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Executive Summary 

 

Investing in a Kenyan micro-forestry model (tree farming) offers not only cross-cutting impact— from 

environmental sustainability, local economic development, and the empowerment of women— but also 

complements the government of Kenya’s national strategies and constitutional mandate to reforest the 

country.  The micro-forestry value chain is less developed due to the long-term investment needed before 

trees can provide a return, and an innovative financing model is needed to catalyze this value chain.  The 

proposed hybrid capital financing structure sources investment from 1) impact investors who seek not 

only financial returns, but also social and environmental returns, 2) equity financing from public 

institutions and donors, 3) private timber companies and 4) the carbon markets. In this financing vehicle, 

impact investors can purchase the Social and Environmentally Conscious Opportunities in Sub-Saharan 

Africa (SECOSSA) Tree Note, which will be issued to support aggregated small holder tree farms in 

Kenya organized by cooperatives and managed by an NGO.   Public institutions and donor funding will 

help support the initial start-up capital costs and technical assistance needed to operationalize the model.  

A regional timber company can be integrated into the model to oversee operations of the tree farms, 

facilitate access to higher value-add activities, and access to new domestic or regional markets.  Carbon 

markets or the growing of a faster-yield crop, such as softwoods, can help support coupon payments for 

note holders.  This model enables small holder farmers to diversify their income streams through 

integrated agricultural approaches and is a win-win for the community and investors through 

developmental, environmental, and financial returns.   

Micro-Forestry Overview  

 

Micro-forestry (tree farming) is a low labor intensive income-generating activity that turns idle, semi-arid 

land into income-generating tree farms. It is commercially viable although has been under-appreciated by 

Kenyan investors and financial institutions due to a lack of understanding of the industry. Micro-forestry 

offers not only cross-cutting development impacts— from environmental sustainability, local economic 

development, the empowerment of women, and climate change adaptation- but it also complements the 

government of Kenya’s national environmental and economic priorities, including a constitutional 

mandate to reforest the country and a national strategy to exploit the wealth potential of the country’s 

semi-arid regions. Micro-forestry was chosen as the proposed value chain in Kenya for USAID’s 

“Facilitating Financing for Agricultural SMEs in Sub-Saharan Africa” Project after being assessed 

according a variety of selection criteria (Appendix 1). Overall, the selection process revealed that micro-

forestry was most aligned with USAID’s prerequisites due to its ability to capitalize on idle, under-

productive land to offer private investors triple bottom line returns: 1) financial returns on the sale 

of wood, 2) social returns by improving local livelihoods, and 3) environmental returns by easing market 

pressures that lead to deforestation. In addition, unlike the other value chains examined, such as dairy, this 

value chain is significantly less established.  

Tree Supply, Demand, and Externalities  

Kenya is in desperate need of scaling up sustainable tree production. Domestic demand for wood requires 

60-200 million trees annually due to population growth
1
 and urbanization.

2
 With the Government of 

Kenya’s 1999 ban on logging in conservation forests, Kenya’s economy suffers from wood scarcity and 

the country has become a net importer of the product.
3
 The implications of the ban have been felt at every 

level of the wood value chain. Lagging domestic wood supply has caused 300 saw-mills to close, 50,000 

                                                           
1 Kenya’s population growth rate is 2.44. It has the 29th highest growth rate in the world. CIA Factbook 2012: Kenya 
2 Kenya’s urban areas are growing at a rate of 4.2% annually, compared to 1.2% in South Africa. CIA Factbook 2012: Kenya 
3 Imports come primarily from the Democratic Republic of the Congo, Uganda, Tanzania, Malawi 
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jobs to be lost, and approximately 300,000 indirect jobs to be lost.
4
 The Kenyan furniture industry has 

also been adversely affected. The shortage of timber has pushed prices up from an average of KSh14 to 

KSh45 per foot, which is now on par with international wood prices, creating an incentive for illegal 

logging and thereby giving rise to a lucrative black market for timber. Widespread illegal logging has 

shifted the budgets allocated for national forest restoration plans towards forest policing.
5
 However, an 

estimated 50 sq. km. of forest continues to be lost each year with grave ecological consequences for 

Kenyan farmers whose yields are adversely affected as a result of the environmental degradation.
6
 Only 

about 35 million new trees are planted in Kenya each year, significantly less than the 60-200 million 

needed to meet demand. Without corrective intervention Kenyan wood supply problems will continue, as 

will demand-driven deforestation. Investment must be directed into the establishment of new tree farms.  

More tree farming operations are needed particularly to meet demand for fuel wood, charcoal, building 

poles, timber and electricity poles (Appendix 2). The combined market value for these products in Kenya 

is over $850 million
7
. 

The Government of Kenya has implemented various initiatives to curb illegal logging and promote 

reforestation, including a 2010 constitutional mandate to increase tree cover from 6% to 10% of total land 

area. It also introduced the Shamba program, a form of farming where the landless are encouraged to 

cultivate crops on previously cleared forest land on condition they tend their crops alongside tree 

seedlings, to restore natural forests and institute forest management plans. However, these public policy 

efforts are supported with limited resources and cannot compete with the increasing market pressures on 

forests.  

 

On the global scale, timber prices have increased steadily for over a century, and demand for timber is 

projected to continue to rise significantly. Given the steady growth in demand, there are many 

opportunities for the private investors to get involved. For example, the tree farming organization, TIST 

Kenya
8
, has demonstrated over the last decade that tree farming is not only profitable, but also marketable 

to international impact investors. TIST specifically targets carbon off-set investors (as well as socially-

oriented and climate change impact investors) in order to bring in returns of up to 23 Euro (about US$35) 

per one-ton offset.  The U.S. Environmental Protection Agency estimates that planting one acre of trees 

on marginal land sequester 0.6 to 1.6 metric tons of carbon annually in the first five years of growth. 
9
  

The more mature the tree the more carbon it can sequester, therefore the longer the tree farmer grows 

his/her trees the greater the value of the plantation on the carbon market. Carbon credits from carbon 

sequestration projects in Africa are worth millions of dollars.
10

 Non-financial returns such as jobs created, 

increased livelihoods, and restored natural landscapes are other forms of payout for socially-oriented 

investors. The more financially-oriented impact investors are also attracted to this sector since domestic 

wood sales represent an $850 million market with room to grow. With 400,000 sq. km.
11

 of under-

productive semi-arid land, Kenya has the potential to further grow this industry, and in so doing reduce its 

wood deficit, decrease its reliance on imports, minimize market pressures on conservation forests and 

create wealth for investors.
12

 

