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57 PAN Permanent Account Number
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63 RFP Request for Proposal
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66 RoC Registrar of Company
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NATIONAL POLICY

FORTHE PROMOTION OF FARMER PRODUCER ORGANISATIONS

PREAMBLE

Collectivization of producers, especially small and
marginal farmers, info producer organisations has
emerged as one of the most effective pathways
fo address the many challenges of agriculture but
most importantly, improved access fo investments,
technology and inputs and markets. Department of
Agriculture and Cooperation, Ministry of Agriculture,
Govt. of India has identified farmer producer
organisation registered under the special provisions
of the Companies Act, 1956 as the most appropriate
institutional form around which to mobilize farmers
and build their capacity to collectively leverage their
production and marketing strength.

This policy document is meant to serve as a reference
and guide to Central and State Government agencies
which seek to promote and support Farmer Producer
Organisations, especially producer companies and
link them to benefits under various programmes and
schemes of the Ceniral and State Governments.

1. VISION: To build a prosperous and sustainable
agriculture sector by promoting and supporting
member-owned producer Organisations, that
enable farmers to enhance productivity through
efficient, cost-effective and sustainable resource use
and realize higher returns for their produce, through
collective action supported by the government,
and fruitful collaboration with academia, research
agencies, civil society and the private sector.

2. MISSION

2.1 To promote economically viable, democratic, and
self governing Farmer Producer Organisations
(FPOs)

2.2 To provide support for the promotion of such FPOs
by qualified and experienced Resource Institutions
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(Rls).

2.3 To provide the required assistance and resources —
policy action, inputs, technical knowledge, financial
resources, and infrastructure —to strengthen these
FPOs.

2.4 To remove hurdles in enabling farmers” access
the markets through their FPOs, both as buyers
and sellers.

2.5 To create an enabling policy environment for
investments in FPOs to leverage their collective
production and marketing power.

3. SCOPE AND COVERAGE

3.1 The provisions of this Policy will apply equally
to FPOs already registered either under the
Companies Act and under various central and
state cooperative society laws and those FPOs
which will be registered subsequent to the issue
of this Policy.

3.2 The main qualifying criterion for an FPO to attract
benefits under various schemes and programmes
of the Central and State Government is that it must
be a body registered and administered by farmers
and the organisation must be focused on activities
in the agriculture and allied

4. SUPPORT FOR PROMOTION OF FPOs

4.1 The formation and development of FPOs will
be actively encouraged and supported by the
Central and State Governments and their agencies,
using financial resources from various Centrally-
sponsored and State-funded schemes in the
agriculture sector agencies. This goal will be
achieved by creating a coalition of partners by the
concerned promoter body, involving civil society
institutions, research organisations, consultants,
private sector players and any other entity which
can contribute fo the development of strong and
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4.2

9.1

5.2

5.3

5.4

9.5

viable producer owned FPOs.

Detailed guidelines for the promotion of FPOs,
including methodology of selecting RIs, budgets
and registration processes are annexed to this Policy.
These are meant to guide the Central and State
Government agencies engaged in FPO promotion
and provide a detailed roadmap to achieve the
vision of building FPOs, especially if funds under
Central schemes are being used to promote FPOs.
However, State Governments are free to develop
their own independent guidelines to support FPOs
if they are using. State budgetary funds for the
same.

ROLE OF CENTRAL GOVERNMENT INSTITUTIONS
IN SUPPORTING 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- round support to State Governments,
FPOs and other entities engaged in 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 National Cooperative Development
Corporation (NCDC) will be expanded fo 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 Food Corporation of India (FCI)
and State Governments to encourage them to
include FPOs as procurement agencies under
the Minimum Support Price (MSP) procurement
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2.6

2.7

6.1

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

ROLE OF STATE GOVERNMENT INSTITUTIONS IN
SUPPORTING FPOS

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

6.1.1 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

fo time.

6.1.2 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.

6.1.3 By using FPOs as producers of certified
seed, saplings and other planting material
and extending production and marketing

subsidies on par with cooperatives.

6.1.4 By suitable amendments in the APMC Act
to allow direct sale of farm produce by
FPOs at the farmgate, through FPO owned
procurement and marketing centres and for
facilitating contract farming arrangements

between FPOs and bulk buyers.



1.2

6.1.5

6.1.6

6.1.7

6.1.8

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 etfc. 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.

MISCELLANEOUS

DAC will issue updates to this Policy Statement and
Guidelines from time to time as required.

Copies of this document will be placed on the
DAC, SFAC, NCDC, NAFED and State Government
websites and also translated into all official
languages for wide publicity and information.
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PROCESS GUIDELINES

FORTHE PROMOTION OF FARMER PRODUCER ORGANISATIONS

1. BACKGROUND

Department of Agriculture and Cooperation (DAC),
Ministry of Agriculture, Government of India launched
a pilot programme for promoting member-based
Farmer Producer Organisations (FPOs) during 2011-
12, in partnership with state governments, which was
implemented through the Small Farmers’ Agribusiness
Consortium (SFAC). The pilot involved the mobilisation
of approximately 2.50 lakh farmers into 250 FPOs (each
with an average membership of 1000 farmers) across
the country, under two sub-schemes of the Rashtriya
Krishi VikasYojana (RKVY), namely National Vegetable
Initiative for Urban Clusters and Programme for Pulses
Development for 60,000 Rainfed Villages. The purpose
of the project is fo collectivise farmers, especially small
producers, at various levels across several states, so as
to foster technology penetration, improve productivity,
enable improved access to inputs and services and
increase farmer incomes, thereby strengthening
their sustainable agriculture based livelihoods.

SFAC is supporting these FPOs through empanelled
Resource Institutions (RIs), which provide various
inputs of training and capacity-building, and
linking these bodies to input suppliers, technology
providers and market players. The investment in
the capacity of FPOs will be spread over two years.
SFAC is also monitoring the project on behalf of
DAC and the states and reporting on its progress.

The pilot has already shown encouraging results and
more than 3.00 lakh farmers are presently mobilised into
village-level Farmer Interest Groups (FIGs), which are
being federated info registered FPOs. Besides empowering
farmers through collective action, these grassroots
bodies are emerging as nodal points for the transmission
of cultivation technology, inputs and credit and pooling
their production fo leverage the market for better prices.

To mainstream the process of institutional development
of Farmer Producer Organisations, DAC is issuing these
guidelines to encourage states fo directly support FPO
promotion as a regular activity under RKVY during
the XII Plan. These guidelines are meant fo help

the states follow a standard methodology for FPO
promotion, as well as fo provide indicative costs and
a monitoring framework. States may directly engage RIs
(such as NGOs, private companies, research bodies,
cooperatives, farmers” groups) to mobilise farmers (in
which case they are advised to follow open bidding
norms suggested in these guidelines). Alternatively, they
can invite SFAC to empanel suitable RIs on their behalf. A
third option would be to award the work directly to SFAC,
to undertake FPO promotion on behalf of the State, by
providing the necessary budget to SFAC from the RKVY
head. States are free to choose their preferred option.

The following paragraphs delineate the project
guidelines, stages of project development, key verifiable
indicators and outcome.

2. PROJECT CONSIDERATIONS - OBJECTIVES
The primary objective of mobilising farmers into
member-owned producer organisations, or FPOs, is
to enhance production, productivity and profitability of
agriculturists, especially small farmers in the country.
The participant farmers will be given the necessary
support to identify appropriate crops relevant to their
confext, provided access to modern technology through
community-based processes including Farmer Field
Schools; their capacities will be strengthened and they
will be facilitated to access forward linkages with regard
to fechnology for enhanced productivity, value addition
of feasible products and market tie-ups. Farmers will be
organised into small neighbourhood informal groups
which would be supported under the programme to
form associations/organisations relevant fo their context
including confederating them into FPOs for improved
input and output market access as well as negotiating
power.

PROJECT OBJECTIVES ARE:

Mobilising farmers into groups of between 15-20
members at the village level (called Farmer Interest
Groups or FIGs) and building up their associations fo
an appropriate federating point i.e. Farmer Producer
Organisations (FPOs) so as fo plan and implement

POLICY & PROCESS GUIDELINES FOR FARMER PRODUCER ORGANISATIONS



product-specific cluster/commercial crop cycles.

1.1. Strengthening farmer capacity through agricultural
best practices for enhanced productivity.

1.2. Ensuring access to and usage of quality inputs and
services for intensive agriculture production and
enhancing cluster competitiveness.

1.3. Facilitating access to fair and remunerative markets
including linking of producer groups fo marketing
opportunities through market aggregators.

A results framework for proposed activities,

outputs and outcomes is provided in Annexure 1.

