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Glossary
AFI Alliance for Financial Inclusion
ARFIC L'Autorité de Régulation de la Filiere Café (Coffee Board Burundi)
BIF Burundian Franc
BRB Banque République de Burundi
BRD Rwanda Development Bank

CAGR Compound Annual Growth Rate

CEPAR Coffee Exporters and Processors Association of Rwanda

CGIAR  Consultative Group on International Agricultural Research

CNAC Confédération Nationale des Associations de Caféiculteurs (Burundi)

QOCOCA Consortium des Coopératives de café (Consortium of Coffee Cooperatives Burundi)

DFID ''YQa 5SLINIYSY(d F2NILYGSNYLFGA2y Lt 5S@St2LIVSy
DRC Democratic Republic of Congo

EDPRS Economic Development and Poverty Reduction Strategy Rwanda
FOB Free on Bard

FOT Free on Truck

GIS Geographic Information System

ICO International Coffee Association

IFAD International Fund for Agricultural Development
INTERCAHEASssociation Interprofessionnelle du Café

IT Information Technology

Kfw German Development Bank

KPI KeyPerformance Indicator

LPI Logistics Performance Index

MFI Micro Finance Institution

NAEB National Agricultural Export Development Board

NAEB National Agricultural Export Development Baardanda

NCA National Coffee Association

OCIBU  Office du Café du Bumdi

OOH Out of Home

PRICE Project for Rural Incomes through Exports

PRICE Project for Rural Incomes through Exports Rwanda

PSTA Plan for the Transformation of Agriculture Rwanda

PSTA Strategic Plan for the Agricultural Sector

ROW RestOf-the-World

RWF Rwandan Franc

SACCO Savings and Credit Cooperations

SCA Specialty Coffee Association

SODECO Société de Déparchage et de Conditionnement (Coffee Curing and Packaging Company)
SOGESTABOciété de Gestion des Stations de Lavage (Company for Managing Coffag Btatsbins)
TMEA Trade Mark East Africa

USADF  US African Development Fund

UsD United States Dollar

WB The World Bank
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Executive Summary

Scope of work

TWIN in partnership with Trade Mark East Africa (TMEA) is implementing a two year project to strengthen
export capabilities of twenty coffee cooperatives in Rwanda and Burundi with a specific focus on supporting
cooperatives in: attaining certification, increasing access to Specialty Coffee markets, improving quality of the
coffee produced and developingradeability programme for coffee grown by women. This export capabilities
study identifies actors, value addition, financial analysis, market demands and the enabling environment.

Specialty coffee market

Premium and specialty coffee is estimated to repnedel% of global coffee volume and is largely sold by
premium brands and in the out of home (hospitality) segment. Premium and specialty coffee is largely defined
by cupping quality. The specialty segment is often interested in other differentiatioradiagtor in addition

to coffee quality. The most common differentiations include: sustainability, traceability, innovation,
certification, unigueness.

There is a demand for specialty coffee, both from Burundi and Rwanda. However, the specialty coftee mark
is fragmented, with different definitions even of what specialty coffee is. Individual buyers have different
preferences, and there are variations between geographies. The three largest coffee regions are North America,
Europe and Asia Pacific. North &ita and Europe have very mature coffee market which is in a decline, and
the growth will lie in the specialty sector. However, also that sector is maturing, and we see competition on the
rise.

Rwandan and Burundian coffees are considered exotic coffegdhebmarket and are certainly not on
SOSNE2YySQa NIRIFINW ¢KS O2FFSSa INB vyzaufte az2tR G2 )
. dzNHzy RA YR wglyRlI A& LISNOSAOGSR da KAIKIE (G(KQOAARI O
even though considerable improvements have been made. The coffees are high priced, but not sufficiently
competitive in quality compared to coffees from Ethiopia or Kenya. Quality and volume are below the other
East African origins, and logisticsfpanance is below others in the region, especially Kenya. Also Tanzania is
seen as a better coffee producing country, as in addition to quality it also offers more flexibility in sourcing.

Even thougtBurundihas very high quality coffee according to bayémnere are still a lot of basics that need to
be covered to be able to market the coffee successfully. Major challenges still exist in logistics, speed,
traceability, reliability of prshipment samples, communication and marketing.

Rwandas seen as wkbrganised and it is a coffee of good quality, there are certain constraints put forward by
the buyers with regards to the marketing of the coffee. Flavour is not as unique and other differentiation is
needed to compete in the specialty segment. Cooperatare not always able to provide reliable-gngpment
samples and have limited knowledge of the market and pricing.

Export capability Burundi

Coffee is an important crop to Burundi, and with its high altitude and high quality cup there is potentiebto a

a differentiated market where premium prices for coffee are paid. However, several concerns need to be
addressed:
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I Farm gate prices as a percentage of FOB are among the lowest globally, and most coffee washing stations
and dry mills operate below cagity. Local capacity to manage cooperatives, washing and milling is limited.
There are also too few people with the skills to sell to the international market.

1 Yield increase on farms is possible, but due to the extremely small farm size and lackifi¢ativers
coffee does not provide a living income to a household. Climate change and population density put pressure
on production volumes, and while coffee can remain a contributor to GDP it is not the sole solution.

1 The bureaucracy related to the expprocedures leads to many delays and Burundi ranks low in its export
rating, due to its bureaucratic inefficiencies.

1 National policiesare not being implement as presented in the national strategy documents, whereby
privatization of the sector is stronglyomoted, but actions go against it.

9 Access to finance is a major constraint both to the produespecially women and youttas well as the
cooperatives.

Most of the ten partner cooperatives perform well on coffee quality, but the capabilities redeitess,
marketing, volumes, infrastructure and governance differ per cooperative. Segmentation of cooperatives
reveals three clusters with similar characteristics. There is only one consistent high performer. Although all
cooperatives are able to produceagl quality coffee, market access does not automatically result from this.
Better performers differentiate themselves with better access to finance and sufficient availability of sorting
and drying tables. Low performers are struggling with governancastimicture and low capture rates.

Export capability Rwanda

Coffee is an important crop to Rwanda. The country is able to produce premium coffee, but quality is not
exceptional. The structured supply chain pulls in international investors and buyersjantth Renefits from
LINSYAdzYa 2y adzaidlAylroAfAde OSNIATFTAOFGAZ2Y FYR 2GKS

However, there are also several concerns:

9 The value chain appears to need professionalization and possibly consolidation. A largeohuadiging
stations and mills are operating under their installed capacity and are not well managed. This closely
correlates to a lack of access to finance, and an overall supply chain inefficiency.

1 Improvement could be made with regards to costs of bombnpliance, which is high compared to its
neighbours and potentially negatively influences differentials.

1 VYield increase on farms is possible, but due to the small farm size and lack of diversification coffee would
still not provide a living income far coffee household. Climate change puts pressure on production
volumes, and while coffee can remain a contributor to GDP it should not be seen as the sole solution.

Not all cooperatives in Rwanda are able to realize premium quality and prices. With gaot impressive

cupping scores and a lack of cupping staff, cooperatives are unable to tap into the export market. Good
performers have their own washing stations and in one case also a dry mill, and often have a large membership
and capture rate. Managesnt capacity is critical. Average performers report challenges in finance, knowledge

of the market and finding buyers.

Recommendations

Whereas coffee is important to Burundi and Rwanda, the origins are not that important to the world of coffee
due to theirsmall size and lack of differentiation. Export capability for both Burundi and Rwanda is currently
insufficient, and both origins struggle with similar challenges.
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Farmers productivity and livelihoods

Productivity and profitability of coffee farms can ingproved by implementing global best practices for
agricultural practices, rejuvenation and inputs. Certification could improve prices for farmers, but should be
implemented in partnership with roasters to ensure a return on investment.

For improved livéioods and resilience, we would recommend to implement diversification on farms as well as
for other supply chain actors. This should allow a response to climate change, complement coffee seasonality,
and increase overall income.

Supply chain inefficieesi and access to finance

Coffee washing stations in both countries are operating inefficiently under their installed capacity for a number
of reasons. Firstly, total installed capacity is higher than total coffee production in the countries. Secondly,
locadions are not always appropriate with longer distance to farms, further reducing sufficient supply of cherries
and affecting coffee quality. Thirdly, a lack of working capital reduces capture rates for cherries. Cooperatives
that are managing coffee washirstations could be supported in first mile logistics from farm to washing
station, as well as access to finance. Increased coffee productivity will further improve processing efficiency.

Improving access to finance across the supply chain is expeatedease the share of fully washed coffee for
the specialty segment, by removing the incentive to sell-seshed coffee to local traders at a low price.

Government policy
Especially for Burundi, government policy is not understood by all supply chasreact@ppears inconsistent.
Taxes are relatively high, and its proceeds do not appear to flow back to the coffee sector.

Differentiation and innovation

Especially for Rwanda, quality alone is not sufficient to distinguish its coffee in the marketntiotesve
F20dzaAy3a 2y OSNIAFAOIGAZ2YSE ¢62YSyQa O2FFSS | yR LINE
market demand.

Market positioning

Rwanda and Burundi are relatively unknown as coffee origins. Market positioning is critical. TWINdading
other ethically driven traders are playing an important role in raising awareness with buyers and providing
marketing materials for individual cooperatives. Government and industry associations could play a role in
positioning the countries better @aswhole in the specialty coffee market.

