Overview of Nigerian Rice
Diamond Analysis
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LOW LOW
Lack of consistent focus on agriculture — Limited capital, a lack of record keeping and understanding of costs
Difficult macro-economic driven by motivates farmers to think in terms of cash flow rather than profits
oye_r-valued currency — Many farmers prefer to hold paddy as opposed to holding cash. Sell
Visible examples of failure to in small volumes throughout the year as a hedge against pricing
implement policy limits the market volatility
confidence in government support — Well developed traditional market is optimized to provide farmers
Strong perceptions of political with a range of non-economic benefits

corruption and graft

Lack of clear coordination
between federal and state
governments

Substantial capital to invest

|® Firm Level HIGH
Strategy + Substantial import substitution opportunity
+ Increased interest in commercial scale
Basic processing will increase demand for improved

Demand
Factors paddy
N LO\_N/ MEDIUM + Potential to serve ECOWAS
Significant suitable land for lowland The Cluster — Limited global market opportunity given current
rain-fed, with opportunity to put much
more land under irrigation
Limited opportunity for majority of

macroeconomic conditions

current rice farmers to self-finance a MEDIUM

migration to improved seeds and + MARKETS program has demonstrated the value
inputs and effectiveness of a coordinated

Commercial producers and research producer/procesgor partnersh|p _ _
stations have both demonstrated + Strong research institutes and expertise on optimal
globally competitive yields, but no varietals and growing techniques

scalable solution to extension and — Scalability of MARKETS program may prevent
financing required for widespread further expansion

adoption — Strong “go it alone” nature of farmers prevents

strong cooperative formation

Source: Framework, Michael Porter “Competitive Advantage of Nations”, MARKETS Analysis
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Building a Competitive Rice Industry
Rice Market Size and Sources in Nigeria

While import prices determine the upper pricing limit for Nigerian rice, the opportunity for

import substitution is significant
Rice Consumption in Nigeria, by Source
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Note: Data for commercially processed rice is estimated as a percentage of total domestic paddy production. This data compiled from multiple sources. Low

confidence should be applied, especially prior to 2007/8. Data periods differ by source (calendar year vs. season) .

Source: MARKETS Analysis; NRDS; MARKETS Processor Interviews; Rice and Maize Stratification Project in Nigeria Draft Report, Okoruwa V. O., Rahji, M. A. Y
and Ajani, O., Department of Agricultural Economics University of Ibadan Nigeria.; WARDA; FAO
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Building a Competitive Rice Value Chain
Addressable Market Size is NOT the Problem

Nigeria has substantial market growth opportunity, IF the industry can competitively scale
production. Other players are interested in the large (and growing) domestic and regional

market.
Nigerian Rice Import Substitution Opportunities

Domestically and Within ECOWAS, 2006
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Note: ECOWAS data does not include Cape Verde
Source: FAO via WARDA; MARKETS analysis
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Building a Competitive Rice Industry
Production: Yields are a Proxy for Production Competitiveness

While Nigeria’s average yield/hectare has fallen below the ECOWAS average, MARKETS
has demonstrated that the capacity to increase yield is substantial
Yield / Ha as a Proxy for Production Competitiveness

Results from Ebonyi State Farmers
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1961-70 1971-80 1981-90 1991-00 2000-05 2006 (est) 2008
—Nigeria 1.26 1.69 2.08 1.69 1.38 1.44
—Avg (Rest of ECOWAS) 1.16 1.27 1.49 1.60 1.94 1.81
MARKETS Project Farmers 1.70 3.50 5.00

Increasing yield alone is not enough. Increased profit must come from both yields and
increased price points for improved varieties

Note: ECOWAS data does not include Cape Verde
Source: FAO via WARDA;; MARKETS analysis of Ebonyi State M&E Data
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Building a Competitive Rice Industry
Market Map: Paddy Distribution

Understanding the incentives for farmers to sell into different channels is critical to driving
more paddy into commercial processing

Cottage MiIIerﬂ

Local Paddy Market
T - . |
Tier | . Tier Il Tier Il ..
Padd ' ‘ : Domestic Rice
M » Farm Gate » Local Paddy =3 Regional
Production : . Market
. Buyers | Market Paddy Market
\ 4
Local Buyer
Agent
Commercial
Mills
T Imported
Brown rice Rice
Note: Arrow thicknesses generally reflect the scale of different distribution channels. Farm Gate buyers are optional — farmers may

chooseto sell directly in local paddy market. Local buyer agents operate within both local and regional paddy markets.

Source: MARKETS research; industry interviews
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Building a Competitive Rice Industry — change yields to 4.5/4.5

Production: Cost to Produce Paddy

Rice Production Costs / Ha

180,000
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113,762
90,462
90,000 +— —]
45,000 - —
0 .
Transplant Broadcast Subsistance
Average Yield Per Hectare 5.0 4.5 2.0
Production Cost / Ton 30,602 25,280 45,231
Paddy Sales Price (N/MT) 58,500 (to mil) 58,500 (to mill) SO0
y ’ ' (3000N / 50Kg to market)
Farmer Income / Hectare 292,500 263,250 120,000
Farmer Profit / Hectare 139,489 149,489 29,539

Note: Subsistence assumes no application of fertilizer, herbicide, or pesticide, and use of saved seeds. Profit / hectare includes labor costs, the majority of which should accrue to the famer.