An overview of the suggested institutional arrangement
to achieve these results is placed in Annexure 2.

3. GUIDING VALUES AND PRINCIPLES FOR SUSTAINING
FARMER PRODUCER ORGANISATION DEVELOPMENT
VALUES: FPOs are based on the values of self-help, self-
responsibility, democracy, equality, equity and solidarity.
FPO members must believe inthe ethical values of honesty,
openness, social responsibility and caring for others.

PRINCIPLES: FPO principles are the guidelines by which
FPOs will put their values into practice.

I1st Principle: Voluntary and Open Membership
FPOs are voluntary organisations, open fo all persons
able to use their services and willing to accept the
responsibilities of membership, without gender,
social, racial, political or religious discrimination.

2nd Principle: Democratic Farmer Member Control
FPOs are democratic organisations controlled by
their farmer-members who actively participate in
setting their policies and making decisions. Men
and women serving as elected representatives are
accountable to the collective body of members. In
primary FPOs farmer-members have equal voting
rights (one member, one vote) and FPOs at other
levels are also organised in a democratic manner.

3rd Principle: Farmer-Member Economic Participation
Farmer-members contribute equitably to, and
democratically control, the capital of their FPO. At least
part of that capital is usually the common property
of the FPO. Farmer-members usually receive limited
compensation, if any, on capital subscribed as a
condition of membership. Farmer-members allocate
surpluses for any or all of the following purposes:
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developing their FPO, possibly by setting up reserves,
part of which at least would be indivisible; benefiting
members in proportion to their fransactions with the FPO;
and supporting other activities approved by the members.

4th Principle: Autonomy and Independence
FPOs are autonomous, self-help organisations
controlled by their farmer-members. If they enter
into agreements with other organisations, including
governments, or raise capital from external sources, they
do so on terms that ensure democratic control by their
farmer- members and maintain their FPO’s autonomy.

5th Principle: Education, Training and Information
FPOs operatives provide education and training
for their farmer-members, elected representatives,
managers, and employees so that they can contribute
effectively to the development of their FPOs. They inform
the general public - particularly young people and
opinion leaders — about the nature and benefits of FPOs.

6th Principle: Co-operation among FPOs
FPOs serve their members most effectively and strengthen
the FPO movement by working fogether through
local, national, regional and international structures.

7th Principle: Concern for the Community
FPOs work for the sustainable development of their
communities through policies approved by their
members.

4. SELECTION OF RESOURCE INSTITUTIONS (RIs)
In case a State Government wishes to appoint SFAC
as its nodal agency for identification of RIs and/or the
promotion of FPOs, then it is not necessary for it to
follow the detailed empanelment of Rl process provided
in Annexure — 3. They may directly approach SFAC to
submit a project proposal to take up FPO promotion and
make available the necessary budget after SFAC submits
a proposal and the same is approved by the SLSC.

However, if the State is undertaking direct appointment

of RIs and promotion of FPOs, then the process in
Annexure — 3 must be followed.
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5. FPO PROMOTION AND DEVELOPMENT PROCESS

Cluster
Identification
Assessment Diagnostic
& Audit Study
Business Feasibility
Operations Analysis
\ . y, \ ‘ y,
e N e N
Systems Baseline
development Assessment
\ \ y,

J

Resource
Mobilisation

Organising and
Formalising

(

Business
Planning

Mobilisation
of Farmers

FIGURE 1: FPO PROMOTION AND DEVELOPMENT PROCESS

CLUSTER IDENTIFICATION - Cluster areas are to be
selected by the Rl 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 fo 120 contiguous villages of a particular district.

DIAGNOSTIC STUDY - A Diagnostic Study is to be
conducted by the Rl in the selected cluster area. The
Diagnostic Study is conducted to assess the preliminary
situation of the farmers and level of agriculture in the
area. The study will also help in identifying the potential
interventions required and understand the specific
project implementation context. A detailed list of factors
to be covered in the study is mentioned in Annexure — 4.

FEASIBILITY ANALYSIS - Feasibility Analysis for the
formation of FPCs should be carried out by RIs 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 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 fo
understand the change contribution. The assessment
shall be conducted using stratified random sampling
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through structured household-level interviews and
open-ended focus group discussions with a variety
of stakeholders. Refer to Annexure — 5 for a detailed
checklist of factors to be studied in baseline surveys.

BUSINESS PLANNING - Business Planning will be
carried out by 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 fo understand the
level from which products and services for farmers’
members should be developed, more important will be
the collective visualisation of the future of the FPO. Using
a variety of tools and systematic collective reflections,
a business plan with proper projections on various
aspects needs to be developed. The key is to develop
business plans in detail with at least 10% of FPO farmer
members o provide clear vision. A detailed list of content
is provided in Annexure - 6.

MOBILISATION 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 mobilise farmers into FIGs and eventually
as farmer-members of FPOs. Mobilisation of farmers
should be done with a variety of communication aids
like — pamphlets, documentary movies, posters, regular
village-level meetings, proper vision development of
promoter farmer-members. Promoter farmer-members
are those who are eager to form a FPO on voluntary
basis, having understood the importance and potential
benefits of forming FPOs, obtained through training
programmes and exposure provided by SHT of Rls.

ORGANISING AND FORMALISING - FIGs in an
aggregated cluster together form FPOs. Typically,
around 50-70 FIGs can come together fo form a FPO.
FPOs can be registered under the Producer Company
provision under the Companies Act A separate manual
on registration of FPOs is enclosed with these guidelines.
See also Annexure — 7. However, it must be clarified
that the purpose of mobilising farmers is not merely
to achieve the target of registering a formal entity. The
final form which the FPO assumes (i.e. cooperative,
producer company, multi- state cooperative etc.) must
be a decision taken by FIG members at an appropriate
time. It is important to stress that the process must not
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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 attfempted.

RESOURCE MOBILISATION - Before initiating the
operations of a FPO all required resources should be
mobilised by the Rl with the help of FPO representatives
and 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
mobilise resources for hiring/purchasing and developing
various resources.

MANAGEMENT SYSTEMS DEVELOPMENT - Rls should
facilitate the development of management systems in
the FPO. Guidelines for management systems should
be able to address all requirements related to financial
services, input and output management services.
Systems related to management of finance, human
resources, stock and inventory, procurement and quality
management, marketing, infernal 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 is
the commencement of procurement, production,
processing, marketing and financial service activities
of a FPO. Ris should carefully train both the governing
and operational structures of the FPO in order to ensure
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 constant

assessment of performance of various stakeholders like
farmer members, governing board of directors and
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service providers. They should also help FPOs to reflect
using Institutional Maturity Index fo understand areas of
improvement. Infernal process and accounting audits
will help maintain both transparency and accountability
(Annexure-9). These are key institutional systems for
FPO evolution.

6. FPO SERVICE MODEL

The FPO will 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,
technical services to processing and marketing). The
FPO will facilitate linkages between farmers, processors,
traders, and retailers to coordinate supply and demand
and o 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 include Financial, Business and
Welfare services. An indicative list of services includes:

Financial Services: The FPO will provide loans for crops,
purchase of tractors, pump sets, construction of wells,
laying of pipelines.

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

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

Marketing Services: The FPO will do the direct
marketing after procurement of agricultural produce.
This will enable members to save in terms of time,
transaction costs, weighment losses, distress sales,
price fluctuations, tfransportation, 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 marketing information system,
diversifying and raising 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.
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FIGURE 2: FPO SERVICE MODEL
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7. STAGES OF PROJECT DEVELOPMENT, TIMELINE, DELIVERABLE AND MEASURES OF VERIFICATION

PAYMENT
MEANS OF STRUCTURE
TIMELINE  ACTIVITIES DELIVERABLES VERIFICATION % OF TOTAL
FEES
3 month | Stage One: Pre-project Detailed Project Report (i) Submitted DPR 10%
Implementation (Three months) | oo wviist Provided) (i) Meefing minutes
® S(O;ﬂ'rﬂgtznczglsusm(?émgﬁy (i) List of Product specific clusters ﬂ]n:eﬁzg;ogrcphs of
analysis ' identified
(i) Identification of Product (i) Database of farmers prepared, (i) Inception report
specific clusters computerized and analysed
(i) Feasibility Analysis -break-even (iif) Various interface table prepared
estimates
(iv) Project Implementation Plan
procurement, inputs, storage
and marketing,
6 month | Stage Two: Enhancing Capacity & | (i) Farmers Organized into FIGs, (i) List of FIGs/FIG 10%

Implementation of Surplus Farm

Production Plan (Mobilization
Phase)