Other value addition

Value addition through roasting for the local market is and emerging opportunity. Local roasting would however
need a minimum scale and significant investment. In addition to agribusiness ojgEsitourism is a growing
sector especially in Rwanda.
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1 Backgrounénd methodology

1.1 Scope of work

TWINin partnership with Trade Mark East Africa (TMEANplementing a two year project to strengthen
export capabilitie®f twenty coffeecooperativesri Rwanda and Burundi with a specific focusapporting
cooperatives in: attaining certification, increasing acceSpdoialtyCoffeemarkets improving quality of the

coffee produced and developing a traceability programme for coffee grown by wifitkim the framework

of the ongoing projecfTWIN in partnership with TMEA have commissioned this study, thasésvi® as an
evidence base for future project interventions geared at addressing bottlenecks and inefficiencies in the supply
chain with theaim of improving the export capacity and the profitability of the cooperatives.

Frowing Prosoeritv Throwah Trode

This export capabilities study iderdf actors, value addition, financial analysis, market demands and the
enabling environmenfTWIN has requested that the result is pragtiand action oriented, in line with the
objective to increase direct access to specialty export markets for these cooperdhiggeport include
recommendations to impact coffee farmer livelihobgsddressing bottlenecks and realizing opportunities.

The report for this export capability stuthprimarily internal, although TWIN might decide to publish all or
part of the report on their website.

Thisstudyis not a project evaluatigrbut does reporbn any stakeholder perceptions about the impadhef
project thatcame up as part of the study

1.2 Overview of methodology
The methodology for this study was agregbnbetween AgrlLogic, TWIN and TMEA in an inception report.
The purpose of the study as per ToR was the following:

Sections itthis report
2 (global)

3.1, 3.2, 3.3(Burundi)
4.1,4.2, 4.3(Rwanda)

Objective
1. A broad overview of the coffee sector in Rwanda and Burundi

Identifying all the actors involved the supply chain, analyse th¢
linkages, role, and added value (both descriptive and as a supply
map), with a focus on the capabilities at each stage.

3.2, 5 (Burundi)
4.2, 6 (Rwanda)

. Analyse dynamics of processing, value creation and distribution
the chain.

3.5,3.6, 3.7 (Burundi)
4.5, 4.6,4.7(Rwanda)

Cost baefit analysis for key points along the value chain with a f
on certification, the access to niche markets and gender.

2.4(global)
3 (Burundi)
4 (Rwanda)

Identify and examine constraints and opportunities within the co
supply chain and recommend interventions to overcome constr
and make use of opportunities to promote e#ity.

2.9, 2.107 (global)
3.7.3.8,3.9, 5 (Burundi)
4.8,4.9,4.10 6 (Rwanda)

Identify the underlying policy, institutional, and infrastructural isq
that affect the competitiveness of the cooperatives with referenc
the role of government and privateder in the regions. Also develq
a matrix indicating areas of priorities for which public sector and ¢

organisations can intervene.

3.2,3.7,3.8,3.9, 5 (Burundi)
4.2,4.7,4.8 4.9 6 (Rwanda)
7 (global)

Tablel: Summary of terms of reference
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PHASE METHOD DESCRIPTION
A Data analysis, capability =~ Assessment of cooperative performance and capability |
rating and segmentation  based on five indicatazategories: quality, profitability, mark
linkages, volume and revenue and infrastructure.
assessment is based on the October 2017 marketing revie
well as data from the baseline study, historic data wr
available, information requested viareil and phone, and othe
data obtained during the desk study.
B Focus group interviews witt Interviews with cooperatives in each performance segn
cooperatives (high, medium, low). These interviews are aimed
understanding challenges and identifyawionable solutions tc
increase export capability. The cooperatives will be selecte
include those working with and without an umbrella body.
interviews will identify strengths and weaknesses in governe
market access and enabling environment.

C Analysis of supply and Desk research and analysis of internationally available fi
demand and forecasts on supply & demand. This will distinguish bet\

origins, specialty and certification demand.
D Semistructured interviews Interviews with key stakeholders in origin and in markets. T
with supply chain aots and interviews are aimed at comparing market expectations to
enabling environment expectations of cooperatives, and understanding challenge:

identifying actionable solutions todrease export capability.
will also provide information on export processes

procedures.
E Conclusion and Analysis of quantitative and qualitative data for {a&sed
recommendations recommendations on how to improve export capability ¢

createvalue though the export specialty segment.
Table2: Overview of methodology

Each of the methods is further described below.
1.2.1 Data analysis, capabjlrating and segmentation
We have built on existirayailablénformation from thecooperatives in order to distinguigbod averageand

low performing cooperativesThis analysis allows to target cooperatives with specific support depending on
their current strengths and weaknesses.

Source of information include:

1 Cooperative marketingtrategy review from October 2017

1 Project baseline

1 Phone survey conducted by Abagic under atlventy cooperativegincluded in appendix)
9 Other documents provided by TWIN

The table below displays the indicators that have been used.
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CATEGORY INDICATOR WEIGHT MEASUREMENT
. Cupping scores 16% >80% is satisfactory, >85% is specialty
Quality &
differentiation o . . A L A A
Certification 4% Organic +6, Fairtrade +2,2 YSY Qa OZRFAS
?E)/;z;age P SISEE 10% % of highest value in botirigins combined
. Highest price obtainec . . - .
Sales prices 2017 5% % of highest value in both origins combined
;g;s SEvElopmemt Z08e 5% Price decrease = 1, stable price = 6, price increase = :
Number of different buyers 8% % of highest value jmeer group
Market linkages
% of total volume exportec 12% Export share of volume converted td @ scale
Average volume markete 7% % of highest value in peer group in origin
per year
Volumes el EEillee [l 7% % of highest value in peer group in origin
member
\2/8I1u7me development 2016 7% Decrease = 1, stable volume = 6, volume increase = 1
Years in existence 2% Existing >10 years = 1016 years =5, <G years = 1
Number ~of managemen ,, >6 FTE = 10;@FTE = 6, BBTE = 1
and staff
Cupping expertise 2% Yes = 10, currently in training =5, no =1
Infrastructure & Inclusiveness 2% % of female members; >50% is 10, >30% is 6
governance
Access to finance 4% 2\évn capital +3, local buyers/govt +3, banks/internatic
Washing stations 4% No. ofwashing stations on-10 scale, >1 =10,1 =6
Sorting and drying tables 4% No. of tables converted to all0 scale

Table3: Export capability indicators

1.2.2 Semustructured interviews with supply chain actors and enaldmgronment

The assessment team conducted seimiictured interviews withsupply chain actors in both origiasd
international buyersAim of these interviews is to understand the profile of both origins, as well as their supply
chains.

Local stakeholder selected for interviews include government bodies, private sector aneprobn
organizationsWe interviewed gght international buyers of specialty coffee, includwiTrading Three were
not directly linked to TWIN or the cooperatives. Most tradead quite some experience with buying from
Rwanda, but much less so from Buruiitie traders interviewe@ach have 80 years of experience in the
coffee sector.
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A full list of interviewees as well as the questionnaires used are inaadadippendixo this report.

1.2.3 Analysis of supply and demand

Supply and demand has been analysed based on both qualitative and quantitative sources. Statistics on
production, consumption and bilateral trade have been soufoemh AgriLogic databases, Global Coffee
Platiorm, International Coffee Organization, United States Department of Agricuttti@hers. This data was
analysed, and interpreted based on interviews with buyers, desk research and our sector experience.

1.2.4 Focus group interviews with cooperatives

Focus grap sessioawith selected cooperativegere organized in order to understand the underlying factors
influencing export capabilitfthe interviews identify strengths and weaknesses in governance, market access
and enabling environment. It allswo understand the factors underlying current export capability, and define
an action plan for improving export capability.

Key staffvasinvited to the focus groups: management, procurement and marketitist of attendants as well
as the questionnairased is included as an appendix to this report.

1.3 Structure of the report

This report starts from an introduction to the coffee sector in general, and then describes the coffee value
chains in Burundi and Rwanda in detail. After this, we describeetfurements and opportunities in the
specialty coffee market for Burundi and Rwanda specifically. We continue with an assessment of the export
capability of the twenty partner cooperatives TWIN and ThH& been working

Each chapter ends with key corgitins and insights. The final chapter contains recommendations to TWIN and
TMEA regarding their further support to the coffee sector in both countries.

1.4 Interpretation and limitations

Some cooperatives were unable to provide or substantiate data regaalinges, prices and cupping scores.

We have assessed the most reliable data point in each case, prioritizing data received from third parties
(COCOCA, buyers), TWIN marketing strategy review reports, and information received from the cooperatives in
our phane survey.

Very few cooperatives were able to provide a rypdtir overview of prices obtained, and we have used the
2017 price performance as an indicator. Although a rpatir average and/or trend would be preferred, this
can still serve as abenchmark/ O2 YLI NAyYy 3 GKS O22LISNI 6A23SaQ LISNF2N.

