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Executive Summary

AgDevCo is a new initiative designed to stimulatestainable and socially

responsible private sector investment in Africamicdture and agribusiness. With

farm productivity in Africa at just one quarter thfe global average, there is huge
need and potential to increase agricultural outpng thereby boost incomes for
smallholder farmers and their communities. AgDevBelieves that profitable

agriculture with strong links to markets is the tbesute out of poverty for the

majority of Africa’s rural poor.

But many potentially profitable farming and agropessing opportunities in Africa
are not being taken up because entrepreneurs faktgle constraints, most notably
poor infrastructure and a lack of access to finamé¢gh backing from governments
and international donorsigDevCo will take on the upfront costs and risks of
developing new agriculture and agribusiness prsject due course AgDevCo will
sell projects as commercially viable businessgsnainly African) investors, thereby
catalysing private investment into the agricultseetor.

AgDevCo has three key objectives:

* to create sustainable agricultural and agribusieegsrprises and attract private
sector capital to invest in them,

* to support smallholder farmer development with thén of increasing
productivity and raising incomes, and

* to increase understanding of the AgDevCo approachemcourage its adoption
by third parties.

AgDevCo will achieve this by:

* using private sector expertise to develop commkyastainable businesses and
smallholder farmer support operations;

* investing “social venture” capital in greenfielddaparly-stage projects to make
them attractive to third-party investors;

» developing essential agriculture-supporting infiagure (e.g. irrigation) at
affordable cost and leasing it to SME commerciahkrs including smallholders;

» arranging financing for infrastructure utility commues including patient capital
and credit enhancement to facilitate commitmensariior debt for early stage
agricultural ventures

» exiting in due course leaving behind primarily Afanh-owned and managed,
profitable agricultural businesses and re-investingt proceeds in new
development activities; and

* ensuring all activities include components bringimgjor direct and indirect
benefits to smallholder farmers and the rural comitres in which they live.

AgDevCo will focus on four programmes of activithy iMozambique (Beira
Agricultural Growth Corridor), Tanzania (Southermgrieultural Growth Corridor in
Tanzania), Zambia and Ghana. Project selection bell directed at maximising
financial leverage and benefits for the rural comities in those areas.

The strategic focus will be on:
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» exploiting the potential of commercial farm hubsdasmallholder farmer
linkages as a means of generating commerciallylwiagribusinesses which
also confer major benefits on smallholder farmioghmunities;

« financing and building agriculture-supporting irdtaicture (particularly
irrigation) and making it available to farmers, liing smallholders, at an
affordable cost;

» focusing activities along the full value chain unding agriprocessing; and

» focusing activities within agricultural growth cators to maximise the
benefits of scale and scope and forward and backivdw@ges.

AgDevCo works in partnership with many private teecand public sector
organisations including the Alliance for a Greerv®ation in Africa (AGRA), the
Comprehensive Africa Agriculture Development Progmee (CAADP) and
innovative not-for-profit organisations working witsmallholder farmers such as
MicroEnsure. AgDevCo’s activities strongly complkemh other donor programmes to
improve agricultural productivity of smallholders.§. AGRA’s seeds and soil health
programmes).

AgDevCo has incorporated an operating company,cAfAgricultural Development
Company (AADC). It is a non-profit-distributing cqany operating for public
benefit. AADC will initially own some or all of thehares of locally incorporated
project specific companies. AgDevCo intends to rsdi capital into these
companies at financial close to fund the growth.DAgCo will exit these
opportunities when its involvement is no longeressary. Net proceeds from sale of
these businesses will be reinvested to develop agricultural opportunities in
Africa.

Since its launch 12 months ago AgDevCo has secuidéspread support and
endorsement. AgDevCo has been endorsed by seni@gament of the World Bank,
AGRA and CAADP as an effective approach to develgpsustainable agriculture
projects that benefit smallholder farmers and l@mmahmunities. In Ghana the World
Bank's Managing Director Ngozi Okonjo-lweala recoemded the government
should work with AgDevCo to identify and develop43ecommercially viable
irrigation projects. Recognising the value of thgD®vCo approach, the US Treasury
recently invited AgDevCo to participate in a higtvé¢l panel including the heads of
World Bank, IFC, the Bill & Melinda Gates FoundatjcAfrican Development Bank
and FAO to launch the Global Agricultural and FoB8ecurity Programme in
Washington. AgDevCo continues to attract signiftcanterest from African
governments (including the Presidents of Tanzant Mozambique), entrepreneurs
and private sector companies who recognise theuaniglue of the AgDevCo project
development approach.

Successful implementation of the AgDevCo busindas pequires access to four
types of funding:

1) Early-stage project development capital (referrednere as “social venture”
capital) to bring opportunities to the point whérd party debt and equity can be
attracted to invest in them. The 2010 business p&a out the case for social
venture capital investment of $47 million over period 2010-2014.
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2) “Patient capital” to part fund the cost of provigimagriculture-supporting
infrastructure and making it available to farmamgluding smallholders, on an
affordable basis

3) “Credit enhancement” capacity to facilitate molatisn of senior debt to part
fund infrastructure and working capital requiredievelop early stage agricultural
ventures

4) Grant funds in the form of ‘smart’ subsidies to gog the non-commercial
components of smallholder support programmes addcm earlier adoption of
improved farming technologies by small farmers.

Significant progress has been made since the Agbdatnch (in April 2009) in
mobilising some of the funding requirements. Basmdely on analysis by the
AgDevCo team, the World Bank is engaged in disacumssivith a number of African
governments about loans to be provided to govertsrtenbe on-lent in the form of
patient capital to part fund the cost of irrigatianfrastructure. Indicative
commitments from the World Bank are $100 milliorr f8hana and Zambia. In
Mozambique the World Bank is considering a new paogne to provide patient
capital for agriculture projects including in theiBa corridor. Similar discussions in
Tanzania are expected to commence once the Investieprint, now in
preparation, is completed later this year. Thecafr Development Bank is another
possible source of patient capital and has beafdoriabout the ongoing discussions
with the World Bank and the progress of AgDevCading opportunities to financial
close.

USAID DCA programme has indicated to AgDevCo thdtas capacity and appetite
to provide credit guarantees for early stage afjural investments where they are
viable and benefit smallholder farmers. AGRA haspragramme of first loss

guarantees with several commercial banks and Agbewdl progress possible

access to these facilities as part of its projestetbpment activities. Currently the
constraint on use of these facilities is a deaftbamkable opportunities. AgDevCo
will invest social venture capital to increase thenber of viable opportunities which
guarantee important benefits for smallholder fagner

In addition to charitable contributions from AgDe¥€ founder, Keith Palmer, of

$500,000, AgDevCo has attracted financial supporthe form of grants from the
Rockefeller Foundation ($250,000) and the Hewletirfélation ($400,000) to support
its work in focus countries. In May 2010, the Nogiaa Embassy in Maputo agreed
to provide $500,000 to allow AgDevCo to take fordvaa number of “fast track”

project opportunities in the Beira Corridor of Mozaique, in the expectation that
Norad would provide a further $1.5m commitmentiate2010.

Discussions are ongoing with various parties reggréunding of the social venture
capital requirement of $47 million over five yeahs.Mozambique DFID has agreed
in principle to provide up to GBP 6 million overdée years in the form of grants to
fund the early-stage development of fast trackgmtsj, channelled through AgDevCo.
Due diligence is ongoing and latest indicationsthaet funding will be approved and
available for disbursement in July 2010. This fungdis in addition to the expected
$1.5m from Norad referred to above.

