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4.0

OBJECTIVES

After completion of this unit, you are expected to:

explain the meaning of Farmer producer organizations;

describe various concepts related to FPOs and the process of formation
of FPOs;

discuss the structure of FPOs and the need for FPOs; and

explain the schemes for the promotion of FPOs and the progress of
FPOs.
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4.1 INTRODUCTION

Agriculture plays a pivotal role in developing economies. Small and marginal
farmers account for 85 percent of the total operational land holdings in India
(Agriculture census, 2011). The smallholders are facing many problems viz.,
poor education levels, high rate of indebtedness, inadequate irrigation
facilities, increased risks due to climate change, etc., (Dev, 2012). Small
farmers with weak bargaining powers suffer from greater dependency on
cultivation and monopsonistic exploitation under formal contracts (Bachke,
2009). Therefore, in the post-independence era, India encourages the
collectivization of small farmers into cooperative societies which are
registered with the Registrar of Cooperative Societies. India has a large
number of cooperative institutions and long experience in the conduct and
functioning of these show large variations in performance across regions
(Datta, 2004). The major limiting factors for the success of cooperatives have
been that they are state promoted and welfare oriented rather than doing
business on commercial lines. Several institutional models are being tried in
India to integrate farmers into the value chain. The most common model is
the Farmers Producers Organizations which is being given a lot of emphasis
by the government. In this unit, we will learn about the concept of Farmers'
Producers’ Organizations, their benefits, working, and management at the
village level.

4.2 MEANING OF FARMER PRODUCER
ORGANIZATIONS

In 2002, through an amendment to the Indian Companies Act. 1956, the
Government of India (Gol) enacted the Producer Companies Act by
incorporating a new section IXA in the Indian Companies Act 1956 based on
the recommendations of the Y.K. Alagh Committee set up for this purpose.
The producer companies are incorporated with the Registrar of Companies
(RoC). The objective of the Government of India for such an initiative was to
formulate legislation that would enable the incorporation of cooperatives as
companies and the conversion of existing cooperatives into companies while
ensuring that the unique elements of the cooperative business remain intact in
the new legislation.

Since farmers or the producers are the equity holders of the company, a PC as
an organization provides an appropriate framework for owning the company
by the producers themselves. The need to organize farmers, especially the
smallholders, is a well-established fact. The basic purpose of the PC is to
collectivize small farmers or producers for (a) backward linkage for inputs
like seeds, fertilizers, credit, insurance, knowledge, and extension services
and (b) forward linkages such as collective marketing, processing, market-led
agriculture production, etc. At the heart of this effort is to gain collective
bargaining power for small farmers/ producers.

The collectives of farmers in the form of producer companies are gaining
popularity among the farmers/ producers and among the promoting agencies
primarily due to several advantages it carries in comparison to the



conventional model of producer cooperatives. The Producer Companies Act
enshrines the ethos and basic tenets of cooperatives and infuses a professional
attitude into management.

FPO or a Farmer Producer Organization is the phenomenon of
collectivization of farmers to improve their bargaining power to access
financial and non-financial inputs and services, and technologies, reduce
transaction costs, tap high-value markets and enter into partnerships with
private and public entities on more equitable terms.

A PC (Producer Company, distinct from a producer cooperative) is formed
with the equity contribution by the members. The day-to-day operation is
expected to be managed by the professionals, hired from outside, under the
direction of the Board of Directors BoD elected/ selected by the General
body of the PC for a specific tenure.

4.2.1 Difference between Farmer Producer Organizations
and Cooperatives

Table 4.1 provides a comparative analysis of producer companies and
producer cooperatives to understand the differences in the basic premises of
these two Acts which enable the incorporation of producers collectives. The
producer companies have inherent advantages over the cooperatives in many
areas. In PC there is less government control whereas the cooperative
institutions are state-controlled. The overriding powers of the Registrar of
Cooperative Societies to direct and regulate cooperatives, whenever the
government deems necessary, has throttled the growth of the cooperative
institutions. The majority of the cooperative institutions are currently facing a
severe financial crisis and at times are heavily dependent on the state subsidy
for existence. The Mutually Aided Cooperative Societies Act (MACS) was
introduced to overcome some of these limitations of the cooperatives,
however, not many States have adopted the MACS, and also not many
commodity cooperatives have migrated to the MACS format.

Table 4.1: Differences between producer companies and cooperatives

Parameters Cooperative Producer Company
Registration Cooperative Indian Company Act
Societies Act
Objectives Single object Multi-object
Area of Restricted, Entire Union of India
operation discretionary
Membership Individuals and Any individual, group,
cooperatives association, producer of the
goods or services
Share Non-tradable Not tradable but transferable
limited to members on par
value
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Profit sharing Limited dividends | Commensurate with the
on shares volume of business
Voting rights One member, one One member, one vote.
vote but the Members not having
Government and transactions with the company
Registrar of can not vote
Cooperatives hold
veto power
Government Highly patronized | Minimal, limited to statutory
control to the extent of requirements
interference
Extent of Limited in “real Fully autonomous, self-ruled
Autonomy world scenario” within the provisions of the
Act
Reserves Created if there are | Mandatory to create every
profits year
Borrowing Restricted More freedom and
power alternatives
Relationships Transaction based | Producers and corporate
with other entities can together float a
corporate/ producer company
business
houses/ NGOs

4.2.2 Characteristics of Producer Company

It is a corporate body registered under the Indian Companies (Amendment)
Act 2002. Ownership and membership of such companies are held only by
‘primary producers’ or ‘Producer Institutions’, and members’ equity cannot
be traded. However, it may be transferred, only with the approval of the
Board of Directors of the producers' companies. The clauses of a Private
Limited Company shall be applicable to the producer companies except the
clauses specified in the Producer Company Act from 581-A to 581-ZT which
make it different from a normal private or limited company. The liability of
the PC is limited to the value of the share capital it has issued. Similarly, the
member’s liability is limited to the value of share capital held by them. The
minimum authorized capital at the time of incorporation of PC should be Rs.5
lakh. The authorized capital is such that a company has been authorized to
raise by way of equity shares through the Articles of Association/
Memorandum of Association of the PC. This is typically the capital at the
time it has been incorporated. The minimum number of producers required to
form a PC is 10, while there is no limit for the maximum number of members
and it can be increased as per feasibility and need. However, based on the
experience (not to be treated as prescribed) it is found that for agriculture-
based PC, 800- 1000 farmers with about 1000-1500 acres of agricultural land
is a good size for initial years to make it economically viable and increase up
to 2000 as the company grows. There cannot be any government or private
equity stake in the producer companies, which implies that PC cannot



become public or deemed a public limited company. The area of operation
for a PC is the entire country. Thus, it has a number of advantages over the
cooperatives where the farmer members do not have much incentive to earn
profit by increasing the volume of business (Table 4.1).

4.2.3 Programme Implementing Agencies

Small Farmers’ Agribusiness Consortium (SFAC) is recognized as the nodal
agency for the promotion of FPOs in the country. Different state departments
and central agencies are involved in mobilizing the primary producers into
producer organizations under various schemes like Paramaparagat Krishi
Vikas Yojana (PKVY), Rashtriya Krishi Vikas Yojana (RKVY) and
Vegetable initiative for Urban Cluster (VIUC), etc. Among the central level
institutions, SFAC and NABARD are the major institutions taking up the task
of promoting FPOs in the country.

Check Your Progress 4.1
Note: a) Use the space given below for your answers.
b) Check your answer with those given at the end of the unit.