(i) Village meetings- identify
potential farmers, identify
opinion leaders

(if) Identification of potential
farmers for FIG & FPOs, LRP/
BF/LF Identification

(iii) Hand holding support for
Productivity Increase, IPM/
INM/ IPP

(iv) Identifying Value-proposition
for setting FPO (logic of
collectivization)

(v) Exposure Visit of Farmers/
opinion leaders

LRP identified and fraining
completed on improved
agriculture practices

(i) FIG formed (min 50%) of farget

(iii) Trained LRP/BF ready for
deployment in field

(iv) Farmers Participated in
Improved Agriculture/
vegetable/pulse based farming
system

(v) Farmers realized benefits in
terms of increased yield and
less expenditures

registers

(i) List of LRP/ BF/LF
frained and ready
for deployment

(iii) Training curriculum,
fraining report &
participant list

(iv) List of farmers
adopting package of
practices

(v) No. of farmers
supported, areas of
demonstration

(vi) Six monthly report
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TIMELINE

ACTIVITIES

DELIVERABLES

MEANS OF
VERIFICATION

PAYMENT
STRUCTURE
% OF TOTAL
FEES

12 month | Stage Three: Pre-formation Stage | (i) Min 5 village level agri business | (i) FIG meeting 20%
of FPO/Collective and preparation poTenij, el el TEQIESTE A .
exercises done. shareholders list
(F)IfGF l;’g’selb::;r:sis;plun LI (ii) Information documented and prepared
business plan drafted and (i) Business Plan
@iy Demonstration conducted on shared with FIGs members available at FPO
(ST S it es (iii) 2 modulated trainings imparted I;\i/r(]al]%r;/d krr];)r\:]/gtg;s
(i) Start up shareholders to lead/promoters farmers on °p
campaign Business plan (iii) Farmers information
(iii) Identification of fraining (iv) Share money from min 250 gl
needs & imparting fraining fo farmers collected (iv) FPC Accounts
promoters farmers of FPO (V) FIGs shown some frends/ Statement
(iv) FIGs meeting & orientation indicators for collective action | (v) Yearly Report
qurng frar FPO. 5coping. vision (vi) Business Case of FPO/Collective
building exercise & exposure . .
- prepared (checklist provided)
visit of promoters farmers
(v) Generate crop-wise household (vi) Egtr mrzrsotzggoned informafion
information with surplus, deficit prep
and gap exists (viii) Share money from 500
(vi) FPO forming process initiated farmers collected
18 Month | Stage Four: FPO formation Stage | (i) Demonstration of Farmer (i) Demo Farmers List | 10%

(i) ldentification of FPO promoters
by FIGs

(if) Initiation of statutory process
required for formation of FPO
like attainment of PAN, DIN of
Directors efc

(iii) Stabilize New Surplus
Production System & Farmers
in 2" Crop Cycle

(iv) Finalizing list of FIG members
willing to join FPOs and start
share money collection

(v) Membership drive continues
and framing of Bye-laws/MoA /
AoA, incorporation of FPO

(vi) Training of FIG members &
promoters on FPOs

Patronage to Project Concept
(70% repeat farmers)

(i) Collectivization arrangements
(FPO) Instituted

(i) Share money from 750 farmers
collected

(iv) Institutional Arrangements for
Market Access Placed

(v) Training conducted for farmers

(i) Minutes of FG
and associative
tier meetings,
photographs

(iii) List of shareholders
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Systems for post-project
sustainability

RI & LPO for long-term support

(i) BoDs passed resolution for long
term agreement

(iii) FPCs & shareholders have
started getting income from the
business activities and showing
growth track

(iv) FPOs are regular in BoD
meetings, AGM, internal Audits
and Statutory Audits with
minimum deviation

(i) Minutes of BoD
Register

(iii) FPCs balance sheet

(iv) BoD, AGM registers
and Satisfactory
Reports of Auditors

(v) Project ends report

24 Month | Stage Five: (FPO establishment (i) FPOs established, office/ outlets | (i) Minutes of meeting | 20%
stage) opened FIG subscription to
(i) Physical establishment of FPO | (ii) FPO/Collective/ Aggregation HACII
(i) CB & inputs need assessment Sl (i) (R)?)%;STlrigu?:gs&

. (iii) FIG members deposited their P
(iii) Strengthening FPO - .

2 . share money (iii) Business Plan
providing services for system with kev business
development (Operating (iv) Certificate of FPO incorporation roceszes
System, MIS, HR), awarded P

(iv) Business Planning Exercise (v) 1¥"General Body Meeting (i) List ofll?ugers i
. conduced within 90 days of gonsufted, meeting
(v) Market Linkages for Produce . : report & outcome
incorporation .
vi) Interface with buyers/ (Mol on price,
( marketers y (vi) FPOs have formally applied to volume and grading)
SFAC for equity matching grants .
, . , . (v) Minutes of BoDs
(vii)Increasing FPQ’s equity though | , .. . :
) (vii) FPOs successfully passed in register
matching grants from SFAC -
due diligence report prepared . "
(vi) Due diligence report
by Chartered Accountants and .
) submitted to SFAC
submitted to SFAC }
and matching grant
released to FPOs

30 Month | Stage Six: Business Plan (i) Business Plan - 10%

(i) Implementation of business (i) Min 25% business activities mlglrL]Jdlng e
plan of FPO executed as per plan P

, . (i) Regulatory

(if) Statutory Clegronce ok_ﬂq!ned to approvals for FPO
carry out business activities activifies

(iii) Operating System grounded (ii) Certificates

(iv) Minimum 10% target farmers from concerned
accessed improved agriculture deapartments
services including better access obtained
S (iv) Farmers Field Book

(FFB)

(v) Increased business
turnover of FPOs
and reflected in MIS
and Balance sheet

(vi) Pre project ends
report

36 Months | Stage Seven: Phase-out (i) Agreement executed between | (i) Copy of Agreement | 20%
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8. PROJECT OUTCOMES

ECONOMIC IMPACT

O

O

S SO

Per hectare production improved by 10% by
end of project period

Increase in net return to farmer (Infiation
+10%)

Increase in sub-sector development for
agriculture

Gap in availability of inputs reduced by 20-25%
Increased food and nutritional security
Market linkage for the backward and forward
integration will be ensured with competitive
market

Additional employment generated due to
increased infensity of farming

Benchmark minimum wage rate for labour
Reduction in migration

Dept. of Agriculture and Cooperation | GOVT. OF INDIA

SOCIAL IMPACT

%
o

Social capital built in the form of FPOs

Improved gender relations and decision making
of women farmers enhanced in FIG & FPOs - by
giving them board member positions
Institutional viability

Increased bargaining power for input purchase
and output marketing

Reduced social conflicts and risks and enhanced
welfare af the household level

Improved food and nutritional values
Leadership role of producers in technology
absorption

Positive health and nutrition impact on
consumers

Environment- carbon credit
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9.BUDGET AND PAYMENT STRUCTURE

A detailed cost sheet of FPO promotion is attached in the table below:

COST SHEET FOR ORGANISING SMALL FARMERS, AGRICULTURE TECHNOLOGY PROMOTION &
DEVELOPMENT OF FPO (COST FOR THREE YEARS):

1 |Nooffarmes  ji0 |
3 |NoofMGs 0 00|

Years of infervention

Objectives (a) Organise small farmers into FIG & FPO; (b) Agri Technology promotion; (c)
Market linkage.
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(Unit Cost Rs. in Lakhs)

1 Organisational Development & Strengthening | No. of FIG 50 50 |50

1.2 Mobilization of farmers to form FIG and FPO LS 1 1 1 1 1 1.0 00 |20 Includes events like Rallies, Cluster level Consultation
workshops, Seminars / Sangosthi and Sammelan, AV shows,
efc.

1.3 Organising ToTs & Exposure visits for Lead No. of ToT/ 0.15 & 3 2 045 | 045 |03 1.2 LF (2 from each FIG) will be given ToT & one expo. visit.

Farmer Exposure
1.4 Development & Distribution of Training Tool No. of Kits 0.005 | 100 | 100 0.5 0.50 1.0 They will use this kit during training of their member farmers at
Kits for LF on farm or off farm classroom sessions.
1.5 Management & Technical Training fo No. of fraining 0.15 2 2 2 0.3 0 0 09 Training on OD issues, Training on conflicts
Governing Body of FPO management, basic fraining on book keeping & Accounts,
Training on business management.

1.6 Exposure visit of Governing Body of FPO No. of Exposure | 0.36 1 1 1 3.6 3.6 3.6 |[108 The CEO is the person first recruited & deployed by the RI. S/
he and 5 LRPs will start the process and all of them will be
eventually recruited by the FPO as their staff at the end of yr-1.
The RI will then transfer the budget of FPO staff cost, travel,
office expenses to the FPO from 2" year onwards.