The $47 million of social venture capital will enal®A\gDevCo to bring 12 projects to
completion within three to four years. These ihipaojects are expected to lead to
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third-party commercial investment in agriculturesoime $235 million, i.e. an initial
financial leverage ratio of x5. If funding receivéy AgDevCo to develop these
projects is in the form of grants then proceedmfsale of these opportunities would
enable AgDevCo to commence development of at brasther 12 additional projects,
leveraging a further $235 million of private capita addition new commitments of
patient capital and risk capacity (as loan guaes)tewill mobilise additional
investment in agriculture-supporting infrastructofe@bout $500 million.

AgDevCo expects its initial portfolio of 24 sucoasprojects to generate major direct
and indirect benefits for smallholder farmers. Otegr years not less than one million
smallholder farmers will benefit, over 70,000 peneiat new jobs will be created on-
farm and along the value chains and there will lsggaificant contribution to wider
economic growth and social development.
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1 — Introduction

The AgDevCo launch business plan, dated May 20@9, csit a "prospectus”
explaining the AgDevCo business model and highiinghta programme of work it
proposed to implement subject to raising sufficiénance’ It sought early stage
development capital of $45 million over five ye&rdring to fruition 20 projects over
ten years.

Over the past 12 months a great deal of progresdé&an made both on the ground,
identifying and commencing development of a poitfaf projects; and in securing
finance to enable the development of the portftdiproceed.

This 2010 AgDevCo business plan sets out in ma®ildthe programmes and
projects which it is now proposed to implement otlex period 2010 to 2014. It
indicates which activities have already securedra@gments to fund, which activities
have strong indications of funding in the near fatand which remain subject to
funding over the next 12 months.

2 — What is AgDevCo?

AgDevCo is an agricultural development company afeg in the African
agriculture and agribusiness sectors. Working oe tround alongside local
entrepreneurs and smallholder farmers, AgDevCo aspsvate sector approach to
develop profitable agricultural businesses thagégrdte commercial and smallholder
farmers into modern value chains.

With funding from governments and international aien AgDevCo takes on the high
front-end costs and risks of early-stage projeeettgwment, acting as principal (i.e.
owner), with the aim of catalysing inflows of dedotd equity capital from private
investors into the agriculture and agribusinessosec

AgDevCo mobilises “patient capital” to fund part thfe capital cost of improved,
affordable infrastructure (e.g. irrigation, storpg® support commercial and
smallholder farmers, thereby raising farm incomes a&ontributing to economic
growth. It targets opportunities where smallholi@@mers’ incomes can be increased
by at least 300% over five years. AgDevCo also fisgs grant funding specifically
to support the non-commercial components of smialérasupport programmes, e.g.
programme specific extension and information sexwviand to accelerate adoption of
modern farming technologies by smallholder farmers.

! See AgDevCo business plan 2009 (on website).
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3 — Africa's agricultural potential

“Promoting agriculture is imperative for meetingetiMillennium Development Goal
of halving poverty and hunger by 2015 and contigttim reduce poverty and hunger
for several decades thereafter” (World Developnfeeport, World Bank, 2008)

Agriculture is one of Africa's best opportunities fboosting growth and reducing
poverty. Large areas of the continent have swgtablls and climate (Figure 3.1). In
many parts of the continent there is abundant lamd¢ch of it underutilised, and
access to major water resources. But whereas padt@ndductivity is high, actual

productivity is low (Table 3.1).

Figure 3.1: Africa agriculture productivity poteati

p _»-.”:._-:.” M7 F‘:‘-“ FL_, :

. e T

¢
ey
[}

y

ey

Fgualer

Land Classification

B Prime Lend

B High Patential
B Mecdium Potlenlia
W Low Poferiial
1 Unsustoingble
B Inland Water

Source: Eswaran et al (1996), United States Depantrof Agriculture

Simple actions can yield dramatic improvementsainmfincomes. More irrigation and

greater use of improved seeds, fertiliser and othedern inputs can transform the
agricultural productivity of smallholder farmers dai€more than triple farm-gate

incomes. Off-farm investments in improved agrigtdtsupporting infrastructure can
significantly reduce the delivered cost of agriotdl inputs, reduce post-harvest
losses and increase farm-gate prices. The AgDewdnéss model ensures that
smallholder farmers realise major benefits as agllarmers with larger farms.
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The Chiansi irrigation project is a striking examplf where investment in irrigation
has resulted in dramatic benefits for smallholdemiers, taking them out of poverty
"at a stroke"”

Despite this great potential, Africa in recent dixsahas become progressively more
dependent on food imports. The potential has gleaot been realised. Yet Africa
could easily feed its growing population, and beeamsignificant food exporter, if
the food production potential of the continent weealised (see Annex 1 of 2009
Business Plan).

Table 3.1: Agriculture — A priority and an opporitynfor Africa

* Farm productivity in Africa is just 25% of the glaltaverage

* 75% of people in developing countries live in ruaatas with the majority dependent pn
agriculture for their livelihoods

* Less than 3% of commercial credit in Africa goesht® agriculture sector

* Only 4% of land in production is irrigated, compate over 30% in South Asia

¢ Only 30% of the rural population is within 2 kmani all-season road

* Low fertiliser use results in 75% of African farmth suffering from severe mining ¢
nutrients

* In Africa demand for food is expected to reach $tlion by 2015, double its level in 2000

» Africa uses only 24% of improved seeds in cereabpction compared with 77% in South
Asia

-

Success in developing Africa's agricultural potng dependent on strengthening the
entire agricultural value chain from farms to emohgumers (Figure 3.2). In addition
to on-farm investments, this requires improvementthard’ on-farm and off-farm
infrastructure (e.g. irrigation, electricity supplyeeder roads etc) and ‘soft’
infrastructure (e.g. extension services, storagegssing market development etc). It
requires improved access to credit to finance sedseorking capital and fixed
capital investments; and development of value-agidigribusinesses such as food-
processing and local manufacture of agriculturputs.

Figure 3.2: The agribusiness value chain

Agribusiness Value Chain
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2 See ‘Chiansi irrigation: patient capital in actiéteith Palmer et al, InfraCo briefing paper, March
2010 (available on AgDevCo website).
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4 — Overcoming the constraints on growth of sustaable agriculture

If the agricultural potential is so great, why hHasre been so little investment in
agriculture by commercial investors even in coastrivhere the policy environment
IS now supportive? The simple answer is that wétgn the unit costs of production
and delivery to markets, in what are typically "gnéeld" situations, are too high and
therefore profitability too low, to warrant investmt of commercial capital.

If the potential productivity of the land is so hjgwhy are smallholders generally
unable to produce higher yields and generate higtoemes? The simple answer is
that smallholders’ access to modern inputs is \eenystrained by lack of seasonal
credit; yields are reduced because of low use aflemoinputs; there is no access to
irrigation and post-harvest facilities (e.g. st@pdhey receive low and unpredictable
prices for their produce from traders; and theyrafgeat a scale which precludes
benefitiing from economies of scale and scope.

4.1 Constraints on investment in commercial agritule

What are the underlying causes that give rise to iovestment in commercial
agriculture and low net incomes for smallhold@&rs?

High front-end costs and risks“Greenfield” investments in agriculture involve hig
costs and risks in the early years. These are aostsisks that private investors have
typically been unwilling to bear, except for a shraimber of the largest and most
commercial opportunities involving export cropsg(esugar plantations). In the past,
agriculture projects in Africa, especially thoseralving SMEs and smallholders,
have had generally to rely on direct government/@ndonor support. But all-too-
often these projects have not been subject tocseriti commercial discipline and
have proven to be unsustainable.