1) Give full form of the following:

D) VIUC: oot
H)  SFAC: woeeeee oo
) PRVY: oo
V) REVY: et

2) Fill in the blank:

a) The government of India enacted Producers Companies Act by
incorporating section........... in the Indian Companies Act ..........

b) A producer company is formed by an equity contribution by the

e) The objective of cooperatives is.......... While that of producer
companies is ..............

3) State True or False:
a) The share of cooperatives is tradable.
b) The area of operation of the producer company is restricted.
¢) The area of operation of cooperatives is restricted.
d) The cooperatives can be registered under the Indian Company Act.

e) The producer company has the option to create or not create reserves
every year.

f) There is too much government control in a producer company.
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4.3 VARIOUS CONCEPTS RELATED TO FPOs
AND PROCESS OF FORMATION OF FPOs

In this section, you will learn about the concepts related to FPOs, the
advantages of the Producer Company, the role of Central Government and
State Government Institutions in supporting FPOs, the process of formation
and development of FPOs, and the FPOs service model.

4.3.1 Concepts related to FPOs

A Producer Organisation (PO) is an organization/legal entity formed by
primary producers (agricultural or otherwise), viz. farmers, milk producers,
fishermen, weavers, rural artisans, and craftsmen. A PO can be a producer
company, a cooperative society, or any other legal form which provides for
sharing of profits/benefits among the members. In some forms like - producer
companies, institutions of primary producers can also become a member of
producer organizations.

A Farmer Producer Organization is one type of Producer Organization
where the members are farmers. Small Farmers’ Agribusiness Consortium
(SFAC) is providing support for the promotion of FPOs.

Producer Company means a body corporate having the following objects
and registered as a Producer Company under the Companies Act, 1956 or the
Companies Act, 2013:

a) Production, harvesting, procurement, grading, pooling, handling,
marketing, selling, export of primary produce of the Members or import
of goods or services for their benefit;

b) Processing including preserving, drying, distilling, brewing, venting,
canning, and packaging of the produce of its Members;

¢) Manufacture, sale, or supply of machinery, equipment, or consumables
mainly to its Members;

d) Providing education on the mutual assistance principles to its Members
and others;

e) Rendering technical services, consultancy services, training, research and
development, and all other activities for the promotion of the interests of
its Members;

f) Generation, transmission, and distribution of power, revitalization of
land and water resources, their use, conservation, and communications
relatable to primary produce;

g) Insurance of producers or their primary produce;
h) Promoting techniques of mutuality and mutual assistance;
1)  Welfare measures or facilities for the benefit of Members;

j)  Any other activity, ancillary or incidental to any of the activities referred
to in (a) to (i) or other activities which may promote the principles of
mutuality and mutual assistance amongst the Members in any other
manner; and



k) Financing of procurement, processing, marketing or other activities
specified in (a) to (j) which include extending of credit facilities or any
other financial services to its Members.

Producer Institution means a Producer Company or any other institution
(whether incorporated or not) having only producer(s) or Producer Company
(ies) as its members, having any of the objects of a Producer Company and
which agrees to make use of the services of the Producer Company (ies) as
provided in its Articles of Association.

4.3.2 Members of Producer Company

A primary producer or a Producer Institution (whether incorporated or not)
may be admitted as a Member of a Producer Company. However, if a person
has any business interest which conflicts with the business of the Producer
Company, they cannot become a Member of such Producer Company.
Membership of the Producer Company shall be voluntary and available to all
eligible persons who can avail of the services of the Producer Company, and
are willing to accept the duties of Membership. The Articles of Association
of the Producer Company shall prescribe the qualifications for Membership,
the conditions for continuance or cancellation of Membership, and the terms,
conditions, and procedure for transfer of shares. Members are shareholders of
the equity share capital of the Producer Company, in proportion to their
patronage. Active Members are Members who fulfill the quantum and period
of patronage of the Producer Company as required by its Articles of
Association. Every Producer Company shall deal primarily with the produce
of its active members for carrying out any of its objects. If a Member ceases
to be a producer or fails to retain his qualifications as a Member, the Board of
Directors shall direct such Members to surrender their shares in the Producer
Company.

4.3.3 Advantages of a Producer Company

e The Producer Company is a body corporate having perpetual succession
and the power to acquire, hold and dispose of property (both movable
and immovable, tangible and intangible), to contract, and to sue and be
sued in its own name.

e  Only 10 Members are required to form a Producer Company, while there
is no limit on the maximum number of Members. Therefore, a Producer
Company may be incorporated with ease by 10 Members initially and the
membership can be increased as desired.

e  Once incorporated, the Producer Company would be a body corporate in
the nature of a Private Limited Company. However, the manner of
distribution of mutual benefits amongst Members is based on the
principles of a cooperative organization.

e The Producer Company shall not, under any circumstance become or be
deemed to become a public limited company. Therefore, the cost and
complexity of compliance with corporate regulatory norms are limited.

e  Membership of a Producer Company is held only by primary producers
and/or Producer Institutions and the shares of a Producer Company can
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be transferred by the Members only to Active Members and only with
the approval of the Board of Directors. Hence, the Producer Company
shall be protected from the acquisition of ownership and/or control by
any entity which is not a primary producer or Producer Institution.

e The liability of the Members in a Producer Company is limited to the
unpaid amount of the shares held by them. Hence, the private assets of
the Members are safe in the event of liquidation of the Producer
Company.

e The Producer Company may operate all over the country, including
export business, giving the flexibility to expand a business.

e Producer Companies may also create subsidiaries or enter into joint
ventures, enabling the Producer Company to improve its supply chain,
and storage facilities and provide access to technology, thereby
enhancing profitability.

Role of Central Government Institutions in Supporting FPOs

Department of Agriculture and Cooperation (DAC), Ministry of Agriculture,
Government of India will act as the nodal agency for the development and
growth of FPOs.

Small Farmers’ Agribusiness Consortium (SFAC), a Society under DAC, will
be the designated agency of DAC to act as a single window for technical
support, training needs, research, and knowledge management and to create
linkages to investments, technology, and markets.

The mandate of the National Cooperative Development Corporation (NCDC)
will be expanded to include FPOs in the list of eligible institutions which
receive support under the various programmes of the Corporation.

NAFED will take steps to include FPOs in the list of eligible institutions
which act on its behalf to undertake price support purchase operations.

DAC will work with the Food Corporation of India (FCI) and State
Governments to encourage them to include FPOs as procurement agencies
under the Minimum Support Price (MSP) procurement operations for various
Crops.

DAC and its designated agencies will work with NABARD and other
financial institutions to direct short and medium-term credit for the working
capital and infrastructure investment needs of FPOs. DAC will also work
with all relevant stakeholders to achieve 100% financial inclusion for
members of FPOs and link them to Kisan Credit Cards.

DAC will work with the Ministry of Corporate Affairs and other stakeholders
to further clarify and strengthen provisions of the law relating to the
registration, management, and regulations of FPOs to foster the fast-paced
growth of FPOs.

Role of State Government Institutions in supporting FPOs

Besides encouraging State Governments to take up the formation of FPOs on
a large scale through Centrally-sponsored and State-financed programmes
and schemes. DAC suggests the following steps to be taken by the state
governments to support and strengthen FPOs by:



Declaring FPOs at par with cooperatives registered under the relevant
State legislation and self-help groups/ federations for all benefits and
facilities that are extended to member-owned institutions from time to
time.

Making provisions for easy issue of licenses to FPOs to trade in inputs
(seed, fertilizer, farm machinery, pesticides, etc.) for use of their
members as well as routing the supply of agricultural inputs through
FPOs at par with cooperatives.