We were only able to obtain information regarding the number of units for each type of infrastructure, and not
its processing capacity. Qualitative information from the phone survey abauofrsructural needs has been
included in the report for the specific cooperative where this applies.
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2 Pecialtycoffee market

2.1 Global supply and demand

According to the International Coffe
Organization (ICQ)Global coffee production ir
2017/18 is etimated at 159.66 million bag:
(~9.5 million MT), 1.2% higher than 2016/17 w 100%
an increase in Robusta output offsetting a 4.¢

Coffee production and consumption
by continent

decline in Arabica production. 80% _

H Series6
Overall, Africa accounts for 11% of global cofft 5., m Series5
production, and 7% of consumption. Burun Series4

0, 0

and Rwanda gach accou_nt for 0.1% and 0.29 40% = Series3
global production respectively. _

H Series2
In this context, Burundi and Rwanda are ve 20% m Series1

small origins in the global coffesctor. Both
origins mainly serve a niche market of coffi 0%
enthusiasts.

1

. Figurel: Coffee production and consumption by continent (source: IC
2.2 Market segmentation

Globally, the coffee market can be segmented along two axes: coffee quality and buyer tguffegybuyers
can by categorized into private label roasters, biamders, and out of home (OOH). The out of home segment
includes offices and hospitality.

Generally used terminology for quality includes specialty, premium, mainstream and low'".qality
mainstream and low quality coffee, quality assessment generdjlyaesesses primary defects. For premium

and specialty coffee, flavor and other differentiators play an important role. Generally, mainstream and low
guality coffee has low margins and only becomes profitable for high volume actors. Premium and specialty
coffee has the potential to attract higher margins.

The remainder of this report focuses premium andspecialty coffe, estimated to represent 14% of global
coffee volume

SPECIALTRREMIUM 4%
SPECIRTY 1% 7% 2% 10%
Mainstream 5% 45% 15% 65%
Low quality 2% 15% 4% 21%
Private label Brand owners Out of home TOTAL

Table4: Gobal coffee volumén %per market segment (sourcl:Q
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2.3 Characteristics of thepscialty coffeesegment

2.3.1 Cupping quality

Followingthe Specialty Coffee Association (SCA), spec
coffee is coffeein its green stage that is free of primai
defects, has no quakers, is properly sized and dried, pres

SPECIALTY COFFEE - Q GRADE SCORE SHEET

i L. i i 90-100 Outstanding Specialty Coffee
acup free of faults and taints and hdistinctive attributes. In
practical terms this means that the coffee must be able to p 8- e Syl
aspect grading and cupping te§BCAA, 2009) 80-84.99 Very Good Specialty Coffee

Specialty coffee is made of quality coffee beans. Embod >80 BelowSpecilty Quality  Not Specialty Coffee

the flavaurs from the soils where they are cultivatethe
coffee beanshave distinctive aromas and textures in what Super Premium Specialty
makes a specialty coffe@hese aromas and textures can be | Premium Specialty
d02NBRI RdAdz2NAYy3I | WOdnifdadmlichQ LINEP Specialy Ol
scores 80 points or aboven a 106point scale is graded | Premivm
Ukcialy) | dih@® SIGA norms. ShualGood Qually (160

FINAL SCORE CLASSIFICATION

Average Quality

Though the scoring procedures are well defined, markets do Exchange Grade
differ in what they consider specialty quality. In the USGA Commerdal Grade
score under 85 would be considered premium and not yet
specialty, also refer tBigure2. In some cases, it also depends
on the origin when coffee is considerguksialty.

Below Grade

< 40 Off Grade

Figure2: Varying definitions of specialty
coffee based on cupping scores (source

) e SCA)
2.3.2 Other differentiations

The specialty segment is often interested in other differentiations, instead of or in addition to coffee quality.
The most common differentiations include: sustainability, traceability, innovatatifjcation, uniqueness.
This is further explored in sect®?.5and?2.9.

2.4 Pricing ofspecialty coffee

In buying and selling coffee, price is commonly expressed as a differential. While prices fluctuate in the futures
market, a contract will specify how the price relates to the futures market price. A positive differential means
the seler receives a specified amount on top of the futures market price, a negative differential means a
discount is applied. Factors affecting differentials include qualitstainability, traability, certifications,

logistics financecost etc. The contractwill eventually be settled based on the futures market price on a
ALISOATASR RIFEGS L) dza 2N YAydzaA GKS RAFFSNBYOGALFE & ¢
understand pricing, trading and hedding

In the specialty coffee segment, buyedaseller will sometimes agree on an outright price. In this case the
price is fixed and will not depend on price volatility in the market.
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Both Burundand Rwanda are generally sold
at a discount to the futures market price,
which can be explained based on

Average differentials Arabica coffee in
benchmark origins ($ct/Ib)

15 inconsistent quality and logistics challenges.
10

Other East African origins are however able
5 I I I to obtain positive differentials.
0

Studies on price determings in coffe&

-5 have shown that quality matters, and cup of
-10 excellence auctions show a correlation
s between cupping scores and prices obtained

1 2 3 4 5 6 7 8 9 10 in the market Beyond the value of the

cupping score, the rank relative to others
Figure3: Average Arabica differentials in benchmark origins (source: GC has an even greater impact: firsank

winners obtain the best prices consistently.
Single varieties from high altitude farmers generally perform best in competitions. Certification and the choice
of variety have little to no impact on prices obtained.

The same study also shows that Faans pay higher prices than Americans, and Asians pay lowest prices.
Americans however, are more willing to differentiate prices based on different quality.

2.5 Sustainability and certification

UTZ is the largest certification label

coffee, which reportthat 24% of certified
coffee production was sold as UTZ in t
market. Fairtrade is the most commo 14
certification label for TWIN partne 13
cooperatives. Recent statistics have n 12
been released, but the 2014 Coffe
BarometeY shows a 33% market uptake

Sector sustainability commitments

[EnY
o

Spedilty buyers observe that certificatiol
is relevant in some geographies, but ofte
only valued in combination with goor
quality coffee and supply chail
transparency and traceability.

P N WS OO N0 ©

The Sustainable Coffee Challen
commitments portal' shows that climate,
forest protection and technical assistanc m Series1

have surpassed certification as the mai..

focus.Only 12% of commitments in the Figured: Sector focus for sustainabil{gource: Sustainable Coffee Challe
portal include certifiation. Gender,

youth and education are appreciated i

niche markets.

o
9]
=
o
A
o1

20
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Although there is a demand for certification, the market appears relatively saturated, and certificatias alone
not expected to be sufficient for sustained market access

2.6 Cost and berfé of certification
Cost and benefit of certification is dependent on a number of factors: total volume certified, % of volume
marketed as certified, direct and indirect cost of certification, and premiums obtained for certification.

We estimate certificdgon cost at $15,000 per farmer group, which includes the annual auditrégchal
Management Systewperating cost. Although project cost are generally higher, the added value of trainings is
beyond just premiums, and will more likely be in increasedymtivity and other social and environmental
benefits.

The Coffee Sustainability Catalogue 2016 estimates average certification premiums at $5&6iMb), but
starting from $25/MT(1$ct/Ib). Based on input from buyers, we see that premiums have come down, and are
currently around $40/MT2%ct/Ib) on average, with only organic coffee fetching significant premiums in the
market of$650/MT B0$ct/Ib).

The Coffee Sustainability Catalogue egisian averagsupply & demand ratifor 31% of certified volume,

which we believe is stillvalid.K A a YSI ya GKFIG Fo2dzi 2yS GKANR 2F +y

sold as certified and attracts a premium. The remaining two thirds ofigtiod are generally sold as uncertified
conventional coffee, or might be sold under different certificate in the case ofaaification.

Assumingoremiums of $119/MTcertification has a positive business case for those cooperatives who are able
to market >125MT annually as certifiellssuming current lower premiums of $40/MT, certification has a
business case for cooperatives marketing >375MT annually as certified.

Currently, partner cooperatives in Bururaaid Rwandaapture on average ST and 75MTrespectively.
Volumes and scale would need to increase significantly in order to ream$t aeutralbusiness case for
certification If a break even point can be reached, the impact of training that can be accessed through
certification will be valuable

Cost and benefit of certification

$25,000 : Audit and IMS cost - averagt
|
$20,000 : : . Premiums revenue - min
g | Break even pafitmin Break even pointmax
T [
> $15,000 T Premiums revenue - max
E l
S $10,000 : ————— Current average volume per
< ! cooperative in Burundi
$5,000 : -------- Current average volume per
: cooperative in Rwanda
$0 1 Break even point - min

0 50 100 150 200 250 300 350 400

Annual volume sold as certified (MT) Break even point - max

Figure5: Cost and benefit of certification (source: Coffee Sustainability Catalogukeodigyi
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2.7 Trends in demand by geography

2.7.1 Trends in demand in United States

The United States market is the fastest growing market for dpyecadfees. TheNational Coffee Association
(NCAYeport on American coffee consumption 2017, shows that of all the coffee consumed, 59% is considered
aLISOA It & Vi TieISpedatydenfieSAsciation further breaks this,dodinating that ii999only

9% of US adults were drinking specialty coffee,dailyin 2017 this has grown ta#1%. The National Coffee
Association, has indicated that currently the US is moving towards a third wave. Whereby the first wave was
about the introduction of dfee in the 1960s, the second wave about increasing the quality of the coffees
NEFRAf& I @FAfLFTofSY YR GKS OdNNByd GKANR ¢l @S Aa |
the farmerand roaster also receive credithe directelationship with famers matters and paying a premium
recognizes their effort and care.