1.6 Remuneration of Local Resource Persons (LRP) | cost/ person 003 |5 & 5 1.8 1.8 1.8 |54 1 LRP per 200 farmers.

month
17 Travel & subsistence of LRPs cost/ person 0.01 ) 5 5 0.6 0.6 0.6 1.8
month
Sub Total of 1 5.0 5.0 3.0 [130
2 Agriculture Technology Introduction &
Validation

2.1 Organising Agriculture Demonstrations Cost/Demo 0.01 60 60 |60 (0.6 0.6 0.6 1.8 Demo on Good
Agri. Practices. 4
demo/ vill/year.

Sub Total of 2 0.6 0.6 06 |18
3 FPO Management Cost
3.1 CEO of the FPO Cost/month 0.3 1 1 1 3.6 3.6 36 |108 The CEQ is the person first recruited & deployed by the RI. S/

he and 5 LRPs will start the process and all of them will be
eventually recruited by the FPO as their staff at the end of yr-1.
The RI will then transfer the budget of FPO staff cost, travel,
office expenses to the FPO from 2™ year onwards.
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(Unit cost Rs. in Lakhs)

&2 Travel & subsistence of CEOs Cost/month 0.04 1 1 048 [048 |048 |14
88 FPO office rent, electricity, communication, etc. | Cost/month 0.1 1 1 0.4 1.2 12 |28 For year-1 it is for 4 months considering that existence of FPO
as entity will not happen before completion of eight months.
3.4 FPO Registration cost Cost/FPO 0.4 1 0.4 0 0 0.4
815 Minor equipments for FPO office Cost/FPO 1 1 1 One Desk Top PC, Printer and minor office furnitures.
3.6 FPO Equity support Per FPO %) 1 1 3 2 0 5.0 Equity support is given as match in with the equity
raised by the FPO, considered X 5 lakh @3 500 per member
for 1000 members.
Sub-fotal of 3 8.88 | 728 [528 204
Total of 1 to 3 (per FPO cost) 145 (129 |89 |[353
4 Programme Management Cost af Rl level
for Block of 05 FPOs
4.1 Project Coordinator Cost/month 0.4 1 1 48 |48 |48 |14.4 Full fime. s/he should be with experience in institution
building. (commercial) & agriculture/ marketing.
4.2 Travel of PC Cost/month 0.1 1 1 1.2 1.2 12 |36
4.3 Training of Project Team No. of 09 1 1 09 [045 |0 1.35 6 days induction training is proposed to the FPO
trainin promotion team i.e. one CEO + 5 LRPs. In 2nd year there
g will be 3 days refresher course.
4.4 RI overheads Cost/month 0.2 1 1 24 |24 |24 |72
Sub-fotal 93 |885 [84 |266
9 Programme Management Cost af Rl level
for Block of 10 FPOs
5.1 Project Coordinator Cost/month 0.4 1 1 48 |48 (48 |144 Full fime. s/he should be with experience in institution
bldg. (commercial) & agriculture/ agribusiness.
52 SMS Cost/month 035 |1 1 42 |42 |42 |126 SMS - Agri business/ agriculture/ financial linkage
8.3 Accountant cum Admin. Asst. Cost/month 015 |1 1 1.8 1.8 1.8 |54
54 Travel of project staff Cost/month 015 |1 1 1.8 1.8 1.8 |54
5.5 Training of Project Team No. of 09 2 2 1.8 |09 |0 2.7 6 days induction training is proposed to the FPO
fraining promotion team i.e. one CEO + 5 LRPs. In 2n d. Year
there will be 3 days
refresher course.
5.6 RI overheads Cost/Month 04 1 1 48 |48 (48 |144
Sub-fotal 192 | 183 | 174 | 549
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Total Cost of forming one FPO for three years 3526000
Cost / farmer / year 3526

Total Cost of forming 5 FPO for three years 17630000
RI Cost for three years 2655000
Cost / farmer / year 4057

Total Cost of forming 5 FPO for three years 35260000
RI Cost for three years 5490000
Cost / farmer / year 4075

SUPPORT TO FPOS

It is important to clarify here that FPOs mobilized and registered under the provisions
of these Guidelines are purely member-owned farmer bodies, which are entitled to
receive certain services and financial support as detailed above for a fixed period.
They are not in any way to be equated with government-owned or government-
promoted institutions. Grants provided in the budget above fo invest in the equity
of FPOs are one-time support measures designed to ensure the viability of FPOs,
and cannot be used to acquire shares for any individual or institution connected
with the Central or State Governments.

It is also clarified that no physical infrastructure or human resources created during
the period of mobilization in Resource Institutions (RIs) and FPOs will be supported
over and above the provisions of the budget and beyond the period specified. In
other words, RKVY funds cannot be used to meet any recurring liability of any kind
related to RIs and FPOs beyond the provisions of these Guidelines.

Dept. of Agriculture and Cooperation | GOVT. OF INDIA

31




POLICY & PROCESS GUIDELINES FOR FARMER PRODUCER ORGANISATIONS






POLICY & PROCESS GUIDELINES FOR FARMER PRODUCER ORGANISATIONS



ANNEXURE 1

DETAILS OF PROJECT OBJECTIVE WISE ACTIVITIES, OUTPUTS AND OUTCOMES

o

o

Organise farmers info informal groups
(FIG).

Train members and leaders in matters
relating to group functioning, group
norms and systems.

Form associations/FPOs of FIGs

Train members and leaders of FPOs
to nurture FIGs and mediate vis-G-vis
external resource institutions such as
government, financial institutions and
markets.

¢ 3000-4000 farmers from 8-10

villages in close geographic cluster
organised info FIGs, prepared for
intensive agriculture livelihoods
interventions.

FIGs organised into FPOs/Informal
associations supporting productivity,
efficient access fo input and output
markets, linkages with agriculture
programmes.

75% meet or exceed quality
benchmarks on group functioning.

& Farmers in 80% FIGs confident and

keen to positively change their current
condition and have developed plans
fo synergise planning and market
access on the cluster-identified
products.

Conduct exposure for selected men
and women from project villages to
villages/farms practicing modern
farming methods, such as different
crop mixes, modern techniques and
intensive farming.

Discuss alternate farming systems
with groups of farmers suitable fo
their specific situations and generate
household farming plans/*portfolios”.
Identify training and extension needs
and potential LRPs to function as
community-based extension agents.
Train LRPs to provide extension
support fo farmers adopting new
farming systems.

60% of all families interested to take
up improved crops have access to
quality inputs.

40 % of participant land brought into
intensive farming.

80% families culfivate a diversified
basket of locally suitable crops.

LRP training modules being
implemented in large number.
Trained LRPs supporting
implementation of the household and
cluster-level farm plans.

High adoption rates of new practices
promoted under this project.

75% project families report over 50%
increase in yields in preexisting crops.
75% project families have diversified
their cropping pattern to cluster-
identified crop.

The expertise and services of a cadre
of trained LRPs being utilised by the
community effectively.

Helping families access working
capital from SHG/MFI, banking sector
and other sources.

Link/develop supply channels for
inputs and services.

On-field hand-holding support by LRPs
to ensure appropriate usage of quality
inputs.

Demonstration of usage and
effectiveness of relevant farm
mechanisation practices.

70 % of participating families using
quality inputs.

FPOs/Producer Aggregations
promoted.

Participating families covered by
these collectives.

Gross Crop Output per hectare
increase by 100% in rupee value
ferms.

Participating families have assured
supply of quality inputs and services.
Network of input and services delivery
mechanisms developed in the local
area.

Participating families feel confident to
intensify their agriculture.

o

o

Developing production clusters for
producing significant volume of
marketable surplus.

Identifying and building aggregation/
disaggregation centres in production
clusters wherever required.

Linking these clusters with market
players (e.g. traders, commission
agents, refailers, efc.).

Producer collectives taking output
marketing.

Formation of FPOs.

Intensive, market oriented production
clusters developed.

Surplus produce marketed af
remunerative prices.

Participating families engaged

in coordinated market-oriented
production.

Producers’ collectives aggregate and
market produce from members.
Market aggregators/retail chains buy
produce from producer collectives.

Sustainable and competitive linkages
for marketing created for their
produce.

Participating families in production
clusters have multiple options to sell
farm produce.