Using FPOs as producers of certified seed, saplings, and other planting
materials and extending production and marketing subsidies on par with
cooperatives.

Making suitable amendments in the APMC Act to allow the direct sale
of farm produce by FPOs at the farm gate, through FPO-owned
procurement and marketing centers, and for facilitating contract farming
arrangements between FPOs and bulk buyers.

Appointing FPOs as procurement agents for MSP operations for various
Crops.

Using FPOs as implementing agencies for various agricultural
development programmes, especially RKVY, NFSM, ATMA, etc., and
extending the benefits of central and state-funded programmes in
agriculture to the members of FPOs on a preferential basis.

Linking FPOs to financial institutions like cooperative banks, state
financial corporations, etc., for working capital, storage, processing
infrastructure, and other investments.

Promulgating state-level policies to support and strengthen FPOs to
make them vibrant, sustainable, and self-governing bodies.

4.3.4 Process of Promotion and Development of FPO

The process of FPO formation and development follows various well-defined
path consisting of 11 stages, which is shown in Fig below:

Cluster
= | identification |-
ssment & Diagnostic
auddir study

A
Business -
operations Feasibility study
1 s
Systems Baseline
development AsseEsMent
Hesource Business
mohilization planning
Organizing & Maohilization
Formalizing | < of farmers

Fig. 4.1: FPO promotion and development process

Source: https://'www.mofpi.gov.in/sites/default/files/fpo_policy process guidelines 1_april_2013.pdf
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Cluster identification: Cluster areas are to be selected by the Resource
Institution (RI) in consultation with the respective State Government
departments. However, it should be ensured that a cluster of 8,000-10,000
farmers should be formulated, within one or two blocks, identifying 80 to 120
contiguous villages of a particular district.

Diagnostic study: A diagnostic study is to be conducted by the RI in the
selected cluster area. The Diagnostic Study is conducted to assess the
preliminary situation of the farmers and the level of agriculture in the area.
The study will also help in identifying the potential interventions required
and understanding the specific project implementation context.

Feasibility analysis: Feasibility Analysis for the formation of FPCs should
be carried out by RlIs and then appraised by hired external experts in various
technical areas. A normal feasibility study should cover aspects such as
financial, technical, legal, political, socio-cultural, environmental, economic,
and resource feasibility. The feasibility analysis will establish a case for the
promotion of FPCs in the prevailing specific regional environmental context
of the FPOs.

Baseline assessment: Baseline Assessment, to be carried out by RI, will help
in generating data related to the current prevailing situation of farming and
small, marginal, and tenant farmers. Baseline assessment will cover a variety
of factors to identify the potential interventions, to plan development and
business plans, and to establish the base figures based on future outcome
indicators that can be measured to understand the change contribution. The
assessment shall be conducted using stratified random sampling through
structured household-level interviews and open-ended focus group
discussions with a variety of stakeholders.

Business planning: Business planning will be carried out by the RIs with the
help of selected farmers’ representatives. Business planning is a process
through which the strategic and operational orientation of an emerging FPO
is shaped. While baseline assessment figures will be important inputs to
understand the level from which products and services for farmers’ members
should be developed, more important will be the collective visualization of
the future of the FPO. The key is to develop business plans in detail with at
least 10% of the FPO farmer members to provide a clear vision.

Mobilization of farmers: Once a strong case has been established by SHT
with the help of a select group of farmers through the business planning
process, it is time to mobilize farmers into FIGs and eventually as farmer
members of FPOs. Mobilization of farmers should be done with a variety of
communication aids like — pamphlets, documentary movies, posters, regular
village-level meetings, and proper vision development of promoter farmer-
members. Promoter farmer-members are those who are eager to form an FPO
on a voluntary basis, having understood the importance and potential benefits
of forming FPOs, obtained through training programmes and exposure
provided by SHT of RIs.

Organising and finalising: FIGs in an aggregated cluster together form
FPOs. Typically, around 50-70 FIGs can come together to form an FPO.



FPOs can be registered under the Producer Company provision under the
Companies Act. The final form of FPO assumes (i.e producer company,
cooperative, multistate cooperative, etc) must be a decision taken by FIG
members at an appropriate time. It is important to stress that the process must
not be hurried in any manner and there is no “right time” by which the FPO
must be registered. Any period between 18 months to 24 months may be
necessary for the FIGs to settle down and understand the implications of
aggregation. Only then should the FPO registration be attempted.

Resource mobilization: Before initiating the operations of an FPO all
required resources should be mobilized by the RI with the help of FPO
representatives and the board of directors. Financial, human (staff), technical
and physical resources should be developed during this particular step. Based
on the business plan the RI should liaise with various financing agencies and
mobilize resources for hiring/ purchasing and developing various resources.

Management systems development: RIs should facilitate the development
of management systems in the FPOs. Guidelines for management systems
should be able to address all requirements related to financial services, and
input and output management services. Systems related to the management of
finance, human resources, stock and inventory, procurement and quality
management, marketing, internal audit, internal conflict resolution, and other
important functional areas should be developed. Standard operating
procedures for the same should be established.

Business operations: Business operations are the commencement of
procurement, production, processing, marketing, and financial services
activities of an FPO. RIs should carefully train both the governing and
operational structures of the FPO in order to ensure the smooth functioning of
business operations. The entire value chain related to various agriculture and
allied products and commodities needs to be managed.

Assessment and Audit

RIs should facilitate the constant assessment of the performance of various
stakeholders like farmer members, governing boards of directors, and service
providers. They should also help FPOs to reflect using Institutional Maturity
Index to understand areas of improvement. Internal process and accounting
audits will help maintain both transparency and accountability.

4.3.5 FPO Service Model

The FPO can offer a variety of services to its members as illustrated in the
table. It can be noted that it is providing almost end-to-end services to its
members, covering almost all aspects of cultivation (from inputs, and
technical services to processing and marketing). The FPO will facilitate
linkages between farmers, processors, traders, and retailers to coordinate
supply and demand and to access key business development services such as
market information, input supplies, and transport services. Based on the
emerging needs, the FPO will keep on adding new services from time to time.
The set of services includes Financial, Business, and Welfare services. An
indicative list of services includes:
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Financial Services: The FPO will provide loans for crops, purchase of
tractors, pump sets, construction of wells, and laying of pipelines.

Input Supply Services: The FPO will provide low-cost and quality inputs to
member farmers. It will supply fertilizers, pesticides, seeds, sprayers, pump
sets, accessories, and pipelines.

Procurement and Packaging Services: The FPO will procure agricultural
produce from its member farmers; will do the storage, value addition, and
packaging.

Marketing Services: The FPO will do the direct marketing after the
procurement of agricultural produce. This will enable members to save in
terms of time, transaction costs, weighment losses, distress sales, price
fluctuations, transportation, quality maintenance, etc.

Insurance Services: The FPO will provide various insurance like Crop
Insurance, Electric Motors Insurance, and Life Insurance.

Technical Services: FPO will promote best practices of farming, maintain a
marketing information system, and diversify and raise levels of knowledge
and skills in agricultural production and post-harvest processing that adds
value to products. Networking Services: Making channels of information
(e.g. about product specifications, market prices) and other business services
accessible to rural producers; facilitating linkages with financial institutions,
building linkages of producers, processors, traders, and consumers,
facilitating linkages with government programmes.

Check Your Progress 4.2

Note: a) Use the space given below for your answers.
b) Check your answer with those given at the end of the unit.
1. State True or False:
a) The non-producers can control the producer's organization.

b) The producer company cannot create subsidiaries or enter into joint
ventures.

