any increase in company
value will be principally the
result of the agroforestry activ-
ities pursued by the Portfolio
Companies.

Financing Strategies for Integrated Landscape Investment

while also engaging the support of
local public institutions and the NGO
community. Portfolio Companies will
also likely feature partnerships with
locally active industrial, financial or
operating organisations.

Diversifying Revenue Streams
through an ILM Approach
Moringa aims to differentiate itself
from other investors in the timber
or carbon investment space by
specifically using the agroforestry
approach to leverage the synergies
of a landscape approach to reduce
risk and generate earlier and more
diversified returns from different
value drivers. Moringa sees this as
providing a variety of financial as
well as environmental and social
benefits, including:

¢ More sustainable land manage-
ment practices (i.e. best practice
planting techniques) implement-
ed in reduced-fertility savan-
nahs or eroded, compacted and
damaged lands will lead to a
number of environmental and
social benefits for surrounding
communities.

¢ Given the continuing complexity
and uncertainty of the carbon
markets and nascence of PES
markets Moringa is not seeking
its principal source of income
from carbon and PES credits,
but will seek opportunities to
generate additional income
through the regulated or volun-
tary markets.

* Close consultation with local
populations will aim to ensure
that projects have a positive
impact on livelihoods and thus
reduce the risk of social conflict
(associated with mono-specific
plantations and non-inclusive
land sales strategies).>

Therefore, while the primary and
early stage revenue streams are
driven by tangible assets (timber
and agri-products), the diversified
and synergistic approach ensures
engagement at a broader landscape
level enabling Moringa to engage in
the REDD+ agenda but not relying
on carbon credits as the main source
of return.

Moringa Environmental and
Social System Framework

The Moringa E&S System framework
is comprised of 10 key criteria as-
sessed on 5 levels in order to assess
whether a project is eligible for in-
vestment in addition to the exclusion
criteria. The E&S system assesses
the environmental and social value
of a project. Environmental value is
assessed by measuring its impact on,
inter alia, energy, climate, resources
and waste (including soil and water),
health and toxicity, biodiversity. The
social value of a project is evaluated
by measuring its impact on, inter
alia, workforce, community partic-
ipation, local development, access
to common goods (e.g. land, water,
biodiversity, heritage) and social
equity.
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Challenges and opportunities for scaling up ILM

finance

Challenges Opportunities

Market uncertainty and weakness

Such projects have significant invest-
ment requirements and allow benefits
to be derived from technical excel-
lence, economies of scale and replica-
bility.

Challenge in finding enough projects
that are investable for a robust pipeline.
Sequencing of public — private invest-
ments - and proving the business case
to conservative investors.

Returns are primarily derived from forestry revenues and secondly, those relating to
local and international agricultural markets ( the latter providing a much earlier reve-
nue stream, particularly in brown field sites), with only about 2-5% of revenues from
unregulated markets relating to carbon credits and payments for other ecosystem
services.

Strong field presence and network through core partners is fundamental.

The TA facility provides key assistance and thus reinforces the impact of the fund. This
early stage support from public and grant money is vital to compensate for short-
comings in the local business environment and strengthening of investee businesses.

Moringa has a strong field presence and network through core partners, which en-
ables them to identify the most investment ready opportunities in key geographies.
Their aim is to focus on a small number of selected projects that have clear beneficial
local impacts. By providing case studies and demonstration sites of success, Moringa
aims to encourage the public sector into continuing to develop the enabling environ-
ment to scale up the number of such efforts and investable opportunities.

TasLe 3. Moringa challenges and opportunities
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See: http://www.NORAD.no/en/
about-NORAD

See: http://www.NORAD.no/en/
thematic-areas

See: http://www.NORAD.
no/en/thematic-areas/cli-
mate-change-and-the-environ-
ment/climate-in-norwegian-de-
velopment-policy

Prior to 2013 the funds were
granted by the Ministry of For-
eign Affairs and programming
decisions were made jointly be-

tween the Ministries of Environ-

ment and Foreign Affairs.

See: http://www.NORAD.
no/en/thematic-areas/cli-

mate-change-and-the-environ-
ment
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Norwegian Agency for
Development Cooperation &
Norway'’s International Climate
and Forest Initiative

Enabling investments for REDD+ through funding programmes
to address climate, conservation, deforestation and livelihoods

at the landscape level

Structural Overview

The Norwegian Agency for Devel-
opment Cooperation (NORAD) is
focussing on empowering recipient
countries to achieve their own devel-
opment goals, thus reducing global
poverty (Norad, 2011). NORAD is

a directorate under the Norwegian
Ministry of Foreign Affairs (MFA),
with its functions laid down in the
agency'’s terms of reference and
annual letters of allocation issued
and the majority of Norwegian

ODA is administered by the MFA 3°
Climate change and the environment
as well as energy are two of the 5
elected thematic areas of Norwegian
development cooperation.3* Within
the focus on climate change and
environment, Norway focuses its
cooperation on four key areas, the
sustainable management of biolog-
ical diversity and natural resources,
climate change and access to clean
energy, the management of water
resources, water and sanitation, and
hazardous substances.

The Government of Norway's Inter-
national Climate and Forest Initiative
(NICFI) is an integrated part of the

Ministry of Environment (MoE),
through which they have managed
the Norwegian funds for REDD+
since 2003. NORAD manages a large
share of the funds on behalf of NICFI,
including grants to civil society.33 For
the purposes of the ILM agenda, this
case study shall focus on NORAD's
more integrated financing of dif-
ferent global environmental policy
commitments through its focus
areas under the climate change and
environment theme, its manage-
ment of NICFI| grants, adaptation to
climate change and mitigation (core
activities include REDD, CDM and
the Clean Energy Initiative).3* Within
these thematic areas, NORAD man-
ages the following relevant funds:
Clean Energy for Development to
promote access to sustainable ener-
gy services for developing countries
and the Climate and Forest Support
Initiative for the fight against global
warming in developing countries
(with a linked fund that at some
point will be sun-setting Climate and
Forest funding to civil society).
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Financing

Total Norwegian development aid
(in the form of grants) distributed

in 2012 amounted to NOK 27, 644
million (USD 4, 250 million),?s with
18% (NOK 4,962 million—USD 830
million) spent on environment and
energy thematic areas (the largest
spend of all thematic areas). NOK

2, 259 million (USD 378 million) was
spent on energy generation and sup-
ply, NOK 1,910.2 million (USD 320
million) on forestry, and NOK 793.5
million (USD 133 million) on general
environmental protection. Since
2007, the Norwegian government
has granted up to NOK 3 billion (USD
480 million) annually to programmes
for REDD in developing countries
through NICFI. As part of this overall
fund, total grants for the period
2009 and 2012 to over 4o civil soci-
ety and research organisations were
NOK 650 million (USD 1209 million)
for local, national and international
projects in connection with REDD
(Norad, 2010). For the 2013-2015
NICFI portfolio, 42 projects have
been approved (out of 633 reviewed
concepts) for a total budget of NOK
820 million (USD 137 million). The
majority of projects are financed in
Brazil and Indonesia, while ‘Sustain-
able Landscape’ had the highest
budget percentage of the thematic
categories (i.e. commodities, analy-
sis, and consensus).3¢

Furthermore, Norway is a key donor
to a number of multilateral initiatives
from which eligible tropical forest
countries may receive financial

NorwegianAgencyforDevelopmentCooperation&Norway’sintemationalClimateandForestinitiative

support, including the UN-REDD
Programme, the Forest Carbon
Partnership Facility (FCPF) and the
Forest Investment Program (FIP)
(Norad, 2012a).

Access and criteria for funding
(NICFI)

NICFI finances projects globally,
focussing on key REDD countries,
providing funding to civil society
organisations (specifically through
the civil society funding window,
including NGOs, research institu-
tions and PPPs, as well as regional
and national level governments

(e.g. Governors’ Climate and Forest
Taskforce) (Norad, 2012c). To receive
funding through the civil society
window, partnerships and deep co-
operation are encouraged between
the CSOs and other relevant stake-
holders (such as national or regional
authorities, indigenous peoples and
forest dependent communities,
local civil society, NGO'’s or private
sector entities). Organisations are
expected to consider and address a
range of environmental and social
challenges (poverty reduction,
gender, rights of indigenous peoples
and forest dependent communities,
environmental safeguards). Projects
are thus expected to contribute to
the advancement of practice and
knowledge across the thematic
issues of NICFI (i.e. development of
a credible MVR system for REDD,
capacity building for REDD+, promo-
tion of natural forest conservation to
maintain carbon storage capacity)

35.