The prevailing rates in the cluster

are fair vis-G-vis large markets in the
region.
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ANNEXURE 2

ENERGIZING FARM PRODUCTION SYSTEMS:
INSTITUTIONAL ARRANGEMENT FOR TRANSITION TO COORDINATED SURPLUS FARMER

Energising Farm Production Systems: Institutional Arrangement for Transition to Coordinated Surplus Farmer
(a socio-behavioural & techno-managerial model of Farmer Institution Building)

FARMER PRODUCER ORGANISATION

1000 Farmers Gross Intervened Area: 30-50 ha
25 Villages Productivity: 75% of benchmark
50-70 Primary Group Price: 50% of Retail

bl CLR 0] Incremental Income: 315000 per farmer

Farmer+Expert+Bank
CEO

Gram Kisan Mandal/Farmers Group
15-20 farmers in 1 village serviced by a Kisan Sahyogi and
accessing farm business services - inputs, equipment hire, output
pooling & storage from a single node.

Research
Market: Farm-Firm Linkages;

Retail Cashing on the New Opportunity
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Kisan Sahyogi Village Based Extension Cadre/LRP
assists in on-field agronomic practices & input-output transactions
30-40 farmers (2 FG) in 1-2 villages in 3-5 km. radius

Agriculture Specialist
Supports 10-15 Sahyogi in field implementation. Expected to create a best-fit
adaptation of RSP (Recommended Scientific Practices) in field conditions.
1000 Farmers in 25 villages

Business Manager
Chief Executive Officer of the Producer Company.
Expand Farm- Business Efficiency Frontiers.
Builds Linkage with Resource & Research Institutions & Market.
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ANNEXURE 3

EMPANELMENT PROCESS
EMPANELMENT PROCESS OF Rls:

Finalising Criteria for Empanelment and preparation of the RFP document.

Publishing a Request for Proposal (RFP).

Shortlisting of agencies.

Presentation by shorlisted agencies.

Finalisation of agencies based on a pre-determined and pre-disclosed set of indicators as laid down in the RFP
document.

SIS

DETAILS RELATED TO RI SELECTION
Empanelment of Rls must take info consideration the following:

a. Their past experience in promoting producers’ institutions: Any resource institution which has promoted or in the
process of promoting (even under the SFAC pilot on FPOs) with a minimum of 1000-1500 members should be
eligible fo apply.

b. Indicative List of Documents required fo be submitted by the RI while responding to RFP.

DOCUMENTS RELATED TO RI

1. Documents evidencing legal existence of the entity

2. Full details of shareholders/members/trustees along with documentary evidence

3. Full details of the governing council members/board of directors/management feam looking after day-today affairs of your
entity(s) along with documentary evidence

4. Details of registration with tax/other authorities for the purpose of exemptions, if any

5. Address of the registered office/corporate/branch offices along with documentary evidence like copy of the registration
certificate of the company, lease deeds, property papers etc.

Audited Financial Statements for the last 3 years

Details of legal compliances and an undertaking by the Chief Authority confirming compliance

Minutes of the last 3 years Annual Board Meetings

Details of all financial assistance availed

0. A consortium agreement, if applicable. (If not applicable, write N/A on the letter head duly certified)

DOCUMENTS RELATED TO FPO PROMOTED BY RI

11. Business Plan and Activity Plan of at least one FPO duly authorised by BoD
12. Defails of Board of Directors and management team of the FPO

—|o|m|~]o

13. Details of Incorporation and Bye-laws

14. Documents related fo business fransaction (if the FPO is more than 2 years old)

BROAD CRITERIA FOR SELECTION OF RI

¢ Experience in working with Small and Marginal Farmers.
¢ Experience in promoting Producers’ Organisations.

¢ Experience in the particular geographic area.

¢ Experience in working with Government.
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ANNEXURE 4

OUTLINE FOR DIAGNOSTIC STUDY

1. Study Abstract: Objective and deliverables, methodology

2. District Profile: Geographic profile, socio-political background, major agricultural crops,
agricultural productivity, farmers and land details, secondary data on production, major
market yards, processing facilities

3. Cluster Profile: Rationale for cluster selection, agro-climatic conditions, cropping pattern,
geographic profile, status of natural resources, villages’ profile abstract

4. Value-Chain Details: Stakeholders involved, economics af different levels of stakeholders,
service providers’ profile, terms at which services are obtained

5. Gaps ldentified: Inputs side, financial services, marketing services, insurance services, access
to government programmes, watershed programmes

6. Probable Farmer Services:
7. Conclusion:

8. Annexure: Questionnaires, checklist, details about government programs
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ANNEXURE 5

DETAILED CHECKLIST OF FACTORS FOR BASELINE STUDY

1.

2.

3.

. Best Practices

General Information — Demographics, household size, members and details of occupation
Economics of Agriculture — Costing, input and output ratios, yields and current productivity

Production — Quality and quantity of inputs, technological levels, input suppliers and vendors,
seasonality of production, availability and tied sales

Financial Aspects — Sources, terms and conditions, interest and existing outstandings,
access to government programmes

Risk Aspects — Historical risks, computation of losses due to risk, coping mechanisms

Marketing Aspects — Channels of marketing, margins and costs at various levels, quality
aspects, price sensitivity, seasonality of markets, alternate market structure

Constraints and Challenges

Prospects and Opportunities
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ANNEXURE 6

OUTLINE FOR DIAGNOSTIC STUDYGUIDELINES FOR BUSINESS PLANNING

1.

2.

3.

Executive Summary
Introduction
External Context — Civil society, government services, market competition

Strategic Orientation — Mission, vision, objectives and goals, key measurable
indicators

Product and Service Model - Products and services, terms and conditions
Institutional Structure — Membership, governance, operational staff, terms of

engagement, performance measurement, remuneration and other important
details

. Production Plan - Key commodities, seasonality, production plan, quality norms,

group production incentives

Procurement Plan — Procurement points, time, pricing mechanisms, viability of
procurement points, staffing for procurement, storage and transportation

Storage and Processing — Processing facilities, machinery and plant erection,
capacities, safeguards

10.Financial Resources Plan - Finances required, fixed investment and working

capital requirements, sources, terms of borrowings, member own funds

11.Marketing Plan — Channels, brands, consumer feedback, key products,

marketing strategy

12 Benefits of FPO — Member level benefits computation and projections

13.0perational Plan and Activity Chart List

14.Product Costing

15.Risks and Risk Management Plan

16.Linkages and Convergence Plan
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ANNEXURE 7

GUIDELINES FOR BY-LAWS

1. Except on such specific matters which the Act has provided, the functioning of every FPO shall be regulated by its bye-laws.
Subject to the provisions of the Act and the bye-laws, every FPO shall have regard fo the principles in its functioning.
2. The by-laws of a FPO be specific on the following matters, namely,

a the name and address of the FPO;
b the object of the FPO explicitly stated as a common central need of the farmer members which the FPC aims at fulfilling;
¢ eligibility, ineligibility and procedure for obfaining and retaining membership;
d procedure for withdrawal, cessation and termination of membership;
e the services that it infends fo give its members;
f  fixation of minimum performance expected annually of each member vis-a-vis use of services, financial commitment and
parficipation in meetings, in order to be eligible to exercise the rights of membership including the right fo vote;
g the consequences of performing below the minimum level fixed;
h the consequences of default in payment of any sum due by a member;
i rights of members;
j the nature and extent of the liability of the members for the debts contracted by the FPO;
k  the manner of making or amending bye-laws;
| the powers and functions of the general body, and the powers and functions and the manner of constitution of representative
general body, if any, and subjects which must be dealt with by the general body, and by the representative general body, if
any;
m the manner and frequency of convening general meetings and quorum required;
+ the manner of conducting elections and of filling casual vacancies;
« the size and composition of the board of directors;
+ the ferm of office of the directors;
 the manner of removal of directors;
+ the manner and frequency of convening board meetings and quorum;
» the powers and duties of the board;
+ the powers and duties of the chairperson;
 the ferms on which the FPO may deal with non-members;
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« eligibility, ineligibility for becoming and continuing as director;

+ penalfies for acting against the interests of the FPO and for non-fulfilment of duties by members, office-bearers, directors
or staff;

« the nature and extent of the liability of office-bearers, directors for debts contracted by the FPO;

 the authorisation of an officer or officers to sign documents and to institute and defend suits and other legal proceedings
on behalf of the FPO;

+ the manner of choosing delegates to secondary FPO Federation;
¢ the rights, if any, which the FPO intends to confer on any other FPO or other federations and the circumstances

under which these rights may be exercised by the society or federation;

the nature and amount of capital, if any, of the FPO;

the maximum capital which a single member can hold;

the maximum interest payable to members on paid-up share capital;

the sources, types and extent of funds to be raised by the FPO;

the purposes for which the funds may be applied;

the constitution of various funds and their purposes;

the manner of appointment of auditors and their powers and functions;

the manner of appointment of internal auditors and their powers and functions;

the manner of disposal of funds when the FPO is under liquidation; and

the manner of dissolution of the FPO.