¢) There is no limit on the maximum number of members of a producer
company.

d) State government institutions can support FPOs by appointing FPOs
as procurement agents for MSP operations for various crops.

e) The private assets of the members are not safe in the event of
liquidation of the producer company.

2. Give full form of the following:
a) DAC:
b) NFSM: o
C) ATMA: L
d) MSP.
€) APMC: ..



3. Fill in the blanks: Farmer Producer
Organizations
a) Custer identification is followed by ......................
b) Business planning is followed by .....................
c) Organizing and formalizing are followed by .........................
d) Systems development is followed by ........................

e) The FPO will provide various insurance services like

44 STRUCTURE OF FPOs AND NEED FOR
FPOs

In this section you will learn about the structure of FPOs, the need for FPOs,
the broad services and activities to be undertaken by FPOs, and the role of
PFOs in strengthening backward and forward linkages.

4.4.1 Structure of FPOs

The FPOs have a general body, executive body, and board of directors,
general manager, FPO staff & local resource persons. The Board of
Directors, General Manager, and FPOs staff together deal with the planning,
implementation, and monitoring of FPO activities.

Initially, the farmers are mobilized into farmers’ interest groups. It is
important that small and marginal farmers who are like-minded and are
growing uniform crops, living in the same area, and come forward voluntarily
to form FIGs. Each FIG has 15 to 20 members and they select two leaders. A
general body comprises 1000 members of such 50 FIGs who are the
shareholders. The General Body of an FPO is an important body that
primarily consists of the shareholders of the company who are the owners. It
is essential that they meet once a year.

One hundred farmers who are the leaders (two from each FIG) of the 50 FIGs
form the Executive Committee members. The Executive Board comprising
100 leaders shall conduct a meeting once in three months and hold
discussions about the suggestions and problems of their respective FIGs and
come up with suitable strategies with respect to marketing and production
and submit a collective opinion to the Board of Directors and help the FPO in
preparing an integrated pro-farmer program.

The Board of Directors governs the affairs of a Producer Company. The
initial Board of Directors of a Producer Company is the persons who are
designated as Directors by the Members who sign the Memorandum and the
Articles of the Producer Company. Thereafter, the Board of Directors is
elected by the Members in the annual general meeting, as required. A
Producer Company shall have a minimum of 5 Directors, but not more than
15 Directors. A Director shall hold office for a minimum period of one year,
but not more than5 years, as specified in the Articles of Association. Further,
every Director who retires shall be eligible for re-appointment as a director.
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The Board of Directors of a Producer Company is authorized to exercise
powers on behalf of the Producer Company relating to any or all of the
following matters, by means of resolution passed at its meeting:

a) determination of the dividend payable;

b) determination of the quantum of withheld price and recommend
patronage to be approved at a general meeting;

¢) admission of new members;

d) pursue and formulate the organizational policy, and objectives, establish
specific long-term and annual objectives, and approve corporate
strategies and financial plans;

e) appointment of a Chief Executive and such other officers of the producer
company, as may be specified in the Articles of Association;

f) exercise superintendence, direction, and control over Chief Executive
and other officers appointed by it;

g) proper books of account to be maintained; prepare annual accounts to be
placed before the annual general meeting with the report of the auditor
and the replies on qualifications, if any, made by the auditors;

h) acquisition or disposal of property of the Producer Company in its
ordinary course of business;

1) investment of the funds of the Producer Company in the ordinary course
of its business;

j) sanction any loan or advance, in connection with the business activities
of the Producer Company to any Member, not being a director or his
relative; and

k) take such other measures or do such other acts as may be required in the
discharge of its functions or exercise of its powers.

The Chief Executive is an individual appointed by the Board of Directors of a
Producer Company from amongst persons other than Members. The Chief
Executive is a full-time officer who shall be an ex officio Director on the
Board of the Producer Company and such Director shall not retire by
rotation. The Chief Executive shall manage the affairs of the Producer
Company under the general superintendence, direction, and control of the
Board of Directors and shall be accountable for the performance of the
Producer Company. The qualifications, experience, manner, and terms and
conditions of appointment of the Chief Executive are laid down in the Article
of Association of the Producer Company.

The Chief Executive is entrusted with substantial powers of management by
the Board of Directors of a Producer Company. Accordingly, the Chief
Executive may exercise any of the following powers and functions:

e do administrative acts of a routine nature including managing the day-to-
day affairs of the Producer Company.

e operate bank accounts or authorize any person, subject to the general or
special approval of the Board, to operate the bank account.

e make arrangements for the safe custody of cash and other assets of the
Producer Company.



e sign such documents as may be authorized by the Board, for and on
behalf of the Producer Company.

e maintain proper books of account, prepare annual accounts and audit
thereof, place the audited accounts before the Board and in the annual
general meeting of the Members.

e furnish Members with periodic information to apprise them of the
operation and functions of the Producer Company.

e make appointments to posts in accordance with the powers delegated by
the Board.

e assist the Board in the formulation of goals, objectives, strategies, plans,
and policies.

e advise the Board with respect to legal and regulatory matters concerning
the proposed and ongoing activities and take necessary action in respect
thereof.

e cxercise the powers as may be necessary for the ordinary course of
business.

e discharge such other functions, and exercise such other powers, as may
be delegated by the Board from time to time.

The officers that are formally appointed by the company to look after the
day-to-day affairs of the company shall include Chief Executive Officer,
Accountant, Store Keeper, etc. These officers are paid a salary for their
services to the company. Chief Executive Officer or Managing Director is
appointed on a full-time basis by the Board of Directors from amongst
persons other than members. The CEO shall be the Ex-officio Director of the
Board and shall not retire by rotation. He/she will be accountable for the
performance of the company, both, to the Board of Directors and the
members.

Local resource persons usually five in number are appointed to serve as a link
between FIGs, FPO, and Departments concerned and help the farmers.

Farmer’s producer
organizations (FPOs)

General Body (GB)

Executive Body
(2 representative per FIGs)

Board of Directors

= 1. Planning
Chief Executive Officer 2. Implementation

3. Monitoring

FPO Staff

Local Resource Persons

Fig. 4.2: Structure of FPOs
Source: https://'www.mofpi.gov.in/sites/default/files/fpo_policy process guidelines 1_april_2013.pdf
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4.4.2 Need for FPOs

The FPOs are needed for a variety of advantages and benefits they offer to
member farmers and society at large. A few positive features of the FPOs are
as follows:

The FPOs utilize economies of scale. The economies of scale refer to
making the size of a business above a certain critical volume after which
it becomes profitable. The small and marginal farmers or farmers when
operating individually then the business volume is very low. They
procure a small amount of seeds, fertilizers, pesticides, etc for which he
has to go and buy it from the market and bring it paying huge
transportation costs. If the volume of purchase of these inputs is large,
the transportation cost gets spread, and the per unit cost is low. Hence,
increasing the volume through FPO increases the bargaining power of
farmers.

The FPO can organize training programmes for the members and non-
member farmers. This leads to the building up of the knowledge of the
farmers. They can also invite the extension persons of the state
department of agriculture to guide the member farmers with respect to
correct usage of inputs, marketing, and branding, use of new
technologies, and better cultivation practices.

The FPOs can collectively procure the member farmers' produce and
take it to a distant market where the price realization could be more.
Since the volume of farm produce available for sale is more the
wholesalers in the mandi, it provides them better value.

The FPOs can also set up their own grading, packaging, and processing
facility which leads to substantial value addition to the farm produce and
therefore helps in the realization of higher prices.