Coordination failures -The profitability of investment at one point iretkialue chain

is dependent on other investments taking placehatright time elsewhere. For
example, the returns on investment in on-farm petido are often dependent on
timely complementary investments in off-farm infrasture e.g. irrigation, storage,
all-weather roads etc. Investments in agri-proogsare dependent for their success
on timely reliable supply to the plant of farm puation of appropriate quality. Co-
ordination failures have repeatedly caused agmgssing investments to fail in
Africa in recent decades. This has increased thet ob capital demanded by
commercial investors to invest in new agri-proaggsientures.

Economies of scale Large parts of the agricultural value chain ardjett to
important economies of scale. For example, elattridistribution systems, bulk
water supply systems for irrigation, ports and @itp all exhibit declining average
costs as demand grows. Agri-processing plants #&e subject to significant
economies of scale. As a result, in the early stagegricultural development, when
the scale of operations is small, unit costs oflpation and delivery to markets are
often very high. Over time, as volumes increasd, production and delivery costs
decline, and margins and profitability improve. Bugh unit costs in the early years
act as a barrier to entry by investors. The virtuaircle of increasing volumes,

% This is an abbreviated version of the same seatidDevCo business plan 2009.
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declining unit costs, higher profitability and momvestment resulting in further
growth — never starts to tufnThis is a classic market failure that needs to be
addressed if the potential is ever to be realised.

Financing constraints H is notoriously difficult to raise debt and etyucapital from
commercial investors for greenfield agriculturalestments, particularly in Africa.
When available at all, its cost is very high so feavly-stage investments will be able
to afford it. Limited availability of affordable wking capital and term debt act as a
major constraint on investment in agriculture inriéd. There are additional
problems financing agriculture if the ponsors aMEScommercial farmers and/or
smallholder farmers because they typically lack tlaek record and balance sheet
necessary to enable them to raise finance from angial sources. This is a financial
market failure which prevents potentially viablevestments from taking place.
Moreover it selectively precludes smallholder farsnigom investing to improve their
productivity and raise their incomes.

Insufficient entrepreneurs/managers/knowledge afiokmation deficits there is an
insufficient number of experienced entrepreneurd &arm managers engaged in
agriculture in Africa. In part this reflects theal#y that in most African countries
there has been very little commercial investmenhensector by Africans. This deficit
in entrepreneurship, together with the withdrawaht primary production in Africa
of the majority of international agri-businessesgeams that many potentially
profitable opportunities do not get implemented.rtlik@rmore, most smallholder
farmer organisations suffer from major knowledgd arformation deficits e.g. about
good farming practices, the benefits of using impbseeds, market prices for their
outputs etc. These knowledge and information dsf@ct as an important additional
constraint on achieving improvements in smallhokdemer productivity and income
growth.

Some or all of these constraints operate in mass jph Africa, most of the time. The
barriers to entry to commercial agriculture resaltow investment, high production
and delivery costs, low margins and low profitapjliand therefore continuing low
investment. Smallholders remain stuck in a povémgp’ of low incomes, low

productivity, low investment and therefore contiduw productivity and low

incomes.

4.2 Overcoming the constraints
AgDevCo is designed to address and overcome tlessdraints; to create profitable

commercial agricultural investment opportunitiesidato directly and indirectly
generate major improvements in smallholder farmarsductivity and incomes.

“ «Agricultural Growth and Poverty Reduction in Afrifae Case for Patient Capitaeith Palmer,
AgdevCo briefing paper (2010) available at www.aguecom.
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Figure 4.1: the project development process
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Reducing front end costs and riskgDevCaqacting as principal, takes on the front-
end costs and risks involved in developing agricaltand agribusiness opportunities
to the point that they are capable of attractinggte sector investment. AgDevCo
does this by, inter alia, undertaking necessarynegs planning (e.g. soil studies,
market studies, capital and operating cost estsnate); by leading detailed

consultations with local communities and enteringp iagreements with them; by
arranging for the provision of affordable on- ariifarm infrastructure services (e.g.

irrigation); by securing rights to use of land doyl arranging third-party debt and
equity finance from the private sector and DFIspi€gl activities undertaken are

shown in Figure 4.1.

Tackling coordination failuresAgDevCo acts as the “coordinating agent” on the
ground, taking responsibility for ensuring timelpnepletion of complementary
investments along the value chain. In particularerisures that required on-farm
investments and complementary off-farm investmdptg. bulk water, electricity,
feeder roads) are financed and implemented whedede® realise the full value
potential. The AgDevCo approach to developing adfical growth corridors in
Mozambique and Tanzania is an example of how & &xtovercome coordination
failures.

Economies of scaleAgDevCo arranges the design, funding, constructemd

operation of agriculture-supporting infrastructusnd makes it available to
commercial and smallholder farmers on affordabtense Infrastructure services are
leased to commercial farmers and smallholder farnganisations; user charges for
commercial farmers are based on the long run agecagt of service provision and
actual utilisation by farmers. User charges foatnolders are discounted at least in
the early years to make them affordable. AgDevQarges funding for part of the
cost of these assets in the form of ‘patient cgrtam international agencies, such as
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the World Bank and the African Development Bankatiéht capital is long term
capital, subordinated to senior debt with a modecatt of capital (e.g. 6% pa in US
dollars). The benefit of the long term tenor ana loost is passed-on to farmers in
lower infrastructure user charges in the early yetirereby helping to overcome the
barriers to entry referred to above. As a resulbymaore agricultural opportunities
will proceed and many more smallholder farmers winefit from major
improvements in yields and incomes.

Financing constraints\gDevCo addresses the financing constraints inraéveays.
First, the reduction of early-stage developmenttsosnd risks creates more
‘investment-ready’ opportunities and therefore vadtalyse more investment into
agriculture than would otherwise take place. Secaondbilising patient capital to
finance part of the cost of the required infradmee will reduce the financing that
must be raised by commercial farmers, including Ibroler farmers, thereby
alleviating the financing constraints referred boee. Third, AgDevCo will mobilise
additional debt from private sources by working selly with credit guarantee
agencies (including USAID DCA and AGRA) to ‘creémhance’ debt for early stage
agricultural and agribusiness investments, so lasghere are major benefits for
smallholder farmers. This will increase the avaligband reduce the cost of both
term credit and working capital for SME commercfalmers and smallholders,
thereby accelerating the adoption of modern farnpractices. Fourth, it will also
seek to structure credit support arrangements veagehouse inventory and sales
retention arrangements to increase the volume eshakce the cost of credit available
to smallholder farmers.

Deficit of entrepreneurs/knowledge and informathkgDevCo directly addresses the
‘entrepreneur’ deficit by performing the start-upler itself, by procuring and
supporting local management and then transferrugjniesses, as going concerns, to
local ownership with local management as soon asible.

AgDevCo also addresses the knowledge and informateficits by arranging for
grant-funded extension services, demonstratiodstriaformation services, etc to
support smallholders and SME commercial farmengpp8rt programmes of this type
will be embedded in every project that AgDevCo sdaekdevelop.
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5 — AgDevCo business model

5.1 Objectives
AgDevCo has three key objectives:

» to create sustainable commercial agricultural agribasiness enterprises and
attract private-sector capital to invest in them;

» to support smallholder development with the aimnmireasing productivity
and incomes; and

* to increase understanding of the AgDevCo approacth @ncourage its
adoption by third parties.

5.2 Strategic themes

The AgDevCo approach is to prioritise opportunitidgere the essential ingredients -
good soil, suitable climate, access to water and taare readily available and where
modern farming practices can generate major impnaves in incomes for SME
commercial farmers and smallholder farmers.