Greater consumer knowledge and growing interest in single origin coffee fosters greattsaffresh coffee
beans.We can see that @spite this premiumisation treh) the fresh coffee beans categpappears to be
slowing The forecasgiven bysector stakeholderns somewhatmore positive witlan expectedales growth of
fresh coffee beans between 1 and.Zihgle serving coffee now represents 41% of coffee ratad s the US,
a similar market share to ground coffee, although growth of single servelgwiisg downto about 5% per
year in 2018.

Though fresh beans are not necessarily specialty beans, it does show a trend that growth might b&Hienited.
US hétorically has a track record of consuming filter coffee, and this will likely maintain a significant market
share, butdoking athe product life cycle, we can expect that the more maturesihecialtycoffee sector gest
-wherebyan indicator is the sledown in growtk' - the more pressure there will be on priaise to increased
competitionandit will require new product modifications to create brand distinctiveness

US is the most important specialty market, also for Rwanda, and it is growinguhstantially than that of

Europe. However, standards are high and US generally only considers SCA cupping scores of 85+ as special
The coffees are bought outright at32)S$lb, by container, going into micro lots. According to one specialty
buyer, it would help to combine Organic with the Fairtrade certification in obtaining larger market share.
However, this remains very niche. It would though support the thinking of Trends Xfbal player in
identifying trends in the food sector, which says thatproducts should be able to communicate at least two
trends. For a very niche specialty market, this double certification, including a high quality might help grow
market share of these coffees.

2.7.2 Trends in demand in Europe

The market irfcuropehas follaved the US in the specialty market, though slower, much more convinced of the
gualities they were already servifighe influence of specialist niche coffee shops is imporidret.expansion

2F O2FFSS aK2LJA | yR 02y adzy S #p&ienBeSitthbrieBs centibuthgs tbihel O
growth of this segmeiit.

Western Européas the most mature market for coffeend volumes are relatively stabléhe majority of the

growth in WesterrEurope will continue to be driven by higalue categories ahpremiumisation. Consumer

interest seems to grow in value adding characteristics, such as the origin of the coffee or ethical farming
practices.
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Certification such as Fairtrade, Rainforest Alliance/UTZ and organic, are not by definition needed ltgr specia
coffeg and largely depends on the niche that is servidte UK, Germany, France and Italy have the largest
volume in organic sales. These are also generally the countRastiEfde sales. Organic is fast growing in the
countries where it is less mmstream. The Swedish and Danish consumers tend to be ethically and
environmentally conscious. This fuels demand for certified and organic coffee. Coffee beans in these countries
are benefiting from this at the expense of fresh ground coffée combinatin of certifying Organic and
especially Fairtrade, does allow the coffees to reach a larger (growing) consumer segment. However,
certification premiums for these coffees will come under presasithe marketontinuesto mature and new
competitors enter Several specialty roasters have started with small volumes, and they are now facing
competition by large established retailers and roasters who are expanding their product portfolio into specialty
coffee with new product introductions and acquisitions

The European market is less demanding and would buy grad@$ 82 Specialty. Certification is important
especially for the Scandinavian countries. From the Biofach Trade Fair 2018, we know that Germany is the
largest organic market. However according t© @German buyers, there is also strong price pressure on the
Organic and Fairtrade coffees competition increasel will in time likely influence the premium prices that
buyers are able to pay down the chain.

2.7.3 Trends in demand in other regions

Asia

Asia Pacific is the third largest coffee market globally after Western Elmdpeesia has shown a CAGR (2012
2016) of 19.6%, India of 15.1% and Vietnam of 4.@%ffee is a staple in most households and is projected
to see steady growttHowever, theénstant coffees continue to dominate the market apérsd by consumer

is low compared to EUDespite this, Asia Pacific is still a significant region, contributing as much as North
America in global retail value saldapan leads, and accounts for 30%hefsales within Asia Pacific (2016).
The specialtybuyersinterviewed only mentionedJapanas specialty coffee market in Asia, seen as the only
market driven byhighvalue products Though Japadoes demandoremium coffees, prices are very much
under pressureas consumers are not able to afford lit is notdirectly seen as specialty market that has
potential according to at least one of the buy&@msumption in South East Asian market is driven by affordable
products“.

Australia

None of the buyergterviewedmentionedAustralia or New Zealand. It is a very sowfeemarket together

they represent about 0,6% of the total coffee market. Accordingdastry stakeholderghere isa growing
coffee shop culture, leading to an increased saldésesh coffee beans and coffee podaistraliahas a well
establishedcoffee shop culture where the independent coffee shop dominates the land<oapethe last
seven year$50 brands were createth a marketthat only grows by modest 5% a y#aiThe rateat which
specialty establishments close or change hands is extremely high in Australia: 75% within a year 8f.opening
Consumers are also expressing greater interesbdamal and economisustainablylt is market that could
potentially be of interest ifuture, when coffee tastes further mature.

East Africa

Mainstream consumption Hill very low inEast AfricaThe exception is Ethiopihich has the largest share
of locally consumed coffeesb0% (ICOJThere is also local consumption Tanzania, ¢hya and Ugara]
representing percentages lower thaen. For most Easifrican consumers, coffee is an expensive drink
competing with many alternatives. Trend does not seem in favougrafrdng regional coffee market.
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2.7.4 Geographical proximity

The Coffe&Sustainability Catalogue 2016 shows that trade and investrakations build on current physical
flows of coffee, with strong ties between North and Latin America, and between Europe, Africa aaddAsia
between Australia and Asi@onsumer palates diffebetween consuming regions and affect demand for a
specific quality or flavour profijlalso caused by historical availahil@gographical proximity is a key factor in
supply chain relations.

28 t 2aAGA2yAy3 2F . d2NHzyRA FYR wéglyRFE Ay o0dz2 SN&
Rwandarand Burundian coffees are considered exotic coffees by the market, this includes the US and European
YIEN]LSGE FYyR NS OSNIFAyte y2id 2y SOSNE2ySQa NI RIN
therefore quantities bought from Burundiamdé I Yy R F NB aYlr ftyY aa2dzad I FSg

General quality of the coffees from each of the countries, is perceivaddiam tohigh, though prone to the
Wt 20K 02 5SFSOUQd ! fGK2dAK AG A & pescepion iMizdarkef r&raiss 2 F |
and there are some roasters that do not wantork withthese coffees for this reason.

Compared to other origins in East Africa, buyers have widely different opinions on the competitiveness and
positioning of Burundi and Rwanda. Thare strong advocates for both origins in terms of quality as well as
other differentiations, while others mention a lack of competitiveness in price, volumes and logistics.

The coffees are higbricedas in most oEastAfrica thoughbuyers indicate that the value for money from both
Burundi and Rwanda does raampet with the coffeedrom Ethiopia or Kenyavhich areconsidered to be in

a different leagueQuality and volumeare below the other East African origins, &oglstics performanceand
flexibility are seen to bleelow others in the regiomspecially Kenyand TanzaniaAskingvhich origindirectly
competes with Rwandan and Burundian coffee, one of the traders mentioned Malawi, because of the similar
characteristics, in term of coffee qualities and constraints with regards to volume and logistics being
landlocked.

2.8.1 Positioning of Burundi

Burundihas very high quality coffees, witbmmonlySCA scoresf 8283 and regularlpver 85+, as it grows

at higher altitudes. It therefe could potentially compete in quality with Kenyan and Ethiopian coffees.
However, quite some constraints were put forward by the buyers interviewed, such as the low volumes and the
fact that it is landlocked. HistoricaBurundihas hadextreme variatnsin its coffee production volumes

6 20.00MT one year andhen 10.00& ¢ (G KS ySEGé0vd 9@Sy (K2dzaK | 002 NR;
under control, the (perceivedick ofpredictability ofthe crop, scares off potential buyers

Privatization of te Burundicoffee sector started relatively late. Most of the cooperatives in Burundi are
affiliated to COCOC£esponsible for thenilling and exportThough COCOCA does quite well according to the
buyers, the private international operators on the grouaré, much better organised, have better systems and
processes in place and therefore the preferred business partner for the export of Burundian coffee. The buyers
of Burundian coffee further mentioned constraints with regardsdoceability the lack ofrifrastructure and

the fact that, political instability makes it difficult to visit cooperatives and therefore build direct relationships.

Inland logistics are challenging in Burundi. The coops are distant to the buying centers and it takes a lot of
coordnation to bring together all information. Asalsomentioned by the local stakeholdeis,the sections
following,the buyersndicate hat logisticarea constraints. rlicksare scarce, and the logistical providers have
difficulties indicating when trucks are available, which makes arrivals of the coffee at the port (Mombasa)
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unpredictable and time consuming. Consequence is a loss of quality. GEdiaBso do mitigate thito a
considerable extent, but some buyers just do not us@ridinPro® bags are muéyer plastic bag& vapor
barrier sandwiched between two layers of polyethylda®wn to extend the flavour life of the coffee and
prolong the storage life of the bes.

On the market side, both US and European side the coffee is not well known and this also goes for the country
itself. It makes Burundian coffees very hard to sell in the market. One buyer remembered buying a small lot
from Burundi, which he had to haog to for two years, before being able to sell it and therefore prefers to
stay away from it.

