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FOREWORD

It is evident that FPO is a proven strategy to help small producers rise to emerging markets.
Both Central and State governments are takiqpymultiple initiatives to promote andtrengthen
WCIF NYSNAR t NPRdzOSNB hNHIYyAT FGA2y&a oCthao a | a
The structure of FPO is believed to provide not only the technical frewwto farmers but also
connect both input and output marketdesseningthe intermediation of middlemen. Variety of
approaches including Cooperatives and Farmer Producers Companies have been initiated for formal
networking of the primary produceysvhichalsohelpsimprove their bargaining power

During our interface with dergent stake holders of producer organizations we found that
preparation of bankable business plans is still a challenge for them. Many a time the business plans
are prepared by external consultants without much involvement of Board of Directors or e@n CE
of FPO and as a result the business plans are not translated into doable businesses for the FPOs.

Centre for Agrarian Studies, NIRDPR has been providing much needed capacity building and
mentoring support to FPOs, their promoters and stake holders adtessountry. Towards this
endeavour the Centre has brought out practical ha@dg Y I ydzl £ 2y W. dzZaAAySaa
CthaQs (G2 KStLI G§KS adi withSholigi2 buBirg:$EplandTizh dpdratioNd® 6 dza (i
manual is a practical and hands guide covering all facets of business plan preparatight from
indexing the selected value chain development activities to the final accounts. It also contains model
GSYLIX FGSa FYyR (22fta (G2 KSt LI LINBLI NE AtylRYWZAGNE ¢ @&
manual also included keyaetrics to measure the efficacy of the financial statements through ratios
and efficiency tests. T& business plan manual is field tested with several rounds of training
programs to stakeholders like managers and BODmbwss, in the process, fine tuning and
standardizing the manual in every aspect. Some of the best experts with vast field experience and
technical competency have been involved in bringing up this Operational Manual on Business
Planning for FPOs.

There isalso demand for building capacities of NRLM groups in the preparation of business
plans for their fasemerging Producer Enterprise Collectives. The Manual is also designed to address
this critical demand from NRLM groups and their cluster level federationthe preparation of
hands on business plans. NABARD AP is our strategic partner in building capacities of the FPOs and it
is very supportive in adapting the business plan manual for the FPOs promoted under their flagship



program viz. Producer Organizat Development Fund.

2S K2LS GdKAa YIN]QJ SO NBFIRe W.dzaiAySaa tftly a
operational guide fom wide range of stake holders involved in FPO and NRLM activities.

Smt. Alka Upad hyaya IAS
Additional Secretary, MORD
Director General I/c , NIRDPR



PREFACE

A Good Business Platts asa compass to the FPOshowing theright direction needed from
time to time. SeveralFPOs preparéusiness plangor the sake of preparation and it remains a
statement of intention rather than a tool for directiorHowever, a goo@usiness Plan (BP) is the
engine that drives the FPO to the destination it has envisioned.

A husinessplan is an important documentto be submitted to the funding agency, post
registration. The entire plan of activities of an FPO is mentioned ilbukaessplan. Ary individual
activity within abusinesslan of an FP@hat needsto be promoted as a micro enterprisequires a
bankable business plan for the fundirsmpport of a bank. The consolidation of individual
activities/microenterpriseshecomesa BusinessPlan or detailed projectreport for an FPO. Alonwith
the bankablebusinesgplan of the microenterprise,the businesglan of an FPO can be submitted as
a supportinglocument

Asthe members of an FPO are farmenhenan FPO as a representative of farmer members
isdoingbusinesawith the farmers,cautionmustbe ensuredthat it shouldbe awin ¢ win for both the
farmer members as well as tHePO.So,each FPO should come out with a policy of its own with
respect to the benefit to its farmenembers.

This manual is prepared from the lens of a CED of an FPO. A good busines plan helps the
CEOto put their efforts in proper perspectiveand directsthe plan of activitiesfor the nextfive
years.While preparinga businessplan, the CEGshouldhavethe information of all the farmer
memberswith respectto their areaundercrops,the yieldandincomelevels,the statusof value
addition of the cropsandthe painpoints incropping aswell as past harveststages.Thishelps
designing @ottom up micro planstartingfrom the lastmile producer and eventuallfederates
into arealisticBusines#lanfor FPOs.

The key philosophy for a business plait should be micro plan based’he ensuing chapters
will guide on preparing a comprehensive business plan for EPGsntaining this philosophy
as the core principle.



ACKNOWLEDGEMENTS

FPO as a business modebrs emerging trend in the agbusiness markets in the country. A
good business plan for an FPO should handle the financial affairs and simultaneously address the
concernsregarding the burden of agriculture in terms of input logistics, quality parameters,
technologyand satisfactoryeturnsto the effortsandinvestments inrFPOs.Thepresentmanualhas
its contentderivedfrom Write Shopconductedat NIRDPRnvolvingpan Indiaprofessionalslt isfine-
tuned further usingthe insights gained through thseries of FPO training programs conducted at
NIRDPR headquarters and at SIRD&PRs spread across all the states. The biggest contribution for this
manual is from the FPOs of NortboastalAndhra Pradeshthat are mentored and technically
supportedby CAS NRDPRn partnership withNABARDRQ

We express our deep gratitude t®r WR ReddyAS (Retd), formeDG, NIRDPR, whose
steadfast support to CAS helped in promotitige visibility of the centre with respect to FPO
ecosystem in the countrVeare also grateful to the support &mt Alka UpabyayalAS Additional
Secretary, MoRD and DG M¢RDPR animt Radhika RastggdAS DDGNIRDPRWNorkingwith grass
root FPOs and thelPoPlshelped us to reorient our knowledge on FPO systems that tzaspired
to this manual.We are grateful to NABARBOAP,in this context, for having faith in us and for
entrusting us the role of Resource Suppédency.The support extended by NABARD AP offieials
CGM NABARD AP, Mr. Sudhir Kumar Jannawar, FormeMZGBélvaraj, GM Mr. Behra, DGM Mr.
Nagesh, AGM Ms. Ramalakshmi, AGM Mr. D.P. Dash, and AGM Mr. Ranganath, is very trelpful.
contribution of resource persons of CASIRDPRMr. Purushotham, Mr Gopala KrishnaMr. RV
Prasad andVs. Arifa, hasbeen emnent this manual. In addition, wieaveconvened a series of web
based technical sessions with FPO expe3tSACNABARDBankers, Agri entrepreneurs, Corporate
agribusiness houses amth third generation retailers like Sahajaahaar of Centre for Sustinab
Agriculture, whohave provided suggstions thatenriched this manual to a great extent. Their
personal experiences and generous willingness to share their models made this guide a rich source
for planning and project prepation. The vetting of financiaconcepts in the manualkas done by
Mr. Ramakrishn&ao,Company Secretary, to whom we are immensely grateful.