There are five strategic concepts:

1. Commercial farm hubs/smallholder farmer linkage&gDevCo will exploit the
potential of commercial farm hubs to confer majanéfits on smallholder
farmers. Commercial farm hubs - typically in excet800 ha - provide the scale
and critical mass needed to generate sufficienievabplift to pay for improved
infrastructure (irrigation, grid electricity, stag@ facilities), on-site storage and
processing facilities. They also permit purchasksgricultural inputs in bulk
which redcues the cost of inputs; and arrangemiergvolving credit facilities to
fund working capital requirements of farmers. Ortcese enhancements have
been provided for the commercial farm ‘hub’ the sdmenefits — better access to
infrastructure, cheaper inputs, more and cheapelitand higher farm gate prices
and incomes can be shared with smallholder farateflew) marginal cost.
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Figure 5.1: Nucleus farm hub and benefits for looamunities

Cutgrower irrigated farm blocks:
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sized farm (per heclare):

= Off-farm infrastructure: $4—5k
» On-farm irrigation: $3—4k

= Other farm costs: $4—8k
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Source: AgDevCo, based on Chiansi irrigation priofsee www.infraco.com)

2. Structured smallholder farmer linkagesAgDevCo will develop structured
smallholder farmer linkages linked with commercii@rm hubs to ensure
smallholder farmers achieve affordable accessrigaiton, improved access to

cheaper agricultural inputs, lower post-harvestdéssand higher farm gate prices.
Two alternative models for structuring these lirde@re shown in Figure 5.2.

Figure 5.2: Smallholder commercialisation models
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Both models enable smallholder farmers to acceSastnucture services, cheaper
inputs, more and cheaper credit and better acoepsotiuct markets with very low

entry costs and risks. The ‘serviced farm block'delcenables smallholder farmers to
increase the area under production over time aedefitre to sustain the early
increase in their incomes.

Both models illustrated in Figure 5.2 involve pmdiwg irrigation for smallholder
farmers. However, there are clear limits to theagise from a commercial farm hub
that water for irrigation can be supplied cost-efifeely to smallholders — defined by
the number and density of smallholder farmers & dhea. However the AgDevCo
approach to smallholder farmer linkages involvesvpling access to cheaper
agricultural inputs, storage services, better actescredit and product markets for
smallholder farmers over a much greater area tjpiaa an area of radius 25Km
from the nucleus farm, an area of almost 2000 sgkiar per project.

Figure 5.3: Smallholder service delivery programmes

improvement
programmes

; ’i‘._ Village with
is @4 | smalholder
“®ge plots

Farm hub
with irrigated
outgrower

schemes

3. lIrrigation service companies (ISCs)n many cases provision of irrigation
services to farmers is the single most transfoonati step to improve
productivity, reduce vulnerability to drought aratefore improve food security.
Where this is the case the AgDevCo approach iseteldp irrigation utility
companies which finance, build and operate irrmasystems "end to end" from
bulk water supply to on-farm assets, and lease tttesommercial farmers and
smallholder farmers (Figure 5.4). Lease charges dweply discounted for
smallholder farmers.
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Figure 5.4: ISC service delivery model

Model 1: Outgrower model
ISC leases "off-farm" infrastructure to
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Model 2: Full service provision
ISC leases "off-farm" infrastructure to
commercial farm-hub and outgrower schemes,

ISC leases in-field irrigation infrastructure
to outgrower schemes only.

4. Development along the whole value chaimcreasing primary production is
necessary but not sufficient. Investments are a&sded to improve the supply,
and reduce the cost, of better quality seeds]igertiand crop protection products;
and in agricultural processing e.g. milling andraag initially, but progressively
moving up the value chain. However, asymmetric &aigg power and
monopolistic elements in value chains often resulh disproportionate share of
the benefits accruing to off-farm players. The AgDe approach is to stimulate
investments in value chain development in ways #rsure SME commercial
farmers and smallholder farmers share appropriatetiie benefits, e.g. through
co-ownership in the businesses.

5. Importance of corridors and cluster$here are important benefits from focusing
complementary investments along agricultural vathains in a single region
(corridors or clusters). First, geographic adjagen@aximises the potential for
forward and backward linkages; second, it maximibesuse of existing trunk
infrastructure; and third, there are important ecoies of scale and scope in
major components of agricultural value chains whare best exploited by
focusing activities in a single region. Therefdie AgDevCo approach is to focus
on regions where the potential to capture thesefiisns greatest, subject to the
other conditions precedent being present.
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Figure 5.5: Agricultural Growth Corridor clusters
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AgDevCo’s work on Agricultural Growth Corridors

sector to promote economic growth and poverty riédacMore information on AgDevCo’
ongoing work in both corridors is availablevavw.africacorridors.com

The AgDevCo team led the work in developing thecadgural growth corridor initiatives in
Mozambique (BAGC) and Tanzania (SAGCOT). The metihmgly set out in the Corridg

reports has attracted support from the highestdameboth governments and has encoura
a number of donor agencies to reconsider how thewld provide support to the agricultu

N

ged
re

5.3 Project selection criteria

Opportunities will be screened and ranked accortbrige following criteria:

Commerciality all opportunities must offer the clear prospettfinancial
sustainability, meaning that they can service tdeint, generate commercial

returns on equity and continue to grow over timeheut any additional
AgDevCo support in the medium term.

Major smallholder farmer benefitsall opportunities must generate major
direct and indirect benefits for smallholder farmerThe target for direct
benefits will be at least a 300% increase in sroédér farmer incomes when
they are benefiting from irrigation, and at leag08% increase when they are
not. There must also be significant indirect besefuch as new employment
opportunities (on-farm and off-farm e.g. processamgl packing, wholesale
and retail, warehousing and transport service$ atd empowerment of local
communities to control the future development dittareas. On average the

number of beneficiaries among smallholder farmeils exceed 35,000 per
project, of whom up to 500 would have access to-y@and irrigation.

AgDevCo
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Crop selection:crop selection and crop mix will be determined sota

maximise the value added and the increases in fatnmeomes. Although
there will be a bias in favour of food crops fornuestic and regional
consumption, this will not be to the exclusion apert crops and industrial
inputs, e.g. starch, oilseeds.

Farm size:the importance of economies of scale is suchrtiadt AgDevCo
opportunities will include a commercial farm hubraft less than 300 ha, and
sometimes much larger. The approach will be tgpstppsmallholder farmers
working existing very small plots (typically ledsan 1 ha) but also to create
new opportunities for smallholder farmers to migréd farming of medium-
sized blocks (5 - 50 hectares) over time.

Avalilability of willing local partners:in all cases the support of government
and local smallholder farmers is necessary. Ryiwvill be given to situations
where there is unequivocal government support aadan to believe that the
local smallholder farmers will be supportive onbe bpportunities are fully
explained to them. Preference will also be givesitoations where there are
local commercial farmer sponsors with experiencagpiculture in the area.

Speed of executiolit is important to show some quick results. Therefthe

portfolio of opportunities has been chosen to badasome "quick wins" with
some projects which have large potential benefitsabll take longer to bring
to fruition (typically those requiring new infragtiture to fully realise the
potential).

Funders’ preferencedifferent funders have different criteria and prefees
regarding the crops and types of projects that ey willing to support.
AgDevCo will develop its portfolio in a way thatnpats different funders to
support discrete components of the portfolio, wirdmsparency about which
activities are being supported by funds from aipaldr funder.

5.4 Portfolio development

The initial project portfolio (described in Sectiérbelow) has been selected using the
project selection criteria set out above. Each yearoperating plan and budget is
agreed based upon screening of a list of possiptetunities. However this is a
dynamic process and each year a re-assessmebewiihde, in light of developments
over the year, of the appropriateness of continwiil all the projects in the current
portfolio and whether or not to add new projects.