(SRR C IR C R IR HRC R RS SR e
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ANNEXURE 8

OUTLINE FOR INCEPTION REPORT

Introduction

Project objectives, goals, indicators

Project timeline

Detailed activity plan

Project budget expenditure plan

Project feam — spearhead team structure, payment terms, gender balance, functions and responsibilities
Organisational structure and responsibilities at various levels — project implementation structure and relations with
organisational existing structure

8. Project monitoring mechanisms

9. Project capacity enhancement plans

10. Project risks and challenges

11. Project operational business rules and procedures

12.Project audit and process reviews

No ok owd -~
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ANNEXURE 9

INSTITUTIONAL MATURITY INDEX

CATEGORY INDICATOR UNIT
1 | Financial & Business Total annual sales Lakhs
Efficiency Gross margin (Direct Income {income from direct sales} - Direct Costs) Lakhs

Net profit Lakhs
Current ratio (Current assets to Current liabilities) Ratio
Debt - equity Ratio Ratio
Ratio of grants to furnover Ratio
Break-even sales Lakhs
Operational margin ( sale+ closing stock-opening stock purchases- direct cost) Lakhs
Inventory turnover ratio Ratio
Operational self sufficiency %
Financial self sufficiency %
Debt service coverage Ratio

2 | Members Economics Ratio of member realisation (wages + purchase price + bonus, paid fo members) | Ratio
fo tofal turnover
Average per member realisation Thousands
Net profit per member Lakh
Per member turnover Lakh
Non-member procurement %
Income (realisation-cost at member level) from the enterprise fo member to fotal | %
income of member
Total members fo fotal potential members %
Average member procurement fo average member production Lakh or Qty

3 | Institutional Membership of the enterprise Number
Active members to total members %
Attendance in board meeting %
Members attending General Body meeting %
Legal compliances met to total number of legal compliances prescribed %

4 | Sustainability Renewable energy to total energy %
Recyclable material to fotal material %
Pollution control compliance Yes/No
Compliance with organic certification/fair frade Yes/No
Total reserves created Lakhs

5 | Social Indicators Marginalised communities covered to total members of enterprise (caste) %
Number of leaders from marginalised communities %
Poor households to tofal members of enterprise (Economic marginalisation) %
Increased availability of disposable income with members %
Members covered with insurance - life/health/accident %

Income used for education/health

%
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ANNEXURE 10

MEMORANDUM OF AGREEMENT BETWEEN PROMOTER ORGANIZATION (CONCERNED STATE DEPARTMENT/
SFAC) AND RESOURCE INSTITUTION (RI)

Memorandum of Agreement
Between
Promoter Organization
(Concerned State Department/SFAC )
and
Resource Institution (RI)

(Empanelled for promotion of Farmer Producer Organization)

This MOA is entered on this day of ................. (DD/MM/YY) between ..........c.veviiiiiiiiiiice

{Promoter Organization (Concerned State Department/ SFAC)} and Resource Institution (RI) empanelled for FPO
Promotion..........cccooiiiiiii (Name and Registered address of RI).

PREAMBLE

Whereas the Promoter Organization has decided to engage..................cevnee. (Name of RI) for the work of Promotion of FPOs
(Farmers Producer Organizations) in the State of ...................... UNDEE o (Name of Programme)
COVENNG +.vvvveveninnnnn, numbers of farmers.

The Resource Institution will ensure that following key activities involved under FPO formation are duly followed :

¢ The selection of districts, blocks and villages will be done by the Rl in consultation with the concermned State Department
(Agriculture/Horticulture/ any other).

¢ The Cluster of Villages to be brought under the umbrella of FPO should be identified with in one or two blocks in such a way that
the villages are contiguous and are within a radius of about 20 kms).The detfailed mapping indicating the location of the clusters
with distances should be made part of DPR.

¢ The staffing and expenditure on the specified activities should be strictly in conformity with the process guideline for FPOs.

¢ Qualified manpower should be deployed by the agency for the said task, which should be supervised and guided by technically
qualified and experienced persons. A list of these persons with contact details will have to be submitted to the SFAC within
15 days of execution of this agreement.

¢ Adetailed survey of selected villages will be conducted regarding the socio-economic conditions, prospects and problems in
agriculture production.

¢ Selection of farmers will be in such a way that FIGs will be organized on the basis of homogeneity of crop production. Each FIG so
formed will consist of 15-20 farmers with common interest.

¢ FIGs will be organized into FPOs in accordance with the provisions made in the institutional arrangement specified in Annexure-2
of the process guidelines.

¢ FIGs/FPOs will be organized keeping in view the project outcomes given at Part 2, Para 8 of the process guidelines.

¢ Aformal registered organisation of farmers (either registered as a Producer Company under Ch. IXA of the Companies Act or
as a registered cooperative under any of the state or central laws applicable fo cooperatives) will be the final outcome of the
FPO promotion process. Process to be followed to register a producer company will be the same as laid down in the Manual
incorporated in the process guidelines.

¢ Funds will be released to the RI after completion of each stage of activity. Resource Institution will ensure that detailed stage wise
completion report is submitted along with release proposal. The Rl will also be required to submit Utilization Certificate of funds
released earlier for processing of release proposals relating to second stage onwards.

¢ Costing:The costing of FPO Promotion activities is not on the basis of the number of FIGs/FPOs fo be organized. Funds will be ear
marked on the basis of the number of farmers assigned fo the RIs who are fo be organized into FIGs/FPOs. Cost per farmer will
be Rs 3526 for 3 years including Service Tax and professional fee of the promoting organization. TDS will be deductable as per
Income Tax Act.

¢ Promotion work will consist of the following stages of project development, timelines, key activities, deliverables, means of
verification and fund requirement:
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MEMORANDUM OF AGREEMENT BETWEEN PROMOTER ORGANIZATION
(CONCERNED STATE DEPARTMENT/SFAC) AND RESOURCE INSTITUTION (RI)

Stage of FPO/Collective and

preparation of FPOs business

plan through FIG level exercise

(i) Demonstration conducted
on improved agriculture
practices

(if) Start up shareholders
campaign

(iii) Identification of training
needs & imparting fraining
to promoters and farmers of
FPO

(iv) FIGs meeting & orientation
started for FPO scoping,
vision building exercise &
exposure visit of promoters
farmers

(v) Generate crop-wise
household information with
surplus, deficit and gap exists

(vi) FPO forming process initiated

potential, gap analysis
exercises done.

(ii) Information documented and
business plan drafted and
shared with FIGs members

(iii) 2 modulated trainings imparted
to lead/promoters farmers on
Business plan

(iv) Share money from min 250
farmers collected

(v) FIGs shown some trends/
indicators for collective action

(vi) Business Case of FPO/
Collective prepared (checklist
provided) Farmers detailed
information list prepared