We are grateful to Ms. Bala Sahithi Karavadi, former OSD to DG, NIRDRBr design
contributions, technical editing anddding value to the manuab make it reader and business
model centric We are thankful toMr. VenuGopal Bhatt, Artist, CDC, NIRDPR, for enriching the
appearance of this manual with his artistic interpretations aketchesWe thank immenselyMr.
Krismaraj andMr. Victor Paul,Assistant Editors, CDC, NIRDPR, for making the manual reader friendly
with their finest editing strokesWe are always grateful to the support df1s. Padmasree,
Stenographer Grade | of the Centre and Mr. GankBf5,whose supportbehind the screen is
invaluable.

Dr. Ch. Radhika Rani



CONTENTS

FOREBEWORD. ... oo oo e et ettt t et e et e e e e et e et e at bt e e e e e e e eeeeeeebtbaaareeeeaas 1.
P RE A CE . ... oot e e oo oo e oo oo oo bbb e et ettt ettt e e et ettt e e e e e e e e e e e e e e aaaaaaaaaas A\
ACKNOWLEDGEMENT S. ...ttt ettt et e e e e e e e e e e e e e e e e et e e s e s aaa s s aabbbbbbbbbbbaeseereeeeeees \%
LIST OF ABBREVIATIQNS. ...ttt e e e e e ettt ettt ra e e e e e e e e e e et eebbbna e e e e e aaaaeeeennnns IX
INTRODUGCTIQN ...ttt e oo e e e et e ettt bbb e e e e e e e e e ee e et bbb e e e e eaaeeeees bbbt e e eeans 1
Understanding the Concept Of BUSINESS...........oooiiiiiiii i e e e e e e e e e e e e e e e e e e e e e e e 1
Key fEatures Of @ DUSINESS. .....uuiiiiiiiiiiiiiieeeeee et a e e e e e e e e e e eeeaeaes 1
Duration Of & BUSINESS PIAN...........uiiiiiiiii et e e 1
Key beefits of a good and practical BuSINESS Rlan.............ccuiiiiiiiiiiiiiiieiee e 1
The Businesses the FPO can undertake are classified into three main categories............ccccccveeeeeneee 1
BUSINESS VIADIIILY.......uutiiiiiiiiiiiiiieiiceee et e e e e e e e e e e e e e e e e aaaaaaaaaaaaaaaaaeans 2
The Key Components of @ BUSINESS PLAN.............uiiiiiiiiiiiiiieeeeeeeee et 3
(08 0 1N e I @ N PSPPI 4.
Executive Summary 0f @ BUSINESS PLAN..........cciiiiiiiieeii e 4
LOF o 1N e I = S YV PR PPT 6.
Overview and Background Of the COMPANY..........ciiiiiiiiiieee e e e e e e e st e e st e e e ene e e e eareeeenes 6
CHAPTER THREE ... et e oo e e e ettt et bt e e e e e e e e et e eerebaa e e e e e eaeeeeennnes 8
Customer Value Proposition or Value Chain ANALYSIS..........cceiiiiiiieieiiieie e 8
G+l fdzS / KFAY 58@S8t 2 LI.Sy.idé.  Ay..0KS. . 02y i0SEN...2%.9Ct h
Y ToT (o TN o =T o NP O PP OTTP PP PPPPRPPPRIN 10
Value Chailf CONCEPLUAIIZALION. ........uuiiiiiiiiiiiiiiii e e s re b erarrereeeeeees 11
Value Chain ThinKING iN PraCliCe......uuuuiiiiiiiieiiieieeeeee e e e reeeeeees 12
How to Identify Value Chains Of INTEIreSL?. ... 14
Step 1: Prioritizing Crops for taking up Value Chain ANAIYSIS.........ccoooiiiiiiiiiieiiiiiieee e 15
Step 2: Determine and Prioritize CrLELIA .........cei i i e e e e e e e e e e e e e aaaaeaeeeas 16
Step 3: Short listing of Cropased on Selected Criteria............uvvviveeiiiiiiiiieee e 18
Step 4: Mapping the Value CRainL.... ...t 19
KBY QUESTIONS. ...t eteee ettt ettt ettt e et e ettt e e e oo s bttt e e e e e e st bt e et e e e e e anbb b et e e e e e e nannbbnneeeeeeaans 19
CHAPTER FOUR...... it e ettt e s e e e e e e e e e e ettt b e s e e e e eeeeeeeee bt baaaaeeeeeaeeeensennnns 21



Assessment of Market OPPOITUNITIES........oiiiiiiiiiiei e e e s s ee s 21

Robust SUPPIY Chain MOEL..........coooo e e e e e e e e e e e e e e e e e e e e e e s e e s e e naanaenee 22
Designing the Strategies for Marketig............uuiuuiriiiiiiiiiirieieiereere e e e e e e ae e e e e e e 23
CUSTOMEr COMMUNMICALION. ......eiiiiitiee ettt e et e e e bt e e e bb et e e e bb e e e e abn e e e e anreees 24
RISK MBNAGEIMENL ..ot e e e e s s e e e e e e e e e e e e e e e s nnn b e e e e e e e e nnnnreeeeeas 25
Support from Government departments and Corporates for market linkages.................coooeeei e 26
Emerging Opportunities in Marketing...........oooieei i e e e e e e e e e e e e e e e 27
CHAPTER FINE. ..ottt ettt et e et e e e e e e e e e e e e e e e e e e e e e e s e e s s aaaanaananes 29
FINANGAI PNkttt e st e skt e b e e e b et et e e b e e e s b e e asn e e s br e e nnreenne e e 29
A. Capitd Requirement andFinanang Pattern.............oeiiiiiiiiiiiiie e 29
VATTADIE COSES. ...ttt ettt e e e et e e e e e e et e e e e e e b b e et e e e e e n e e e e e e e anrnes 30
D =To [ O] = PSP PP PPRPPPPPRN 31
(@11 a1 g 1Y 0TI o) ol 0 1) (<RSP 32
UNAerstanding REVEINUE. ..........oiiii ittt e e e e et e e e e et r e e e e e e s st b e e e e e e e e nnnnbereeeeens 32
Understanding Profitalility..............ueririioi e 32
UNderstanding Capital...........cooiiiiiiiiiiii e e e e e e e e e e e e e e 32