5.5 Operational modus operandi

AgDevCo’s operational modus operandi is as follows:

Stage 1 is to enter into a non-binding Memorandfitdrwlerstanding (MoU) with
local counterparties which may include governmdotal smallholder farmer
organisations and/or local commercial farmers. Tdhsert stage, typically 3-4
months, involves early scoping to identify whetlilee conditions exist for an
AgDevCo operation which passes the project seledieria set out above.
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» If work undertaken during the MoU stage identifeesuitable opportunity, Stage 2
is to enter into a Joint Development Agreement (JBétting out: the basis on
which AgDevCo will undertake a full-scale projectveélopment exercise; the
respective roles and responsibilities of the pgrtibe funding arrangements; and
the completion fees payable by new investors anfiral close to AgDevCo for
bringing the opportunity to successful completion.

* At the time the JDA is executed, if the opportungya ‘greenfield’ investment,
AgDevCo incorporates a local AgDevCo-owned subsydighich becomes the
project development vehicle which undertakes alth&f activities necessary to
bring the opportunity to successful completiorthé opportunity is a ‘brownfield’
investment, AgDevCo may invest as a partner instiag local company on
terms set out in the JDA.

» AgDevCo seeks to sell-down its interest in projeatpanies at financial close
and to exit as soon as practicable (typically theetve years following financial
close but earlier if there is an experienced consrakefarmer partner). On sell
down, AgDevCo realises its investment plus a premisettles any project
specific liabilities (eg if funding has been injedtas loans or refundable grants)
and uses any surplus to invest in new project dgveént opportunities.

5.6 Financial strategy

AgDevCo will receive non-refundable or refundabtargs and/or concessional loans
from donors and invest the resources as socialuxerdapital to bring investment
opportunities to the point where they can attrattgbe sector and DFI debt and
equity capital. AgDevCo will receive shares in lbsabsidiaries in consideration for
its contribution and, in some cases, a developrfenpayable at financial close by
incoming investors.

Where there is a significant infrastructure compuné the investment plan,
AgDevCo will seek to arrange patient capital anahlguarantees for senior debt to
facilitate financing of infrastructure utility corapies. AgDevCo has already
commenced discussions with World Bank and Africaev&opment Bank about
loans to government to be on-lent as patient dafotairrigation infrastructure in
Ghana, Zambia, Mozambique and Tanzania. It hashekbdiscussions with USAID
DCA programme and confirmed that they have capaaity appetite for more
‘Chiansi-type’ transactions where they are strueduto be viable and confer major
benefits on smallholder farmers. The current caistron use of this capacity is lack
of deals — which AgDevCo, working in partnershighninfraCo, will seek to address.
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Figure 5.6: AgDevCo role and illustrative projeatdncing structure
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Types of finance

Private equity (PE) = invested on commercial terms at financial close. Likely to appeal to “social impact”
eq ly to app: pi

Social venture capital (SVC) = equity invested at “front-end” to
structure viable investment opportunities

Patient capital (PC) = long-term, low-coupon capital invested at financial close and

used to part fund infrastructure costs (esp. irrigation) of greenfield agriculture
investments. Increase returns on commercial farming in early years.

Private Equity
“Social impact” private equity .....replaced as project matures by “pure” private equity

investors willing to take higher risk. New investment/ refinancing during operations can attract fully commercial

equity.

. Debt with credit enhancement (CE) = affordable credit guarantees provided by governments/ international
agencies to reduce cost and increase tenor of senior debt from local financialinstitutions. Refinancable with
commercial debtin later years (commercial debt also available for expansion phase)
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6 — AgDevCo Business Plan 2010-2014

The 2010 business plan is focused on developmerfbwf programmes in four
countries. Each programme contains a number ofates@gribusiness investments,
each of which has a commercial farm hub and smidéndarmer support component.
The most advanced programme, Beira AgriculturalwiinoCorridor, has already
identified a number of specific investment oppoities. The other programmes are at
a less advanced stage and identification of pyi@portunities is ongoing.

6.1 Programme 1 — Beira Agricultural Growth CorriddBAGC)

The AgDevCo team has been centrally involved in therk that resulted in
presentation of the BAGC Investment Blueprint ingdeo and at Davos in January
2010. Since then it has received the strong sumbdhte government of Mozambique
(at the level of President Guebuza and MinisterAgficulture). The investment
blueprint identified a number of fast track oppairties that could be taken forward in
2010 and some medium term opportunities that reqinding and installation of
irrigation and related infrastructure before thi potential can be realised.

With the strong endorsement of the government Ag@Izetrias developed a plan to:
bring to fruition several fast track opportunitiasthe near term; to begin the process
of developing irrigation infrastructure, therebyinsilating private investment in
irrigated farming, on a basis where smallholdemtzns will share substantially in the
benefits; and to develop a number of value addimgodunities in agri-processing
and agricultural input supply.

(i) Fast Track Opportunities — characterised by needing major infrastructure
investments to proceed

Improved seed production and distribution

To establish a seed growing and distribution bissine the Beira corridor which can
supply improved and affordable seed varieties tgelanumbers of smallholder
farmers adequate for at least 44,000 hectares ofem@,000 hectares of soy and
12,000 hectares of assorted beans. The seed wilidakiced, processed, treated and
marketed locally. Production will involve a corenmmercial farm of up to 430
hectares plus at least 1,000 smallholder/ emerfgnter outgrowers within five
years. Demonstration plots will be establishedutthier test the seeds in the field and
demonstrate to local farmers what can be achievdld letter crop husbandry
especially in regard to conservation farming meshddistribution to smallholder
farmers through local agro-dealers will be accomgzhiby an extension programme
in partnership with NGOs. Partnership with a relgemstablished maize buying
cooperative and warehouse system which expectsaithras many as 50,000 small
farmers is planned.

Smallholder commercialisation programme

Commercialisation services to support up to 29,8tning families working on

83,000 ha for maize production with an estimatedl tourrent production of 94,000
tonnes. The project aims to set up a sustainablecton, storage, milling and
marketing system through which small farmers indbetral Mozambique provinces
can sell their excess maize and participate infulemaize production value chain.
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The project will address the estimated 20% - 30%hef maize crop produced by
smallholder farmers which is wasted due to spoilagmerally resulting from
inadequate storage, lack of access to marketsdeutise harvest period, and lack of
proper post harvest handling techniques. The prdjas been initiated by APAC, a
locally-based NGO, and supported by the Dutch esbagth an initial $1m grant. It
replicates a similar project in the rice sectortash around Quelimane in Zambezi
province.

Horticulture production and processing

In partnership with a local horticulture processtrg project aims to expand
production, processing and sale of vegetables amt ffom Manica Province in
Mozambique. Markets are available domestically mnthe region (especially South
Africa) as well as internationally (Europe, Middiast). There is great scope to
develop commercial farm hubs/small farmer outgroveehemes in the area.
Development of a single 600 hectare unit for tnegs (mainly citrus) supported with
at least 4 commercial out growers each producingpéxlares. The program can be
further enlarged by adding small farmer out gropeygrammes. We already have
interest from a large European buyer interestagpibo 1,000mt citrus per week. The
capital requirement in equity and loans is appratety $5.7 million for plantation
establishment, buildings and equipment plus a wgrktapital requirement of a
similar amount. Sainsbury Charitable trust has ste@ considerable social capital in
this area. Over the past four years it has devdl®&®ha of irrigated farm production
of vegetables (currently baby corn and peppersilithmhal unused land is available.
Production is washed and packaged and exportetend-markets. The operation
employs 1,400 people principally in the packingnpladAgDevCo has executed an
MOU whereby it will take the lead in stimulatingwegricultural production (in a
separate company established by AgDevCo) focusiitiglly on tree crops including
citrus, and on developing markets for expandeduiutp

Bananas

To establish 40 hectares of commercial banana ptamtuand 10 hectares of banana
production by small holder farmers, taking advaata§ an immediate shortage in
supply of bananas in the region. The project carsdaded-up to to 800 ha once
channels to the South African market are re-esthét. An existing farm has been
identified as having many of the attributes neags$éar the commencement of a
successful banana plantation. Most importantly itnitudes the onsite availability of

an experienced commercial farmer. The site is 438anes in size and of these 250
hectares is currently working arable land with aeot100 hectares available for
clearing. A long time distributor of fruits and \etgbles based in the region has
expressed initial interest in providing technicapgort as well as a commitment to
purchase the bananas (25,000 tonnes). The curm@pcp sponsor is actively

involved in commercial farming in Mozambique andnbBiabwe but lacks the capacity
to develop the project alone. AgDevCo would partwéh the sponsor to take the

project to financial close, including sourcing ¢apas necessary.