The FPOs can also access credit from larger banks and distribute it
among their members on a loan basis. They can also use the credit to
procure the inputs in advance and make them available to the members
on a credit basis and collect the price for the inputs after the season after
the sale of the farm produce.

They can also help the farmers to mitigate risk, encourage the farmers to
buy insurance products, and improve the bargaining power of farmers
through collective action. Thus a huge social capital is created by the
FPOs who are ready to act in unison and also help each other in the event
of the need of an individual.

The FPOs also can organize awareness campaigns on various
government schemes which help in improving food and nutritional
security. The farmers' yield is increased; their income improves leading
to greater access to food.



Economies

of scale

Capacity
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aggregation
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Fig. 4.3: Features of the FPOs

Source: Strategy Paper for FPOs (SFAC)

4.4.3 Broad Services and Activities undertaken by FPOs

The FPOs may provide and undertake the following relevant major services
and activities for their development as may be necessary:-

i)

if)

iii)

vi)

Supply quality production inputs like seed, fertilizer, pesticides, and
other inputs at reasonably lower wholesale rates.

Make available need-based production and post-production machinery
and equipment like cultivator, tiller, sprinkler set, combine harvester, and
such other machinery and equipment on a custom hiring basis for
members to reduce the per unit production cost.

Make available value addition like cleaning, assaying, sorting, grading,
packing, and also farm-level processing facilities at a user-charge basis
on a reasonably cheaper rate. Storage and transportation facilities may
also be made available.

Undertake higher income-generating activities like seed production,
beekeeping, mushroom cultivation, etc.

Undertake aggregation of smaller lots of farmer-members produce; add
value to make them more marketable.

Facilitate market information about the produce for judicious decisions
in production and marketing.

vii) Facilitate logistics services such as storage, transportation, loading/

unloading, etc. on a shared cost basis.

viii) Market the aggregated produce with better negotiation strength to the

buyers and in the marketing channels offering better and remunerative
prices.
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A Business Plan Linked development in both the medium and long term
will be the hallmark of strong business growth for FPO

Retailers/Processors
CscC MSP
Banks NSPOT/ MCDEX
NBEFCs Marketing '
Link to
HRD EGCGFS consultants
Banks
e ECOSVStem for PHI/VIUC
sustainable FPOs GBY
Banks Credit Infrastruc- VCA
NBFCs i ture NMFP
RKVY/PPIAD
Inputs e~
BDS/ERP Services Retailing FPOs as source point for
WHR (Technical) = rural products

FPOs as rural retail points for

Mechanisation .
CONSUmer pro dll cts/ services

Krishidoot

Fig. 4.4: Backward and Forward linkages of FPOs

4.4.4 Role of FPOs in strengthening Backward and Forward
Linkages

The FPOs source fertilizers from fertilizer companies/cooperatives like
IFFCO, etc. They can procure in bulk and stock it just before the crop season
and make it available to the farmers. They can even source farm inputs like
seeds, manure, etc in bulk from wholesalers and make it available to their
members and members located in villages at a reasonable price. The FPOs
can liaison with line departments for implementation of government schemes
through them. The technical inputs like a package of practices of crops,
control of insects and pests, and diseases could be known from the line
departments by organizing the training programs by inviting officials of line
departments. The organic inputs could be procured from the farmers and
made available among the members and non-member farmers.

Similarly, the FPOs also have forward linkages with processors, farmers, and
consumers. The FPOs collect the farm produce from member and non-
member farmers and aggregate it and sell it to consumers located at distant
places. The FPOs provide the farmers with inputs, like seeds, biofertilizers,
insect traps, technical know-how, etc. The FPOs take the farm produce to the
processors for processing.



Backward Linkage Forward Linkage
SR Z
+ Organic farm produce o
Farmer ;
< b Organic farm produce
N
— et Processor
NABARD, ~ [‘Credit %
Sl Vel : 'PO]IC}
SFAC )
=~
g + Capital o ( N
Promoting <HINEL [~ PGS Certification
TR +Technical help Inputs-seeds,
mstitutions =
@) ) biofertilizers, insect
S Farmer trap
+Fertilizers a * Technical know
IFFCO ) how
-2 AN
=
: &
Wholesdl *Farm inputs E + Organic farm produce
/holesalers
& Consumer
=
Line «Inputs through Govt
) o schemes
departiments » Technical support
Fig. 4.5: Backward and forward linkage of FPOs
Check Your Progress 4.3

Note: a) Use the space given below for your answers.

b) Check your answer with those given at the end of the unit.

1. State True or False:

a) The Board of Directors has a role to play in the determination of
dividends payable.

b) The Chief executive is an individual appointed from among the
members.

c) A producer company can have less than 5 Directors.

d) Linkage of FPO with line departments forms the forward linkage.

e) FPOs can sell seeds, biofertilizers, and insect traps to farmers which
are called forward linkage.

2. Give full form of the following:

a) FIGs

b) IFFCO:

c) FPO:
d) BoD: i
€) CEO: i
f) PGS Certification: ................coeeeiinn...
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Fill in the blanks:

b)

d)

A is an organization/ legal entity formed by
primary producers viz., farmers, milk producers, fishermen, weavers,
rural artisans, and craftsmen.

........................... is a body corporate having the objects and
registered as a producer company under the Companies Act, 1956 o
the Companies Act, 2013.

.............................. a Society under DAC is a designated
agency of DAC to act as a single window for technical support,
training needs, research, and knowledge management and to create
linkage to investments, technology, and market.

DAC will work with ...................... and ...l to
encourage them to include FPOs as procurement agencies under the
Minimum Support Price (MSP) procurement operations for various
Crops.

4.5

SCHEMES FOR PROMOTION OF FPOs AND
PROGRESS OF FPOs

In this section we will learn about the schemes for the promotion of FPOs in
India, the classification of FPOs, the progress of FPOs, challenges and issues
in building robust FPOs, the role of central government and state government
institutions in supporting FPOs.

4.5.1 Schemes for Promotion of FPOs

+ Agricultural marketing infrastructurs (AN
* Mission for integrated development of Horticulture (MWITH)
Govt of India » Deendyal Antyodaya ¥ ojana-National Rural Lavelthood Mission
(DAY NELM) MoRD
+ Operation greens- Creation of Backoward and Forward linkage

*RBI has included financing of FPOs upto Rs 2 Cr under direct agri
finance under Priority Sector Lending

RBI & Financing institutions *100% tax exemption for FPOs with annual turnover of upto Rs 100 Cr

for 5 vears
*Cash credit/ term loans for FPOs for business activities

sProducers organisaiton development fund (PODF), Producer's

organisation development & upliftment corpus (PRODUCE) fund
NABARD *National advisory committee, Dedicated web portal, Training modules,

Seminars, State-wise FPO campaign, etc

*NABKISAN Finance Ltd. for meeting credit requirements of FPOs

+ Equity grant fund

SFAC . C?‘edi{garantee fund scheme
* Venture capital assistance

ICAR + Technical support to FPOs through KVESs

Fig.4.6: Various schemes for the promotion of FPOs

Source: NABCONS (2019) DARPAN- Theme-Farmer Producer Organizations (FPOs),
Quarterly e-newsletter of NABCONS, VIII issue, July to Sept 2019, NABARD Consultancy

Services (NABCONS), New Delhi.



Several programmes and schemes of the Government of India are there which
help the FPOs. The Agricultural marketing infrastructure (AMI), Mission of
integrated development of Horticulture (MIDH), Deendayal Antyodaya
Yojana-National Rural Livelihood Mission (DAY-NRLM) of the Ministry of
Rural Development, and Operation greens for the creation of backward and
forward linkage are a few schemes that can be used by FPOs.