                                                           
4 KOMAZA, “Understanding Kenya’s Logging Ban,” February 24, 2011: http://komaza.org/blog/?p=740, accessed 4-10-2012. 
5 Understanding Kenya’s Logging Ban, Komaza.org, February 24, 2011: http://komaza.org/blog/?p=740 
6 Trees prevent soil erosion, the silting of irrigation dams, and flooding. They protect biodiversity and maintain soil water content and 

atmospheric moisture. Trees are an important element of Kenya’s climate change adaptation strategy since increased tree cover mitigates the 

effects of droughts, which have become more frequent and severe in recent years. 
7 Komaza “Market Needs”, http://komaza.org/the-problem/market-need.html, accessed 4-15-2011 
8 TIST, “Country Profile: Kenya,” http://tist.org/tist/kenya.php, accessed 4-10-2012. 
9 Partnership for the Tropical Forest Margins, "New ASB Report finds deforestation offers very little money compared to potential financial 
benefits," December 4, 2007, http://www.asb.cgiar.org/, accessed 4-10-2012. 
10 Jindal, Rohit, “Carbon Sequestration Projects in Africa: Potential Benefits and Challenges to Scaling Up,” World Resource Institute, June 

2006, http://earthtrends.wri.org/features/view_feature.php?fid=68&theme=3, accessed 4-19-2012. 
11 Info-Net Biovision, “Agro-Ecological Zoning: The Kenya System,” http://www.infonet-biovision.org/default/ct/690/agrozones#2644, accessed 

4-15-2012. 
12 The Government of Kenya's “Economic Recovery Strategy for Wealth and Employment Creation” highlights the immense potential for wealth 
creation and employment in these under-utilized areas. 

http://komaza.org/blog/?p=740
http://komaza.org/blog/?p=740
http://komaza.org/the-problem/market-need.html
http://tist.org/tist/kenya.php
http://www.asb.cgiar.org/
http://earthtrends.wri.org/features/view_feature.php?fid=68&theme=3
http://www.infonet-biovision.org/default/ct/690/agrozones#2644
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Micro-Forestry Value Chain 

Figure 1: Micro-Forestry Value Chain 

 

Production                     Value Capture         Sale 

 Input Production             Tree Production                Wood Processing       Value-Addition             Market 

 

 

 

Production: Small-holder tree farms exploit under-productive, semi-arid land to grow trees such as 

Eucalyptus.  Saplings and seeds are procured from seed nurseries. Fertilizers, pesticides, and general farm 

equipment for pruning and weeding are acquired. Once the seedlings are planted, they are monitored until 

harvest.  

Value Capture: In addition to growing trees, micro-forestry incorporates value-add activities such as 

cutting, treating, sawing, drying, and grading of timber. Wood can also be processed to create charcoal, a 

main source of fuel in Kenya.  

Sale: After 3 – 4 years, softwood trees sell for 4,000 shillings each for firewood. After 5 – 8 years, trees 

sell for 6,000 shillings per tree for poles. This can translate into profits of between 1 to 6 million shillings 

per acre (USD$13,000 - $80,000 per acre), all from an initial crop of tree seedlings that can be bought for 

about 10 shillings each. The sale of wood on the domestic market allows a farmer to bring in up to three 

times their baseline income compared to subsistence farming,
13

 all while  investing in their future and the 

future of their families. 
14

Major buyers of trees include tea factories, Kenya Power & Lighting Company, 

East African Cables, Telkom (for poles), and numerous saw millers and local wood vendors. 

Value Chain Investment Opportunity 

Small-scale tree farming in Kenya remains underdeveloped because farmers cannot access capital to 

cover start-up costs and cash flow needs prior to the first harvest of trees. At present, most tree farming 

ventures are self-financed. Local banks refrain from investing in tree farming since it is a relatively new 

industry in Kenya. Additionally, they cite the long-term harvest cycles of trees as a disincentive. Another 

issue is that most commercial banks will not provide a loan backed by collateral that is not insured; 

however insurance for tree farms is non-existent in Kenya. Despite the risks Kenyan banks recognize the 

profit potential of wood and timber commodities, and the fact that local demand outstrips supply by 40%.  

Local banks remain interested even if they are not yet investing. For instance, the Agribusiness Division 

of Equity Bank in Kenya has admitted that they could be enticed to lend to this sector as long as the 

venture is structured in a viable way so that the client is able to re-pay the loan
15

. An innovative financing 

model is needed to catalyze production as well as provide adequate risk-sharing mechanisms.   

However, investing in community-based enterprises like micro-forestry incurs high transaction costs in 

relation to the amount of investment, and is often only possible if public institutions and donors such as 

                                                           
13 However, one must factor in the opportunity cost of not growing maize or other cash/food crops over the years on the land, but these tend to 

have high annual production costs and are less reliable in these climates. Source: http://bankelele.blogspot.com/2005/08/trees-great-
investment.html. Tree farms must typically promote intercropping as well, which ease short-term cash flow challenges and boost nutrition. 
14 An acre of trees planted today can be harvested years later with the expectation that the profits will be used to pay secondary school fees for 

their children or provide income towards old age when they can no longer work. 
15 Ciira, Wanjiru. “From a banker’s perspective,” Miti: The Tree Business Magazine for Africa, June-September 2011, Issue No. 11, p. 11. 
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http://bankelele.blogspot.com/2005/08/trees-great-investment.html
http://bankelele.blogspot.com/2005/08/trees-great-investment.html
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USAID co-invest to reduce the risk and cover the higher costs related to establishing the value chain. 

With access to credit, over a ten year period, a farmer can earn more than three times their baseline 

income from a mere ¾ acre of trees. By year ten, a Kenyan farmer can earn anywhere from $3,000 to 

$10,000 USD annually in contrast to a current per capita GDP of only $1700.
16

 The micro-forestry model 

provides the ideal opportunity for USAID to promote and develop a commercially viable, pro-poor 

development vehicle based on idle or under-productive land. 