36.

See: http!//www.NORAD.no/en/
tools-and-publications/norwe-
gian-aid-statistics

See: http!//www.NORAD.no/en/
support/climate-and-forest-ini-

tiative-support-scheme/overview-

and-analysis-of-the-2013-2015-
portfolio

33


http://www.gcftaskforce.org/index.php
http://www.gcftaskforce.org/index.php
http://www.norad.no/en/tools-and-publications/norwegian-aid-statistics
http://www.norad.no/en/tools-and-publications/norwegian-aid-statistics
http://www.norad.no/en/tools-and-publications/norwegian-aid-statistics
http://www.norad.no/en/support/climate-and-forest-initiative-support-scheme/overview-and-analysis-of-the-2013-2015-portfolio
http://www.norad.no/en/support/climate-and-forest-initiative-support-scheme/overview-and-analysis-of-the-2013-2015-portfolio
http://www.norad.no/en/support/climate-and-forest-initiative-support-scheme/overview-and-analysis-of-the-2013-2015-portfolio
http://www.norad.no/en/support/climate-and-forest-initiative-support-scheme/overview-and-analysis-of-the-2013-2015-portfolio
http://www.norad.no/en/support/climate-and-forest-initiative-support-scheme/overview-and-analysis-of-the-2013-2015-portfolio

34 | Financing Strategies for Integrated Landscape Investment

37.

See: http://www.NORAD.no/en/
support/private-sector-develop-
ment

(Norad, 2012b, ¢). NORAD also has
other funding schemes available

to support private sector develop-
ment in developing countries, which
include funding for feasibility studies
and certain trainings, as well as
building and strengthening insti-
tutions and private sector actors in
certain developing countries (priori-
tising LDCs in Sub-Saharan Africa.>

Entry points to

ILM - Enabling and
supporting multi-
functional landscape
interventions through
the NCIFI

While NORAD's mitigation and
adaptation foci also touch upon
components of ILM, it is the enabling
investments made through the NICFI
funds that NORAD most clearly en-
gages with the ILM agenda in a more
integrated manner. Since 2008,
through the initiative, NORAD has
aimed to help enable the inclusion

of REDD+ in the new international
climate regime, be an early mover

in cost-effective and verified re-
duced emissions, and promote the
conservation of primary forests for
their carbon storage capacity and
biological diversity (Norad, 2010).
The initiative’s overarching goal is
that these efforts should promote
sustainable development and reduce
poverty.

In addition to its international diplo-
matic role in the UNFCCC negotia-
tions, the NCIFI has enabled Norway

to establish a series of partnerships
with key forest countries and con-
tribute to advances in the theory
and practice of developing a REDD+
mechanism under the UN Frame-
work Convention on Climate Change
(UNFCCC) (Norad, 2012a). The large-
scale partnerships with key forest
countries as well as CSOs has sought
to demonstrate projects and actions
at scale as well as contribute to the
design of an integrated architecture
of multi-lateral REDD initiatives that
encourage and address large scale
emission reductions, and through
sustainable forest management

and a livelihoods approach allevi-
ate poverty. A core part of NCIFl's
funding therefore has been directed
to financing NGOs, research insti-
tutes and civil society organizations
to provide analyses, pilot projects
and demonstrations supporting the
REDD+ negotiations and learning
through field experiences.?®

The Norwegian Climate and
Forest funding to civil society

A considerable tranche of NCIFI's
funding has therefore been directed,
through the CSO window, to funding
developments and advancements

in the enabling environment for a
REDD+ mechanism. This funding
has provided support to increase the
capacity and competence of local
and regional civil society in forest
countries with respect to climate
and forests, understanding of how
to safeguard the rights of indigenous
peoples as well as of others who
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depend on the forests for their live-
lihood in national forest and climate
plans, how to forest and climate proj-
ects with the development of com-
munities and improvement of their
livelihoods (Norad, 2010). NORAD
reports that the CSO window will be
phasing out in the near future.

ILM relevant funding categories:
sustainable landscapes,
commodity supply chains
Projects within NCIFI must relate to
one or more of the thematic cate-
gories identified by NORAD, with
the most relevant to ILM being the
‘sustainable landscape’ and ‘com-
modity supply chain’ categories
(Norad, 2012b). The purpose of the
sustainable landscape category is

to promote integrated sustainable
land use planning by focusing on
sectors and dynamics that may not
be directly connected to forest but
that nevertheless represent import-
ant drivers of deforestation. This
includes exploring approaches to ag-
ricultural and energy production that
may reduce deforestation and forest
degradation while also contributing
to improved livelihoods, employ-
ment, food security, energy access
and efficiency (Norad, 2012b).

The commodity supply chain cate-
gory supports initiatives that engage
multiple stakeholders, placing CSOs
in key roles, to develop and promote
the supply chains of relevant com-
modities (palm oil, beef, soy, sugar,
biofuels, timber and wood products)
for meeting market and consumer

NorwegianAgencyforDevelopmentCooperation&Norway’sintemationalClimateandForestinitiative |

demand without contributing to de-
forestation and forest degradation
practices. Activities financed include
concepts that address and promote
major voluntary fora for sustainable
supply chains, such as roundtable
processes, sector associations or na-
tional sector development; facilitate
the participation of smallholders

in sustainable supply chain com-
mitments; enhance transparency

in commodity supply chains and
promote enforcement of relevant
policies, laws and regulations as well
as/or link voluntary commitments to
other public/private sector policies.

Specific Projects

Sustainable landscapes and
integrated accounting in Brazil
The Sustainable Landscapes in Brazil
and Indonesia programme, imple-
mented by the Nature Conservancy,
(NOK 40 million/USD 6.7 million for
2013-1015 up from NOK 12 mil-
lion/USD 2 million in 2010-2012)4°
focuses on increasing economic
development and human well-being
while minimising carbon emissions
and habitat loss in two important
sub-national demonstration land-
scapes, and at the State, Province
and National levels.4* NORAD is
also financing a project through the
Fundacion Solidaridad LatinoAmer-
ica to pilot practices for land neutral
agricultural expansion and ecologi-
cal restoration that will address the
possibility to sustainably intensify
cattle ranching by implementing

38.

39.

See: http!//www.NORAD.
no/en/thematic-areas/cli-
mate-change-and-the-environ-
ment/norways-international-cli-
mate-and-forest-initiative

See: http!//www.NORAD.no/en/

support/climate-and-forest-initia-
tive-support-scheme
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See: http://www.NORAD.no/en/
support/climate-and-forest-ini-
tiative-support-scheme/sustain-
able-landscapes-in-brazil-and-in-
donesia

See: http://www.NORAD.no/en/
support/climate-and-forest-ini-
tiative-support-scheme/sustain-
able-landscapes-in-brazil-and-in-
donesia

See: http://www.NORAD.no/
en/support/climate-and-for-
est-initiative-support-scheme/
land-neutral-agricultural-ex-
pansion-and-ecological-resto-
ration-in-brazil-%28 LNAE%29.

The project was also implement-
ed at the national level in Costa
Rica, and at the sub-national
levels in San Martin and Madre
de Dios (Peru) and Mai Ndombe
Province (the Democratic Repub-
lic of the Congo). See http://ww-
w.v-c-s.org/jnr-pilot-programs

See: http://www.NORAD.no/en/
support/climate-and-forest-initia-

tive-support-scheme/addressing-
large-scale-drivers-of-deforesta-

tion-in-the-mekong
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climate-smart techniques aimed

at mitigating the deforestation
pressure of 20,000-100,000 hectares
from agriculture expansion in the
Amazon and Cerrado biomes .42

Another NORAD NCIFI financed
programme in Brazil supported

the development and piloting of

an integrated JNR accounting and
verification frameworks at the
sub-national levels in the States of
Acre in collaboration with the VCS.4
VCS received a NOK 8 million (USD
1.4 million) grant over a three-year
period (2013-2015) for the project.
The state of Acre in Brazil is now on
its way to become the first jurisdic-
tion-wide program to deliver com-
pliance-grade REDD+ credits. KfW
(the German government-owned
development bank) recently agreed
to performance-based payments
totalling around USD 25 million
through its REDD Early Movers
(REM) programme, which Acre plans
to deliver via use of the JNR Frame-
work. Acre also has an MOU with
the State of California to provide a
pathway for its early participation in
California’s cap-and-trade system.