(vii) Share money from 500 farmers
collected

and shareholders list
prepared

(i) Business Plan available
at FPO level and known
to min 10% promoters
and

(iii) Farmers information list
prepared

(iv) FPC Accounts Statement

(v) Yearly Report

3 month | Stage One: Pre-project Detailed Project Report (i) Submitted DPR 10%
Implementation (Three months) | (Checklist Provided) (i) Meeting minutes and
(i) Baseline on volume, value (i) List of Product specific clusters photographs of meetings
& market access, centrality identified (iii) Inception report
analysis, (i) Database of farmers prepared,
(if) Identification of Product computerized and analysed
specific clusters (iii) Various inferface table
(iii) Feasibility Analysis -break- prepared
even estimates
(iv) Project Implementation Plan
procurement, inputs, storage
and marketing,
6 month | Stage Two: Enhancing (i) Farmers Organized info FIGs, (i) List of FIGS/FIG registers | 10%
Capacity & Implementation of LRP identified and training (ii) List of LRP/ BF/LF
Surplus Farm Production Plan completed on improved frained and ready for
(Mobilization Phase) agriculture practices deployment
(i) Village meetings- identify (i) FIG formed (min 50%) of target | (iii) Training curriculum,
potential farmers, identify (iii) Trained LRP/BF ready for training report &
opinion leaders deployment in field participant list
(i) Identification of potential (iv) Farmers Participated in (iv) List of farmers adopting
farmers for FIG & FPOs, LRP/ Improved Agriculture/ package of practices
BF/LF Identification vegetable/pulse based farming | (v) No. of farmers
(i) Hand holding support for system supported, areas of
Productivity Increase, IPM/ (v) Farmers realized benefits in demonstration
INM/ IPP terms of increased yield and (vi) Six monthly report
(iv) Identifying Value-proposition less expenditures
for setting FPO (logic of
collectivization)
(v) Exposure Visit of Farmers/
opinion leaders
12 month | Stage Three: Pre-formation (i) Min 5 village level agri business | (i) FIG meeting registers 20%
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18 Month | Stage Four: FPO formation Stage | (i) Demonstration of Farmer (i) Demo Farmers List 10%
(i) Identification of FPO Patronage to Project Concept | (ii) Minutes of FG and
promoters by FIGs (70% repeat farmers associative tier meetings,
(if) Initiation of statutory process | (ii) Collectivization arrangements photographs
required for formation of FPO (FPO) Instituted (iii) List of shareholders
like attainment of PAN, DIN of | (iii) Share money from 750 farmers
Directors efc collected
(iii) Stabilize New Surplus (iv) Institutional Arrangements for
Production System & Farmers Market Access Placed
in 2nd Crop Cycle (v) Training conducted for farmers
(iv) Finalizing list of FIG members
willing to join FPOs and start
share money collection
(v) Membership drive continues
and framing of Bye-laws/MoA
/A0A, incorporation of FPO
(vi) Training of FIG members
promoters on FPOs
24 Month | Stage Five: (FPO establishment (i) FPOs established, office/outlets | (i) Minutes of meeting FIG | 10%
stage) opened subscription to FPO/
(i) Physical establishment of FPO | (ii) FPO/Collective/ Aggregation collective
(i) CB & inputs need assessment Structure Placed (i) Registration &
(iii) Strengthening FPO — (iii) FIG members deposited their Compliances
providing services for system share money (iii) Business Plan with key
development (Operating (iv) Certificate of FPO incorporation business processes
System, MIS, HR), awarded (iv) List of buyers consulted,
(iv) Business Planning Exercise (V) T1s'General Body Meeting meeting report &
Market Linkages for Produce conducted within 90 days of outcome (MoU on price,
(v) Inferface with buyers/ incorporation volume and grading
marketers (vi) FPOs have formally applied (v) Minutes of BoDs register
(vi) Increasing FPO’s equity to SFAC for equity matching (vi) Due diligence report
though matching grants from grants submitted to SFAC and
SFAC (vii) FPOs successfully passed in matching grant released
due diligence report prepared to FPOs
by Charter Accountants and
submitted to SFAC
30 Month | Stage Six: Business Plan (i) Business Plan - including | 20%
(i) Implementation of business @iy Min 25% business activities financing plan
plan of FPO executed as per plan (i) Regulatory approvals for
(i) Statutory Clearance obtained FPO activities
required to carry out business | (iii) Cerfificates from concern
activities apartments obtained
(iii) Operating System grounded (iv) Farmers Field Book (FFB)
(iv) Minimum 10% target farmers (v) Increased business
accessed improved agriculture turnover of FPOs and
services including better reflected in MIS and
access to market Balance sheef
(vi) Pre project ends report)
36 Months | Stage Seven : Phase-out Systems | (i) Agreement executed between | (i) Copy of Agreement 20%

for post-project sustainability

RI & LPO for longterm support

(i) BoDs passed resolution for long
term agreement

(i) FPCs & shareholders have
started getting income from the
business activities and showing
growth track

(iv) FPOs are regular in BoD
meetings, AGM, infernal Audits
and Statutory Audits with
minimum deviation

(i) Minutes of BoD Register

(iii) FPCs balance sheet

(iv) BoD, AGM registers and
Satisfactory Reports of
Auditors

(v) Project ends report
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The Resource Institution will ensure that following key activities involved under FPO formation are duly followed :

FPOs mobilized and registered will be purely member-owned farmer bodies and will not be considered
Government owned or Government promoted institutions. Hence grants provided in the equity of FPOs are
one-time support measures designed to ensure the viability of FPOs.

Funding fo the RIs is strictly for mobilization of FPOs and no further support for meeting recurring liability of any
kind will be provided beyond the period specified for the project. All staff engaged during the project period
will be confracted by the RI and will not have any claim whatsoever on the government.

The RI shall not be entitled fo sublet the work assigned to it to any other agency.

This MOU will be deemed as complete only after the project end report is approved by State Government.

DISPUTE RESOLUTION

A Joint Committee comprising of MD SFAC or Secretary of the State Govt. (in case the work of FPO promotion
has been directly contracted by a State Govt.) and CEO of RI will discuss disputes and resolve them amicably
in the best interests of the project through consensus. In case they are not able to reach a consensus, then
the procedure laid down under the Indian Arbitration Act will be followed for resolving the dispute.

In witness thereof the parties hereto have signed this MOA on the date, month and year mentioned against their respective signatures.

For Resource Institution For Promoting Organisation

Witness Witness
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RESOURCE HANDBOOK

for Establishing a Producer
Company
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INTRODUCTION

FORTHE PROMOTION OF FARMER PRODUCER ORGANISATIONS

The project of “Organic Production of Under utilized
Medicinal, Aromatic and Natural Dye Plants Programme
for Sustainable Livelihoods in South Asia” (MADP) is
being implemented in India and Bhutan by the Food
and Agriculture Organisation of the United Nations.
The project is funded by a Technical Assistance Grant
from the IFAD for conversion to organic farming
systems incorporating MADPs (Medicinal, Aromatic
and Natural Dyes) of the area; adding value on farm;
processing for further value addition; establishing quality
and traceability aspects of certification; formation of
business platform of producers; marketing of the produce
of all sites with primacy fo meeting the needs of the
community for nutrition, health, increased purchasing
power and sustained livelihoods.

The FAO has sought the services of Action for Social
Advancement (ASA), a non-governmental organisation,
pioneer in setting up the Producer companies in India,
to: prepare a resource book to guide the users on how
to develop producer companies including financial
and economic assessment before establishing a PC
of small producers.

This resource book deals with the processes to be
followed and preparations required to set up a producer
company. The resource book is developed based on
the experiences of ASA in developing a series of PCs in
Madhya Pradesh and Bihar and from the lessons learnt
during their feasibility assessment study of setting up
a PC in a MADP project site at Karnataka.

As per the Terms of Reference (ToR) provides, the
following aspects have been covered in this Resource
book. The resource book contains four chapters.
Chapter-1 deals with the generic issues in regard fo need
of farmers collectives, genesis of Producer Companies
Act., key differences in characteristics between producer
companies and cooperatives, Chapter-2 describes the
processes need fo be followed and the preparations
required at the field level for the incorporation of
the company. The chapter also focuses on the legal
requirement for establishing a company and process
involved in it. Chapter-3 assesses the working capital

Dept. of Agriculture and Cooperation | GOVT. OF INDIA

requirement and running costs for a producer company.
Chapter-4 explains the process of developing business
plan of producer companies taking into consideration of
market and various financial assessment, and Chapter-5
provides some practical guidelines for the assessment
of institutional health of the producer companies.

The whole idea behind this resource book is not fo
provide prescription, as the Producer Companies require
contfext specific strategic interventions (like any other
community institutions), which is best manoeuvred by
the practitioners working in a given situation, but to
provide a methodical guidelines in establishing a PC.
Thus, this resource book should not be considered as
a sole source of information. It is suggested that the
interested users also seek details of legal compliances
related with company affairs, available at the website
of Ministry of Corporate Affairs (www.mca.gov.in).
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CHAPTER 1

PRODUCER COMPANIES

CONCEPT AND PRACTICES

(The chapter deals with the generic issues in regard to need of farmer’s collectives, genesis of Producer
Companies Act., key differences in characteristics between producer companies and cooperatives
and experience of ASA' in establishing producer companies)

1.1 BACKGROUND:

The growth rate of agriculture in India over the last
decade has been stagnating and has gone down to
1.8% in 2006. On the other hand industrial growth has
been buoyant at more than 9%. Such skewed growth
rates are a matter of serious concern for planners and
policy makers of the country at the highest level.

While growth in green revolution areas are stagnating,
hardly any progress has been made in about 60% of the
culfivable land, which is still under rain fed farming. The
country finds itself in a difficult situation in meeting the
food and nutrient security of its one billion plus population.
Clearly Indian Agriculture is at the crossroads and only
radical and innovative policies will help to pull the country
out of an impending crisis of enormous proportions.
A much discussed current topic in Indian agriculture
is how to infegrate the farmers, especially the small
farmers with the value chain so that the net return at
the farmers end is remunerative enough for the farmers
to remain interested in agriculture.