Hybrid Capital Source 

 
The model incorporates a hybrid capital structure which will finance a note issue that incorporates 

socially responsible investors such as impact investors, retail options that open up investments to 

individual investors, alternative equity sources like grants and government subsidies, and the carbon 

market to support coupon-like payouts to note holders.  A note issue is different from a bond issue in that 

bonds are issued by public authorities and are typically underwritten whereas a note issue is a private 

transaction that bypasses a number of regulatory requirements and therefore is unsecured – in short it is a 

private placement of capital into a promissory agreement with bond-like characteristics (maturity, coupon, 

interest, etc.).   

 

For each of these capital sources, different selection criteria were utilized to determine their respective 

roles in the financing vehicle. The model targets impact investors as this group seeks not only financial 

returns, but social and environmental ones. Due to the start-up nature and size of the initial project, 

opening the note to the retail level allows impact investors to diversify their risk by investing in smaller 

tranches. Incorporating equity in the capital structure and private timber companies through a public-

private partnership will support the start-up operational costs related to the development of the value 

chain. Finally, with the financing structure of the note issue, several options, including the carbon market 

and the growing of fast-yielding crops or tree varieties, can be explored to determine how the model can 

provide note holders with coupon payments.   

Impact Investors 

Socially Responsible Investing (SRI) primarily considers environmental, social justice, and corporate 

governance (ESG) issues in investment decision-making.  The Social Investment Forum Trend Report of 

2010 indicates that socially responsible and sustainable investment assets in the US have topped $3 

trillion, which is nearly one out of every eight dollars under professional management.  By 2010, 

professionally managed assets that follow sustainable investment strategies had increased by more than 

380% from $639 billion in 1995.  By the end of 2009, more than 200 institutions and investment 

management firms, with $1.5 trillion in assets, had submitted proposals addressing ESG issues. The 

percentage of votes for environmental issues more than doubled.  Investment products with environmental 

themes were cited as the primary reasons for growth in sustainable investing
17

.  

Under the theme of SRI, the capital source will focus on impact investing which refers to the active 

placement of capital into business models that incorporate more holistic (including ESG) orientations and 

objectives.  Within the impact investing space, the model initially targets impact-first investors.  Impact-

first investors aim to maximize social and environmental impact while generating a minimum return on 

investment (ROI), whereas finance-first investors strive to maximize ROI while adhering to minimum 

impact. Impact-first impact investors, including climate change investors in this model, are unique in 

                                                           
16 CIA World Factbook: Kenya, GDP Per Capita 2011 
17 Kropp, Robert, “Growth in Sustainable Assets Outpaces Mainstream,” November 10, 2010, 
http://www.socialfunds.com/news/print.cgi?sfArticleId=3078, accessed 4-20-2012. 

http://www.socialfunds.com/news/print.cgi?sfArticleId=3078


Proposal to Catalyze the Micro-Forestry Value Chain in Kenya 2012 

 

5        

  
 

accepting greater risk and longer return horizons and are the class of impact investors most likely to 

invest in environmental projects aimed at small holder farms 

Retail options are also key to attracting impact investment to the model. One example of a timber impact 

investor, and one of the few identified in our research, is EcoInvestments based in the UK.
18

  Their retail 

investment product of selling bonds is premised on a vertically integrated business model that emphasizes 

both financial and environmental returns as a benefit to the investor. Their 900 hectare tree planation in 

Nicaragua is valued at $39 million, allowing for full securitization of bond payments.  EcoInvestments 

was able to sell the entire $12 million Bamboo Bond offer in less than 9 months at $16,500 tranches, 

since marketing was targeted directly at consumers.  They were able to capture a wide range of investors 

such as pension managers; however the majority was sold to individual investors.   A key marketing 

strategy that EcoInvestments employs is not offering a coupon rate or an interest rate like in a typical 

bond issue, but to state full returns on coupon dates and at maturity.  To develop similar investment 

models, it will be important to consider the type of trees local players ultimately decide to invest in.  

Bamboo allows EcoInvestments to realize immediate revenue as a result of the short harvest period for 

bamboo and the immediate international market for its timber. Our capital structure will target the retail 

sector, similar to EcoInvestments, as it will allow for more diversified capital-raising which is required to 

finance the operation of such a long term venture with limited capital, limited collateralization capability 

initially, a long term investment horizon, and an infant industry.    

Another related example of an impact investor is the Global Environment Fund (GEF) based near 

Washington, DC which offers sustainable investments in diversified timberland holdings.  Their focus is 

mid-sized forest management companies in Africa, however the size of the farms they manage are not 

only larger in scale than what we are proposing, but they are also typically more vertically integrated, 

homogenous, and contiguous— all factors that we must account for in micro-forestry due to land 

fragmentation, underdeveloped wood industry and markets, and multiple stakeholders— especially small 

holder farmers.  The GEF would be a qualified candidate for further investment upon maturation of the 

vehicle structure proposed and upon the maturation of the business model. 

Equity Financing  

Our hybrid capital structure includes alternative equity sources such as grants and government subsidies 

because the business model is still in its infancy.  For it to mature, multiple stakeholders such as private 

philanthropy and foundations offering grants can support the public-private partnership since a number of 

ESG, poverty reduction, and cultural aspects are addressed in the model.  This also aligns with the 

Ministry of Forests and Wildlife and the Kenyan Forest Service laws and mandates, respectively, which 

include tree investment, business development, and backstopping.  Therefore, some form of budgetary 

assistance, in the form of a subsidy, will be sourced from the government of Kenya.   

Carbon Market 

It is necessary that the model incorporates the carbon market to support coupon-like payments to note 

holders, to further entice investors due to the long time horizon inherent in tree production. If investors 

have faith in the ability of the model to carry out its goals and objectives, there is always the option that 

coupon payments can be rolled over into project until maturity, providing additional capital for the 

project.  As introduced earlier, TIST Kenya, is an example of a carbon offset program. TIST has already 

planted 6 million trees in Kenya since 1999 and its revenue model is based on the carbon market.  As 

trees grow they are valued according to their carbon storage.  The longer a tree’s life, the more they are 

worth on the carbon market.  The carbon value is assessed (and audited periodically) and then "sold' in 

the form of a carbon offset credit on the carbon market.  TIST works with several carbon offset brokers to 

                                                           
18 EcoInvestments, “Bamboo,” http://www.ecoinvestments.co.uk/investment-opportunities/bamboo, accessed 4-12-2012. 

http://www.ecoinvestments.co.uk/investment-opportunities/bamboo
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connect their program with climate change investors.  Additional revenue is earned once the trees have 

reached maturity and can be cut and sold for timber, fuel, or poles.  In TIST's model, the carbon 

sequestration potential is the central value and not the tree commodity itself.  It is also important to note 

that TIST is aligned with several non-profit organizations that provide technical assistance and USAID 

has provided them with support as well.  So while the organization employs a revenue generating model, 

it works in partnership with public and private sector players, a useful guide in establishing the proposed 

model.   