Source: MARKETS Production Cost Model; industry interviews
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Building a Competitive Rice Industry
Production: Traditional Rice Profitability to Farmers

Traditional sales channels offer similar prices to the mill gate. The real winner in this chain is the rural
market trader — a role cooperating farmers could easily fill — especially if they had access to capital

Cost Build Up: Traditional Grower and Traditional Rice Value Chain (per Metric Ton)
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Note: Cost of production based on "Traditional Grower Model", using no fertilizer or herbicides, and the planting of held-back seed. Estimated costs and margins for rural and major markets

based on Tudun Wada to Dawanau markets respectively. Estimated retail value of this rice in the N 3,000-4,000 / 25Kg bag.
Source: MARKETS production data; PrOpCom, Political Process Study of the Kano Rice Wholesale and Retail Market, 3/2007; MARKETS analysis
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Building a Competitive Rice Industry — note kano
Production: Improved Rice Profitability to Farmers

Farm gate pricing is for out growers, other farmers, and other non LBA intermediaries. Farmers
participating in out grower schemes may see reduced production costs from subsidies or volume buying
participation. This would impact farmer margin, but not farm gate price.

Cost Build Up: MARKETS Farmer and Mill Gate Prices (per Metric Ton)

295 000 - Farm gate Mill gate Retail
’ 58,500 64,000 5,000/ 25Kg
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32,998 N :
o5 002 Farmers can earn from 10-25% more per ton by adopting improved growing
25,000 ' 6,542 techniques. Right now, however, farmers do not appear to be earning any
18,960 price premium over traditional rice.
0 T T T T T T
Farmer Production  Farmer Margin Transport Bag Stock Loading / Organizer Fee  Commercial/Retail
Costs Unloading Costs and Margins

Note: Range is production costs and margins reflects regional labor costs and variations in input costs and yields from transplanting versus transmission.
Source: Interview with commercial mills, MARKETS production data
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EMBARGOED SLIDE

Building a Competitive Rice Industry NOT FOR DISTRIBUTION
. - . . OUTSIDE MARKETS or USAID
Production: Improved Traditional Rice Processing USES PROPRIETARY DATA

Clean and destoned are the primary factors differentiating domestic from imported rice. While current
commercial processors are seeking to compete at import price points, there is also opportunity for
guality based competition at lower price points

Costs and Margins for Value Added Processing of Traditional Rice
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Note: 1065Kg of milled rice yields 1MT of value added rice. Price premium over rural wholesale market price reflects higher quality of rice.
Source: Grahame Dixie / Accord Associates Fast Track Report on Annes Agro-Processing
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Building a Competitive Rice Industry
Helping Farmers Make Sound Economic Decisions

Very few farmers currently have a clear choice to sell direct to mills versus to traditional
markets. However, understanding why farmers choose one channel over another is key to
promoting rapid adoption of direct to mill sales

» The price paid per ton appears very similar (when comparing fairly high grade traditional
rice and improved rice).

« Other factors have been cited in interviews and secondary research for why farmers may
prefer traditional sales channels

— Unbanked rural farmers view paddy as a monetary equivalent

— Pricing volatility over the year promotes multiple small sales when cash is required while

holding out for premium pricing that tends to occur just before planting of the next
harvest begins

— Immediate payment / cash for paddy is valued in a low trust environment

— Possibility for advanced credit from rural market buyers in advance of the harvest
* Impediments to farmers ability to sell direct to commercial mills

— Lack of access to capital to finance improved seeds and input costs

— Lack of proximity to commercial buyer

While direct price premiums will likely be most effective in migrating farmers to direct
commercial sales, replicating the benefits of these other factors can also influence the
farmers decision in favor of commercial sales
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Building a Competitive Rice Industry
Processing: Optimizing Sales Channels and Processing Type

The competitiveness of rice depends on tying quality of paddy to quality of processing.
Farmers must have incentives to sell high quality paddy to the commercial market, and
paddy volumes must be sufficient to allow commercial processors to avoid low quality paddy.

High
* Improved
varieties Quality
* Uniformity ¢ Paddy
» Unbroken
* Filled

Low

Lost
Opportunity

_ 4

N 2000-3000 / 25Kg

Domestic
Commercial

N 4500-7700 / 25Kg

Traditional Quality
and
Food Security
N 2,000 / 25Kg

Wasted Effort
N 2000 - 4000 / 25Kg

Cottage

Quality of Processing Commercial
* Clean * Unbroken
* Destoned + Good Color

Source: MARKETS analysis; processor interviews
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Potential Commercial Support Activities for MARKETS
Rice Opportunities

Two attractive options exist for expansion or connection investments in commercial rice
processing. Another option offers the potential to dramatically improve the primary limiting

factor sin traditionally processed rice (stones and visual appearances)

- * Promote green field or existing mill revitalization
Increase Commercial opportunities in attractive states that offer the

Processing Investments potential for large-scale out grower schemes

Develop For-Profit : : .
« Support investors or local service providers
interested in “Privatizing the MARKETS model”

Extension and Financial
support

Develop a “post-cottage * Provide medium- to Iarge -scale
destoning, pollshlng size grading, and consumer

r?ggnft] tri)cgeprtloecrenszf'g]rg packaging services to the wholesale market
Y J  Provide toll services to wholesalers or large scale
wholesale markets retail buyers
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