(@ o] oTo T (1] 114/ @0 1] PP 33
B.  FiNAnCial STAtEMENTS.......coiiiiieiiiiie ettt e e et e e e e s e e e 33
TYPES OF ACCOUNLS. ...ttt ettt ettt e e et e e e e e et e et e e e e e aa ke ae et e e e e e ans bbb e e e e e e e s annbbnneeeeeeaane 33
TEAING ACCOUNL ...ttt ettt e e e e sttt e e e e e e kbbbt e e e e e e s e s b bne e et e e e e e snb b et e e e e e s annbnnneeeeeeaanne 34
Profit QN0 LOSS ACCOUNL........eiiiiiiiieeiiii ettt e e et e e ettt e e e bt e e e enn et e e et e e e e annn e e e e anreeeeen 35
CaSh FIOW STAIEIMENL........eeiiiiiiii ettt e e e e e e et e e e s bt e e e e ene e e e ennes 37
Clarifications on Income Tax and GST t0 FRQS........ccoiiiiiiiiiiie e 38
2KFG A& da! ¢é | yR.GLELOALAGAE.  2F. LY. . .Ct.l.K.......39
BalANCE SNEEL.......eeiiiiii e e e e e e r e e e e e 39
C. Indicators of Financial Performance of an Organization...................ccooeeiiiiiicciicciciiirieve e 41
ANNEXUIE L.ttt ettt et ookt e et e e e R e e e e aR et e e st e e am et e s an e e e e e an e e e e nre e e nnnn e e e nnne e e e 45
F N 0101 (0 [ | SO PPPPPRRPRRPRON 48
F N 0101 (2N || S P PP P PPPRP PP TRPPPIN 51

F AN 1S3 T (= Y 75 52



AGM
AOA
AP

APMC

BODs
CAS

CDC

CEO
CIN

CVvP
DDG
DDM

DFID

DG
FMCG
FPC
FPG
FPO

FSSAI

GB
Gol
GST
IFFCO
JLG
KVK
MACS

LIST OF ABBREVIATION S

Annual General Body Meeting
Articlesof Association

Andhra Pradesh

Agricultural Produce Marketing
Committee

Boardof Directors
Centrefor Agrarian Studies

Centrefor Development
Documentationand Communication

Chief Executive Officer

Company ldentification Number
Customer Value Proposition
Deputy Director General
DistrictDevelopment Manager
The Departmentor International
Development

Director General

FastMoving Consumer Goods
Farmer Producer Company
Farmer Producer Group

Farmer Producer Organization
Food Safetynd Standards Authority
of India

General Body

Governmenif India

Goodsand Services Tax

Indian Farmers Fertiliser Cooperativ
Joint Liability Group

Krishi Viggan Kendra

Mutual Aided Cooperative Society

MAT
MoA
MoRD
MTS

NABARD
NGO
NIRDPR

oD
P&L
PAN
PC
PO

POPIs

PPE
PRA
RO

RRB

SFAC
SHG
SIRD&PF

VC
VCA
VCI

Minimum Alternate Tax
Memorandumof Association
Ministry of Rural Development
Multi-Tasking Staff

National BanKor Agricultureand
Rural Development
Non-Government Organization
National Instituteof Rural
Development&PanchayatiRaj
Ovedraft

Profit & Loss

Permanent Account Number

PNE RdzZOSNXa / 2YLJ
Producer Organisation

Producer Organisation Promoting
Institutions

Property, Planand Equipment
Participatory Rural Appraisal
Regional Office

Regional Rural Bank

{YlFff CI| BMifd& Q !
Consortium

Self Help Group

State Instituteof Rural Development:
& Panchayat Raj

Value Chain
Value Chain Analysis
Value Chain Index



t N}) OUAGA2YSNAQ DdzARS G2 . dza A,

INTRODUCTION

Understanding the Concept of Business

Businessis defined as an activity or set of activities involving production and services or
purchase of inputer marketing the product with the objeiste of earninga profit.

In the context of an FPCBusiness is any one or more of the activities undertaken by an FRO i.e.
production, trading or providingervicedor earning profit

Business developmentcan include product development, quality control, cost control,
organizationaldevelopment, marketing, and sector specific skills. It includes strategic as well as
operational aspects.

Key features of a business

A recurring economic activity
Selling of goodand/or services
Investment ofresources

Focus on profits

o Do Bo Do o

RskManagement
Duration of a Business Plan

Normally,the FPOsvhich havestrongroot in the community, preparea 5-yearBusines$lars
taking into consideration ground level brass tracks preciseway.

SomeFPOgprepare3-yearplansbut ideallyit isadvisedto preparea5b-yearplanwith structural
adjustmentsand customization as per throgressand needs of the FPO, oryaar on yeabasis.



t N}) OUAGA2YSNAQ DdzARS G2 . dza A,

Key benefits of a good and practical Business Plan

A GoodBusinesglan:

A providesthe needed direction tothe FPO in carrying out businefsr the benefit of its
shareholders ora sustainable basis

A gives bankability to the FPG hankers will be agreeable to finance doable and achievable
busineslans

A gives eligibility fothe FPO to get government sponsored programs

A prepared in a realistic wagives operational and financial sastability to FPQ recognizing
the scope for income and areas of expenditure in a precise way

A gives confidenceo the shareholdershat the FPO is doing businessaiknowndirection

The Businesses the FPO can undertake are classified into three main categories
A Tradingcd6dz2Ay3 YR GKSy aSfttAy3dé odzaAySaasSa adz
A Production ¢ FPO in the business of primary processing of the goods of their farmer
members

A Servicec FPO in the business of providing services such as technologjoarstep delivery
of input services

Business plan of an FPO is consolidation of all activities

including its productionfrading and services. All three types of
businesses (production, services and trading) aof FPO are It is statutorily required
seasoml in nature.For seasonal businesses, we must pay special [0 prepae abusines

attention to the raw material supply and the customer. The Plan and place befotiee
AGM for the approval of

customer here is the wholesaler/retailer in case of product
shareholders

businessandfarmer member in case of input business.
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In comparison to other businesses, the business of an FPO fluctuates more often for two reasons:

A Customers want products or servicdaring a certain periodFor instanceduring certain
festivals, flowers are in demand or the farmer members demand input supply at a
reasonable price with the onset of monsoon)

A Raw material is available only during a certain periedr (Eample, mangoesra available
only during early summer for a mango pickle business)

Key Points

A Every business must have specific and realistic objectives
A The objective of a business is to earn profits for its shareholders

Altis important for the business to be ethical whil e trying to meet the primary objective

Business Viability

The viability of a business depenuls:
A Customers & Competition

Capabilities

CashflonManagement

Capital

o To To Do

Economic avironment

There is an easy way tememberthedd0 4 C+ E60. These factors a
production, tradingandservices
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The Key Components of a Business Plan

Executive Summary

Overview and Background of the Company
Customer Value Proposition or Value Chain analysis
Market Plan and Risk Analysis

Financial Plan

o To To Do Do D>

Annexures

A detailed template of a Business Plan is placetihat=xure |
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CHAPTER ONE
Executive Summary of a Business Plan

Executivesummary reflects the entire business plan of an FPO in a conciseafm@anquick
read It is the first chapter of the business plan but ideally it should be written after the completion
of entire business plan report. It should be a quick read with onémor pagescovering all the
important highlightsof the business plan document. It functions as an initial funding pgdarasp
the attention of the funding agency to proceed further.