Vehicle Structure 

 
Overview:  A privately placed $10,000,000 carbon offset coupon note with a 15 year tenor, 10% interest, 

and $10,000 tranches is the proposed investment opportunity to catalyze greater financing in the forestry 

industry of Kenya.  The fund manager will partially guarantee repayment upon maturity.  The carbon 

offset coupon will be repaid relative to the value of carbon stored and measured on an annual basis.   

These payments can be rolled over into the project until maturity for investors that see potential in the 

project.  Collateral will be in the form of securitized future flows of carbon offsets (after year 10 but 

before harvest), water retention, and timber sales and this collateral will be supported by the development 

of legal land tenure, a key risk mitigation factor integrated into the business model.   In the end, this 

option will allow greater flexibility for investments to respond to local conditions.  The nature of this 

program does not afford the opportunity of a public or secondary market.  Consequently, the purchase of 

a note should be viewed as an investment to be held to maturity. 

 

 Figure 2: SECOSSA Tree Note Structure: Financing Structure 
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Figure 3: SECOSSA Tree Note Structure: Business Operations Structre 
 

 

Our Rationale:  Similar investments are being made into public and social goods such as safety and 

family structure, where typically these types of investments were not seen as commercially viable and 

therefore supported by the government.  However the renewed interest by investors with more holistic 

approaches to addressing social needs in partnership with government and civil society stakeholders has 

opened up a space for new and innovative thinking aimed at addressing these challenges with responsible 

business models in mind.   

One such model is the Social Impact Bond (SIB) which is set up with a specific goal in mind, such as 

reducing recidivism or adoption services for vulnerable children.  The SIB is modeled to support the 

delivery of public services through capacity building and by financing non-profit organizations that are 

then incentivized to meet pre-established metrics.  The model is also premised on the fact that an 

agreement has been reached with the government to make subsidy payments in lieu of offering the service 

themselves, ultimately freeing up public budgets if the coordinating organization can generate 

efficiencies.  In a way, it is like the government contracting out to the public and private sector, except 

they are in fact only making payments if pre-established metrics are reached.  This revenue then supports 

the bond holders in line with the bond issue and leaves enough room for the coordinating organization to 

recoup costs.
19

   

Our approach will alter the SIB model slightly since financed organizations will be profit-oriented 

enterprises facing relatively significant startup capital challenges.  For the most part, the premise of the 

model will remain the same, however, some of the alterations include: 

                                                           
19 Social Finance, “Building the Market,” http://www.socialfinance.org.uk/about/socialinvestmentmarket, accessed 4-15-2012. 

http://www.socialfinance.org.uk/about/socialinvestmentmarket
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1. Building up the enterprise base through business development services, as opposed to capacity 

building from the non-profit approach. 

2. Encouraging collectivization via a cooperative model at the farm enterprise level. 

3. Incorporating a civil society organization to act as an operational manager and aggregator. 

4. Establishing a carbon offset account to generate revenue for a coupon payment while the trees 

are growing. 

5. Establishing a relationship with the government ministries in order to secure subsidy payments 

for a more competitive coupon. 

6. Incorporating equity players such as philanthropic and foundation grants to support civil society 

operations. 

7. Establishing a special purpose vehicle (SPV) that would be the focal point for all financial 

transactions and collections. 

8. Offering a USAID debt guarantee between an already established note issuer and the SPV. 

9. Developing collateralization mechanisms in partnership with a civil society specialist to build 

the note value and lower risk as farm enterprises gain legal recognition for their assets.   

 

These adjustments will open up access to credit by establishing a reliable market and a benchmark for the 

private sector. This opportunity can be marketed as the Social and Environmentally Conscious 

Opportunities in Sub-Saharan Africa (SECOSSA) Tree Note issued by an established and holistically 

inclined fund manager.   The role of the fund manager is best filled by a pre-established and vertically 

integrated firm, such as Green Resources based in Norway and focused on the East African tropical 

landscape.   Green Resources is a mid-sized firm with the capacity to work with small holder farms, 

something the larger forestry investment firms are unwilling to do.  As a result, much of the risk transfer 

inherent in the model takes place at this level and it can be shared with a public-private partnership 

alluded to in the model design. 

Incentives:  The SECOSSA Tree Note integrates a number of private, public, and civil society 

stakeholders.  Highlighted below are the incentives for each stakeholder to participate in the note issue.   

Stakeholder Proposed Incentives 

Small Scale 

Farmers/ 

Micro-

Forestry 

Enterprise 

A requirement of +3 hectares for Small Scale Farmers will demonstrate that the farmer has the 

ability and space to manage more intensive resources.  At this enterprise scale, farmers will be 

incentivized to put idle land to use that isn’t already being used for food products and offer 

supplemental income while helping to support the bio-diversity, and therefore productivity, of 

their farms.   

Cooperative Cooperatives will organize and provide capacity building (governance, accounting, 

communication) to small scale operations at the farm level.  The cooperative also has the 

responsibility to ensure tree sale proceeds are deposited to the correct account.  At this level, 

cooperatives will be the focal point for technical aspects such as machinery, technology, and 

skill investments and development.  The cost of these services will be folded into the note price, 

in addition, it is in the cooperatives’ self-interest to ensure these resources are managed properly.  

This is also the avenue for informal financing and capital build-up through the use of Savings and 

Credit Cooperative Organizations (SACCOs). 

NGO/ 

Aggregator & 

Civil Society 

As the model grows, an NGO/Aggregator will manage multiple cooperatives by providing 

business development services that will support small scale farmer level practices. Some services 

include financial reporting, business plan writing, operations management, and agroforestry best 

practices updates.   This NGO will be the conduit to investors, including international partners. 