2.8.2 Positioning of Rwanda

Buyers find thatv ¢ | Y Rdffe@ &ector is very well organised, and the many coffee washing stations operate
well. Majority of the coffeés now fully washed and of good quality. Buyers find Rwanda easy to buy from, very
accessible to trade, and seen as a few years ahead to Burundi. The NAEB plays an important positive role herein

The market recognises Rwanda, more and more as a spé€ialtyy SG & ¢KS | {Z A& woly
market for its specialty coffee. The coffees in Rwanda are described as having sweet, floral, citrusy flavour
profiles with a moderate unmistakeable acidity. It can be sold as single origin, but still seem®sthbased

in blends, because it is less special than some of, for example the Ethiopian coffees.

Though the coffees are well appreciated, and the origin, Rwanda, is much better known than Burundi and has
a good reputation, it still has relatively lowntkend and still is not very known in the larger coffee market, when
comparing to other African coffee producing countries. Price wise the coffees are considered expensive and too
expensive to use as a substitute blend, when for example a Tanzania, M&Jganda is not able to supply.

The cooperatives in Rwanda vary largely in quality and capacity. It is important to select them carefully as there
is a risk of bankruptcy and governance is an issue. Thereby the cooperatives do not always price their coffee
very smartly, because of a lack of understanding of the ma8takeholders have reported that several
cooperatives rely too much on fixed price offers or wait for local price levels to go up before quoting. Others
have reported that cooperatives quat@realistically high prices and lose business as a consequence.

2.9 Buyegn @bservations

The assessment team conducted ssmilctured interviews with eight international buyers of specialty coffee,
including Twin Trading. Three were not directly linkedwan or the cooperatives, in order to obtain an
2dz0 AA RSNDRA LISNRALISOGAGSD® ¢KS 20KSNJ 0d2SNBR ¢gSNB FI°
cooperatives.

Rwanda was well known as a coffee country by the buyers interviewed, and most haveexeryegng from
Rwanda. Burundi is a different story: only two buyers out of the eighth have had experience in buying from
Burundj and further visibility through trade shows and online marketing would likelyAsipmmary of the
information obtained dung the interviews is found below. Note though that it is a summary of the expert
opinions provided by just eight individual buyers of specialty coffee and should also be read as such. However,
together with the stakeholder interviews in the earlier settitey provide a rich insight on the constraints

and opportunities of coffees from Burundi and Rwanda.
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2.9.1 Quality & Price

The buyers all mentioned that the coffee {st@pment samples sent to them (by the cooperatives), both from
Rwanda and Burundi oftemdhot match the quality received. The quality of the coffee is a key criterium for all

of the buyers and cannot be compromised. Lower qualities just cannot be accepted, and thus a discount on
quality generally does not work for the Specialty Coffee bUyer.specs of what defines the quality differs
between the buyers, much depending on the markets they serve.

In terms of pricing, the cooperatives need to have a better understanding of competition, and not set their price
above the market. Buyers see aeddor cooperatives to be supported in the marketing and pricing of their
coffees. A suggestion put forward was to be more price competitive on the lower grades and there are few line
of thoughts here. Apparently, there is a very buoyant market of lowkes@mdard grades of coffee, whereby

origin is not relevant. These are coffees mainly used in blends. There are at least two traders that have
suggested that it would be good for the countries, to further investigate marketing these qualities. This, next t
the specialties, which they should also further improve on, to obtain higher prices. This will allow them to
compete both in the specialty market as well as the standard quality and lower grades. Recommendation is thus
to look at the different grades ptdoced at a cooperative level, and use it to define product portfolio, targeting
different client segments and developing different marketing approaches.

2.9.2 Flexibility

Flexibility is important. Even though long term relationship with cooperative is sempatant, in terms of

risk management, other options need to be available to replace the coffees if something happens to the
cooperative (e.g goes bankrupt). The other way around also goes, if coffees from neighbouring countries are
difficult to get to,Rwanda/Burundi, could jump in to fill the gap. Example that was given of country that shows
high flexibility, is Tanzania, which has good logistics, is commercially more viable in terms of differential, and
general cupping quality is good.

2.9.3 Consistency antimeliness

The larger roasters have tight timeline as they operate mechanically. Buyers want immediate responses and
sometimes delays mean coops miss out on option to quote. Samples also need to be sent on time. The smaller
roasters generally have more patce. Infrastructure is good in Rwanda, there are less obstacles and
predictability is relatively high, but Burundi herein definitely has its constraints. Quality needs to be consistent
and be able to follow growth in demarteiven though cupping scoresré@tent years show more consistency,
almost all buyers say they have an experience where quality at arrival did not meet the quality level of the
sample.

2.9.4 Certification and traceability

The buyers seem to have different opinions on certification, depgraljiain on the markets they serve.
Certification is most important to those traders that have positioned themselves as an organic and/or fairtrade
supplier to the market. For these buyers, quality remains the number one reason to purchase a coffee, but
fairtrade and/or organic are a basic requirement to purchase it. The traders serving a broader market believe
that if the quality and consistency of the coffee supplied meets or exceeds expectations, the certificate is not
that relevant.

Generallyaccordingto the buyers in our survejhere seems to be a sledown in interest in organic and,
especially, fairtrade coffee. US, Germany, France are quite large markets for organic, whereby the growth is
SALISOALTte y2GA0SEHot S A yisladestin O but noRyroyidg muc. lOkeNaliyld R S

Page20



\= N 7| TRADE
Al X
\‘w‘n ;':"Dw.'l:':.'F'.";"l.i.;Iefl.": f.']."ouﬂﬂ ;'ra.:n.-:-

alAR OKSNBE Aa F+ GSYyRSyOé& 2F AGOSNIATFTAOFGS FF dAIdSE
niche market. If the origin is unknowm a buyer, a certificateloes helpcreate confidencen the product,
knowing that the farmers have a certain level of organisaticapacity

Traceability (to théarmers) and the guarantee that a fair price offered to the farmers, is more of a requirement
than certificationaccording to the buyerdNext totraceability and quality, the ability to directly be able to
support the cooperatives in obtaining better qualities are considered being imp@saecially for the
specialty marketThe Sustainable Coffee Challenge commitments portal shows that clionagt,protection

and technical assistance have surpassed certification as the main focus.

A study from 2017 bBray & Neilsoft shows that empirical evidence is largely inconclusive as causation is
difficult to establish because of reliable baseline data or realistic control.group

2.9.5 Relationship with cooperatives and support

The buyers interviewed often in some way support thgeoatives on quality improvements in the processing

of the coffee. The specialty buyers are really looking fortlenmg relationships, and are ready and willing to
support the cooperatives. Twirasplayed an important rolehereinfor many of the buyerslhey facilitate the
communication, administration and logistics and provide support in project development and implementation.
Using Twin as intermediate, means that a buyer only has to deal with one organisation, which is of value for
especially those beys with a limited internal capacity.

2.9.6 Marketing

The coffees from Rwanda and Burundi are often overlooked by the market and from a trading point of view are
relativelydifficult to sell, especially when there is an Ethiopia ah@aaniavhich have the valmes flexibility

and the quality available. Consumer education is needed and the stories are important, for the Rwandan and
Burundian coffees to sell, as prices are high and in terms of quality and volumes they do not compete with the
other East Africanczintries. One of the suggestions, with regards to marketing was instead of using difficult
cooperative names, to use brandsach cooperative could develop their own brand name, and position
themselves on social media.

Noted here should be the importantleoTwinplayed. All buyers that worked through Twin have very much
F LILINBOAF SR GKS YIFEN]SGAY3 YIGSNAFfa F2NJ GKS O2FFS
the material in their marketing and it very much pays off.

2.9.7 Product innovations

Roasters are demanding new cup profiles via innovations in processing, such as fermentation, natural coffees
and full dry coffee. Other countries seem more forward thinking such as Colombia and Costa Rica, which are
experimenting with processes and vaest it is something that especially Rwanda could also look at.

The women grown coffee that Twin is supporting also adds value, and is much appisclatgdrs This of
course stays quite niche. However, being creative and innovative is somethimgutthbpen up market
opportunites¢ KSNBX Aa F OoNIYyRAY3 2LILRNIdzyAde Ay YIFENJ]SGAy:

2.9.8 Communication

To be able to react quickly to the market, continuous communication between the coops and trade teams
should be possible. However specificalhBurundi, network issues and local capacity of the cooperatives make
this challenging. Cooperatives in Burundi are very distant to the buying centres and it takes a lot of effort to get
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all the needed information. Cooperatives are competing against mffigent operators such as the
international trading companies on ground, which are much better organised. Putting more attention to
AYLINRGAY3I O2YYdzyAOFGA2Yy AadaadzsSa ¢2dzZ R adzZlJll2 NI GKS

2.10 Conclusion

There is a demand for spialty coffee. However, the specialty coffee market is fragmented, with different
definitions even of what specialty coffee is. Individual buyers have different preferences, and there are
variations between geographies.

The three largest coffemarketss are North America, Europe and Asia Pacific. North America and Europe have
amature coffee market in a decline, and the growth will lie in the specialty sector. However, also that sector is
maturing and we see competition on the rise. Marketing strateg@mdd include product modifications to
differentiate the product from competing products, price reductions while avoiding a price war, search for new
distribution channels and incentives to resellers and promotion of the product and build brand loyalty.

Looking athe product lifecyclethe Asian market is at a growth stage, with Japan reaching maturity. Spend per
customer though is still very low, and the markets demands affordable coffee® is some demarfdr
specialty, but they according to theyars,they have high quality requirements, while not ready to pay for it.
The Asian markets as they mature might become the new markets for specialty icofffiesfiture

Even thougtBurundihas a very high quality coffee according to buyers, therst#ira lot of basics that need
to be covered to be able to market the coffee successfully.