Landscape and jurisdictional
approaches

NICFl is also financing a suite of
other projects that are addressing
large-scale drivers of deforestation
and forest degradation by integrat-
ing multiple goals at the landscape
scale. For example in the Mekong re-
gion (Cambodia, Lao PDR, Myanmar
and Vietnam)4+ a NOK 20 million

(USD 3.3 million) implemented by
the Wildlife Conservation Society

is addressing large-scale drivers

of deforestation from outside the
forest sector and demonstrating
land-use planning for multiple goals
at a landscape scale. This project
synergises with thematic priorities
relation to commodity supply chains
(with a particular focus on agricultur-
al products) as well as ‘contributing
to planning and implementation

of REDD+’ through its support of
Governments that are undertaking
national REDD+ readiness processes
to improve regulations to combat
illegal deforestation and forest deg-
radation. These activities include the
implementation of land-use plans by
governments to meet economic de-
velopment and forest conservation
goals across four critical landscapes
covering 2 million hectares of forests
in the region.

Another project, financing the

World Agroforestry Centre (with

the Munden Project as the private
sector partner), is contributing to the
development and promotion of sus-
tainable multifunctional landscapes
with the ILM goals of being climate
smart (reduce emissions and human
vulnerability by facilitating adapta-
tion to climate change), eco-efficient
(deliver on ecosystem services) and
development friendly (enhance
peoples livelihoods) through action
research on landscape approaches
(in 4-5 demonstration sites) to emis-
sion reductions with sustainable ben-
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efits that are done in an effective,
efficient and equitable manner.+

NICFl is also supporting the pro-
motion and development of juris-
dictional REDD+ frameworks. In
addition to support of the VCS's
Jurisdictional and Nested REDD+
(JNR) accounting and verification
framework in Peru, Brazil (Acré),
Costa Rica, and the DRC,% NICFl is
also supporting projects that com-
bine the support of market driven
efforts for deforestation free supply
chains together with government led
jurisdictional REDD+ mechanism im-
plementation.“” NICFl is supporting
the National Wildlife Federation with
NOK 21 million (USD 3.4 million) to
improve monitoring capabilities and
incentives for small-holders to im-
prove agricultural productivity, meet
certification standards and thus re-
ducing drivers of deforestation while
improving livelihoods.

Scaling up private sector

NICFl also funds a directly targets
the catalysing of REDD+ financing
schemes, with the aim of supporting
the development of incentives to
replicate sustainable forest manage-
ment and low carbon development
at scale, often through jurisdictional
REDD+ policy frameworks“® and
sustainable supply chain approach-
es.* NICFlis financing IUCN NOK 21
million (USD 3.4 million) to work to-
wards mobilising private investment
in community based carbon inten-
sive landscape restoration in order to
enhance carbon stocks, and improve
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social and economic returns to farm-
ers, communities and investors.5°
NICFl is also financing (NOK 12 mil-
lion; USD 2 million) the Environmen-
tal Defence Fund to design, catalyse
and launch pilot options transactions
for REDD+ credits in order to attract
private companies and investors to
finance high quality results-based
REDD+ programs to scale over near
and medium terms.5* This includes
the design of complementary in-
struments (e.g., price floors, buffer
funds, and other risk guarantee

and insurance approaches) and
contract structures (e.g., public-pri-
vate partnerships) to contribute to
reducing risks for buyers and sellers
of jurisdiction-scale REDD+ credits,
and make most effective use of lim-
ited public funds to leverage private
financing and supply development.

45.

46.
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See: http!//www.NORAD.no/
en/support/climate-and-for-
est-initiative-support-scheme/
secured-landscapes-sustain-
ing-ecosystem-and-carbon-ben-
efits-by-unlocking-rever-
sal-of-emissions-drivers-in-land-
scapes. Total financing for the
two periods 2009 — 2012 and
2013-15 is NOK 58.9 million
(USD 9.5 million).

See: http//www.NORAD.no/
en/support/climate-and-for-
est-initiative-support-scheme/
developing-and-piloting-inte-
grated-jurisdictional-and-nest-
ed-redd-jnr-account-
ing-and-verification-frame-
works-linked-to-new-sourc-
es-of-finance

See: http!//www.NORAD.no/
en/support/climate-and-for-
est-initiative-support-scheme/
promoting-deforestation-free-ag-
ricultural-commodity-sup-
ply-chains-and-the-link-to-juris-
dictional-redd-frameworks-defor-
estation-free-commodities-and-
redd

See: http!//www.NORAD.no/en/
support/climate-and-forest-ini-
tiative-support-scheme/for-
est-and-climate-initiative

See: http!//www.NORAD.no/en/
support/climate-and-forest-ini-
tiative-support-scheme/build-
ing-bridges-between-commodi-
ty-roundtables-and-redd-phase-2.

short-name-rt-redd-phase-2

See: http//www.NORAD.no/
en/support/climate-and-for-
est-initiative-support-scheme/
advancing-redd-mobilising-pri-
vate-investment-for-communi-
ty-based-carbon-intensive-land-
scape-restoration-%28pi-
lar%E2%80%93private-in-
vestment-in-landscape+-resto-
ration%29

See: http!//www.NORAD.no/en/
support/climate-and-forest-ini-
tiative-support-scheme/options-
market-and-risk-reduction-tools-
for-redd
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52.

53.

With land use degradation ac-
counting for about 20% of annual
greenhouse gas (GHG) emis-
sions, yet transactions based on
forestry and agricultural projects
only has a share of less than

1% of the total market (https:/
wbcarbonfinance.org/Router.
cfm?Page=BioCF&ID=9708&Ite
mID=9708&ft=About)

Project entities, governmental
agencies, policy-makers and
project auditors.

Financing Strategies for Integrated Landscape Investment

World Bank BioCarbon Fund
- Initiative for Sustainable
Forest Landscapes (Tranche 3)

Creating multiple revenue streams from the sustainable

transformation of landscapes.

Overview

The BioCarbon Fund was created

in 2004, within the World Bank's
Carbon Finance Unit, as the first
carbon fund established to focus

on emission reductions generated
from the land use, land-use change
and forestry (LULUCF) sector, and
as such open the carbon market to
forestry and agriculture activities.>
Structured as a public-private sector
initiative, it mobilises finance to

help develop projects that seques-
ter or conserve carbon in forest

and agro-ecosystems, through the
improvement of land and forest
management with added benefits of
transforming landscapes and directly
benefitting poor farmers.

The BioCarbon Fund was initially
developed in order to both pioneer
transactions and build capacity for
stakeholderss3involved in the for-
estry and agricultural land manage-
ment segment of the carbon market
(LULUCF and AFOLU), underde-
veloped to a large part because of
limited market demand due to the
restrictions imposed on the tradabil-
ity of credits from LULUCF projects
in the CDM and their exclusion in the
European Union’s Emission Trading

Scheme (WB, 2012). Tranches 1 and
2 focused mainly on A/R CDM, with
some small funds to pilot LULUCF/
AFOLU activities not included under
the CDM. Tranche 1 started to pilot
REDD+ at project scale (through

the voluntary carbon market) and
Tranche 2 with sustainable agricul-
tural land management (also in the
voluntary carbon market).