To build collateral at the farmer level, a specialized civil society organization will work with 

farmers to secure land tenure or ‘good enough tenure’ if leasehold.  This aspect of the model will 

offer further incentive to investors as collateralization of future flows from tree harvests and carbon 
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offsets will be offset by legal land holdings.  The cost of these services will be folded into the note 

price. 

Private 

Timber Firm, 

Saw Mill, or 

Furniture 

Company 

 

The private actor with timber interests is key to the long term sustainability of the model.  The 

firms incentive is to ensure there is enough supply for their operations by establishing long term 

buyer contracts (or quota specific contracts) with producers (in this case our micro-forestry 

farmers).  Since the model establishes a Public-Private Partnership relationship between the firm 

and a civil society player (NGO), many of the non-core activities required to establish a thriving 

tree market will not be a burden to the firm.  These activities include the education, training, 

coordination, aggregation, and business development services offered by the NGO.    

Government Public institutions are already making payments from tax receipts for their work in reforestation.  

As a key partner who will be phased out upon profitability of the small holder micro-forestry 

enterprise, the government will support subsidy payments made to a pre-established account upon 

negotiated metrics being reached.  These subsidies will be used to make coupon payments to 

investors in the early stages of the micro-forestry enterprise.  In the end, the government will be 

spending less on reforestation efforts if all small farms are producing wood for the market, since 

farmers will be less inclined to source wood from the protected yet dwindling natural forests.  The 

government will also be a supporter of greater carbon offsets, an incentive for their international 

standing in fighting climate change. 

Special 

Purpose 

Vehicle 

(SPV) 

To mitigate and therefor transfer some of the risk the fund manager would take on, we will utilize 

an SPV with the following key characteristics: 

1. Not all the investment will be supported by the Investor since equity can be provided in 

the form of carbon offsets, grants, and government subsidy payments in the range of 15 – 

25% of the capital structure, and 

2. The SPV will be the payment account that small scale farmers, the NGO, and the 

government make payments to, however it will be managed in cooperation with the Fund 

Manager and the NGO/Aggregator. 

 

Fund 

Manager 

The fund manager will issue the note, however will not take on the other half of the risk that is not 

secured by USAID.  Fortunately, our model spreads some this risk among several actors:  

management fees, the SPV, the NGO/Aggregator, the Government, Carbon Credits, and the upside 

of land tenure as the investment matures. In addition, the operational model further mitigates risk 

through diversifying farm level investment across different regions. This also mitigates the risk of 

fire and theft since cooperatives are involved.  The fund manager will see a 1-5% management fee.    

Investor The social impact, climate change, and retail investors will hold the note and be incentivized not 

only by 10% returns and coupon payments via carbon offsets, but by the investment levels 

(tranches) the note offers.  This will give the investor the ability to decide how much risk they are 

willing to pursue under the SECOSSA Tree Note investment.  

Development 

Partner 

A development partner will offer the fund manager and investor increased security in their 

investment through a 50% guarantee on the SECOSSA Tree Note and the possibility of opening up 

more opportunities for increased investment and lending by local financial institutions upon 

realizing a developing market opportunity in trees at the small-holder level.  The development 

partner will realize social and environmental returns that align with their mission and objectives. 

 
An Incremental Approach: Incremental steps are needed to fully operationalize the model and engage the 

various stakeholders in the proposed vehicle structure.  Phase 1 includes the development of the NGO 

Aggregator in partnership with a private timber firm; technical assistance and advocacy will be offered to 

the NGO Aggregator to build the model foundation attract equity investment via public and private grants 

and carbon credit capital.  Phase 2 involves the entrance of a private investment through the note issuance 

as coordinated by the fund manager, private timber firm, and NGO aggregator.  Phase 3, upon 
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profitability, is the full integration of other market actors, possibly vertically integrating the model, to 

develop a sustainable business and for the potential exit of other actors, such as USAID.  

 

Scalability:  An upside potential exists when the NGO/Aggregator is able to coordinate multiple 

cooperatives and the cooperatives are able to support more small scale micro-forestry enterprises.  This 

will demand greater resources and the potential for additional note issues.  If the model achieves long 

term profitability, a regional timber company can take on more responsibility in operational oversight of 

the tree farms, facilitate access to higher value-add activities, and provide access to new domestic or 

regional markets.  At this point, an exit strategy for the development partner would be implemented since 

the firm could take on this risk and possibly issue their own note. 

 

Exit Strategy:  An exit strategy for the government and USAID is inherent in the SECOSSA Tree Note 

model.  As indicated in the incentive structure, the government will eventually stop paying subsidies upon 

note maturity or farm profitability and can then divert those resources to other micro-forestry investments 

or into other areas of the national natural resources budget.  The development partner will make the exit 

upon a viable forestry market being established for a private firm.  The NGO/Aggregator may exit with 

the private firm’s entry, as well, the fund manager would also exit if the firm took on the role of note 

issue.  Cooperatives will continue to play their role as an intermediary and integral partner in the business 

model.   

Investment Risks 

 

Country risk: Uncertainty surrounds Kenya’s elections scheduled for December 2012. As a result, 

outbreaks of political violence and associated commercial disruption are potential risks. Kenya’s geo-

political location also make it susceptible to negative spill-over effects linked to terrorism and conflict in 

Kenya’s neighboring countries, particularly Somalia. The scale of the proposed project, however, does 

not warrant the purchase of political insurance.  Kenya’s weak system of land administration poses further 

risks as land registry historically has been weak with low levels of accuracy. Land administration is 

susceptible to corruption and bribe seeking. According to Maplecroft, a 2010 raid reportedly uncovered 

thousands of land files which had been blocked because officials hoped to extract facilitation bribes.
20

 

Obtaining land titles can be cumbersome and often nontransparent. To mitigate some of the risks related 

to land, a specialized civil society organization, such as Namati, will work with farmers to secure land 

tenure or ‘good enough tenure’ if leasehold.   

 

Business risk: Inherent business risks to the micro-forestry model include droughts, pest, fires, and 

demand fluctuations, which can significantly affect the profitability and viability of the business model 

without mitigation strategies. Droughts and pests pose a high risk to the farms and Kenya has experienced 

severe droughts over the past several years. In 2006, farmers in western Kenya also had to stop growing 

eucalyptus because of the spread of pest-Blue Gum Chalcid that has stunted most of the trees on its path.
21

 

To decrease the risk of pest infection overall, several different varieties of trees should be planted on 

farms and technical assistance on pest control can be provided to the farmers. Planting of drought-

resistant hybrid tree varieties such as eucalyptus can help mitigate the risks associated with droughts.  