Following are the Critical Components of an Executive Summary:

1. Main Objective of the FPY LG &aK2dZ R 6S a{a! we¢é O6{AYLIM
Replicableand Time tested) enough and reflects the essence of the business of an FPO

For EX & Krighfphala Farme@Producer CompangFPC)will improvethe income of its
farmer membersfrom an average oRs.75,000 per annum penouseholdby 15 percent in
three years starting from 2020

2. Profile of the FPOProfile reflects the number adhareholdermembers, number of BoDs,
number of internal committees, equity capital collectedumber of villages, major
commodities being handled by the FPO, asset structure and any goodwill (in terms of
competent expert director or any wekinown progressive farmer on the board,
commendation/appreciationreceived for any other activity of the BoD members/farmer
members/CEQCetc.)

3. Painpoints of the farmer membersInone or two sentences, the pain points of tfarmer
memberswith regards to theitivelihoods are to beummarized

4. Generation of Business ldeas dfalue Chain Proposition The choice of selection of major
crops and major activities for the crops is to be given, basedatmeChainindexand Market
Conditions
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5. Market Strategy Strategies to manage thiarget market customersand likely competition

are mentionedhere

6. Financial Summary Overview in terms of revenue generation,likely profits to the
organization estimatedfinancialratios indicating the financial viability plaand the funding
requirement to execute the business as per the pkmto beindicatedhere

7. ManagementTeam A goodbusinessplanrequiresa goodteamto executeit. Themembers
of the managementeamandtheir short profilesare to benoted in this section
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CHAPTER TWO
Overview and Background of the Company

This segment ofthe Business Plan gives a thumbnail sketch of the FPO, its promoters,
constituents, and the business it isperating in It should begin explaining the context of the
Business Planlt should not be forgottenthat the Business Plan is strategic and will be
contextualized anadustomizedfrom time to timebased on emerging needs of the farmersd the
FPOs

It should also consist of larief reference to thevision, mission,and overall objectives of the
producer organization There can also ba mention aboutspecific measurable outcomes of the
businessplan. In this context, vision is the end picture envisioned by its foundéose oftenin a
professional vision statement, verb is not used, and it should be a dream stateFr@emEx dThe
Vision of the Krishhala Farmer@ NP RdzOSNJ / 2 YLl y& A& (2 SyadaNB ¢St

Mission is the task the FPC is planning to achieve ovebtisenessplan period. Objectives
should beSMART i.especific, measurable, achievable, realistic and time bound.

Thissegmentshouldalsobriefly addresshe PromotingAgencyjts main activities achievements
andwhat prompted the promoting agency to conceive the idea of promoting the FPQiisplecific
geographical location.

A location map well pictured and subtenoting the area of operation and the location of the
FPQoffice can be incorporated in thglan, in thissection An overviewof the project area can help
the readerbetter understand thearea of operationsand the intended impactThe agro-climatic
condtions, soils, natural resources, human resources and market avenues casudmnctly
describedhere.

Overview of the operating area for the businesdso indicatesother institutions operatingin
the areg some of whichcan operate aspotential partnersin the long run. The institutions may
include banks,researchorganizationsother NGOsand communitybased organizationdt canalso
briefly describethe women groupsin the villagesand their activities exploring for a potential
partnership that mayemerge withthem.
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Further, descrption of the overall agribusinessecosystemof the operational area can be
included It candescribethe potentiality ofthe crops, their marketsprocesing optionsand straddle
through value chain to reach end consumers amdrkets. While describing the agribusiness
prospects of the areaan emphasisan be madeon existing gaps in productiomalueaddition and
marketing andhow the FPCcanbridgethesegapsthrough the operationalization of theusinesglan.

The overview should includée governance structure of the FPC, constitution of its governing
body, committeeswithin the frameworkand decisionmaking procesdy the BODs. The strength of
the boardmembers and their socio economic and gender mix can be described here.

Managementteam of the FPC must be briefly descrihattawing theprofile of all the key
membersand their achievements in the pasCaremust be taken that the managementteam is
rootedto the communityit is operating withandtheir abilities are to be indicated tensure theyare
trained to achieve theitasks.An organogram can be placé@utlicatingthe flow of governance and
managementresponsibilitieswith clear mentionof the divisian of duties A good organogram will
not be multi linear and flows with cleadescription of the delegation of responsibilities from
governance tomanagement.

The selection and hiring process of theanagers of the FPGheir induction process and
incentives based on their achievements can be describerk. A brief job chart of eachline
functionary of FPOcan help the reader of your planto understandhow the plan is going to be
operationalized to its fulbotentiality.

Findly, a brief on the capacity building needs assessment and plan for execution of the training
programs forbuilding capacitiesof the line functionariesand governingbody can be included as per
the needs of the FPO
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CHAPTER THREE
Customer Value Proposition or Value Chain Analysis

A successful Business Plan is one that has foundydo create value for customersi.e., a
wayto address a need afustomers. The customers in an FE¥D befarmer members or retailers or
wholesalers depending on thgpe of product or service the FPO chooses to operate. viitik Seed
here isa fundamental problem in a situatipthat needsa solution.As the needds understood with
all its dimensionsncludedc its environment, nature of operatigrpossible areas of improvemeet
al., the offering can be deigred accordingly Here, he better the offeringthe better the Customer
ValueProposition (CVP)n additicn, CVP ihigherwhen a higter level of customer satisfactiois
achieved through addressing the need of the custotmetter than other similar offeringsand at an
attractiveprice point.

Understanding Customers

A Customers are those who pay money directly to the business for its products or services
Identification of potential customers is key to understanding and addressing their needs
Businesses must aim to achieve high levels of customer satisfaction

The needs of the customers of an FPO are most often seasonal in nature

o o Do Do

Retention of an active member is one of the biggest challenges of an FPO. The farmer
members who are the main custom  ers or active members of an FPO also tend to switch
to an offering that is more attractive, in the next season

The most important attribute of a customer value proposition ispitscision- how perfectly it
understandsthe needs of thecustomerand addresses those need&s easy as that may appear, most
often than not,sucha precisionis the most difficult thing to achieve FPOs often neglect to focus on
this one aspect andlilute their efforts by attempting to many things setting up themselves for an
easy failure in achieving their objectives.

The very foundational objective aih FPO isdding value to the produce as against selling the
raw product directly in the market.

dza A
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oVal ue khvaeilnopment 6 1 nofAPBe cont ext

The concept of value chaivas originally taken from the discipline ofBusiness Management
and was first described hylichael Porterin his best sellerCompetitive Advantage Creating and

sustaining superio performance

Though the concept of Value Chain came into existence in the context of business
managementnothing fits into this concepbetter than our own agricultual activities from Plough to
Fork.

So, let us give simple definition of value chain development activities of an FBOeasy
understanding of our share holder farmer members.