1 Thelogisticswhich includes transport and traceabiliédye weak in Burundi and need attention in order for
the country to be seen as a more reliable tradingrzar

1 The quality of the coffees can improve considerable the sooner the cherries are able to reach the coffee
washing station and further investments in infrastructure would support this.

1 Buyers cannot trust the samples they receive to be the coffeaviliaielivered. Specialty markets are very
particular about their cup profiles and batches delivered have the exact same cup profile.

1 Communication between buyers and cooperatives is difficult and takes a lot of effort and time, hereby the
cooperativesdse out on opportunities and risk reputation.

9 Burundi coffees even though they are of high quality, are difficult to sell in the market as they are unknown
to trade and roasters. Continuing to put in effort into marketing and promotion is important toeeasu
certain demand.

Rwandas weltorganised anghroducesa coffee othigh quality, there are certain constraints put forward by
the buyers with regards to the marketing of the coffee.

1 The coffees in terms of flavours are nohsidered in the market &gingthat unique, and it is difficult for
Rwanda to compete with the other specialty coffees. Part of the solution lies in innovations and further
differentiation to distinguish themselves from the other markets.

9 Like for Burundi, buyers indicated thaey encounter problems with the coffee received when comparing
it to an earlier sent sample.

9 The cooperatives have limited knowledge of the markets and how to be competitive in it.

Less so than Burundi, Rwanda also is not that well known by roastéesspecially the smaller (specialty)
roasters are scared off by the possibilitentounteringootato defect.
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3 Coffee sector andalue chairin Burundi

3.1 Coffee and production characteristics

Burundi, with its27,831 kn, is one of theen smallest countries in Africis highest peaks Mount Heha at
2,685m (8,810ft). The country is landlocked, aisdbordered byRwanda to the north, Tanzania to the east and
south, and the Democratic Republic of the Congo to the Wesas afast growng population estimated at
11,22million (2018¥*

. dzNHzy RA Qa S O2y 2 Yased bragridultudg B2l ¥ckoyirtsyfal 4086 of GDP and employs more
than 90% of the populatiortoffee andteal NB . didNdlsf &pofisand coffee accounts for abdwne
GKANR 2F GKS O2¥zy iNE Q& SELRNI Ay0O2YS

Total coffee volume (3 year average) 15,600 Mt
% of global production 0.1%
% naturak, semiwashed fully washed 0%¢ 25%¢ 75%
Number of Coffee Washing Stations 260 (25% Coop ownec
Average productivitikg/ha 320
Trading EconomidSompetitivenessank™ 129 (out of 137)
World Bank DingBusinessank 164 (out of 190)
Average GDRnnualGrowth Rate (1962016) 2.59%
GDPANnnualGrowth rate (2016) -0,5%
GDP 3.09 billionUS$
GDR; agriculture 1.10 billionUS$
GDR;, coffee 0.04 billionUSs$

Table5: Key indicators Burundi

TKS O2dzy iNBQa O2FFSS A&V
Almost allcoffee produced is Arabica. Bourhda the

predominant variety with a fruity acid taste, a result of tl
combination of the volcanic soil and altitude. In 2015
Kayanza (largest growing region) coffee scored 91.09 ir
Cup of Excellence. Burundi coffee flavours range from

fruit to jasminehibiscus, and dark chocolate which diffe ‘
according to region and altitudé. specific issue affectin Y '

Sy i

the coffee sector in the country is the potatap defect.
Although it appears to improve, the internal market is <
scared off by the risk.

Coffee production

in Burundi
Coffee production (Mt)
Ce7-224
I 224-374
I 374 - 748

Il 748 - 1960

Coffe&” accounts for the livelihoods dapproximately
590,000 farming households in Burundwhile Burundi
accounts for only0.11% of the coffee grown worldwide
Arabica is gnen throughout the country with a
concentration in Ngozi province and the borderil
provinces.Average landholdings are estimated at arou
0.5 ha, of which 0.12 is used for cofféelds are estimated
at 320kg green coffee per ha.

[ Water body

Q 25 50 75 km
T T |

Figue 6: Coffee production areas in Burundi (source:

Based on customagpyractices, most coffee farmers are meheTand and the coffee belostp the family and
is managed by the heads of househoM&men are very active in the maintenance works of coffee trees at
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the production level. They start having their own coffeeldieind beomeinvolved at the processing level by
collecting their own coffee cherries

Population densitys high andhas almost doubled over the past 35 years to 412 people per square kilometre
and farm sizes have declined through successive inheritAneeto high population density there is no scope
for expansion of acreage und@rabica, unless farmers uproot other cro@offee volumes have as a result
been declining by 6.61% per year since 2@ssearch by CGMARndicates that impact of climate ahge
would reduce suitable land for coffee production by520cfor 2050s

3.2 History and value chain governance

In the 1980s and 1990s, all activities of the coffee sector, from production to export and processing, were in
the hands of state structures. Sinthe early 1990s, the Government initiategragressive coffesector

reform to privatize and further liberalize the sector.

One of the first activities was to separate coffee production from the processing. Whereby production was
entrusted to state stratures, and the coffee processing to privately held companies. In 19910GEST ALs

were founded, in each coffee province of importance. SOGE&EAWNed by a mix of private investors and
government. They are responsible for managing the 133 coffehimgastations. Alsfthe publicly ownejl
SODECQL.a Société de Déparchage et de Conditmmené du Café¢)was set up, which was responsible for
managing the two dry mills. All of the coffee infrastructure belonged to the Statthe marketing side, the
coffee sector further opened up to the private actors, via weekly auctions, to which representatives of
international traders were able to participate. Prices were regulayetie Coffee Board OCIBU (Office du Café

du Burundi), this included the farm gapgice of the cherries, the washed coffee parchment and the
remunerations of th6sOGETAL&Nnd SODECO

In the second phase of the coffee reform, in 2005, a presidential decree was issued to revive the process. This
decree brought about completéeralization of the coffee sector and further opened the doors to private
investors, who could invest in both the coffee washing stations as well as dry mills.

During the third phase, in 2008, the Government completed the refornisrtner privatizing the washing
stations and the dry mills and byl liberalizing activities in the coffee sector. The coffee washing stations
were put up for sale in batches of three to six and the dry mills each individually. In the first selling round,
thirteen coffee washing stations were sold and during the second round (2012), another 28, as well as one dry
mill. At the moment 92 washing stations are still owned by the state.

The new institutional and regulatory framework was defined in the third pima2@08, composed of two pillars
replacing the previous coffee2  NR h/ L. !Y ! wCL/ o[ Q! dzi2NAGS RS wsS3
INTERCAFE (I'association interprofessionnelle du café).

ARFIC, the new Coffee Board, is responsible for:

Definingthe policies and the code of conduct of the industry stakeholders

Monitoring all prices information and distribute widely adequate information

Managing the Coffee Quality Laboratory and provide certification for export

Issuing Coffee Washing Stations Bfilil operation licenses and export licenses where applicable
Ensuring that the relevant laws and standards are respected by the coffee sector
Implementing market surveillance to ensure that competition rules are respected

=A =4 =4 =4 =4 =4
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Promote and market the Burundi coffee industry internationally

Finance (through and export levy) the industry plant protection programme

Financehe/ 2 F¥SS DN ¢ S (CRAC) Gudget el extedsidr/aBsiarch programmes
Resolve disputes between its members

Promote and implement the coffee industry standards

Develop and manage its own coffee exchange platform

= =4 =4 =4 =4 =4

The stakeholders are organized in umbrella bodies. The main are CNAC (Confederation National de
Cafeiculteurs, Coffee Growers federation), COWASA (Coffee Washing Stations Alliance), COCOCA (Consortiu
des Cooperatives du Café, the marketing body of 40 cooperatives).

{AYOS HAamMHZI GKS LINAGIGS Ay@Sad2NhB ciopesbtvdsynitSsuppddt 6 dzA
of different donors, invested heavily in the washing stations.

3.3 Supply and demand 35 12
While global production volumes have sh_own 30 Global T
steady upward trend, production volunt&s in o5 \ .
Burundi have been declining since and have bt E 20 A 8 E
very volatile. o v 6 8

-8 15 Buglndi 8
The main export market" for Burundi has 10 4 o
traditionally been the European Union, for tr 2
mainstream arabidc &xports to the United State: 0
have though increased about 20% in recent yes 1 3 5 7 9 11 13 15 17
indicating that the specialty segment might Years
opening up for Burundi.

e Seriesl Series2

Switzerlandis a major export destination for bott.

origing and serves as a hub. Four intematiorFigure?: _Coﬁee production 2002017 in Burundi and
globally in MT (source: USDA, ICO)

tradersare responsible for 80% of the coffee exports.
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Figure8: Export Destination€offeeBurundi 2016 Export value % (source: OEC)
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The percetage of Fully Washed coffee produced has increased considerably over the years andgatcordi
data from ARFIC, it is currently at 82%d corresponds to about 12.000 MT for 2016/2017 seasorfashe
growth of FullyWashedcoffeesis mainlybecause ofhe measures that were applied by government. Sérai
washedcoffees are not allowed to bgold during the coffee harvesting season betwesgrch and July
marketing This rule was implemented2013and its effects can be seen in the table below

Percentage of Green Coffee Produced
Fully Washed/Washed Burundi

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17

m Fully Washed = (Semi-)Washed

Figure9: Percentage Fully Washed versus Washed Coffee md@Bource: ARFIC)

3.4 Value chaimapping

The Arabica coffee value chain Burundi can be segmented intwo, eitherfully washed coffeegr semi
washed (washed) coffe€herries being processed at coffee washing stations, restiltilinwashed'coffee
and, cherriesprocessed usingandK Sf R LJdzf LIS N&E ,IlwilichpFadudas & bue@ of legsaf §uility
Ol f (s&riRwloa KSR ¢

Washing FE— Dry mill

stations Horamama COCOCA
(cooperatives (owned by (39 coops)
63) COCOCA)
- V‘:af.h'”g Dry mill
oftee —_—t s sta |0n.s —_—. (local & int. Export market
farmers (local & int. .
. private sector)
private sector)
590.000 105 6
Washing
— stations —_—, Dry Mill (state
(state owned) owned)
92 1 —p Cherry

Semi-washed
et FUlly washed

Traders

Figurel0: Coffee value chain map Buruifsiource: AgrLogic)

The table below describes tkhbaracteristics of each step in the value chain.