(i) Develop a number of irrigated agriculture btsc

The target is to develop a total of 10,000 hectafesigated agriculture in five years,
probably over three different ‘blocks’/areas. Idecation of suitable areas is
ongoing. Currently two promising opportunities beeng explored.
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Chemez valley farm block

Provision of irrigated infrastructure to commeraald smallholder farmers in Manica
region of Mozambique. The project pre-feasibilitudy is complete. The Chemez
business plan envisages developing year-round mmaguction through construction
of a gravity-fed pipeline from the Chemez River gfhwould provide sufficient water

to irrigate up to 1,200ha of land; developmenswialiholder irrigated farms on 600
ha of land owned by AusMoz, under a lease/tenanangement; development of a
further 320 ha of irrigated land on AusMoz; and elepment of 200 ha of irrigated
land on each of the adjacent two commercial farhagal cost in the region of $40
million. The current project sponsor is activelywatved in commercial farming in

Mozambique and Zimbabwe but lacks the capacity éeelbp the project alone.
AgDevCo would partner with AusMoz to take the pobj® financial close, including

sourcing patient capital as necessary.

Benga farm block

To produce a consistent supply of good quality Hr@gsoduce and grains for the
rapidly growing mining industry and the local mlj companies within the Lower
Zambezi Valley region. Riversdale Mining Ltd., australian company, has
committed to spend $200 million of its planned $llidm investment buying local
goods and services. The project feasibility stuislgamplete. There is agreement in
principle from Riversdale to cooperate with agrioteé project developers and
provide land. There will be employment and food usig benefits for local
communities in the vicinity of the mines $4-8mrégjuired for irrigated production
on 200+ ha of fertile floodplain land next to thevkbue River, a perennial tributary
of the Zambezi River. Another 200+ ha of land mageof smaller areas on the
floodplain of the Zambezi, downstream of the Ridefte - Benga Coal mine site.
Pack house and cold storage facilities are plannedk with Riversdale and TMA to
attract patient capital and commercial finance doproject structured to combine
commercial and smallholder farmers producing futlgmmercial yields under
irrigated production for sale in local and regionmadrkets is underway.

(iif) Develop value chain business opportunities

In addition to the above projects, and in some das&ling on their successful
implementation there are opportunities to estabiéishe-scale processing, milling and
other value adding facilities in partnership witiiernational companies (e.g. Yara
International, Nestle, Unilever) to provide smalttey farmers with opportunities to
benefit from growth of value adding agribusineswises, in some cases by means of
increased vertical integration.
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6.2 Programme 2 — Southern Tanzania Growth Corridor

The AgDevCo team has been centrally involved in therk that resulted in
presentation of the Southern Agricultural Growthrii@mr of Tanzania (SAGCOT)
Concept Note in Dar es Salaam in May 2010. The €uainNote received the strong
support of the President of Tanzania who recergljlated SAGCOT as his personal
priority for developing the agriculture sector. ¥Was now underway to complete a
SAGCOT Investment Blueprint before the end of 201 expected to confirm the
major agricultural potential of the corridor, higjit the potential for irrigated
agriculture and identify a number of fast track ogipnities that can be taken forward
early in 2011 as well as some medium term oppdrasthat require funding and
installation of irrigation and related infrastruatubefore the full potential can be
realised.

The business plan budgets resources to take fofeardast track opportunities over
2011-2012 and two irrigated agriculture venturesrothe period 2011-2014,
reflecting the longer time required to bring thesrfruition. In addition AgDevCo has
already entered into a MoU with an existing comnarfarming group in Southern
Tanzania and expects to finalise a JDA within menth

The initial project is the first of several largeate commercial agriculture projects
that the sponsor intends to develop. It is an mxgstarm with secure title over

7,295ha . Planned crops include maize, sorghumg, ssynflower and chick peas,
partly under irrigation (min.400ha). Trial plantifgas commenced on 220ha with
good yields. The business plan requires investtoestale-up the farm project, install
irrigation, introduce processing and implement aaldmolder farmer support

programme. It is the intention to incorporate shwatler farmer production as
contract farmers, by providing leased irrigationrve®s and through vertical

integration in value-adding processing. AgDevCo éatered into an MOU with the

sponsor to structure the project to incorporatellimider farmer support components
and arrange financing for the project.

Other currently identified opportunities include:

Seed potatoes

A seed potato growing and distribution operationao@00-hectare nucleus farm to
provide improved seed to 60,000 smallholder farmetlere is potential to develop

irrigated farming blocks for emergent farmers. @untryields by small farmers

average between three and eight tonnes per he&aoh yields are based on old
variety seed stocks for which modern alternativasteUse of proper seed varieties
can increase yields to as much as 30 tonnes ptarbesith the required management
and inputs. Moreover, a professionally managed sgedlation can also serve as a
training centre for extension officers in order transfer proper potato farming

techniques to smallholder farmers.

Rice estate

Development of a 7,000 rice estate incorporatingalbmolder growers in the
Kilombero valley, Tanzania. AgDevCo is in discussoabout a partnership
agreement with a UK-based company which has rigihes the land, to develop the
project using the AgDevCo approach. There is a rieedignificant investment in
supporting infrastructure (feeder roads, powergatron) to make the project viable.
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Once the infrastructure is in place there are mayortunities to catalyse a major
increase in rice production in the area as wellpesviding much needed utility
services to local communities.

Farm block

A commercial farming block area in the Southernhtagds on 36,000 hectares under
rain-fed production with basic infrastructure pibed through a public-private
partnership structure, leading to production of 008 tonnes of maize, wheat and
soya for local and regional consumption. The fagybiock could be designed with a
combination of large units of up to 2,000 hectaa@sl smaller units up to 200
hectares. Achieving economies of scale would regaiminimum 36,000 hectares, of
which 60 per cent should be arable, ie 21,600 hestander cultivation. The farming
block would benefit from infrastructure provideadhgh a public-private partnership
structure to finance land clearance, feeder raauts,collection/ storage facilities. The
suggested rotation includes maize, wheat and soyaoth the emergent and large
commercial farms. The proposed area could suppodaséimated annual production
of 61,200 tonnes of maize, 42,000 tonnes of whadt 2,300 tonnes of soya. At
current prices such production would save Tanz&t8$$30-35 million in foreign
exchange annually.

6.3 Programme 3 — Zambia Irrigated Food Production

The AgDevCo team has advised the Government of aard the World Bank on
the design of public-private partnerships for iatign projects at three specific sites.
Each project will combine commercial and smallholgeoduction, on the nucleus
farm and outgrower model, with all farmers benigfigtfrom affordable irrigation
services. The World Bank has agreed in principlprtavide up to $100 millionto the
government for on-lending as patient capital to dfuthe bulk infrastructure
components of these projects.

At the same time AgDevCo is aware of a number bEobpportunities to develop
irrigated farm blocks using a similar model, witht@ntial access to patient capital
from the Government of Zambia and its developmantners. AgDevCo is currently
working with the Zambia Development Agency to idgnisuitable government-

owned land where PPP irrigation projects couldaken forward with AgDevCo as
the lead project developer.