G¢KS Fdzff NIy3aS 2F FTOUAGAGASE GKFG Aa NBI dzA
through the different phases of pruction to the final customers. It involves combination of

physical transformation and the input of various producer serviges.

Though simple in definition, the concept of value chaimolds tremendousmeaning to it.
Farmersstart their agricultual activities from pre-sowing and end up with marketing of their
produce during whichthe initial produce willtransforminto a consumer good. A full range of value
chain prism is to bevisualizedrom pre sowing tanarketingfor describing this value chain

A habit of looking at any agricultual produce through its valuehainprism must be cultivated
for understanding thébusiness elements of operation of the produ€er ExIf breadandomelette
was part of youtreakfasttoday, try to mentally comprehend ow bread has taken shape from its
originalform of wheatandwhat all processesasit undergone tdfinally reachyour table. Similarly,
try to picturehow the egghastravelledacrosddifferent activities and actors to transform and reach
your breakfasttable. Habituating this continuous analysis of each of the products seen in the
markets, malls or shops will go a long way to help one become a value deaelopment
professional.

Value Chain Analyst?
Now canyouquotesomenfthe examplesfvaluechainin your dailylife?Try to
bevaluechaincritical observer andhakat alife habit
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Micro Plan

Micro Plan is the foundation block of value chain development plan. It should be bottom up
from shareholder household toheir FPG/JLG andventuallyto the FPO. The tool for making
household micro plan igrovidedat Annexure 1|

In preparingmicro plan of eachfarmer householdwe will be gatheringinformation about how
many acresare undercultivation, their requirement of seeq, fertilizers,chemicals and other input
servicedike tractor or sprayer etcThe information regarding expectemtop wiseyield, amount of
yield set asiddor domesticconsumptionand the amount the household casupplyto the FPQpool
for marketingcollectively willbe collected foithe micro plan. Tis way each househol@ éritical data
in terms of input requirements and output to be marketed are aggregated at group or village level
andeventuallyat the FPQevel.

Bottom up micro planbasedapproachof this sortis realisticand is rooted to the actualfield
situation. Some of the FPOs tend to do top down planning with assumed figures wbéthoften is
far from realistic situatiorat the field level. Suchplansare boundto givelessthan expectedresults.
Hencemicroplanshould be the foundation block of aMalueChain Developmerilan

Key Points:

Some perceive any processing related activity alone to be value chain development.
However, in the context of agriculture, value chain is a continuum of activities ranging
from pre -production, soil preparation, sowing of seeds and up to packing for
consumer outlets.
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Value Chain & Conceptualization

Understandinga value chain processrequiresa clear understandingregarding thedifference
betweenvaluechainand supplychain In simple termssupply chainis managing the total flow of
goods from suppliers (Producers) to the ultimate users (Consum&ft®reasvalue chainis adding
value at every stage in the transfer of goods from produceusiamer.

Supply Chain is Logistics Management

The key difference between supply chain and value chain is the utility of end products. Supply
chain integrates all the functions that start from the manufacturing of raw material into the finished
productand endswhen the product reachesthe final consumer Althoughvalue chainfollows the
sameskeletalprocess, in addition, at every step of the process it considers the utilization of the
goods and services, and this key factor enhances custuatee.

In supply chin, flow of the process is unidirectional in naturgoods are produced, procured,
and soldwithout any considerationfor market requirements.In value chain, at eachstep of the
processthere is a collaboration between the producers, intermediaries, and customers. The goods
and services are provided keeping in mind the demand and maekeirements.

In short, a value chain effectively
traces product flows and shows value addition at differeagss
identifies key actors and their relationships in the chain
identifies enterprises that contribute to production, services and required financial support
identifies bottlenecks preventing progress

provides a framework for sector specific action

o To To Do Io P>

identifies strategies to help local enterprises to compete and to improve earning
opportunities

A identifies relevant stakeholders for progrgpanning
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Value Chain Thinking in Practice

ValueOKI Ay GKAY1Ay3a 06S3IAYya FTNRYastKBYTHKIBSNRY AL
point of view. C I NJY NI viewrefers tothe scope of developing the value chsimased on
existing gaps in processesactivities/productsof the farmers.Asthis is plannedfrom the viewpoint
of farmersthiscan be called asupply driven value chain

Farmers buy in retail and sell in wholesal elosing at both the ends

ol d
R~
&

2o 2

So, an FPO should learn to buy in wholesale (Inward logistics) and sell in retail or up
markets (Outward logistics), for its farmer members.

Alternatively, consumer§points of view may mean the scope of identifying theonsumer
preferences and workingackwards to the farmers, which is a demand driven value chain. An ideal Value
chain is a combination of both. However, it is advisable for an FPO to begimglaoto supply driven
value chain i.e., from the producer to the consumer as it is a low hanging fruit and easily implementable.
Once an FPO reaches an advanced stage, it can start working on its VCA backwards.
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It is to be observed thathe focus of thisnanual is mainly on Supply driven Value Chiagus
seethe figure belowwherevaluechainapproachcanbe followed at different stagesof a commodity
flow. The integral elements of all these stages are quality control andcoostol.

Producer Wholesaler -1 Wholesaler -2 Retailer

1) 8
) \ A X
S %

% o

P
é'\ o0 (/)
S Harvest& ¢ R %
)

Q’é Produ ction POSt harvest
Q‘

Fig 1:Valueaddition at different stages of value chain

The purpose of mapping the value chain should result in an understanding of the gaps or
redundancies, opportunities for value addition or expansion of existing activities. Breaking down the
core processes into specific detailed activities is only usefildnwive turn to analyzingcosts
revenuesand margins.
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DFID has developed three core tools to be applied at every stage and for every actor of a value chain.

A Value Chain Identification with Value Chain Index this stage you are methodically zeroing
downto the most prioritized commodity that needs value chain development interventions

A Mapping of a VG at this stage you are listing out the critical activities at each node of the
chain that will have bearing on the whole process of value chain development

A Margin/Cost- at this point you are arriving at the specific costs involved for each intervention
and the marginal incremental return it can result in

All the above tools can be applied at all the stages of a product from #egpoduction stage
to the final stage of reaching the consumdihe following sections will discusese tools in detall

How to Identify Value Chains of Interest  ?

The fundamental base for the identification @aValue Chain of Interest is to understand the
ConsumerSince consuers determine the final price of the product, it is essential to understand
what they wantfrom a particular product. This may include asking the questides

A What product characteristics will induce them to buy?
How much do they buy?

How frequentlydo they buy?

How many of them buy?

Where do they buy?

o o o Do o

How mucharethey willing to pay for it?