Fires also continue to be one of the biggest forest health hazards in Kenya. Risk mitigation for fire is 

inherent to the micro-forestry model, as tree farms will be located at safe distance from each other to 

prevent contagious fires. Despite the lack of readily available insurance for pest and fire, the micro-

forestry model is able to overcome the void in the insurance market by employing rigorous risk mitigation 

and production monitoring techniques such as GPS tree mapping and cellular communication networks 

                                                           
20

 Maplecroft, “Country Risk Report: Kenya,” www.maplecroft.com, accessed 4-12-2012.  
21

 AllAfrica, “Kenya: Eucalyptus Pest Spreads to Rift Valley,” http://allafrica.com/stories/200603220689.html, accessed 4-5-2012 
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between farmers to mobilize them when risks are detected. These mitigation techniques are currently used 

by TIST on the ground.  

 

Demand fluctuations and the price of wood can also impact the profitability of the farms. Demand 

currently outstrips supply in Kenya.  The country has been deforested at alarming rates.  There is little 

investment from the private sector going into the industry due to high entry barriers.  As a result the 

supply and demand gap continues to expand.  This trend is predicted to continue and expectations suggest 

that demand and the prices of the wood will continue to increase.   

Financing risk 

The role of the fund manager in this model is risky.  The fund manager will be responsible for the 

issuance and distribution of the note. The assumption is that USAID will take part in identifying that 

entity from the list of suggested partners or will help to create it.  To help mitigate the risks of the fund 

manager, the model assumes that the fund manager and his assets will not be liable in case of the note 

default.  In fact most of the notes issued by impact investors are unsecured.  Since the fund manager will 

not be liable in case of default, it should make the job of identifying such an organization easier.   

The note itself will be illiquid.  The nature of the note does not afford the opportunity of a secondary 

market.  The investors will have to hold the note to maturity to get their investment back.  The length of 

the maturity period and high risk of investment can impact the ability of the fund manager to sell the 

notes. Targeting impact-first investors can help mitigate this challenge.   

As with any investment, the fund manager might not be able to make annual coupon payments promised 

on the notes.  A variety of reasons can impact the ability to make coupon payment obligations.  As a way 

to mitigate the risk, investors can be given a choice of having their annual coupon payment be rolled back 

into investment instead of having it be paid out.  Based on the materials published by impact notes issuing 

organizations this is a very popular way to address coupon payments risk.  In fact some of the materials 

suggest that up to 95% of impact investors choose the rollover option on the notes that they hold. This 

technique will allow the fund manager to match the cash flow from plantations with cash outflows.  

Foreign exchange risk also exists for the project.  If the note is sold in local markets, the revenue 

generated in shilling and will have to be converted to dollars before being disbursed to investors.  In the 

short term, the Economist Intelligence Unit expects the shilling to remain close to the KSh85:US$1 mark, 

although the euro-zone debt crisis could spark a new emerging market sell-off.  From an average of 

KSh88.8:US$1 in 2011 (12.1% weaker year on year), the EIU projects that the shilling will slide 

gradually to KSh90.7:US$1 in 2012 and KSh99:US$1 in 2013
22

, before drifting steadily to KSh110:US$1 

by 2016.   

Although business and financing risks exist in the micro-forestry model, the vehicle structure, the hybrid 

capital sources, and the micro-forestry model itself mitigates many of these potential risks. Potential 

partners as highlighted in the next section can also play a role in providing technical assistance and risk 

mitigation strategies.  

Potential Partners for Micro-Forestry Model in Kenya 

 
With the proposed transaction vehicle and micro-forestry model, the convening of a number of different 

partners is needed to successfully deploy the model. Appendix 3 provides a comprehensive matrix of the 

                                                           
22 Ibid, Economist 
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types of partner, their description, and their primary partnership roles.  The following section provides a 

brief highlight of the most important partners.  

 

The key operational and implementing partner to serve as the NGO- Aggregator in the financing vehicle 

can potentially be the KOMAZA. With 134 full time staff (95% Kenyan) in place already, 2862 farmers 

in the program, and 661,927 trees planted since the year 2008
23

, KOMAZA is already operating this niche 

model, which can be scaled and replicated for increased impact throughout Kenya’s area with dry, semi-

arid climates.  The key barrier to KOMAZA’s participation is potentially its desire to remain as a nimble 

and independent social enterprise.  In addition, because KOMAZA is primarily only working in the 

Ganze district, a scaling up of its current model is also needed to reach additional smallholder farmers.  

The main governmental partners are the Ministry of Forests and Wildlife, the Kenya Forest Service, and 

Forestry Research Institute (KEFRI). The Ministry of Forests and Wildlife, as the government agency 

mandated to restore forest cover and institute forest management plans, should be one of the first 

stakeholders to be consulted.  Collectively, these stakeholders will serve key programmatic roles in 

mobilizing resources, providing subsidies, offering technical assistance, and helping develop risk 

mitigation strategies, especially with regards to forestry monitoring and governance. The key barriers that 

prevent these government agencies from fully participating in this model are limited resources and staff, 

and lack of political will.  

Consultation with local financial institutions is also needed to identify an existing institution with the 

capabilities and interest in serving as the fund manager in the proposed vehicle structure.  Potential 

challenges and barrier in the identification of this partner is the lack of a suitable local candidate to play 

such a role.  If such a situation arises, external candidates based outside of Kenya should be considered, 

such as some of the potential fund managers listed in Appendix 3. The development of a new local entity 

might also be needed.  In such a case, qualified personnel will need to be identified to staff the 

organization.  

Lastly, major timber companies in the region, such as the Pan African Paper Mills (E.A.) Ltd., Rai 

Plywoods (Kenya) Limited, Madhupaper and Kenya Paper Mills, need to be part of the initial stakeholder 

consultation, as they are the end purchaser of the wood products.  

Items Outstanding and Next Steps 

 
This concept note has laid the initial foundation for catalyzing the micro-forestry value chain in Kenya. 