In November 2013, the Fund
launched the Initiative for Sustain-
able Forest Landscapes (ISFL), which
builds from its track record to “deliv-
er landscape level transformations
using results-based financing” (WB,
2012). As such the focus for this ini-
tiative will be to develop integrated
landscape-level programs (including
improved livestock management,
climate-smart agriculture, and sus-
tainable forest management) with

a focus on protecting forests and
greening and securing supply chains.
ISFL seeks to reduce greenhouse
gas emissions from the land sector,
providing grants and results based
financing to reduce greenhouse

gas emissions from the land sec-

tor, through REDD+, climate smart
agriculture practices and land use
planning (WB, 2013¢).


https://wbcarbonfinance.org/Router.cfm?Page=BioCF&FID=9708&ItemID=9708&ft=About
https://wbcarbonfinance.org/Router.cfm?Page=BioCF&FID=9708&ItemID=9708&ft=About
https://wbcarbonfinance.org/Router.cfm?Page=BioCF&FID=9708&ItemID=9708&ft=About
https://wbcarbonfinance.org/Router.cfm?Page=BioCF&FID=9708&ItemID=9708&ft=About

Institutional Environment &
Governance

The Carbon Finance Unit (CFU),
within the Climate Policy and
Finance Department of the World
Bank, is comprised of multiple
approaches (carbon funds and
facilities), most of which originally
worked within the framework of
CDM or Joint Implementation (JI)

to purchase emission reductions

on behalf of the contributor from a
range of different projects. Instru-
ments include the BioCarbon Fund;
Forest Carbon Partnership Facility
(FCPF); Carbon Partnership Facility;
Partnership for Market Readiness;
Carbon Initiative for Development;
Prototype Carbon Fund; Community
Development Carbon Fund; Carbon
and CDM Facilities (Netherlands,
Denmark, Italy, Spanish, etc.). These
instruments utilise funds contributed
by public and private entities (gov-
ernments and companies) to pur-
chase carbon credits from projects
in developing countries or countries
with economies in transition.

The BioCarbon Fund consists of the
Tranches (Tranche 1,2, and now 3)

as well as the Technical Assistance
Fund, BioCFplus, which supports
the projects and programs in the
Tranches and provides capacity
building, promotes policy research,
and supports further methodological
work (WB, 2013a). The day to day
operational team of the BioCarbon
Fund is responsible for supervising
and monitoring existing projects and
activities, proposing new projects to

WorldBankBioCarbonFund-InitiativeforSustainableForestLandscapes(Tranche3)

fund participants for review, as well
as contributing to the development
of the land-use sector (WB, 2013a).
Stakeholders of the BioCarbon

Fund include the public and private
entities contributing funds (gov-
ernments and companies) who are
involved in decisions concerning the
inclusion of projects in the portfolio
and other operational considerations
(WB, 2013a). Furthermore, the World
Bank serves as Trustee of the BioCar-
bon Fund, with its operations fully
integrated into the Bank'’s processes
and team for financial management,
legal guidance and technical sup-
port. This means that the Bank's
environmental and social safeguard
policies apply to all BioCarbon Fund’s
operations and project design (WB,
2013a).

Financial Structure

Tranche One and Two of the Bio-
Carbon Fund committed about USD
go million to over 20 projects in 16
countries (in Africa, Asia, Europe,
and Latin America) since 2004.
These projectss* have restored
150,000 hectares of degraded
lands, reduced deforestation in over
350,000 hectares of land, seques-
tered 15 million tons of CO_, and
avoided the release of 5 million tons
of CO2 in their first 20 years of oper-
ation (WB, 2013a). Tranche One has
a total capital of USD 53.8 million
and Tranche Two (operationalised

in March 2007) has a total capital

of USD 29.5 million, with both now
closed to new fund participation.

54.

20 afforestation and reforesta-
tion projects, 5 avoided defor-
estation projects and soil carbon
and agriculture pilots (WB,
2012a).
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55. See: http//www.world-

bank.org/en/news/
press-release/2013/08/30/

government-of-norway-
partners-with-world-bank-to-
support-ethiopia-in-scaling-up-
climate-smart-land-management

The BioCFplus programme (about
USD 6 million) is a fund for carbon
asset development and technical
assistance for the support of project
development and implementation
through capacity building and train-
ing, carbon accounting methodolog-
ical and tool development, as well

as the promotion of policy dialogue
and dissemination of lessons learned
(WB, 2012). In November 2013, the
BioCarbon Fund launched its USD
280 Million Initiative for Sustainable
Forest Landscapes (ISFL).

Structure and value drivers

The BioCarbon Fund assists in the
development of forestry and other
land use activities in developing
countries, and then purchases the
emission reductions from these ac-
tivities on behalf of the Fund'’s Partic-
ipants (WB, 2013a). Participants may
choose whether to use the emission
reductions (either under the UNFC-
CC’'s CDM of the Kyoto Protocol, the
voluntary carbon market, or other
future mechanisms) or even to retire
the emission reductions (WB, 2013a).
Major uncertainties include the
compliance-grade nature of pur-
chased credits in the carbon market
under a future climate agreement as
well as successful implementation

of the activities themselves (WB,
2012). Not only does the World Bank
acts as Trustee to the Fund, but its
activities must conform to the World
Bank’s environmental and social
safequards, with special attention

to benefit sharing. Additionally,

projects in Tranches 1 and 2 have
usually received their first carbon
payments at advanced stages of the
carbon certification process (i.e.,
project registration or verification),
which leaves a gap between project
implementation and the first carbon
payment, which could take up to 4-5
years.

Criteria for financing

For local communities multiple rev-
enue streams are generated includ-
ing, financial returns from the sale
of emission reductions (i.e. carbon
credits), increased local incomes,
and indirect financial (and ecological)
benefits from sustainable land man-
agement practices. For example, a
project in Ethiopia%s (Humbo Assist-
ed Natural Regeneration project)
has used regeneration techniques to
reduce erosion and provide alterna-
tive livelihoods to the surrounding
population of 50,000 (7 community
cooperatives established) while
bringing back native forest species
(WB, 2013b).

The BioCF ISFL will operate at the
jurisdictional level. The preliminary
average size of each ISFL jurisdic-
tional program is initially estimated
at USD30-50 million (WB, 2013c).
It aims to provide two categories of
financing to countries (WB, 2013b):

¢ Technical assistance and grant
funding to support countries
with the implementation of
their REDD+ strategies and
the creation of enabling envi-
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ronments that change the way
land-use decisions are made.
Grants will be disbursed through
the BioCarbon Fund's associated
technical assistance facility, the
BioCFplus, based on perfor-
mance milestones.

e Results-based financing (a.k.a.,
payment for performance)
based on achieved emission
reductions. The main metric for
results-based payments will be
emission reductions, but other
economic, environmental and
social indicators will be mon-
itored. Carbon payments (in-
cluding some upfront milestone
payments) will be made through
the BioCarbon Fund.

Participants

For the Fund participants, assets
generated are the carbon credits
for the CDM, voluntary markets, or
other future mechanisms. Partici-
pants currently investing in Tranch-
es1and 2 of the BioCarbon Fund
include six governments and public
entities (Canada, Italy, Luxemburg,
Spain, Ireland, Agence Frangaise

de Développement) and 11 private
companies (Idemitsu Kosan Co., Ltd.
Japan Petroleum Exploration, Sum-
itomo Joint Electric Power, Suntory
Food and Beverage, The Japan Iron
and Steel Federation, The Okinawa
Electric Power, Tokyo Electric Power,
Sumitomo Chemicals, Syngenta).
ISFL is being supported by the
governments of Norway, the United
Kingdom, and the United States,

WorldBankBioCarbonFund-InitiativeforSustainableForestLandscapes(Tranche3)

whom together committed USD 280
million (up to USD 135 million from
Norway, USD 120 million from the
U.K, and USD 25 million from the
U.S.) as part of their efforts to slow
climate change. Private companies
are not expected to put funds in the
BioCF, but rather partner on opera-
tions on the ground where there are
synergies with their supply chains.
Additional donors are reviewing
their participation and could make a
future pledge. Fund participation for
both private and public entities (do-
nors and carbon fund participants) is
set to a minimum amount of USD 2.5
million as the first-time contributor
to the BioCF, or USD 1 million as the
current contributor to one of the
other tranches to the BioCF.