6.4 Programme 4 — Ghana Irrigated Food Production

Following a request to the World Bank from the Goweent of Ghana asking for
assistance in developing commercial agriculturgegts, AgDevCo was invited to
join the World Bank agriculture mission team onisitto the country in February
2010. The mission report, which was presentethédMinister of Agriculture by the

a senior executive of the World Bank, recommendati the government partner with
AgDevCo to identify 3-4 suitable sites for develupicommercial irrigation projects
with benefits for smallholder farmers and local coumities. The World Bank has
agreed in principle to make available a facility$df00 million to the government to
be on-lent as patient capital to these and othecwdtyral projects in Ghana.
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AgDevCo has subsequently negotiated an MOU withGbgernment which is due
for signature in June. Subject to raising additidnads, AgDevCo will then rapidly
mobilise a team to begin a project scoping exeraigh a view to entering into
legally binding partnership agreements with theegoment and local stakeholders to
develop specific projects.

6.5 Pipeline development

AgDevCo has an extensive pipeline of project opputies across multiple countries
in Africa. Each week AgDevCo is approached by twotloree credible project
sponsors who have promising agriculture investnpeoposals but lack the financial
and technical resources to implement them. Theperamities are not of interest to
development finance institutions, banks or agrigegltinvestment funds because they
are too early stage. AgDevCo is unable to take dotwthese unsolicited projects,
regardless of their merits, due to a lack of cameding. It does mean however that
once core funding is secured AgDevCo has a largabeu of additional project
opportunities to select from. Examples of pipelpportunities are:

Mozambique
» Collection and export of organic honey, which coeleégntually involve as many
as 25,000 families.

* 5,000ha farm block development in partnership whth Government of Mauritius
to develop food crops for local consumption andogip

Tanzania

e Mac Group Ltd - Tungi Estate & Amboni Estate. Fulliffed parcels of land
which can be developed into large commercial falomshe production of cereals,
legumes tubers and pulses

* Rungwe Avocado. A 60-hectare nucleus avocado glantsupported by 140
hectares of smallholder production under irrigataomd a further 400 hectares of
smallholder outgrowers — benefits would includeioyad incomes and reduced
risks (through crop diversification) for large nuenb of smallholder farmers

Zambia

e Groundnut production and processing scheme. Lumwisliding Company
Limited. Diversification of the local economy and encourggioommunity
entrepreneurship through outgrower schemes, cdritnaning and engaging local
farmers in the production value chain.

Democratic Republic of Congo

» Develop food crops on a commercial basis with aagr schemes. We have
been approached by two farming organizations inDleenocratic Republic of
Congo looking to develop food crops on a commerbeis with outgrower
schemes. Although we may arrange a field visit iayM2010, we are unable to
pursue these opportunities within AgDevCo’s exiptiasource envelope.
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Senegal

* A groundnut production and processing scheme. Whigld be a partnership with
Aventura, a social investment fund, expanding exgspilot project. This project
is on hold pending AgDevCo’s ability to raise aduhal third-party funding.

6.6 Programme Budgets and Timelines
The table below provides indicative project devatept budgets over the period

2010 — 2015. It shows a total funding requiren@r$#47m over four years sufficient
to implement at least 12 projects in AgDevCo’s ®countries.

2010 2011 2012 2013 2014
Programme 1
(Mozambique)
Smallholder 0.4 0.4 - - -
commercialisation
Seed production and0.2 0.4 0.8 -- --
distributions
Bananas 0.2 0.4 0.2 -- --
Citrus 0.2 0.4 0.6 1.6 --
Benga 0.2 0.6 0.8 1.2 --
Unallocated -- 1.0 2.0 2.0 -
Programme 2
(Tanzania)
Sasumua 0.6 1.2 - - -
Seed potatoes 0.2 0.6 0.8 1.6 --
Rice 0.2 0.6 0.8 1.6 --
Unallocated -- 2.0 2.0 3.0 -
Programme 3 (Zambia)
Project 1 -- 0.6 0.8 1.6 -
Project 2 -- 0.6 0.8 1.6 -
Unallocated 0.5 0.5 0.5 -
Programme 4 (Ghana)
Project 1 0.3 0.5 0.8 1.6 -
Project 2 0.3 0.5 0.8 1.6 -
Unallocated -- 0.5 0.5 0.5 -
Project pipeline -- 1.0 1.0 1.0 -
Other costs
Total 2.6 11.8 13.2 19.4 --

Reflows to AgDevCo would allow the development bleast a further 12 and up to a
further 24 projects, depending on the level of puemavailable to AgDevCo at

financial close.
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6.7 Financial leverage

AgDevCo is a highly efficient and transparent usdanor resources. AgDevCo aims
to raise at least five dollars of commercial datd @quity at financial close for each
one dollar of social venture capital it has invdstehis implies that AgDevCo’s five-
year business plan will initially leverage in mdtan $235 million of commercial
investment into sustainable and socially respoasdigiriculture projects in Africa, all
of which would not ahve taken place without the &go investment. Furthermore,
as sales proceeds are re-invested, AgDevCo willldde to catalyse at least another
$235 million of commercial investment in agricututhat otherwise would not take
place.

In addition new commitments of patient capital aisét capacity (as loan guarantees)
will mobilise additional investment in agricultusepporting infrastructure of about
$500 million.
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7 — AgDevCo development impacts

There is a range of direct and indirect benefitlteng from implementation of this
initial business plan. Thairect benefits of AgDevCo’s operatiomuring its first five
yearsinclude:

» creation of a significant portfolio of sustainal®E agricultural and agri-
business enterprises owned and managed by Africgéthén five to seven
years;

» creation of at least 35,000 additional permandpg ja commercial agriculture

» at least 500,000 smallholders are direct benefesasf AgDevCo smallholder
farmer support programmes linked to developmeicbaimercial farm hubs.

Investment reflows on AgDevCo projects will allohetcompany to further expand
the project portfolio. AgDevCo expects to deliveteast 24 successful projects over
ten years, directly benefiting at least 1 milliomadlholder farmers and creating at
least 70,000 permanent jobs.

Theindirect benefits include:

» induced economic activity arising from increasecbmes/demand of farmers
for intermediate agricultural goods and servicas famal consumer goods and
services;

* induced investment and further growth of commereigticulture and agri-
business incomes as average costs of infrastruseuces decline over time
and ‘learning by doing’ results in further prodwdly improvements;

» additional private investment in agriculture as giaal profitability improves,
ensuring financial sustainability and thereforefadher need for AgDevCo
involvement

* smallholders continue to improve productivity andcdmes as their
knowledge and experience increases, and some farmigrate to medium
size commercial farm blocks; and

» strengthened rural organisations which direct tterré development of the
area (e.g. providing social infrastrcuture and ises; as at Chiansi).

These indirect benefits are reasonably attributablégDevCo interventions because
once the start-up costs have been absorbed, miftagte is available and production
grows over time as the average costs of productioth delivery decline, yields

improve and hence marginal profitability and incemese further, giving rise to a

‘virtuous spiral’ of higher investment and produdi and growth of incomes without

any further commitment of donor funds.

7.5 Measuring results
AgDevCo will commit to explicit Key Performance indtors (KPIs) and outcome
targets and agree a monitoring and evaluation ndetbgy that will enable funders to

track progress against targets. As noted earlier rttanagement team will be
incentivised to deliver agreed targets.
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The monitoring and evaluation system will measurd geport results at the project
and portfolio level, including the number of agttawal jobs created, the number of
smallholder farmer beneficiaries, and the amouhtkial-party finance raised.