Page26



i

Coffeefarmer

Coffee
Washiry
Station

Dry mill

TRADE
MARK

Frowing Prosoeritv Throwah Trode

Supportto the 590,000farmersis mainly provided by two institutionsNTERCAF
responsible forall of the input supply fertilizers, pesticides, seeds and prun
material) and the CNAMirough its decentralized structures and network of cof
extension officerswho provide training on good agricultural practices aimput
distributionto the farmers.

Not all coffees go to the coffee washing stations amdesfarmers will process the
coffeeson-farm into semiwashed coffee.

The main constraint at production level is low productivity due to inadec
technical and financial support to coffee growésee also sectior8.5), poor
application of good agricultural practicémsw fertilizeruse andooor pest and diseas
control.

In addition farmers have been unhappy with the prices that have beeriqoatie

cherrieshy the washing stationaffecting productionFarmes find them too low, anc
it isbeena source of tension in the coffee sector, especrahy with the specialty
coffee marketdevelopingfarmers believe thathe quality premiumsare notbeing

shared with them.

During the census of 2017, around 260 coffee washing stations were invento
Burundi with a processing capacity varying between 200 tons to 2000 tons of ck
Of these 260 coffee washing station, 92 are state owned, 63 are owne
coopaatives, 77 by local private investors and 28 are owned by multinai
companies.

Many processing units operate below capaditye average production for the last
years has beehetween10,000and 15,000MDf green coffegwhile total capacity is
estimated at28.000MT.

This low productioreads to a very competitive market fooffee cherriesand the
qualityis compromised because ofithile the processing costs are higgecause of
irregular supply and overcapacity

As a result of th&overnment's liberalization measure, the number of dry éie
increased rapidlyNine factorieswere established so far, out of which one is ¢
owned by the StateThey are distributed over five regions

1 Bujumbura (3): SODECO (State owned), CBEC@fd BUCAFE. COFICO i
operational since 2015 while BACAFE just closed the operations

Gitega (2): SONICOFF (managed by OLAM) and BUDECA (owned by SU(
Kayanza (1): HORAMAMA Dry mill (owned by COCOCA)

Ngozi (1): SIVCA (owned by local investors)

Muyinga (1): IKAWA NZIZA (owned by OLAM)

=a =4 —a —9

For the fully washed coffee, the washing stations pay milling &&es which they
export their coffeeThe average milling fee is 260 BIF/Kg (03$ of green coffee
produced,and if applicable, the coffee sorting fees. In some cabeswashing
stations sell their parchment coffee to buyesho are then responsible for the millir
and export
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For the semivashed coffee, the dry mills buy the parchment from traders, mill it
export it.

Export The marketing of coffee for export is completely liberalized. The owner of the
has the latitude to negotiate the sales contract with the buyer. The egpmédure
is controlled by th€offee Board (ARFI@hd is initiatedvith the contract validation
where the negotiategbrice of the contracts compared tahe international market
and the qualitative differentiallhe certificate of quality and the certificate of ori
are issud by the Coffee Board ARFIC, while the phytitesgncertificate is issued b
the services of the Ministry of Agriculture and Livestock.

For the majority ofcooperatives,ncludingall those in scope of the TWANMEA
project, the export falls under the responsibility dEOCOCAthe wiion of the

Cooperatives of Coffee growrs
Table6: Coffee value chain description Burundi

3.5 Access tdinance

For the cooperatives in Burundi, COC@&Cgrovidingthe working capital needed for the purchase of the
cherries. For other workingapital (salaries, fuel and other), COCOCA can provide funds to cooperatives on
request but they have to justify the funds already received and COCOCA performs a due diligence to ensure
that they will able to pay back the fun@®everal cooperatives aceirrently unable to pass this due diligence,
based on their current management capacity as well as financial health.

COCOCA can only get finance from local banks as the new Central Bank regulations do not allow international
financial service providers tbe market The Central Bank did howeveduce annual interest rates from 16%

to 9%to compensateSome cooperativeare starting tause their own funds but find themselves also limited

08 0(KS /SYyidNXf . Fyl1Qa NBIdzZ I GAZ2Y

Out of theten partner cooperates, all have access to finance through COCOCA, wbeteaso were able

to leverage own funds or access finance through a bank.

When asking the cooperatives how they would score the financial access for working capital and investment,
on a scale of on® ten. Access to finanseored very low.

Loan type ‘ Score out 10

Working Capital 5.1

Investments 4.0
Table7: Perceivedease of obtaining loans Bururfdource: partner cooperatives)

For investments, cooperatives are curredipendent on donor funding.

Looking at théarmersthere isgenerallyverylimited access to financial services2014 a study was conducted

by the Banque &ublique de Burundi (BRB) and the AFI Financial Inclusion Data Working"GFboopgh it is
someyears back, théevelfinancial inclusioscoredlow. There is dow levelof financial literacythe physical
distanceto financial service provider is fénere ishigh use of informal financial servieasl factors related to

the financial system, sh@as account opening, geographical coverage of service points, fees, guarantees and
financial services and produciil not meet the needs of the majority of the rural population
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The demand for financial services in Burundi exceeds the supmiting thd.JS 2 L S @dzf Yy SNI 6t S
The International Fund for Agricultural DevelopmdifAD) has therefore, together with the Burundian
Governmentet up a project 0 $38.6m, dubbed Financial Inclusion in Burundi (PAIBAIWRccording to their
figuresinterest rates can go up to over 20@%even 1000% in some cases. The financial exclusion in Burundi
especially hits the rural households (90%), rural women (92%), and youth betw@&@(OB36X*This is in line

with the data from the earlier mentionedRB & AFI (2014) report, where it was stated that men are twice as
likely as women to have an account-28year olds are 50% less likely to have an account compared to those
older than 30 years. The account ownership rate is 89.5% among state empl@yg¥sfd private sector
employees, 30.1% for traders and 5.3%féomers. Thereby women constitute only 28.3%Mitcro Finance
Institution (MFl)clients, whicHow in comparison to what is observed in other countries, where women are
generally highly repssented.

From the above we can conclude that access to finance is still very much a constraint for the cooperatives as
the farmers of the coffee, and especially the women and youth.

3.6 Price and value distribution

While the washed subector was liberalizedfter 2005 reformsthe SEASON FARM GATE PRI
cherry price provided by the coffee washing station toftreners, 2012/2013 457 BIF
remained a point of tensioms mentioned earlier 2013/2014 400 BIF

2014/2015 566 BIF
Until the 2016/2017 crop, farmers and owners otoffee washing 2016/2017 415 BIF
stations negotiated the reference price fasheries through 2017/2018 500 BIF

Table8: Farm gate pricgser K&@urundi

INTERCAFHhis price was revised every two weelepending on the (source: COCOCA, Agnigic)

price development ofthe New Yorkfutures market. Theprice
calculation took into account therice level of the international
market, the average costs of the various stakeholdersdéfetent
leviesappliedin the value chain.

Since 2017/201&rop, steps have beemundertaken to improve quality and protect the interests of small
farmers, which includeshte following measures:

1 Middlemen are not allowednymoreto buy coffeecherries fromthe farmer and sell it to the washing
station.

1 Forfarmers who aralistantcoffeewashing stations, collection centdrsy at afixedprice They aresetby
the Coffee Board in consultation with different partngafiocatngit to different wet mil.

1 Thefarmgateprice of cherrieshas been fixed by governmemiorthe 2017/2018 and 2018/2019 crop, i
wassetat 500 BIF/K¢D(284 US$kg).

9 Cash payment is prohibited. Only an advance of 20% of the value of the coffee already delivered can be
paid to thefarmer.

1 Farmer payment periods were fixed in May and August.

The farm gate pricin Burundiis between55%and 65%of FOB price, which is low compared to other origins
such agJganda (69%), Colombia (79%) and B&249( This is explained by the number of actorthimlocal

chain: the more actors are involved, the more people need to gain a profit. We do not currently see an
opportunity to reduce the number of actors, since individual cooperatives are too small and not sufficiently

Page29



TRADE
MARK

EAST AFRICA

Growing Prosoeritv Throwah Trade

capable of accessing the exportnket directly.Supply chain efficiency can mainly be improved by optimizing
the use of washing stations and other assets.