The Reserve Bank of India has included financing of FPOs up to Rs two
Crore under direct agriculture finance under the Priority Sector Lending
scheme. This will encourage the banks to lend to the FPOs. The earnings of
FPOs up to Rs 100 crores are exempt from income tax to the extent of 100%
up to five years. This facility needs to be used by the FPOs to enhance their
volume of business and growth. There is a provision of cash credit and term
loans for FPOs by financial institutions.

The NABARD is also playing a great role in facilitating the growth of FPOs.
The Producer Organization Development Fund (PODF) was established in
2011, with an initial corpus of Rs 50 crore. Support under PODF was
provided as a grant for the promotion and capacity building of FPOs, and
loans for market linkage. The NABARD PRODUCE fund was set up in
2014, with an initial corpus of Rs 200 Crores to create a network of more
than 2000 FPOs in the country. The NABARD has created a dedicated web
portal and has developed training modules that are helpful for the capacity
building of the various stakeholders of FPOs. The NABKISAN finance
limited meets the credit requirements of the FPOs. NABARD provides FPOs
with both capacity-building support through Resource Support Agencies
(RSAs) and implementation support through producer organization
promoting institutions (POPIs). The POPIs are implementation organizations,
typically NGOs in the FPO formation and capacity-building stages. These
POPIs are identified and trained by NABARD, thereby enabling them to
support FPOs through their formation, capacity building, evolution, and
growth. The RSAs are technical expert organizations that train POPIs and
help the POPIs in the implementation of the programme.

The Small Farmers Agribusiness Consortium (SFAC) also has created an
Equity grant fund, credit guarantee fund scheme, and venture capital
assistance to provide much-needed capital funds to strengthen the FPOs. The
support the FPOs can receive is; (1). FPO Management Cost: Under the
scheme, financial support to FPOs up to a maximum of INR 18 Lakhs per
FPO or actual, whichever is lesser is to be provided for 3 years from the year
of formation; (2). Equity Grant in the form of matching grant up to INR
2,000/- per farmer member of FPO subject to a maximum limit of INR 15
Lakhs fixed per FPO. SFAC has impaneled a network of Resource
Institutions (RIs) that provide resource support (including business
development) to FPOs through a network of selected local agencies, typically
NGOs. Tasks related to implementation are delegated to local institutions.
Typically, there are 5 NGOs and 10 FPOs under each RI.

NABKISAN Finance Limited (NKFL) a subsidiary of NABARD. The NKFL
Company provides loans to Producer Organisations. It provides loans to three
types of producer organizations (i) Start-up POs (ii) Mature FPOs and (iii)
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High potential POs. It provides two types of loans (a) Working capital, term
loan for the creation of infrastructure for storage, processing, marketing, etc;
(b) Bulk loan for on-lending for asset creation at the member level. The loan
offered is to the tune of 5 times, 10 times, and 20 times the net worth of FPOs
for Start-up POs, Mature FPOs and High potential POs, respectively.
NABKISAN has emerged as the biggest lender of the FPO ecosystem.

The Indian Council of Agriculture Research (ICAR) helps the FPOs by
providing technical support by conducting training programmes and offering
advisory services to the farmers through its network of Research Institutes
and KVKs spread across the country.

Operation Green: A Centrally sponsored Scheme (CSS) started by the
Government of India. Its total budgetary allocation is Rs 500 Crores and is
implemented by the Ministry of Food Processing Industries (MoFPI). The
scheme is aimed at capacity building of FPOs through their professional
development, reduction of post-harvest losses, creation of preservation and
processing infrastructure, provision of agri-logistics for supply chain, price
stabilization for consumers and producers, and prevention of distress sale.

eNAM: FPOs/FPCs can register on eNAM Portal via the website
(www.enam.gov.in) or mobile app or by providing the following details at
the nearest eNAM mandi: (i) Name of FPOs/ FPCs; (i) Name, address, email
id and contact no of authorized person (MD/CEO/ Manager); (iii) Bank
account details (Name of Bank, branch, Account No., IFSC code). FPOs/
FPCs can act as an aggregator for its member and sell through e-trading as
one/multiple lots depending upon the requirement. Payment will be done
directly to the FPO/FPCs bank account. In turn, FPO/FPCs can distribute
among members. Union budget 2017-18 made provisions to install
collection/ sorting/ packing facilities at their premises. Provision for the
personalized dashboard and real-time information on arrival, quality, and
price of commodities. The entire payment will be credited to the bank
account of FPO/FPC. After the payment is credited the payment disbursal of
the amount to individual member farmers has to be done by FPO/FPC. FPOs/
FPCs will be provided access to the “eNAM” Dashboard to see MIS and
reports related to the Trade executed by FPOs/FPCs.

Tax exemption: As of Financial Year 2017-18, Farmer Producer Companies,
registered under the Companies act, having annual turnover up to Rs 100
Crore are exempt from tax on profits derived from farm-related activities for
a period of 5 years.

A few of the state-level policies include:
e Odisha Farmer Producer Organization (FPOs) Policy, 2018.
e  Center of excellence for FPOs, 2017, by the Government of Karnataka.

e Rythu Kosam, Andhra Pradesh Farmer Producer Organizations
Promotion Policy, 2016.

e The Punjab FPO Policy.

e Agriculture-Promotion of Collective Farming by organizing small/
marginal farmers into Farmers Interest Group (FIG)/ Farmer Producer
Group (FPG) of Tamil Nadu.



Classification of FPOs
As per NABKISAN

a) Start-up POs: FPOs existing for 1-2 years with at least one audited
balance sheet for a financial year. The FPO should fall under “A+”, “A”,
“B” categories of POs based on the NABKISAN rating tool.

b) Mature POs: FPOs whose age is more than 2 years from the date of
Incorporation and turnover in excess of Rs 25 lakh in the preceding year
or an average of the preceding three years. The FPO should fall under
“A+”, “A”, “B” categories of POs based on the NABKISAN rating tool.

c) High potential POs: FPOs whose age is more b than 2 years from the
date of incorporation, turnover in excess of Rs 100 lakh in the preceding
year or average of preceding three years, no accumulated losses, and
good credit history.

4.5.2 Progress of FPOs

The SFAC and NABARD are the nodal agencies for the promotion of FPOs.
The SFAC has promoted a total of 740 FPOs linking 733658 numbers of
farmers while NABARD has promoted 2076 FPOs linking 588127 numbers
of farmers. SFAC promoted the largest number of FPOs in Madhya Pradesh
1.e., 135, and is followed in Karnataka i.e., 117. The maximum number of
FPOs promoted by NABARD is in Karnataka followed by Tamil Nadu. It is
significant to note that the largest number of FPOs is promoted by NABARD
but a large number of farmers is linked to FPOs by SFAC. On the whole, the
number of farmers linked to FPOs is highest in Karnataka and is followed by
Madhya Pradesh, Maharashtra, Tamil Nadu, West Bengal, etc. On average
the SFAC-promoted FPOs have a larger number of farmers being linked with
991 farmers per FPO than the NABARD-promoted FPO with 283 farmers per
FPO. The state-wise analysis reveals that Manipur with 795 farmers per FPO
is leading and is followed by Haryana (707), Arunachal Pradesh (618), MP
(585), Maharashtra (551), etc.