ILM Entry Points

The reduction in CO emissions from
reduced deforestation and land
degradation accrues multiple bene-
fits relating to the improvement of
degraded and eroded land, increased
protection and restoration of fragile
ecosystems and biodiversity, and
improved productivity of agricul-
tural systems. Broader landscape
benefits, or economic, social and
institutional ‘co-benefits’, are sought
in addition to the revenue stream
generated by the land-based emis-
sion reduction projects, including
biodiversity conservation, improved
water services, and social or institu-
tional benefits (e.g., improved land
tenure, stronger community organ-
isations, new employment opportu-
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56. Fragmented accounting of multi-
ple benefits and project compo-
nents rather than crediting any
land-based activity that led to an
increase in carbon.

nities, improved income from higher
yields in agricultural, timber or wood
fuel products) (WB, 2013a).

Addressing fragmentation and
under-representation in LULUCF
carbon projects: Tranches One
and Two

Tranche One and Two of the Bio-
Carbon Fund sought to address

the challenge of land based and
landscape scale projects under
CDM, which has led to a relatively
fragmented and small scale A/R
projects (i.e. to date only 52 A/R
projects registered out of a total of
more than 7,000 projects registered
CDM projects according to UNFCCC
Data). The first two Tranches were
focussed on supporting in pilots to
demonstrate how carbon seques-
tration from sustainable land-use
management could deliver carbon
credits. The average project size of
~5k ha for reforestation, ~ 30k ha for
agriculture, and ~ 100k ha for REDD.
Projects focussed on environmental
restoration, afforestation, reforesta-
tion, sustainable agriculture, and
project-level REDD, but were mostly
concentrated A/R projects. Notably,
Tranches 1 and 2 were not geared

to providing up-front financing for
projects, which raised significant
challenges for project developers to
scale-up to more comprehensive and
integrated projects (WB, 2012).

Utilising climate Finance

to catalyse large-scale
regeneration of degraded
lands and sustainable land
management

ISFL seeks to develop capacity in
carbon markets, despite on-going
policy uncertainty, and challenges
relating to the transaction costs

of verifying and monitoring small
scale fragmented projects*® and the
up-front project costs before forest
carbon credits are ready from A/R.
ISFL thus aims to scale up land-man-
agement practices from the project
level to large ‘jurisdictional’ land-
scapes, thus supporting national
and jurisdictional governments to
break down current sectoral siloes
in land-use climate mitigation. With
its current amount of funding the
ISFL will create a portfolio that could
include 4-6 jurisdictional programs
with country and regional diversity
(Africa, Asia, and Latin America).

Scaling up to jurisdictional level

Operating at the scale of the juris-
dictional landscape (an estimated
minimum of 100,000 hectares with
blended climate and development
impacts, at the sub-national scale
within a defined boundary) is consid-
ered one of the key design features
of the ISFL. The jurisdictional
approach aims to better enable
national or jurisdictional govern-
ments to consider the trade-offs and
synergies between different land-us-
es that may compete in a jurisdic-
tion (i.e. agriculture, energy, and



forest protection) and successfully
identify integrated solutions (both
policy changes and on the ground
actions) that serve multiple objec-
tives (WB, 20a3b). It further aims to
incentivise all stakeholders (farmers,
government representatives, private
companies and non-governmen-

tal organizations) to change their
patterns of behaviour and lessen the
pressure on forests through better
land management at a greater scale
(Baroudy, 2013).

On the ground interventions would
be at a significant scale and policy in-
terventions would impact the whole
jurisdiction (rather than a collection
of isolated project-like interventions)
or even national scale. The initiative
will combine reforestation, reducing
emissions from deforestation and forest
degradation, agriculture, biomass ener-
gy activities, and policy interventions in
an integrated approach to tackle climate
change, strengthen food security, and
increase the resilience of local communi-

ties and environments (WB, 2013b).

Looking for ways to expand the
recognised role of the private
sector

ISFL will work with private compa-
nies (multi-national corporations to
large national actors and emerging
SMEs and smallholders) in order to
accelerate ‘forest-proofed’ sourcing
of commodities, thus providing a
better vehicle to redirect market
forces for the creation of sustain-
able, longer-term economic incen-
tives to maintain better land use

WorldBankBioCarbonFund-InitiativeforSustainableForestLandscapes(Tranche3)

(WB, 2013b). In order to facilitate
the participation of the private
sector, large multinational compa-
nies such as Unilever, Mondelez,

and Bunge were brought to the table
from the inception to discuss pre-
liminary models of implementation
(Baroudy, 2013).

ISFL will work with private sector
counterparts (off-takers, private
partners operating across the juris-
diction, financiers, etc.) in a variety
of manners (WB, 2013b): off-takers
will be supported to make advanced
commitments to purchase declared
volumes or values of sustainably
sourced products from ISFL jurisdic-
tions, either through multi-national
companies liaising with local inter-
mediaries or local retailers; opera-
tors (small holder farmers or SME
agribusinesses) will be motivated

to align their current activities or
intentions with land management
schemes of a jurisdiction and thus
link their activities to incentive pay-
ments from local government pool
of capital; financiers will be incen-
tivised to provide capital to opera-
tors to cover upfront project costs,
where ISFL's payments for tons of
CO2e could cover the roll-out of new
financial products or reduce specific
investment risk. Carbon payments
will not, however, subsidize private
sector activity, but reduce additional
cost burden of incorporating sustain-
able land use practices, and thereby
access additional capital, operational
resources, technical expertise and
innovative strategies (WB, 2013b).
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57.

58.

Forest Investment Program
(FIP), Forest Carbon Partnership
Facility (FCPF), Program on
Forests (PROFOR), World Bank
Treasury, Multilateral Invest-
ment Guarantee Agency (MIGA),
World Bank President’s Initia-
tive for Climate Smart Agricul-
ture all have synergies with the
objectives of the BioCF.

Now known as Agriculture and
Environmental Services (AES).

Financing Strategies for Integrated Landscape Investment

Benefit sharing with local
stakeholders

Based on the approach to bene-
fit-sharing with all eligible benefi-
ciaries under BioCF Tranches 1 and
2, BioCF will ensure that the benefit
sharing arrangements under the new
initiative are: i)based on a consulta-
tive, transparent and participatory
process throughout the program
design and implementation; ii)
pragmatic and simple, i.e., they
need to be easy to understand for all
involved and allow for a pragmatic
way of implementation; iii) designed
taking into account effective incen-
tive structures, i.e., that thereis a
reward mechanism to the key actors
that generate and deliver ERs in the
landscape; and iv) built to ensure
sustainability, i.e., by encouraging
reinvestments for further landscape
improvements and supporting
economic development. The BioCF’s
aim for the longer-term is to support
a smooth shift away from any reli-
ance on ER payments upon the end
of program terms (WB, 2013b).

Coordinating across finance
mechanisms

A number of closely related initia-
tives within the CFU such as the
Forest Carbon Partnership Facility
(FCPF) as well as instruments under
the Climate Investment Funds
(CIFs) such as the Forest Investment
Program (FIP) and the Pilot Program
for Climate Resilience (PPCR)57 also
provide the opportunity for syn-
ergies and the generation of vital

lessons on result-based finance for
the implementation of projects for a
range of policy objectives, including
REDD+ (WB, 2013d). Furthermore,
the BioCarbon Fund also works with
the World Bank Institute (WBI) to
build capacity of project entities in
developing countries to facilitate ac-
cess to carbon markets (WB, 2012).
Institutional and thematic synergies
also exist with the climate-smart
agriculture programmes developed
by the Agriculture and Rural Devel-
opment (ARD)38 unit of the World
Bank, notably where the Fund is
piloting agriculture projects that

lie at the nexus of improved food
security, adaptation and mitigation
(WB, 2012). In these cases the Bio-
Carbon Fund aims to identify ‘triple
win opportunities’ where additional
revenue streams might be brought
to farmers for mitigation in addition
to the primary goal of better land
management for increased produc-
tivity, while simultaneously improv-
ing social and ecological resilience to
climate variability (WB, 2012).