While asking these questions, it is critical to recognize #iatonsumers are nothe same,
and they do not want the same producq avaluechain needs to understand specifionsume
needs and how thegan work together to deliver those needsni@i KSy Ol y (K% OKI A
sellingmore, ideallyat a reasonablyhigherprice, to those specificcustomers This involvesleciding
the priorities for the resourcesat every stageof a product life cycle and for evergctor, which is
called a market oriented approach.
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Exploring the market opportunitiesinclude:
Displacing existing suppliers whose customers are finding them unreliable
Import substitution

New products

o To To Do

Opportunities currently being missed suas reaching to the FMCG baseagfroduct

Anecdotes are not evidence: It is critical to distinguish between adding values based on
personal preferences or assumptions about cust@néngalue creation based on

market research.

Understanding the consumeiBiece of thevaluechainthinking puzzlshould lead farmers to ask:

A What products, and what characteristics of those products, are consumers looking for?
A Which crops and how mucinsuld | grow and how should | grow them?
A Can | process those crops to make them more attractive/valuable to the consumers?

A How can | improve my sharia the overall proceskading tothe cropreachingthe consumer?

For identifyingvaluechains ofinterest, the key relevanjuestionsare:
i.  What are the feasible criteria based on which the selection of value chains isattebgze®

ii.  What potentialvalue chains could bgrioritizedand analyzedbased on the chosen criteria?
Theprioritization process éllows the following steps:

Step 1: Prioritizing Crops for taking up Value Chain Analysis

FPO could identify-3 crops or products based on the following parameters:
A Area under crop of all the farmer members
A Production of the crop

A No. of primary producers involved with the commodity
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Opportunities for reducing the cost of cultivation/production
Opportunities for increasing the yield

Opportunities for marketability of the produce with better quality

o To o Do

Opportunities to sell the produce in manner or form to enhance the net earnings to the
farmermember

™

Sustainability of the business activities related to such crops for the FPO

™

Ease of obtaining necessary licenses or approvals.

A Investment required- both as fixed capital and working capitahd expected marginal
incremental returns on the investment.

A Any others that may be relevant and specific to a given arapin the area of operation of the
FPO

Step 2: Determine and Prioritize Criteria

VCAstartswith the selectionof a valuechain.Thedecisionaboutwhichvaluechainto analyze
depends on the criteria applied to select the value chain. The choice of criteria is strongly related to
the mainpurpose of theVCA- to improve the yield levels and income of the farmer members, in the
contextof the FPO.

Tothe extent possible, the determination of selection criteria and their ranking cataken
up by the CE®f the FPQuwith key stakeholders such as progressive farmers in the village, FPO board
members, KVK scientists, NGO members in thageiletc.lt is unlikely that all the criteria selected
will be considered of equal importance in the decisions of what value chaimatyze Some
criteria will be considered to have a higher level of importance in the deemaking process and
therefore should have a greater influence on the ranking of value chains. The way to achieve this is
through a system of weightage, where different criteria are assigned a different numeric value to be
utilized during the ranking process. The differing numesdues assignedreflect the relative
importanceof the criteria. Regardlessf whichweightagesystemis utilized, a generalrule of thumb
to note would be- the more WystainablelncomeGenerat2 ywe wish the slectionof value chain to
be, the higher theweightage that is to be allotted to the criteria that emphasizethese income
generationcharacteristics.
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Table: Value Chain Index fdfaizeQop
MAIZE CROP
S No Parameter Rating Weightage Rating Commodity
Index
1 Area under the 1-Less than 100 acres 10 2 6.67
crop 2-100-500 acres
3 - More than 500acres
2 Yield 3- Less than 20 @cre 10 2 6.67
2 -20-30 Qlacre
1 - More than 30Q/acre
3 No. of primary 1- Less than 10thembers 10 2 6.67
producers 2 -100-200 members
3 - More than 200 members
4 Input availability 3 - Supplied by Govt. 10 2 6.67
2 - Availablewith farmer
1 - Available amarket
5 Status of grading 3 - Noprocessing &rading 10 2 6.67
& processingor 2 - Minimal processing
sale 1 - Advanced processing
6 Avg.expenditure 3- Less than 10K 10 2 6.67
per acre 2-10Kto 20K
3-20Kto 30K
7 Awy.income per 1 - Less than Rs.10,000/acre 10 3 10.00
acre 2 - Rs.10,00€20,000acre
3 - More than Rs.20,00@cre
8 Source of 1- Sale in thevillage 10 3 10.00
marketing 2 - Govtprocurement
3 - Established trader network
9 Avalilability of 1 ¢ Availablewithin 10 Km 10 3 10.00
storagefacilities / 2 - Availablewithin 10 to 20
transport Km
3 ¢ Availableat more than 20
Km
10 Perishability 1 - HigHy Perishable 10 3 10.00
2 - Mild Perishable
3 - Low Perishable
Total 100 24 80
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Step 3: Short listing of Crops based on Selected Criteria

Crops could be shortlisted by givigspecific score (b, 1 is least favourable and 5 highly
favourable) to each of the parameter andetierops, which get the higher scores, could be further

shortlisted:

S Parameter Paddy Maize Pulses Cashew

No. Commodity Commodity Commodity Commodity

Index Index Index Index

1 Area under thecrop 10.0 6.7 6.7 3.3

2 Yield 6.7 6.7 6.7 6.7

3 No of primaryproducers 10.0 6.7 3.3 10.0

4 Input availability 3.3 6.7 3.3 3.3

5 Status of grading & 6.7 6.7 6.7 10.0
processingor sale

6 Avg.expenditure per acre | 6.7 6.7 10.0 6.7

7 Aw.income per acre 6.7 10.0 6.7 6.7

8 Source omarketing 6.7 10.0 10.0 10.0

9 Avalilability ofstorage 3.3 10.0 10.0 10.0
facilitiestransport

10 Perishability 10.0 10.0 10.0 10.0

Total 70.0 80.0 73.3 76.7

As we can see from the abotable the overall score is more for maize followed by cashew and

pulses.Thisoverall scoreis a broad compassfor a value chainanalystor a CEOof an FPOfor the

selection of a crop or the order of priority in the selection of@p.

Among the three commodities, the FPO could identify the most important commodity and take
up the Value Chain Analysis of the same. The flow of value chain of a primary product traverses
through various stages before it reaches market. Attempt should beentadinalyzethe gaps at
each stage so that required interventions could be planned to overcome the same.

The activity which needs immediate attention for improving the value chain within acaop
alsobe noted from the above tabld~or instancethe average expenditure per acre is highest for
pulses compared to other commodities with a VCI of 10.0 which needs the attehtawever,in
terms of number of primary producers, this c@CI is lowest with 3.3. So, itasthe discretion of
the CECand BoD membersf the FPQo decide whether to proceed with the activity of reducing of
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average expenditure of pulses prioritize the VCI with regards to the number of primary producers
With this method the CEO and BoD members can understand thetjgspboth crop wise and
intervention wise for eaclerop.