On the whole, the number of farmers linked to FPOs is highest in Karnataka
(1.76 lakh) and is followed by Madhya Pradesh (1.72 lakh), Maharashtra (1.2
lakh), Tamil Nadu (1.01 lakh), West Bengal (1.00 lakh), etc. The number of
FPOs formed in different states ranges from 2 in Goa to 303 in Karnataka.
The states like Karnataka, Madhya Pradesh, Maharashtra, and West Bengal
account for about 50 percent of the total number of FPOs formed in the
country. The number of farmers linked to each FPO ranges from 129 in
Himachal Pradesh to 957 in Goa.
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K‘trf’bd“?ﬁo“ to Table 4.2: State-wise progress of FPOs promoted by SFAC and NABARD (As of 30.04.2018)
gribusiness

States SFAC NABARD Total
Farmers FPO Farmers/ Farmers FPO Farmers/ Farmers FPO Farmers/
FPO FPO FPO
?;‘31};21 6792 7 970 30264 106 286 37056 113 328
?;:geaschhal 1750 2 875 103 1 103 1853 3 618
Assam 5647 12 471 11956 40 299 17603 52 339
Bihar 25685 24 1070 12427 102 122 38112 126 302
Chhattisgarh 27825 23 1210 22459 57 394 50284 80 629
Gujarat 19166 20 958 34237 115 298 53403 135 396
Haryana 13240 23 576 17143 50 857 30383 73 707
Er‘::;‘;lﬁal 4887 5 977 5739 54 51 10626 59 129
E:Sﬁ;f‘ 6814 2 3407 1329 12 111 8143 14 582
Jharkhand 10009 8 1251 21286 65 333 31295 73 435
Karnataka 118218 117 1010 57915 186 311 176133 303 581
Kerala 0 0 0 50077 105 477 50077 105 477
gzglgsyﬁ 123791 135 917 48681 160 304 172472 295 585
Maharashtra 88948 85 1046 22922 118 194 111870 203 551
Manipur 5671 4 1418 1481 5 296 7152 9 795
Meghalaya 2990 3 997 1409 9 157 4399 12 367
Mizoram 1700 1 1700 3016 15 201 4716 16 295
Odisha 39463 41 963 25857 100 259 65320 141 463
Punjab 6288 7 898 4601 67 69 10889 74 147
Rajasthan 49617 40 1240 29840 143 209 79457 183 434
Sikkim 16279 29 561 645 4 161 16924 33 513
Tamil Nadu 10945 11 995 90543 170 533 101488 181 561
Tripura 2874 4 719 80 1 80 2954 5 591
Uttarakhand 6004 7 858 26144 52 503 32148 59 545
Uttar Pradesh 35746 34 1051 13131 113 116 48877 147 332
West Bengal 72266 68 1063 28156 148 190 100422 216 465
Others 29233 28 1044 26582 76 350 55815 104 537
All India 733658 740 991 588127 2076 283 1325178 221 469

Source: Gol, 2018a and Gol, 2018b
4.5.3 Constraints faced by FPOs

e Lack of technical knowledge/ awareness

e Lack of / inadequate professional management
e  Weak financials

e Inadequate access to credit

e Lack of risk mitigation mechanism
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Inadequate access to market

Inadequate access to infrastructure

Ownership issues

Convergence of resources

Cumbersome registrations and statutory processes compliances
Lack of skilled human resources

Social and economic challenges in form of entrepreneurial culture,
literacy, etc

Competition with rich middlemen and intermediaries in the agricultural
supply chain

Difficulty and delay in the mobilisation of farmers
Limited organizational and management capacity of FPOs

Need for incubation and handholding support of FPOs

Role of Central Government Institutions in promoting FPOs

Department of Agriculture and Cooperation (DAC), Ministry of
Agriculture, Govt. of India will act as the nodal agency for the
development and growth of FPOs.

Small Farmers’ Agribusiness Consortium (SFAC), a Society under DAC,
will be the designated agency of DAC to act as a single window for
technical support, training needs, research, and knowledge management
and to create linkages to investments, technology, and markets. SFAC
will provide all-around support to State Governments, FPOs, and other
entities engaged in the promotion and development of FPOs. In
particular, SFAC will create sustainable linkages between FPOs and
inputs suppliers, technology providers, extension and research agencies,
and marketing and processing players, both in the public and private
sectors.

The mandate of the National Cooperative Development Corporation
(NCDC) will be expanded to include FPOs in the list of eligible
institutions which receive support under the various programmes of the
Corporation.

NAFED will take steps to include FPOs in the list of eligible institutions
which act on its behalf to undertake price support purchase operations.

DAC will work with the Food Corporation of India (FCI) and State
Governments to encourage them to include FPOs as procurement
agencies under the Minimum Support Price (MSP) procurement.

DAC and its designated agencies will work with NABARD and other
financial institutions to direct short and medium-term credit for the
working capital and infrastructure investment needs of FPOs. DAC will
also work with all relevant stakeholders to achieve 100% financial
inclusion for members of FPOs and link them to Kisan Credit Cards.

DAC will work with the Ministry of Corporate Affairs and other
stakeholders to further clarify and strengthen provisions of the law
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relating to the registration, management, and regulation of FPOs with a
view to fostering the fast-paced growth of FPOs.

4.5.4 Role of State Government Institutions in Supporting

FPOs

Besides encouraging State Governments to take up the formation of FPOs on
a large scale through centrally sponsored and state-financed programmes and
schemes, DAC suggests the following steps to be taken by State
Governments to support and strengthen FPOs:

>

By declaring FPOs at par with cooperatives registered under the relevant
State legislation and self-help groups/federations for all benefits and
facilities that are extended to member-owned institutions from time to
time.

By making provisions for easy issue of licenses to FPOs to trade in
inputs (seed, fertilizer, farm machinery, pesticides, etc.) for use of their
members as well as routing the supply of agricultural inputs through
FPOs at par with cooperatives.

By using FPOs as producers of certified seed, saplings, and other
planting materials and extending production and marketing subsidies on
par with cooperatives.

By suitable amendments in the APMC Act to allow the direct sale of
farm produce by FPOs at the farmgate, through FPO-owned procurement
and marketing centers, and for facilitating contract farming arrangements
between FPOs and bulk buyers.

By appointing FPOs as procurement agents for MSP operations for
various crops.

By using FPOs as implementing agencies for various agricultural
development programmes, especially RKVY, NFSM, ATMA, etc., and
extending the benefits of Central and State funded programmes in
agriculture to members of FPOs on a preferential basis.

By linking FPOs to financial institutions like cooperative banks, State
Financial Corporations, etc. for working capital, storage, and processing
infrastructure and other investments.

By promulgating state-level policies to support and strengthen FPOs to
make them vibrant, sustainable, and self-governing bodies.

Check Your Progress 4.4

Note: a) Use the space given below for your answers.

b) Check your answer with those given at the end of the unit.

1) Give full form of the following:

) NCDC:..iiiii e
b) NABARD:.....coiiiiiii
) NKFL:..o



2) Fill in the blanks:

a) The Research Bank of India has included financing of FPOs up to
Rs .......... Under direct agriculture finance under the Priority
Sector Lending Scheme.

b) is a centrally sponsored scheme (CSS) started
by the Government of India and is implemented by the Ministry of
Food and Processing Industries (MoFPI).

c) NABKISAN provides loans to three types of producer organizations
namely (i)............ 3 A1) (11 P

d) The Small Farmers’Agribusiness Consortium (SFAC) has created
............. y eeeneeee.oand  LoL....... to provide much-needed
capital funds to strengthen FPOs.

3) State True or False:
a) The FPOs are faced with inadequate access to FPOs.
b) The mobilization of farmers is easy for the formation of FPOs.

c) The formation of FPOs involves cumbersome registration and
statutory processes compliance.

d) The FPOs whose age is more than 2 years from the date of
incorporation and with turnover in excess of Rs 100 lakh in the
preceding year are classified as Mature POs by NABKISAN.

e) The Farmer Producer Company registered under the companies act
having turnover of up to Rs 100 crore is exempt from tax on profits
derived from farm-related activities for a period of 5 years.