Challenges and
opportunities for scaling
up ILM finance

Despite its potential to mitigate
climate change, the experience

in the LULUCF sector in the CDM
has so far been limited due to a
variety of issues: non-permanence
limiting the contribution of carbon
revenues’ to improve projects’ cash
flows; A/R emission reductions in



such projects tend to be low and is
limited in realising the full potential
of LULUCF activities that could be
implemented in a landscape; high
transaction costs are incurred by the
complexity of CDM rules and the
lack of capacity for effective GHG
accounting. However, depending on
their size and timely delivery, carbon
revenues have however been seen
to positively impact the viability of
land use projects, particularly those
with limited sources of income and in

WorldBankBioCarbonFund-InitiativeforSustainableForestLandscapes(Tranche3)

countries where there is no national
incentive to improve land manage-
ment. Continuing monitoring and
payment for results over time further
incentivises different stakeholders to
collaborate to deliver results. While
the multiple project benefits gener-
ated (greater land tenure security,
employment opportunities, and new
sources of income) are also strong
incentives for local participation and
long-term commitment. [See Table 4
on following page.]
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Challenges Opportunities

Carbon Markets: Land-based Carbon Finance and Forest Market: Demand & uncertain markets

Lack of clear signal for the international
compliance market for land use in relation
to the pending decisions of the UNFCCC
process.

Restricted demand for forest credits for
statutory compliance purposes because
forest credits are temporary (tCERs or
ICERs') under the CDM rules and are ineli-
gible in other large markets (e.g. European
Union’s Emissions Trading System) (WB,
2012).

Voluntary market is small, but growing.

Risk allocation and risk mitigation will be assessed throughout the structure of the
land-based activity and will examine how the risks to all parties of developing a
high-quality carbon asset be minimized in an uncertain regulatory environment
(WB, 2012).

The price paid per ton of CO2e in emission reductions achieved is yet to be deter-
mined. A case-by-case discussion on price may be needed when the price makes a
significant difference to the viability of a program (WB, 2013b).

Complex methodologies and fragmented accounting (WB, 2013a).

Complex rules and regulations for
developing carbon assets, which do not
adequately reflect the synergies between
different components of a landscape.
Consolidation of carbon accounting meth-
odologies to scale up from site-specific to
landscape level interventions.

BioCF is considering methodologies and approaches for simple and robust carbon
accounting in a more comprehensive landscape approach (bundling a variety of
land-use and energy activities) to account for triple-win activities within a defined
large scale landscape boundary (WB, 2013b). This potentially includes models

for bundling or stacking carbon assets with premiums for biodiversity or other
assets?.

Access to finance and lack of up-front financing

Carbon markets deliver cash-flow only
once the carbon asset is developed lead-
ing to bottlenecks for projects to get up-
front financing. Experience has shown that
the first carbon payment may only come
4-5 years after project has been initiated.

Limited public sector and donor financial
resource flows are used to leverage larger
private sector investments.

Upfront financing that maintains an incentive structure for entities to be ful-
ly-committed to the success of the land-based activity (WB, 2012).

Technical facility to fund the design and testing of innovative financing approach-
es including bond financing (e.g. with the Bank’s Treasury department); partner-
ships with micro-finance institutions to assist early-movers; guarantees, price
support, structured equity financing and insurance products; synergies sought
across adaptation finance, grant resources (WB, 2012).

Funding sources could be linked to other financing mechanisms (e.g. fast start
climate finance and green bonds) to achieve scale (WB, 2012). This could make
funds available for the entity to use to leverage other funds. BioCF ISFL is explic-
itly structured to promote those activities that companies have long claimed will
make it easier for them to remove deforestation from their supply chains. ISFL

has a specific focus on the agricultural drivers of deforestation and emphasis on
crowding in private companies that source commodities in countries with tropical
forests in order to leverage private capital and capacity in a way other climate and
forest initiatives have not yet managed (Baroudy, 2013). Results-based finance for
emission reductions will reduce initial barriers for private sector investment, and
attract further capital and expertise from the private sector.

TaBe 4.  World Bank BioCarbon Fund - Initiative for Sustainable Forest Landscapes (Tranche 3) challenges and opportunities

59. See: http://cdmrulebook.org/874

60. BioCarbon Fund has already attempted to factor environmental benefits into the contract price for
carbon. The proposed developments would build on previous approaches to further test whether
the MRV approach to carbon accounting could be applied to the monetisation of other ecosystem
services, or whether an independent system should be established (collaborating with stakeholders
from UN Convention on Biological Diversity (CBD) and UN Convention to Combat Desertification
(CCD), biodiversity and wildlife conservation entities (WB, 2012).
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Broadening agricultural finance
to account for landscape effects

Farmland itself is a comparatively
new investment that remains rela-
tively opaque (many deal take place
‘off market’) and poorly understood
(Hopper, 2012). Most investors
have shied away from farmland
investment due to high capital
requirements, long lock-up periods,
required specialised knowledge
and low liquidity in the secondary
market. Yet in recent years, due to
both interests in real assets amidst
concerns over inflationary pres-
sures, portfolio diversification and
increasing land values as demands
in food, fiber and fuel from limited
land resources grow (Hopper, 2012;
Or, 2012). Of the few funds dedicat-
ed specifically to agriculture, TIAA
CREF has raised USD 2.5 billion for
its agricultural investment company
TIAA-CREF Global Agriculture LLC,
NCH Capital raised USD 1.2 billion
for its 2007 fund NCH Agribusiness
Partners fund, and Teays River
Investments LLC, raised USD 478
million for their Ag Real Value Fund
in July 2010 (Or, 2012).

The even smaller niche sector that is
organic and ecological farmland is an
even more novel asset class where
understanding of the ecological and
financial benefits of taking a more
integrated whole system approach is
scarce, creating barriers to rais-

ing investment from the capital
markets at scale (AgroEcological,
2011b). However, at the bottom of

the pyramid, small holders already
face multiple barriers to accessing
credit for investing in on- and off-
farm activities, where land rights
are often obscure, yet the majority
of agricultural investment occurs
directly through farmers themselves
(Assuncao et al., 2013). Furthermore,
there is concern that changes to the
regulatory scheme for remittance
transfers in relation to Basle I1l will
further constrict capital to small
holders in developing countries
(Kyte, 2013).

Given the pressures and incentives
to invest in land from the top to the
bottom of the pyramid, it is vital
that large and small scale investors
fully engage with the ILM agenda in
order to avoid exacerbating ten-
sions and challenges across differ-
ent socio-economic activities and
ecological systems that form part of
resilient landscapes (Litovsky, 2013).
The following case study describes

a range of different entry points to
specifically invest in farmland or
lend to small-holder farmersina
manner that has landscape benefits
or encourages and supports ILM ap-
proaches. It presents a broad insight
into the challenges faced in agricul-
tural and rural lending and oppor-
tunities provided by these different
instruments as a means to promote
more integrated and sustainable
initiatives, as well as address barriers
in financing ILM (from improving
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61.

62.

63.

In this region, rural credit is
mainly distributed through gov-
ernment banks such as Banco do
Brasil, Banco da Amazoénia and
Banco do Nordeste (Assuncéo et
al., 2013).

An estimated BRL 2.9 bil-

lion (USD 1.4 billion) was not
contracted between 2008-2011
because of restrictions relating
to Resolution 3545 thus prevent-
ing 2,700km2 in deforestation
(15% reduction in deforestation
over the observation period)
(Assuncio et al., 2013; Hender-
son et al, 2013).

With the other 70% coming from
producer’s own resources and
other agents of agribusiness, e.g.
trading companies, and other
market mechanisms (Ministério
da Agricultura, Pecuaria e Abas-
tecimento, MAPA, 2003)

access to finance for small-holders

in emerging and frontier economies,
to raising capital for integrative and
innovative organic and whole system
agricultural practices in developed
and developing economies, to
addressing sustainability challeng-
es across the supply chain). The
diversity in approaches also show
the challenges of crossing from the
agricultural productivity, farmland
and food security financing siloes

to financing windows for ecological
and whole system approachesin a
way that engages private capital and
mobilises enterprise.