Below is a list of items pending that needs to determine to operationalize the proposed model: 

• Conduct a feasibility study of the model 

• Investigate note issuance process and costs 

• Identify tax and legal implications of the model 

• Pinpoint synergies between the model and other USAID departments 

• Assessing on the ground interest in micro forestry 

 

                                                           
23 KOMAZA, “Dashboard,” http://www.komaza.org/our-impact/dashboard.php. 

http://www.komaza.org/our-impact/dashboard.php
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Criterion 1: Competitiveness Potential  
 Significant availability of land to expand tree production 
 High market value of wood commodities on domestic, 

regional, global markets 

Criterion 2: Impact Potential 
 Income-generating activities for rural poor 
 Improved livelihoods 
 Increased nutritional, health, and education opportunities 

via increased incomes 

Criterion 3: Cross-Cutting Issues 
 Environment- Positive ecological returns via increased 

tree cover 
 Gender- women are key stakeholders in tree farming 
 Climate change mitigation and adaptation impacts 

Criterion 4: Industry Leadership 
 Potential to edge out regional competitors for domestic 

market share worth $850 million USD 

 

Appendix 1: Value Chain Selection Process 
 

Based on USAID Value Chain Selection 

Model 

 

Criteria    Applicability of Micro-Forestry 

1. Developmental Impacts  Economic development, particularly in poor rural areas 

 Improved nutrition, health, education outcomes via increased 

incomes 

 Environment- Positive ecological returns via increased tree cover 

 Gender- women are key stakeholders in tree farming 

 Climate change mitigation and adaptation impacts 

2. Economic Potential   Significant availability of land to expand tree production 

 High market value of wood commodities on domestic, regional, 

global markets 

 Potential to edge out regional competitors for increased domestic 

market share worth $850 million USD 

3. Favorable Government 

Policies 

 Reforestation initiatives 

 National strategy to capitalize on underproductive semi-arid regions 

 Ban on logging in state forests means higher price for farmed wood 

4. Number of Deficient 

Linkages in Value Chain 

 Several, yet the most pressing deficiency is financing 

5. Lack of Existing 

Investment 

 Banks not willing to lend to tree farms due to unfamiliarity with 

model and investment risks 

 Lack of insurance for tree yields 

 Existing micro-forest operations largely self-financed 

6. Availability of Capital 

Sources 

 Significant due to impact and social investing trends 

7. Consumption Trends  Booming demand for wood on local, regional, global markets 

8. Availability of Information  Significant since tree cover and wood supply are currently 

important issues 
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Appendix 2: Demand for Wood Products in Kenya (2005)24 
 

Product   Description 

Poles These are mainly used in fencing, as frames in construction, power and 

telegraph poles. There are 39 registered companies mainly dealing with 

the production of poles.  

Wood Carvings It is estimated that the firms in this sector require a total of 600 tonnes 

of wood per year. This is mainly from indigenous trees like Rosewood, 

Mvuli, Olivewood and Muhugu. The firms sell their products to various 

curio shops or directly to tourists. Some of the products are exported 

abroad.  

Furniture & Fixtures Furniture and fixture products use approximately 771,672 m³ of timber 

per annum.  

Charcoal Briquettes The production of charcoal briquettes has declined from a high of 190 

tonnes worth Kshs. 18 million in 1999 to 12 tonnes worth Kshs. 0.2 

million in year 2002. The charcoal briquettes are produced mainly from 

coffee husks, excess sugar bagasse and charcoal wastes, as raw 

material.  Generally more than 75% of the country's domestic energy 

comes from fuel wood and charcoal. 

 

  

                                                           
24 Wood and Wood Products, Kenya 2005: http://www.epzakenya.com/UserFiles/File/kenyawood.pdf 

http://www.epzakenya.com/UserFiles/File/kenyawood.pdf
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Appendix 3: Potential Partnership Role 

Type of 

Partner 

Individuals/ 

Organization 

Description Primary Partnership 

Role 

Beneficiary Local Farmers or 

Small Scale 

Farmers 

Farmers who are living in target areas that are 

interested in growing trees  

Growers and 

producers of the 

micro-forestry model 

Financing 

Partners (and 

potential Fund 

Managers) 

 

Global 

Environmental 

Fund (GEF) 

GEF invests in businesses around the world that 

provide cost-effective solutions to environmental 

and energy challenges, including in sustainable 

forestry companies in Africa.  Forestry 

investments have been made in Ghana, South 

Africa, Tanzania, Swaziland, and Mozambique.  

http://www.globalenvironmentfund.com  

Social impact investor, 

Climate Change 

impact investors 

EcoInvestments U.K. based firm which provides investors access 

to the best researched alternative investment 

opportunities in the “eco” space including 

sustainable forestry, agriculture and alternative 

energy.  

http://www.ecoinvestments.co.uk/ 

Potential issuer of the 

note, technical advisor 

for note issuance, 

cultivation of investors 

Green Resources Green Resources is a plantation, carbon offset, 

forest products and renewable energy 

company.  The company was established in 1995 

and is a private Norwegian company with over 70 

shareholders. It employed more than 5,300 people 

at the end 2010 and has invested USD 100mn in 

its African operations since its inception. Green 

Resources mainly operates in Mozambique, 

Tanzania and Uganda, with a small operation in 

Southern Sudan. 

http://www.greenresources.no/  

Carbon credit market 

investor 

RSF RSF Social Finance (RSF) is a pioneering non-

profit financial services organization dedicated to 

transforming the way the world works with 

money. In partnership with a community of 

investors and donors, RSF provides capital to non-

profit and for-profit social enterprises addressing 

key issues in the areas of Food & Agriculture, 

Education & the Arts, and Ecological Stewardship. 

 

http://rsfsocialfinance.org/  

Social impact investor, 

Climate Change 

impact investors 

Generation IM Generation IM invests in key drivers of global 

change, including climate change and 

environmental degradation; poverty and 

development; water and natural resource scarcity; 

pandemics and healthcare; and demographics, 

migration and urbanization. 