4.6 LET USSUM UP

A Producer Company is formed with equity contribution by the members.
Formation of FPOs improves the bargaining power of farmers to access
financial and non-financial inputs and services, and technologies, reduce
transaction costs, tap high-value markets and enter into partnerships with
private and public entities on more equitable terms. The minimum number of
producers required to form a PC is 10 and there is no upper limit for the
maximum number of members. The liability of members in FPOs is limited
to the unpaid amount of the shares held by them. Hence, the private assets of
the members are safe in the event of liquidation of the producer company.
Small Farmers Agribusiness Consortium (SFAC), a Society under the
Department of Agriculture and Cooperation, Ministry of Agriculture is
designated as an agency of DAC to act as a single window for technical
support, training needs, research, and knowledge management to create
linkages to investments, technology, and markets. The state government
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supports FPOs to act as procurement agents for MSP operations for various
crops, and issue licenses to trade in inputs (seed, fertilizer, farm machinery,
pesticides, etc) for use of their members. The FPOs will be given preference
to act as implanting agencies of various agricultural development
programmes, especially RKVY, NFSM, ATMA, etc, and extend the benefits
of central and state-funded programmes in agriculture to members of FPOs
on a preferential basis.

The formation and development of FPOs follow a well-defined path namely
(1) cluster identification, (2) Diagnostic study, (3) Feasibility study, (4)
baseline assessment, (5) Business planning, (6) mobilization of farmers, (7)
organizing and formalizing, (8) resource mobilization, (9) systems
development, (10) business operations, and (11) Assessment and audit. The
general structure of FPOs involves the general body, executive body and
Board of Directors, General Manager, FPO staff & local resources. The
Board of Directors, General Manager, and FPOs staff together deal with the
planning, implementation, and monitoring of FPO activities. A number of
programmes and schemes of the Government of India are there which help
the FPOs. An example includes AMI, MIDH, DAY-NRLM, Operation
greens, etc.

The RBI has included financing of FPOs up to Rs 2 crore under direct
agriculture finance under Priority Sector Lending Scheme. NABARD has set
up a PODF fund with a corpus of Rs 50 core to provide a grant for the
promotion and capacity building of FPOs. NABARD PRODUCE fund was
set up in 2014 with a corpus of Rs 200 crores to create a network of more
than 2000 FPOs in the country. SFAC has created an equity grant fund, credit
guarantee fund, and venture capital assistance to provide much-needed
capital funds to strengthen the FPOs. NABKISAN Finance Limited provides
loans to producer organizations towards meeting working capital and term
loans for the creation of infrastructure for storage, processing, marketing, etc.

The ICAR helps FPOs by providing technical support by conducting training
programmes and offering advisory services to the farmers through its
network of Research Institutes and KVKs spread across the country.

The FPOs having turnover of up to Rs 100 crore are exempt from tax on
profits derived from farm-related activities for a period of 5 years.

The FPOs are faced with a number of challenges like lack of technical
knowledge, inadequate professional management, weak financials,
inadequate access to credit, inadequate access to the market, lack of skilled
human resources, difficulty and delay in the mobilization of farmers, etc.

4.7 KEYWORDS

Diagnostic Study : A diagnostic study is to be conducted by the RI
in the selected cluster area. The Diagnostic
Study is conducted to assess the preliminary
situation of the farmers and the level of
agriculture in the area. The study will also help



FPO

NABARD

PKVY

Producer Institution

Resource Mobilization

in identifying the potential interventions
required and understanding the specific project
implementation context.

A Farmer Producer Organization is the
phenomenon of collectivization of farmers to
improve their bargaining power to access
financial and non-financial inputs and services,
and technologies, reduce transaction costs, tap
high-value markets and enter into partnerships
with private and public entities on more
equitable terms.

The National Bank for Agriculture and Rural
Development (NABARD) is playing a great
role in facilitating the growth of FPOs.

Paramaparagat Krishi Vikas Yojana.

Producer Institution means a Producer
Company or any other institution (whether
incorporated or not) having only producer(s) or
Producer Company (ies) as its members,
having any of the objects of a Producer
Company and which agrees to make use of the
services of the Producer Company (ies) as
provided in its Articles of Association.

Before initiating the operations of an FPO all
required resources should be mobilized by the
RI with the help of FPO representatives and the
board of directors. Financial, human (staff),
technical and physical resources should be
developed during this particular step. Based on
the business plan the RI should liaise with
various financing agencies and mobilize
resources for hiring/ purchasing and developing
various resources.
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4.9

ANSWERS TO CHECK YOUR PROGRESS
EXERCISES

Check Your Progress 4.1

1 i)

2) a)

3) a)

VIUC: Vegetable Initiative for Urban Cluster
SFAC: Small Farmer Agribusiness Consortium
PKVY: Paramparagat Krishi Vikas Yojana
RKVY: Rashtriya Krishi Vikas Yojana

IXA, 1956

Members

Seeds, fertilizers, credit, insurance, knowledge
Marketing, processing, market-led agricultural production
Single-object, multi-object

False

False

True

False

False

False

Check Your Progress 4.2

) a)
b)
¢)
d)
e)

2) a)
b)
c)
d)
e)

3) 3
b)
c)
d)
e)

False

False

True

True

False

Department of Agriculture and Cooperation
National Food Security Mission
Agriculture Technology Management Agency
Minimum Support Price

Agricultural Produce Market Committee
Diagnostic study

Mobilization of farmers

Resource mobilization

Business operations

Crop insurance, Electric motors insurance, life insurance
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Check Your Progress 4.3
1) a) True
b) False
c) False
d) False
e) True
2) a) Farmers Interest Group
b) Indian Farmers Fertilizer Cooperative Limited
¢) Farmer Producer Organization
d) Board of Directors
e) Chief Executive Officer
f) Participatory Guarantee Scheme of Certification
3) a) Producer Organization
b) Producer Organization
¢) Small Farmers Agribusiness Consortium (SFAC)
d) Food Corporation of India (FCI), State Governments
Check Your Progress 4.4
1) a) National Cooperative Development Council
b) National Bank for Agriculture and Rural Development
c¢) NABKISAN Finance Limited
d) Food Corporation of India
e) Kirishi Vigyan Kendra
2) a) 2crore
b) Operation Green
c) (i) Start-up POs (ii) Mature FPOs (iii) High potential POs
d) Equity grant fund, credit guarantee fund scheme and venture capital
assistance
3) a) True
b) False
c) True
d) False
e) True



4.10 UNIT END QUESTIONS o Crganisations

Short Answer Questions
1. Define the flowing:

a) Mobilization of farmers

Classify the FPOs into various categories.
Give a schematic illustration of schemes for supporting FPOs.
What is the significance of FPOs in Indian Agriculture?

Give a schematic diagram of the structure and formation of FPOs.

AN

Define the following with respect to FPOs.
a) Marketing services
b) Technical services

c) Input supply services

Essay Types Questions:

1. Enlist the function of the Board of Directors.
2. Enlist the problems faced in building strong FPOs.
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Introduction to 3. Draw a schematic diagram to show the backward and forward linkage
Agribusiness offered by FPOs.

Enlist a few state government policies to promote FPOs.
Enlist the advantages of FPOs.

Describe the role of state government in supporting FPOs.

N ok

Differentiate between producer companies and cooperatives.
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