Step 4: Mapping the Value Chain

We have identified Value Chain of priority for our FPOs. Now let us proceed with the next step
of mapping of each value chain

Mapping the value chain has thremain objectives

A Visualizenetworksto get a better understanding of connections between actors and processes
in a value chain

A Demonstrate interdependency between actors and processes in a value chain
A Create awareness of stakeholders to look beyond thein awolvement in the valuehain

Key Questions

Once thecore crops and the core activities for a crop are identified based on Value Chain Index,
value chain analyst should map the processes along with actors, cost structures and timelines.
The following questions can guitlee analyst to map thelimensions:

A Which are the input supply activities to begiithin avalue chain?
A Who are the actors involved in these processes and what do they do?

A What are the flows of productservice the number of actors and the number of jobs
involved?

A Where does the produéservice originate from and where doesitiminate?
A Which are the core processes for marketing the commodity?

A Who are the actors involved in these processes and what do they do?

An FPO can become sustainable if 50 % of its activitie$ogtesed on input supply for
the 34 corecrops identified, 30% on marketing of one core commodity and 20% on
technologyandservices
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The activitiesof farming mostoften are not standalone. Different activities overlap with each
other bringing out a common goal. Once the overlapping activities are identified, all these are
clubbed together for mapping out the actors involved. WHitalizingthe actvities for which the
ValueChain Index is very high, we must also think of the four most common barriers from getting
jobs donei.e., insufficient capital, access markets adequateskillsetandtime management
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CHAPTER FOUR
Market Plan and Risk Analysis

Customer Value Proposition discussed in the previous chapter is nothing but identifying
Business Opportunity for an FPO. Once the Business Opportunities are identified, analysis should be
made on markets. i.emarket for seling the inputs to its memberand nonmembers and market
for selling its products.

Many FPOs struggle to find potential markets for their produce. Sometimes then
availability ofpotential marketsis enough ashey lack professional approach to markefsie to this
they prefer torestrict themselveso input businesss with their share holder farmers and nen
shareholdersasit is a low hanging fruit and risk free.

Marketing is not something that can be derivi]dm books, but it is a road on which one Biu
walk over and gain experience.However,to begin with, an FPOcan get the information from
secondarysources.The role of marketinggets very important asan FPOmaturesfrom sellingthe
primary productsto secondaryand tertiaryproductsor processedjoods To sustainin the business,
it is advisedto cater to the needs of both members as well as nanembers albeit with an
advantageousreatment towards members to encourage their presence and growth with the FPO.

Assessment of Market Opportunities

Assessmenshouldbeginwith analyzinghe strengths andweaknesssof an FPQOin termsof its
product/'service access to consumers and the capability to reach different segments of the market.
This can be donby

A Understandingthe markets- Complete information about the marketits coordinates like
distance, climate, seasojtsadersetc. It isgood to target more than one market so that one
can hedge the other in times of eventualities

A Profiling the customers- Profiling is about undetanding the type of ensumers their
needs,and their attitude towards the product/service of the FPO. Complete information
buyers or consumerstheir age group, ethnicity, sex, behaviour, preferences, occasions of
buying, frequency of buyg, educationévelsandcultural demographicamong others
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Type of product Type of customer targeted

A An understanding about the quality of the productQuality is the extent to which a product
or service meet theneeds,F N Y G KS Odza viewGualily @dcludés fugtctionaltyr
attractiveness, and safety with respect to certification requirements. Profilethe
product/'service to be marketed.Its uniquenessis an important aspect Ask yourself the
guestion avhy market should buy our product instead bthe other competito@ product?
Profile the product in terms of its shelf lifequality, consumer preference, Price advantage,
competitivenessin processingand other specialfeatures such asorganic or residue free
among others

A Understanding theCompetitors- Tothe extent possible an FPO should maifchot exceedo
0 KS &S aa S yfarddibjthe goBetarss 2 F

A Understanding the pricing of the product Pricing depends on transportation charges in
addition to cost of productionprocessing, alue addition, packaging etn certain instanceg
may not be workable to handle a customeragtairaway place, if the transportation charges are
included2 NJ Ada akKStFT fAFS R2SayQid &adzZLIR2 NI F2NJ
factors affecting its viability

A Understanding features of your producg Based on the markets it is catering tgpealing
featuressuchwomen produced productsmade fromnatural ingredientsproduct with unique
features like tribal products etcan be marketed by emphasizing this value proposition

Robust Supply Chain Model

Supply Chain and Market are closely existing entities. Ff@@ldhavearobustsupplychain
modelin placebeforeattemptingto approachmarkets. The key informants about of a robust supply
chain modelare

a. Total saleable quantity in the given season/week/sale period
b. Specifications about packing/labelling/branding etc.
c. Grading and quality specificationseeting the market best standards of that commodity

d. Weekly/daily/monthly volume of saleable quantity out of total saleable quantity
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e. Point or place of delivery (Egelivery point)
f. Transport details

g. Sample circulation norms

h. Expected Price

i. Paymentterms

J. Taxrelated information

Without the above informants firmly in placany attempt by anFPO to approach markets,
may sometimes be kess remunerative exercisgnd on occasions may even result in a failure

Designing the Strategies for Marketing

Strategies formarketing in most cases are for increaseshles. Sales is about contacting
potential customers and convincirigem to buy the productor serviceof the FPOAn FPChandles
the products that are seasonal innature. Planningfor marketing requires logistics such as a
warehouse cold storageetc. In the absence of strong initial capitalcan sometimes bdifficult for an
FPQto survivewithout a down paymentby the customers However, this may not always be possible
keeping in view the market standards asalespolicyof the competitors.In suchcasessettinga credit
policyisalsoplays a major roleHowever the credit policy should clearktate:

A The customers for whom the credit will be extended
Credit amount limits for each customer type
Duration ofthe credit

Penalties and consequences of default or delayed payment

o To Io Do

Maximum quantity of sales that should be allowectnedit

As a s t o meedssilldconstantlychangeit is
iImportantto constantlymonitor thesehanges

dza A
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Post Sales Servigbat an FPO can offer

A Terms of replacement of goods

A Compensation for damaged goods
A Insurance in transit
A

Risk free transport without damage

Customer Communication

I 2YYdzy AOIFI GA2y A& | LINRPOS&aa 2F odzaiySaa oa{Sy
services to the customer (receiver). The receivers locarebe:

i.  Farmer members for the input sales and product procurement requirement

i. Suppliers of services such as seed #&atilizer business dealers, mulching, drip equipment
dealers etc.

ii. Retailers, whtesalers, and the final consumeebout the productsservicesof the FPO

While an FPO can do the business with both members andnmembers,to sustain its
business preferential treatment can be given to the membeais a privilege feature for being
assotated with the FPOAsthis communication strongly reaches out &oross thereis a possibility
of increasinghe membershipof the FPO leading to its growth is the responsibilityof the FPOto
identify the robust suppliers of services in the market and communicate them about the potentiality
of their FPOSimilar is the case with retailers, wholesalers and customers of the product market.
Considerable timenust be spent on communication which becomes the Kkagtor to achieve the
desirablegrowth of the FPCHence planning for communicatiomvolves,