Agriculture and
farmland lending and
investment

Credit Policies: Brazilian Central
Bank Resolutions for Rural
Credit

Rural credit, distributed by banks or
other financial intermediaries, is a
vital source of funding for small to
medium scale farmers, and in Brazil
is subsidised by the government
(Henderson et al., 2013). Rural credit
is loaned according to rules and
conditions established in the Brazil-
ian Central Bank’s Manual of Rural
Credit (Manual de Crédito Rural,
MCR). Recent research conducted
by the Climate Policy Initiative (CPI)
demonstrates the effective use of
rural credit as a policy instrument
to encourage more environmentally
sustainable agricultural practices
amongst rural borrowers in the Am-

azon biome®* and thus achieve forest
conservation outcomes (Assungao et
al.,, 2013). CPl suggests that the Bra-
zilian Central Bank Resolution 3,545
(implemented in 2008), which condi-
tioned the concession of rural credit
in the Amazon Biome upon proof of
compliance with legal and environ-
mental regulations, was an effective
policy instrument to condition rural
credit, thereby tightening credit con-
straints,®* changing farmers’ produc-
tion decisions, and thus channelling
finance into activities that had a
beneficial effect for reducing defor-
estation (potentially up to 15% over
the observation periods) (Assuncao
et al., 2013). The effectiveness of
this policy is in part due to the large
proportion of external finance that
the federal government’s rural credit
portfolio represents to financing
agricultural development, funding
about a third of the annual financial
needs of producers in the agricultur-
al sector in Brazil.®3 However, more
recently, the Brazilian government
has confirmed a major increase in
deforestation rates (28% between
August 2012 and July 2013) after the
previous years of decline, with un-
certainty as to whether the increase
should be assigned to changes in the
forestry laws or higher global prices
for agricultural commodities (Guard-
ian, 2013).



Value chain financial services for
‘unbankable’ small-holders
Rabobank is not only a direct inves-
tor in farmland and other agricultural
assets, but through its different
initiatives, funds and partnerships

is deeply involved in financing rural
development and sustainable agri-
cultural approaches (sustainability of
food supply, inclusive food strate-
gies, rural cooperatives) around the
world.® Rabobank engages with

ILM components and challenges at
multiple interfaces beyond its own
lending and investment programmes
in commercial agriculture and na-
tional commercial agricultural banks.
Different institutions within Rabo-
bank Group focus on different ILM
challenges relating to supply chain
management, access to finance, and
ESG integration. Rabobank Group
has placed a value chain finance
(VCF) approach for small-holder
cooperatives at the heart of their
inclusive food strategy, which aims
to reduced obstacles to investing in
enhancing the agricultural produc-
tion of small-scale farms (and better
linking them to markets and value
chains) at the bottom of the pyramid
(Rabobank, 2012). One of the fun-
damentals of this strategy is ensur-
ing environment sustainability, by
addressing impacts on biodiversity,
GHG emissions, and addressing food
losses and wastage from farmers to
end consumers (Rabobank, 2012).

Addressing the major challenges of
access to finance for much of the de-
veloping world’s small holders, Rabo

Broadening agricultural finance to account for landscape effects |

Development provides technical
assistance to banks doing business in
rural areas in regions where there is
food production potential, establish-
ing and enabling financial services
for currently ‘unbankable’ smallhold-
er farmers.® Interventions include
value chain mapping and facilitation
of value chain financing, facilita-

tion of farm business investments,
establishment of affordable farm
financial services, investing in and
shaping of the enabling environment
(institutional and physical infrastruc-
ture).®® The Rabobank Foundation
supports a number of initiatives and
funds that tackle both sustainability
in the commodity supply chains (e.g.
partnering with WWF to support
sustainable palm oil supply chains in
Indonesia,®” and partnering with FAO
on pilot projects in Ethiopia, Ken-

ya and Tanzania to better support
small-holder farmers to combat food
insecurity®®) as well as supporting
growth and development of the
agricultural sector in poor countries
by providing larger farmers’ cooper-
atives and agribusinesses with short-
term loans and stand-by letters of
credit (guarantees) through the Rabo
Rural Fund.

Portfolio diversification through
farmland investments in an
institutional investor

TIAA CREF (a pension fund with
USD 487 billion in assets under
management) engages in specific
landscapes through its agricultural
investment company, TIAA-CREF

64.
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See: https://www.rabobank.
com/en/group/sustainability/
sustainable food supply.html;
https!//www.rabobank.com/en/
images/framework-for-an-in-
clusive-food-strategy.pdf;
https!//www.rabobank.com/en/
images/Cooperativeandrural-
finance-20121101.pdf; https:/
www.rabobank.com/en/group/
fandab/rabo farm.html

See: http//www.donorplatform.
org/private-sector-cooperation/
latest/869-study-coopera-
tives-crucial-for-smallhold-
ers-to-tackle-food-insecurity.html

See: http//www.donorplatform.
org/private-sector-cooperation/
latest/869-study-coopera-
tives-crucial-for-smallhold-
ers-to-tackle-food-insecurity.html

See: https://www.rabobank.com/
en/group/sustainability/Ethics
and Dialogue/partnership wnf/
Index.html)

Projects will improve the
income of small-holder farmers
through support to small rural
businesses, as well as through
the identification of productive,
competitive and sustainable
agri-businesses along the whole
value (https:/www.rabobank.
com/en/rabofoundation/story/
News/FAO and Rabobank
Foundation support African
small-holder farmers.html).
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70.

Investors include: Second
Swedish National Pension Fund
(AP2),the British Columbia
Investment Management Corp. ,
Caisse de Depot et Placement du
Quebec (Or, 2012).

Between 1970 and 2009, agricul-
tural land values, as measured
by the USDA’s ERS database,
have outperformed both domestic
stocks and bonds on an annual-
ized basis, returning an annual
average of 10.25% vs. 6.24% for
the S&P 500 and 7.3% for 10-
year Treasuries (Hopper, 2012).

Financing Strategies for Integrated Landscape Investment

Global Agriculture LLC, performs
direct investments in land used for
agricultural production. Over time it
has built sustainability and environ-
mental criteria into consideration

in its direct investments in land for
agriculture production and large
scale farms. TIAA-CREF is one of the
largest institutional owners of farm-
land in the world; with approximate-
ly USD 2.5 billion of investments®®
across the United States, Australia,
South America and Europe as of
December 31, 2011 (investments in
farmland and agriculture-related
assets began in 2007). TIAA-CREF
partners with local farmers and
operators to manage and farm the
properties, typically by leasing the
land to farmers (Or, 2012). Farmland
investments are seen as a potential
source of stable investment returns
due to the reduced fluctuation of the
underlying value to market forces

in comparison to stocks and bonds,
and with recognised attractive total
returns,’® are a valuable opportunity
for portfolio diversification (Hopper,
2012).

Investing directly in farmland, as
opposed to investor exposure to
farmland as an asset through the
commodities futures market, is both
less liquid and less volatile, instead
performing on the value of the land
and associated crops rather than
market speculation. As such value
drivers relate to major global trends,
including increasing population
together with demographic and
consumer trends, changing dietary

habits and a shrinking supply of
viable arable land, fuelling farmland
appreciation and income (Hopper,
2012). Given the exposure of farm-
land investments to risks relating to
extreme weather, weather variabil-
ity and resource availability (fuel
inputs, water, soil, other ecosystem
services), as part of its focus on
sustainability, TIAA CREF is integrat-
ing environmental stewardship into
its investment approach to ensure
sustainability and shield investments
from negative environmental and
social impacts (Hopper, 2012).

Engagement in a landscape as a
pathway to outperformance in
asset management
Agro-Ecological, a specialist asset
management firm, invests in farm-
land and agriculture as an asset class
(investing in a portfolio of farms),
seeking financial, ecological and
social returns through the ecological
and organic management of a port-
folio of farms. Growing populations,
increasingly affluent populations
and increasingly constrained and
degraded farmland (soil productivity
losses) is driving demand for agricul-
tural land to be managed through a
whole system approach that can also
offer investors high-value and better
returns (AgroEcological, 2011b). The
Agro-Ecological approach provides
investors the opportunity to allocate
capital into agriculture/farmland
investment from an impact and SRI
perspective. Superior returns are
generated for investors by acquir-



ing, transforming and improving
farmland profitability by enhancing
the resilience and ecological robust-
ness of the production systems and
reduced reliance on volatile and
expensive inputs (fossil fuels, energy
costs, synthetic nitrogen) especially
at times of supply disruptions, i.e.
when commodity prices tend to be
higher, as climate legislation (as well
as legislation on direct pollutants™)
develops, and carbon prices increase
(AgroEcological, 2011a).