Social impact investor, 

Climate Change 

impact investors 

http://www.globalenvironmentfund.com/
http://www.ecoinvestments.co.uk/
http://www.greenresources.no/
http://rsfsocialfinance.org/
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http://www.generationim.com/about/  

Agri-Vie Agri-Vie is a private equity investment fund 

focused on food and agribusiness in Sub-Sahara 

Africa with a mission to generate an above 

average investment return, as well as demonstrable 

socio-economic development impacts through its 

equity investments in food and agribusinesses. As 

such, Agri-Vie is styled as an ‘impact investment 

fund’, harnessing investment disciplines to address 

development challenges. 

http://www.agrivie.com/about.html  

Social impact investor, 

Climate Change 

impact investors 

Pearl Capital 

Partners 

Pearl Capital Partners is an African investment 

fund management organization that finds, raises 

and manages capital to invest across agricultural 

value chains in ways which boost smallholder 

farm productivity and offers smallholders 

improved access to markets. It is also a partner in 

the new USAID and impact investors’ 25 million 

dollar equity fund for East African agribusinesses 

(African Agricultural Capital Fund).  

http://pearlcapital.net/  

Potential fund 

manager 

New Forest 

Company 

The New Forests Company is a UK-based 

sustainable and socially responsible forestry 

company with established, rapidly growing 

plantations and the prospect of a diversified 

product base for local and regional export markets 

which will deliver both attractive returns to 

investors and significant social and environmental 

benefits.  

http://www.newforests.net/  

Potential fund 

manager, technical 

advisor 

Rockefeller 

Foundation  

The Rockefeller Foundation is also a partner in the 

new USAID and impact investors’ 25 million 

dollar equity fund for East African agribusinesses 

(African Agricultural Capital Fund). 

http://www.rockefellerfoundation.org/  

Equity Financer 

Guarantors USAID  

 

USAID DCA can offer a guarantee to investors 

seeking to buy the SECOSSA Tree Note. 

http://www.usaid.gov/our_work/economic_growth_and_trade/development_credit/  

Technical assistance, 

identification of 

partners, convening of 

stakeholders, and 

providing a 50% note 

guarantee  

Implementing 

Partners 

KOMAZA A social enterprise based in San Francisco and 

Kenya that creates economic opportunities for 

farmers living in semi-arid regions. Working 

through village-based field staff, they partner with 

families and help them plant and maintain small-

NGO/Aggregator/ 

Implementation; 

Resource for lessons 

learned in micro-

forestry 

http://www.generationim.com/about/
http://www.agrivie.com/about.html
http://pearlcapital.net/
http://www.newforests.net/
http://www.rockefellerfoundation.org/
http://www.usaid.gov/our_work/economic_growth_and_trade/development_credit/
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scale, income-generating tree farms.  

http://komaza.org/ 

The Green Belt 

Movement 

Nationally recognized Kenyan environmental 

NGO focused on the planting of tree.  

http://www.greenbeltmovement.org/ 

Advocacy; advisor, 

implementation 

partner 

Technical 

Assistance 

Kenyan Forestry 

Research 

Institute (KEFRI) 

One of their main focus activities is to develop 

management practices for fast-growing tree 

species with high market demand.  

http://www.kefri.org/muguga.aspx 

Local technical 

assistance to farmers; 

sourcing of tree farm 

inputs; advisor on 

species selection; 

promotion of market 

linkages 

Kenya Forestry 

College 

Training institution of the Kenya Forest Service. 

The college is responsible for training technical 

personnel in forestry and allied natural resources, 

to build capacity for development of the forest 

sector. 

http://www.kenyaforestservice.org/kfc/ 

Technical advisor; 

technical assistance; 

implementing partner 

World 

Agroforestry 

Centre (ICRAF) 

The World Agroforestry Centre is dedicated to 

generating and applying the best available 

knowledge to stimulate agricultural growth, raise 

farmers’ incomes, and protect the environment. 

http://www.worldagroforestry.org/ 

Implementation; 

technical assistance; 

capacity building for 

local farmers 

(agriculture best 

practices) 

Planting 

Empowerment 

Planting Empowerment offers impact 

investments in agroforestry projects that 

encourage sustainable natural resource 

management and create economic benefits (focus 

is on Panama, but can offer still offer viable 

insights for the Kenya context) 

http://www.plantingempowerment.com/ 

Technical advisor for 

cultivating social 

impact investors 

Government 

and 

Regulatory 

Partners 

Ministry of 

Forests and 

Wildlife 

Ministry of the Government of Kenya focused on 

forest and wild life policy. 

http://www.forestryandwildlife.go.ke/  

Advisor regarding 

laws and regulations 

Kenya Forest 

Service 

In November of 2005 the Government of Kenya 

ratified a new Forests Act. The Act establishes a 

service known as Kenya Forest Service, whose 

mandate is to conserve, develop and sustainably 

manage forest resources in Kenya, part of this 

mandate includes support for prudent tree 

investment by providing necessary technical 

information and backstopping. 

Advisor regarding 

laws and regulations, 

and risk mitigation 

strategies.  

http://komaza.org/
http://www.greenbeltmovement.org/
http://www.kefri.org/muguga.aspx
http://www.kenyaforestservice.org/kfc/
http://www.worldagroforestry.org/
http://www.plantingempowerment.com/
http://www.forestryandwildlife.go.ke/
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http://www.kenyaforestservice.org/  

Community-

Based NGO 

Partners 

Kenya Forests 

Working Group 

The Kenya Forests Working group was formed in 

1995 as a forum of individuals, organizations and 

institutions (government and non-government, 

local and international) and grass root community 

organizations concerned with forests, working 

together to promote sound forest management and 

conservation practices in Kenya. 

http://www.kenyaforests.org/   

Advisor in 

participatory forest 

management, policy, 

legislation, and 

community-based 

conservation. 

Namati International organization dedicated to legal 

empowerment, with initiatives in securing and 

enforcing the land rights of rural communities. 

http://namati.org/  

Secure land rights for 

farmers 

Private Sector 

Partners 

Timber 

Companies  

A number of private timber companies exist.  

Some examples include: Pan African Paper Mills 

(E.A.) Ltd., Rai Plywoods (Kenya) Limited, 

Madhupaper and Kenya Paper Mills 

As the potential future 

purchaser of the trees, 

private sector 

companies can 

support communities 

in planning, 

production, and 

marketing. Fund part 

of the CAPEX in 

exchange for royalties 

 

 

http://www.kenyaforestservice.org/
http://www.kenyaforests.org/
http://namati.org/