India has over 92 million small holdings or nearly
21% of the world’s small holdings of 450 million, the
second largest after China (Oksana Nagayets, IFPRI,
2005)1. The challenge is therefore enormous for India
to ensure that small holdings are truly productive and
are the main source of livelihoods for millions of people
dependent on it.

Several institutional models are being tried in India
to integrate farmers with the value chain. The most
common model is the producer’s cooperatives, which
enable farmers to organise themselves as collectives.
The cooperatives are registered with the Registrar of
Cooperative Societies. India has a large number of
cooperative institutions in a vast range of enterprise

sectors. The cooperative experience in India has not
been a very pleasant one, as cooperatives have largely
been state promoted, with a focus on welfare rather
than to do business on commercial lines.

In 2002, through an amendment in 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 Company (RoC). The objective of
the Government of India for such an initiative was to
formulate a legislation that would enable incorporation
of cooperatives as companies and conversion of existing
cooperatives info companies, while ensuring that the
unique elements of the cooperative business remain
intact in the new legislation.

A PC 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.

Since farmers or the producers are the equity holders
of the company, a PC as an organisation provides an
appropriate framework for owning the company by the
producers themselves. The need to organise farmers,
especially the small holders, is a well established fact.
The basic purpose of the PC is to collectivise small
farmers or producers for (0) backward linkage for inputs
like seeds, fertilisers, credit, insurance, knowledge
and extension services and (b) forward linkages
such as collective marketing, processing, market led

! Action for Social Advancement (ASA), an NGO based in Bhopal, M.P.is one of the pioneering organization in establishing PCs

with small farmers for agribusiness in Madhya Pradesh and Bihar.
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PARAMETERS COOPERATIVE PRODUCER COMPANY
Registration Cooperative Societies Act. Indian Companies Act
Objectives Single object Multi-object

Area of Operation

Restricted, discretionary

Entire Union of India

Membership Individuals and cooperatives Any individual, group, association,
producer of the goods or services

Share Non-tradable Not fradable but transferable limited to
members on par value

Profit sharing Limited dividends on shares Commensurate with volume of business

Voting rights

One member, one vote, but Government
and Registrar of Cooperatives hold veto

One member, one vote. Members not

having transactions with the company

power

can not vote

Government control Highly patronized to the extent of Minimal, limited to stafutory
interference requirements
Extent of Autonomy Limited in “real world scenario” Fully autonomous, self ruled within the
provisions of Act
Reserves Created if here are profits Mandatory to create every year

Borrowing power Restricted

More freedom and alternatives

Relationship with other corporate/ Transaction based

business houses/NGOs

Producers and corporate enfity can

together float a producer company

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 is 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 producers cooperatives.
The Producer Companies Act. enshrines the ethos and
basic tenets of cooperatives and infuses a professional
attitude info management.

Table -1 provides a comparative analysis of producer
companies and producers cooperatives to understand
the differences in the basic premises of these two Acts
which enable incorporation of producers collectives.
Apparently the producer companies have inherent
advantages over the cooperatives in many areas.
Specifically of the 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. Majority of the
cooperative institutions are currently facing severe
financial crisis and at times are heavily dependent on
the state subsidy for existence. The Mutually Aided
Cooperative Societies Act (MACS) was introduced fo
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.

1.2 KEY CHARACTERISTICS OF PRODUCER COMPANIES
¢ Itis a corporate body registered under the Indian
Companies (Amendment) Act 2002. Ownership
and membership of such companies is held only
by “primary producers” or ‘Producer Institution’,
and member’s 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 Private Limited Company shall be
applicable to the producer companies except
the clauses specified in Producer Company Act.
from 581-A to 581-ZT which make it different
from a normal private or limited company

POLICY & PROCESS GUIDELINES FOR FARMER PRODUCER ORGANISATIONS



(refer to the Producer Company Act for details)

¢ The liabilities of the PC is limited o 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 authorised capital is such that a company has
been authorized to raise by way of equity shares
through the Arficles of Association/Memorandum
of Association of the PC. This is typically the
capital at the time it has been incorporated

¢ Minimum number of producers required to form
a PC is 10, while there is no limit for 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 acre of
agriculture land is a good size for initial years to
make it economically viable and increasing 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 a public or deemed public limited company

The area of operation for a PC is the entire country

1.3 EXPERIENCE OF ASA IN ESTABLISHING PCs

Since late 2004, ASA has been promoting the concept
of Producer Companies in M.P. and Bihar. So far it has
promoted 16 PCs with over 30000 small and marginal
farmers in the resource poor regions of M.P. and Bihar, with
an average membership of about 2000 farmers per PC.

There is a professional management team in each
of these PCs which carries out the operations under
the directions of the Board of Directors (BoD) of the
respective PC. The responsibility of the Management
Team also includes building the capacity of the BoD by
providing hand holding support. These PCs are mainly
into agribusiness and that too focused largely on the
crop seed production, processing and marketing of
agriculture produces, the activities which give higher
return on investment and also ensure availability of
quality seeds fo its members. The average annual
business furnover of each of these PCs is about 10
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million. However, there are exceptions with a few which
have reached a business turnover of around ¥ 25-35
million annually within 3-4 years of their operation after
incorporation. The reasons for high growth in these PCs
can be attributed to:

¢ energetic management team and the BoD;

¢ cooperation from banking institutions which provided
hassle free loans to the PC for working capital; and

¢ aclearly identified business opportunity that gives
a high Rol.

A tentative assessment suggests that the benefits fo a

member are multifarious and in the form of:

¢ timely and easily availability of fertilizers, seeds
and other agriculture inputs at a reasonable rate;

¢ bulk selling of agriculture produce for better price;

¢ extension services received by the farmers
which the PC had arranged with the agriculture
department or from other service providers;

¢ receiving of cash dividends from the PC.

No detailed study has been conducted yet, fo ascertain
the benefits in monetary terms. However, the members
are happy with the services of the PC and there is a
tendency of increased participation in the affairs of the
PC by the members.

The efforts of ASA have brought in several policy
changes in favour of producers organisations in Madhya
Pradesh (MP). Besides several tax relafed relaxations
the most significant one being the decision of providing
management cost support to a PC for a period of three
years and a one fime working capital support of ¥ 25
Lacs to the PC by the GoMP. Also the Government of
Madhya Pradesh has agreed to provide them with land
and machinery for business needs on merit basis. All
these policy decisions are notified in the Government
gazette.

The point worth mentioning here is that like any other
institution the financial viability and the institutional
sustainability are two core factors that determine
the sustainability of the PC. Also the success of the
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producer’s collectives would largely depend on the
skill and commitment of the promoting agency. The
real challenge in building such institution is how to
connect the individual producer to the governing system
of the producer’s organisation. The agency promoting
the producers organisation has to pursue both the
social and economic objectives simultaneously. It is
therefore a long drawn agenda irrespective of the legal
format under which these institutions are formed. An
enabling legal format can facilitate the process well but
cannot ensure a profitable institution without a proper
process followed.
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CHAPTER 2

INCORPORATION OF APRODUCER COMPANY

(This chapter is divided in two parts. The first part deals with process fo be followed at field level
and the preparations required for forming a PC.The second part of the chapter focuses on the legal
requirements for establishing a PC and processes involved in it.)

The Producer Company Act. 2002 does not provide any
guidelines or directions about the mobilization and social
processes that need to be followed while forming PC. Also,
there are not many literatures available capturing the hands
on experience in establishing producer companies mainly
due to the fact that there are limited initiatives currently
going on in India on the PC. Hence, what is written in
the following paragraphs about the social processes is
largely drawn from ASA’s experiences of establishing PC
in M.P. and Bihar and that too primarily for the agriculture
produces. Also these experiences are context specific and
may vary with the change in context as it happens with
any social processes. An attempt has been made here
to write on those aspects related fo social processes
which normally come in the minds of practitioners before
embarking on setting up a producer company.

FIGURE 1: CHANGE IN ROLE OF INITIATOR AS THE CBO MATURES
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2.1 HOW DIFFERENT SHOULD BE THE SOCIAL
PROCESSES WHILE SETTING UP A PC VIS A VIS A
COMMUNITY BASED ORGANISATION (CBO)?

The point to be kept in mind that PC is also a Community
Based Organisation (CBO) with a shared objective,
mutually agreed plan of actions, shared responsibilities
and benefits and a mechanism of functioning where
the decisions are taken by the opinions of majority.
Hence, the processes of building organization can not
be different in case of PC than what is generally followed
for any CBOs. Generally the processes start with the
conceptualization of the idea by the initiator about the
objective and structure of the CBO that is infended to be
formed in a given situation. It is the initiator, normally
an external person or 