Financial and ecological benefits
from the whole-system ecological
agriculture approach are derived
from reduced production costs and
multiple productivity improvements
(e.g. increased crop and biodiversity,
sustainable yields) as well as on and
off-farm benefits (e.g. increased soil
health, soil carbon sequestration,
decreased nutrient loss, superior
soil moisture retention and more
effective drainage). Further financial
benefits may emerge as the po-
tential of ecosystem markets grow
(carbon, water quality, biodiversity).
As a novel approach in a compara-
tively new asset class, a major chal-
lenge has been to raise capital from
mainstream investors for a relatively
unknown business model. While oth-
er novel blended funds have often
received initial commitments from
large development finance organi-
sations, as part of their support for
global public policy objectives in key
developing countries, the localised
New Zealand operation is limited in
its ability to raise capital from these
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sources, signifying a gap in vital
risk capital for innovative integrat-
ed approaches in non-developing
contexts.

A CSR Approach: Nestlé’s
Rural Development
Framework

As a major purchaser of agricultural
commodities and water user, Nestlé
is deeply involved across the world

in the challenges of sustainable
production, climate resilient agricul-
ture and sustainable water resources
use and management. In addition

to its core topics relating to sustain-
able sourcing in its ‘Creating Shared
Value' approach (on nutrition, water,
and rural development), Nestlé’s
Rural Development Framework is

a monitoring tool to quantify the
impacts of many of Nestlé’s sus-
tainable sourcing and social impact
programmes’ at the landscape level,
a key issue for Nestlé as a signifi-
cant proportion of their produce is
purchased directly from farmers as
opposed to through intermediaries
(Goldberg and Fries, 2012). It aims to
measure the delivery of economic,
environmental and societal value to
stakeholders by focusing upon key
gaps and the alignment of objectives
along the supply chain.

The Framework focuses beyond the
factory and farm level to monitoring
the economic and social progression
of communities and stakeholders
within its ‘sourcing districts’, utilising
metrics consistent with the Millenni-

71.

72.

For example see: EU the Ni-
trates Directive; EU wide review
of all synthetic chemicals; United
States the President’s Cancer
Panel has recently called for
systematic and wide ranging re-
duction of agrichemicals putting
further pressure on the use of
such inputs.

Inter alia: Cocoa plan, Nescafé
Plan, Nespresso AAA, Dairy
Platform, Local Sourcing Plans,
Responsible Sourcing Audit Plan,
Trade partners programmes,
CARE & Tier 1 supplier audits.
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73.

74.

75.

It receives substantial financial
support from the Governments of
Belgium, Canada, Netherlands,
Sweden and the United King-
dom.

See: http://www.ifad.org/opera-
tions/c_strategy/index.htm

See: http://www.ifad.org/climate/
asap/

um Development Goals on poverty,
nutrition, education, gender equali-
ty, and environmental sustainability
(Nestlé, 2012). Interventions in these
sourcing districts should be commu-
nity led and lead to the improvement
of health, access to water, education,
the status of women, food security,
nutrition, and reducing indebted-
ness. Specific projects relate to the
improved stewardship of natural
resources at the landscape level,
ensuring access to basic ecosystem
services by stakeholders, imple-
mentation of climate adaptation
measures, and improved land tenure
(Nestlé, 2012).

Development Aid

Integrating climate into IFAD
programmes

The International Fund for Agri-
cultural Development (IFAD) is a
specialised agency (multi-year,
multi-donor programme) of the
United Nations that provides finance
(combination of grants and low-in-
terest loans managed through a
performance-based system) for
agricultural development and food
security projects in remote and
rural areas of developing countries,
extending its reach to 8 million
smallholder farmers.”3 IFAD focuss-
es on a number of themes relevant
to components of ILM, including
climate change and desertification;
food security and nutrition; land and
livestock management; market ac-
cess; microfinance; natural resource

management; off-farm employment
and enterprise development in rural

areas; trade liberalization; and water
management.

Realising that agriculture is where
climate change, food security and
poverty reduction intersect, IFAD
have developed a new climate
change strategy that aims to sys-
tematically integrate climate change
into core programmes, policies and
activities.”* As part of this mandate,
it channels climate and environmen-
tal finance to smallholder farmers
and aims to drive a major scaling-up
of successful ‘multiple-benefit’ ap-
proaches to increase agricultural out-
put while simultaneously reducing
vulnerability to climate-related risks
and diversifying livelihoods. Its par-
ticipation in GEF administered funds,
the World Bank BioCarbon Fund, and
its own ‘Adaptation for Smallholder
Agriculture Programme’ (ASAP) are
all mechanisms through with this
agenda is implemented. Out of the
USD 330 million committed to IFAD,
12 new ASAP investments with a
total financial volume of USs 120
million are in advanced stages of
design (Bangladesh, Bolivia, Djibou-
ti, Ghana, Kyrgyzstan, Lesotho, Mali,
Nicaragua, Nigeria, Rwanda, Viet
Nam and Yemen), with g additional
projects (total value of USD 88 mil-
lion) are aiming for approval by the
IFAD Executive Board in December
2013.7%


http://www.ifad.org/operations/c_strategy/index.htm
http://www.ifad.org/operations/c_strategy/index.htm

USAID enabling access to credit
and leveraging private sector
investment in developing and
frontier economies

USAID, the federal government body
in charge with the provision of finan-
cial assistance for development, has
a number of different programmes
that intersect with different ILM
components (i.e. inter alia Global
Climate Change Initiative, Tropical
Forest Alliance 2020, Feed the Fu-
ture, New Alliance for Food Security
and Nutrition), in which investments
in sustainable agriculture are often

a key component.’® The Feed the
Future initiative pledged USD 3.5
billion for agricultural development
and food security for a three year
period from its launch in 2009 that
sought to support sustainable and
inclusive agricultural growth in 19
focus countries (addressing multiple
themes such as climate-smart strate-
gies, private sector engagement,
and local capacity building).”

In order to enhance credit access for
arange of stakeholders in develop-
ing countries, USAID has been run-
ning a loan guarantee programme
through its Development Credit
Authority (DCA) in order to encour-
age risk-averse financial institutions
to lend to credit worthy but under-
served borrowers (covering up to
50% of potential loss to which a local
bank or investor could be exposed)
(Henderson et al., 2013). The guaran-
tees have served to leverage con-
siderable private sector investment
(on average USD 28 of private sector
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funds for every USD of ODI) in order
to stimulate broad development
objectives (Henderson et al., 2013).

More specifically in the context of
agriculture, USAID recognised the
major impediment to developing
agricultural value chains in high risk
contexts due to the lack of access
to agricultural credit (with commer-
cial banks showing little interest

in engaging the agricultural sector
leading to a credit gap), USAID
established the Agriculture Credit
Enhancement (ACE).”® The ACE is a
four year programme to establish
the Agricultural Development Fund
(ADF) in Afghanistan that will act
as a second-tier wholesale lending
institution (capitalized by a USD
100 million grant) for lending to
intermediaries in the agricultural
value chain (i.e. financial institutions
and non-financial organisations like
associations, farm stores, agricul-
tural depots and food processors)
who in turn on-lend to small com-
mercial farmers (farmers with 1-30
hectares).’”? In 2014, the ADF will
transition to the Government of
Afghanistan.

76.

717.

78.

79.

Refer to http://www.usaid.
gov/what-we-do/agricul-
ture-and-food-security; http:/
www.usaid.gov/what-we-do/
environment-and-global-cli-

mate-change.

See: http//www.feedthefuture.

gov/approach/Inclusive--Agricul-

ture--Sector--Growth

See: http://www.usaid.gov/

news-information/fact-sheets/ag-

ricultural-credit-enhancement

See: http://mail.gov.af/en/
page/5050
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