8 — AgDevCo structure, governance and management

8.1 Structure, governance and management

Structure AgDevCo has incorporated a UK operating companyitéich by share
capital called Africa Agricultural Development Coany Ltd. (AADC). The shares
are currently held by Keith Palmer. AADC is and lwiémain a not-for-profit-
distribution company operating for public benefit.

Keith Palmer is in the process of establishing aritdéble trust called Enterprise for
Development. Once the charity is registered with @harity Commission it is the
intention that the shares of AADC be transferredhim consideration to Enterprise for
Development. The purpose of establishing the treisto place a legal ‘firewall’
between government donors and the company, to néflergovernment donors a tax
efficient means of supporting AgDevCo and to canfiand help communicate the
public benefit nature of the enterprise.

GovernanceAADC has a Board of Directors currently made ugKefth Palmer and
Valentine Chitalu. Later in 2010 it is the intemtito expand the membership of the
board with the addition of three new non-executideectors and three executive
Directors. The management will be accountable éoBbard and the Board will be
accountable to funders. The non-executive Directwill be primarily from the
private sector, with relevant experience of projettvelopment, agricultural
development and/or financing of investment in depilg countries and a clear
understanding of the development mission and plgirefit purpose of the company.

The Board will approve the strategy, annual plamsl d&udgets and monitor
performance of the management team. It will enskia¢ operations are consistent
with the stated aims and undertakings providedihalérs.

Management

AgDevCo has a core team of three Directors (se¢ section for details) and one
support staff working from offices in London, UK darbusaka, Zambia. It is the
intention to establish local presences and managemdéJlozambique, Tanzania and
Ghana as well as Zambia; and recruit additionajeptaleveloper resource including
local staff.

8.2 Relationship with InfraCo

The AgDevCo concept is closely based on the expegie®f InfraCo in developing
‘hard’ infrastructure. The business model for AgBewraws on lessons learned over
the first five successful years of InfraCo openasiovhile taking account of some
significant differences between agriculture andrdhainfrastructure. However,
AgDevCo is organisationally quite separate fronrd@io, has different funders and
separate governance arrangements.
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In some areas, notably its agriculture-supportinffastructure projects, there is
considerable overlap between InfraCo’'s and AgDesQwoposed activities. For
example, the Chiansi project referred to earlieulddit equally well into InfraCo or
AgDevCo. The reasons that AgDevCo is needed asasdifraCo are: InfraCo only
has the human and financial resources to undedag®mall number of agriculture-
supporting infrastructure projects (and they areaaly developing as many as their
resources currently permit); InfraCo’s businessnplavolves developing a project
portfolio which is diversified across all the indteucture sub-sectors; agriculture
requires additional, complementary expertise to dthdard infrastructure developers;
and InfraCo has largely committed its available itedhpto specific infrastructure
opportunities and cannot take on many new agrieeHsupporting infrastructure
projects.

Nevertheless InfraCo has developed highly relevexyertise in developing the
infrastructure components of these types of prsjécicluding the Chiansi project).
Whenever appropriate, AgDevCo will seek to collabemwith InfraCo to develop the
infrastructure components of its projects. By malagreement InfraCo may take on
the lead developer role for major infrastructurenponents of agricultural projects.

8.3 Relationships with other partners

AgDevCo will work in partnership with national gowenents, bi-lateral and multi-
lateral development institutions, private foundasioNGOs and private companies to
meet its objectives.

* AGRA has identified the Beira Agricultural Growtlo@idor as its “entry point”
for its breadbasket strategy in Mozambique. AGRA asked AgDevCo to advise
how it should support the smallholder farmer linksgaround the fast track
projects identified in the investment blueprint.

* AgDevCo is partnering with the Africa Union’s NEPABecretariat on the
delivery of the private sector component (Pillgrdf the Comprehensive Africa
Agriculture Development Plan (CAADP). Initailly AgivCo will work with
CAADP on the development of the agricultural growthridors in Tanznaia and
Mozmabique.

» AgDevCo has strong relationships with a number safcfal impact” investment
funds that are in the process of being establigh&dding TransFarm Africa and
the Africa Agriculture Fund. TransFarm and AAF arected to have combined
resources of some $400 - $500 million to invest commercially viable
agriculture projects in Africa. They are naturattpars to invest at financial close
in projects developed by AgDevCo.

» AgDevCo is working with a number of developmengfige institutions including
Norfund, International Development Corporation ([D&d Development Bank
of Southern Africa (DBSA) all of whom are interedten investing in
commercially viable agriculture projects includifg horticulture corps, mixed
farming opportunities (e.g. Sasumua) and grainse@ally rice).
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 AgDevCo has identified a number of innovative angdhly effective NGOs
working with smallholder farmers in Africa includjriMicrolnsure and One Acre
Fund to provide improved extension and financiavises as well as affordable
farming inputs and access to markets. AgDevCo patner with these and
similar organisations to ensure that its projects/igle sustainable benefits to the
largest possible number of smallholder farmers.
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9 — Sponsors and team

9.1 Sponsors

Keith Palmer, Executive Chairmanis the principal sponsor
of AgDevCo. He is also the ‘intellectual architecind
Chairman of InfraCo. He was formerly founder Chainmof
Emerging Africa Infrastructure Fund and a board ienof
Guarantco. He is founder and Chairman of CEPA,rswaiting
company that is very active in agricultural devehgmt in
Africa. He previously held the position of Vice Gimaan of
Rothschild, the investment bank. He has workedHerWorld
Bank and IMF and in senior positions in the pulsi@ctor in
Tanzania and Papua New Guinea.

Valentine Chitalu, Non-Executive Director, is an
entrepreneur in Southern Africa specialising irvate equity
and local private sector development. He is a bazethber of
CDC and formerly worked for Actis specialising ireal
origination throughout Southern Africa. Valentineolds
several board positions and is Chairman of Zambian

ML .

- illll* 4, . Breweries, MTN (Zambia) Limited and ALBIDON (Zambia
1 i-!l:_". A " Limited.
44 1ifhinals
9.2 Team

Han Derksen Director, is a financial specialist having spalmhost 30 years in the

fields of corporate, project and development firaimcdeveloping countries. He was
the lead developer in the early stages of the sstgeChiansi irrigation project in

Zmabia. Earlier in his career Han was MD and hdaBusopean Project Finance &
Infrastructure for CIT in London

Chris Isaac, Director of Business Development, is a projectetigpment specialist

with experience working in the public and privageters in emerging markets. He
previously worked as a Senior Economist in the Nugani Ministry of Finance and as
a Corporate Finance specialist for Arthur Andersen.

Peter MacSporran, Director, is an experienced farmer and qualifiedncial advisor
in the Zambian agribusiness market, following aglarareer in Southern African
agriculture. He manages the Chiansi project. Petdio spent 28 years as a
successful farmer was a major figure in the agiical market liberalisation in
Zimbabwe, having been President of the CommeraahErs Union.
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10 — Next steps

The purpose of this 2010 business plan is to $gtiotential interest in funding

AgDevCo’s initial five year business plan. Currendications are that about $10
million of new money will be committed for AgDevQo’activities in the Beira

corridor by mid-2010. AgDevCo is seeking fundingpgart from Bill and Melinda

Gates Foundation and is in discussions with a nunabeother major funders.

AgDevCo expects to secure sufficient resources dégeldp programmes 1 in
Mozambique but does not currently have sufficiemiding commitments to enable it
to progress the scxale of operations in Tanzartiagein the business plan, nor to
develop the programmes in Ghana and Zambia.
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~DevCo

For further information pledass contact Keaith Palmer, AgDevCo sponsor.
Emait info@agdevco.com
LIRL: www.agdevco.com