Cost of production in Burundi are low, around $0.22/Ib for planting, fertilizer, labour and on farm processing
according to the GCPri&fan Investment Review 2016. With the current farm gate price of $0.82/Ib green
coffee, this does leave a significant margin for the farmer, although with very small volumes not a living income.

Value distribution % of FOB or FOT

100% — —
80% . .
60%
40%
20%

0%

Uganda Colombia Tanzania Rwanda Burundi Ethiopia Kenya

N Farm gatesssm Supply chairmss Tax Average farm gate price ROW==Average farm gate price Afr

Figurell: Value distribution%of FOBin Burundiand benchmark Arabica origigsurce: GCRAgriLogic)

Value distribution US$cts/Ib in 2017
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Figurel2: Value distributiori$ct/Ib) inBurundi (source: COCOCA, 1CO;lAgjic)

3.7 Farmer livelihoods

The 2016 African Investment Reviglfor Global Coffee Platform atite African Development Bank indicated
that even with investment in coffee productivity, the very small farms in Burundi will not allow for sufficient
household income, with farming profits only up to ab@it of the interndonal poverty line.

Wagelndicatoi*suggests that a typical family living income would bd@1600-561,500(~$280) monthly.
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Coffee farmers annual household income in Burundi
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Figurel3: Coffeefarmersannualhousehold income in Burundbmparedio poverty ling(source:GCP

3.8 Logistics & Export Performance

Logistics

The World Bank Logistics Performance K&k PI)

compares countries globally in terms of logist +
competitiveness.The LP score is the weighted

average of the country scores on the six k 3
dimensiors, as showmiFigurel4. 2

Based on the latest available figure2016 Burundi
ranked 107 out of 160 countriesyhich is the same
ranking it had in 2014. It hawerall low scores on
most dimensiond-dowever, Burundi has come a lor
way since 2012, when it ranketh5 axd was
considered to have the least competitive logisti

globally. 5 4

Largest improvemenbetween 2014 and 201@/as
made on timelinesom ranking 126 to 6&ndrates —Series] ====Series2 Series3
the timeliness of shipments in reaching destination
L . . Figurel4: Lagistics Performance IndexBurundi ir2012, 2014and
within the scheduled or expected dery time 5,16 (source: World Bank)
However, this comes withdrop in ranking between
2014 and 2016 othe customs operationiy border control agencidgfficiency in clearing procedsgdm 77
to 137 and deterioration of the infrastructure (quality of trade and transport relatgfdastructure such as

roads and ITwhereby they dropped in rank from 104 to 147.

Export
In its Ease of Doing Busin®é$eport, Burundi ranks 164 out of 19Bigurel5). Performing worse than Uganda
but better than Tanzanid éble9) and up from 157 the previous year
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DB 2018 Distance to Frontier (DTF)

100
76.13: France (Rank: 31)

65.15: Kenya (Rank: 80)
56.94: Uganda (Rank: 122)
50.43: Regional Average (Sub-Saharan Africa)

46.92: Burundi (Rank: 164)

37.65: Congo, Dem. Rep. (Rank: 182)
Note: The distance to frontier (DTF) measure shows the distance of each economy to the “frontier,” which represents the best performance observed on each of the indicators across all

economies in the Doing Business sample since 2005. An economy’s distance to frontier is reflected on a scale from 0 to 100, where 0 represents the lowest performance and 100
represents the frontier. The ease of doing business ranking ranges from 1 to 190.

Figurel5: Tradingacrossborders in Burundi andenchmarkeconomies (Source: World Bank)

Focusing on the export related rankings. It can be seen that documentary compliance is where the bottleneck
lies, which can also be clarseen fromstakeholder observationswhere the hours for documentary
compliance are 120 hours (3 weeks) compared to much lower levels in the other countriéimeT far
documentary compliance include the tirb¢akes toobtain, prepare, process, prestand submidocuments.

Burundi is though scoring relatively well on time to export: border compliance, whichimdHer obtaining,
preparing and submitting documents during port or border handling, customs clearance and inspection
procedures.

Sub

Burundi Rwanda Kenya Uganda Tanzania Saharan

Africa

Trading Across Borders rank 164 87 106 127 182 137
Cost to export: Documentary compliance (USD) 150 110 191 102 275 215
Time to export: Documentary compliance (hours) 120 42 19 51 96 88
Cost to export: Border compliance (USD) 136 183 143 209 1160 592
Time to export: Border compliance (hours) 59 97 21 64 96 100

Table9: Trading Borders Indicator ranking dr@hchmarkeconomies 2018 (Sourcé/orld Bank)

3.9 Stakeholder observations
Our interviews with key informisin and along the supply chain, have revealed several common observations.

3.9.1 Policy reformsre not clear

Thenational coffee recovery strategy, including a large préjmcted by the World Bank adesignedowards
total privatization and liberalization of the sectéine measurefiowever,taken in the last two years by the
Governmenseem to begoing irto the opposite directionThere are still 92 cooperatives and one dry mill state
owned Governmat has recently also fixed the pricémplementation of the national strategy related to the
privatisation of the sectoand thisis showing delays and brings uncertainty to the maikttere is no clear
policy, there is a risk of creating seriousfalystions that can jeopardize the proper functioning of the coffee
sector.

On the macroeconomic level, the difference between the official exchange rate of the banks and that of the
private Bureau de Change is generally very large and can be as high bsB8etice, this means that supply

chain actors need a higher amount of Burundian Francs to buy an international trading currency (USD), whereas
they receive a lower amount of Burundian Francs when they convert their USD revenue to BIF. This has a

Page32



\= N\ 7 | TRADE
Ak X[ H0ws
\‘w‘n ;"IZII}-'.'I:‘:."F'.";I!.';IEI'I.": Tl‘.ﬂ."o;ﬂﬂ ;'r'ﬂﬂ'l.?

negatve impact on the actors of the sector, especially for the producer for whom price of coffee becomes less
and less competitive compared to the prices of other (food) crops.

3.9.2 Specialty coffees a new and complex market segment

The development of specialty coffee production and marketing has seen significant progress in recent years.
The share of specialty coffee in domestic productiaestimated at 5% butey informants believe thats
potentiallies at35%.

The main constiats are:

1 Complex logistics when specialty coffee are rAmis

1 Promotion and awareness of Burundi as a specialty origin

9 Lack of skills at the production and processing levels, where cupping quality assessment should be done at
the early stage of the pressing

1 Premium which do not readarmerdue to lack of traceability

3.9.3 Certification

Certification is seen lie local stakeholders as becoming more and nubr@ minimum requirement for easy
access to coffee marketln addition, the implementation of a tification programis seen tdoring several
other advantages to smdtrmers:

1 Improvement offarmer and cooperative organizational skillghich facilitates the implementation of
different programs for the development of coffee production.

1 The application of good agricultural and procespiagtices which dlowsfor the increase of productivity
and quality in the fieldndat the processing level.

f  Access to premiunpotentiallyincreasesarmea Q Ay 02 Y S

1 Important for the socia¢énvironmenal sustainability of the sector

The great challenge of certification prograanstheir high cost of implementation andhe associatecudits
costs The costs of certification, according to the stakeholdeaanotalwaysbe covered by the premiums
Ushgadequate monitoring tools arrélevant Key Performance Indicators (KR€asuring the social, economic
and environmental benefits over a longer time pesaduld help get more insight in this. The two years, the
project has been running, is too shtotconclude on this

3.9.4 Lack of skills and capacity

Despite the lack of a cleagggulatory and legal framewoitk the coffee sector, significant momentum has been
observed in recent years. This is evidenced by the investments made by both nationdkm@radianal
investors However, the sector still facesany challengessuch adack of professionalismof newcomers in
coffee businesslimited to norisk managemenskills low investment apacity,lack of management and
maintenancecapacityof coffee pocessing equipment.

This is especially true for cooperatives whose members are sometimedasmals with limited financial
resources and knowledge. It is obvious that under these conditions, they require support that extarals
longer termperiod to reach theequired level oprofessionam
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3.9.5 Export Process

Even thougtihe coffee sector beinfully liberalized, the coffee export procedsie Burundiare lengthyand
bureaucratic. Théargest bottleneck is the validation of contraoctghich can take several daysd is slowed
down by heavy bureaucracsfter signature of the contract, the exporter submits the requestcfumtract
validationto ARFICThe analysis of this is doatthree levels: the head diconomicService, the Technical
Director and the General Manager. This can take@to three days add to thisthe timeit takes tomake the
export license validation with th®nk, pay the levies and obtain the authorization to export a lot of cdtiee
whole procedureof contract validtion takes up at leastfour to fivedays,and more in the eventhere is an
absence of eitheone of theauthorities This comes on top of the lack of capacity within the cooperatives to
follow up upon the complex logistics, especially for small volurhesalso confirms the report from the World
Bank under sectioB.8.

3.10 Conclusion

Coffee is an important crop to Burunald with its high altitude and higjuality cupthere is potential t@ccess
a differentiated market where premium prices for coffee ariel.pa

However, several concerns need to be addressed:

Figurel6: Burundivaluechain constraints

Production & Processing-arm gate prices as a percentage of FOB are among the lowest globally, and most
coffee washing stations amtty mills operate below capacity. Local capacity to manage cooperatives, washing
and milling is limited. There are also too few people with the skills to sell to the international market.
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