A Deciding the objective
A Understanding the target audience

A Designing anéxecutingthe plan of reaching the target audience

It is betterto discussandfinalizethecreditpolicyin theFPOboardmeetingwhichshould
be ratified in AGM
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Risk Management

Identification of risks andetting possible safeguard® manage thermis an integral part of the
risk analysisThough in an ideal world all risks can be envisaged to be eliminate@ntimspossible
proposition So, risk management must involve the processidantifying risksand assessg
whether they can beliminated entirelyor mitigated to manageable proption through operational
resilience. If the risks seem unmanageabdethe extent of affecting the very existence of the
businessthen one may discard the business idea all togetAsrisksmay continue to remain in the
business environmertioth interndly and externallyeven after starting the businest isextremely
important to developa risk assessment mechanism and risk mitigation strategy. Some ofdiem
be:

A Identifying and mapping the processeffactors that would have the biggestimpact on
earnings,if disrupted For Eample,a bad monsoonmay severely affect crop production in
rain-fed areas thus reducing earning of tReOconsiderably

A Identifying critical infrastructure- including processes, relationships, people, regulations,
plant, andequipmert - that supportsthe R h @ldlity to generateearnings.Forinstance the
breakdown in the Bulk Milk Chillingnit, could lead tothe whole stock of milko be spoilt
andgowaste, besides adversely affecting the supgigin.

A Identifying the main vulnerabilities - Vulnerability is the inability to cope with the adverse
effectsof an event or riskFor Eample storage, processing, and trading of commodities can
come under new regulation, imposing conditions which B may find difficult teomply
with, atashortnotice.

A Identifying the weakest links the elementson which all the others dependrorinstance a
single buyer for all produces, is the weakest linkhis scenario

A Developing planned response to mitigate thésks Consider arenterprise creatingsome
critical infrastructure likea spare refrigerated van for ferrying chilled milkas part of its
contingency plan
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Support from Government departments and Corporate s for market linkages

State and Central Governments have schemegpifeferential procurement of produce from
FPOs.For Ex procurement of certified seeds through FPOs has been implemented by the
Government of Chhattisgarh. The facilitating agency should be able to get the relef@ntation
from the respective Governmes

The corporate need continuous supply of desired qualgyoduce for processing anhlue
addition. Therefore, they prefer to entercontract with few FPOs who will meet their requiremgnt

Usually the following mechanisms are adopted:

a) Retail chainstie up with FPOs for procuremenespecially for continuous supply of
vegetables& fruits and processed staples

b) Corporatesextend dealership for farm machinery and inputs to FPOs

¢) Corporates provide primary processing machinery am FPO witha buy-back arangement
for the produce

d) Corporatescan initiate contract farming with buy back arrangement of assured markets

Post Sales Service an FPO can offer
A Terms of replacement of goods
A Compensation for damaged goods
A Insurance in transit

A Risk Free transport without damage
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Emerging Opportunities in  Marketing

GoodHPOs alsalo andysis ofinternal markets

It isa good practice to do market PRA and map the products that are being bought by villagers
from outside and that are being sold by villagers to outside markets. The internal markets are
most potential whichmost FPOs ignore

Targetingthe Perturban markets

IndiaQ & 0 dzN{E:6 @rhan yiafdketould be potential target markets for thEPOdgligital
marketing Today villagers are buying goods framommerce websites such &snazon and
Flipkart. It shouldalsonot be ignored that villagers are prudent consumers demanding niche
products at reasonably lower price

BrandEquity

FPOs should try to develop their own brand withod brand management plaihis helps in
long termfor business growth

Mounting productsthrough Retail Chains

Currentlythere does not seem to be angroduct range that is not covered by online retailers.
A longterm partnership with retail chainsould be agood markeing strategy

Reversd.ogstics

When the FPOproducts are reachingdistant up markets the transportation burden can be
reducedthrough reversdogistics
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Vi.

Vii.

KisanRail

Indian Railways have introduced Kisan Rail, a unique opportunity for farmers to sell their
produce in distant markets and the cost of tonnageassiderably lessehrough these trains.
There is alsa provision for FPO market team to travel in the same train along with their goods

Marketing model

With all the above information in place the FPO can design its own contextuatiagatng
model whichshall becustomied as per the needsased on changing market demand, new

market opportunities and plicies.
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CHAPTER FIVE
Financial Plan

Thefinancial plan translatesall the other parts of the business- the value chain proposition,
opportunity, theoperatingplan, the marketingplaninto anticipatedfinancialresults.It containsthe
status and the future projection of financial performance of the business with the selection,
evaluation, and interpretation of financial data along with other relevant infororatin financial
decision making. It represents the best estimates of the risks involved and the retimnestment.

Three financial areas are generally discussed in the financial plan:
A. Capital requirement and financing pattern
B. Financial projectionsdicated in the form of statements

C. Financial returns indicated in the form of financial ratios
A. Capita | Requi rement and Financi ng Patte rn

Any FPO will have financial requirement to start and run the business. The capital requirement
will depend on the natre and volume of business which would vary frome business to another
Both fixed costs and variable costs determine the capital requirement of an FPO.

Estimating Coss and Marginsfor an PO

Measuring costs and margins enables the FPO to determineptlogity with which the
activitiesareto be taken up among the core processes identified. It compares profit potential of one
value chain with that of anotheto assess whether it may be worthwhile to switch from one chain
to another.

Marginsfor FPOmay not alwaysbe the top priority. If farmerY S Y 6 Sndijissare increased
because of the FPO activities, they remain loyal to the organization. Loyalty pays off inoferms
patronagebased business and equipyment.

Micro plan which we have discussed earlier will play a keyindlleis aspect as welDne basic
guestion that can be derived from micro plan @Vhat are each actor@ revenuesin the value
chair’ei.e., what are eachactor@ salesvolumesand sellingprices?
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Variable Costs

Theseare coststhat are dependent on the production outputWhile calculatingsome of the
variablecosts such as transport costs, theyay change based on volume as wadidistanceto be
transported Cost of transit losses aatso to be accounted while calculating transport costs, storage
costsetc.

Examplesof VariableCostsof an FPO:

A Procurement of raw material, storage cost, processing, transportation, insurance, etc.

A Management and administration cost for day to dagtivites, which may include staff
salary, (Manager/CEO, Production Officer, Accountant, Marketing officer, etc.) travel,
electricity, water,meeting expenses of BoD/GBysurance &other statutory fee andother

miscellaneougxpenses

A Training and Capacity Building of BoDs and PC functionaries: Training on saisjects
provisionsin the act, rules and regulations, statutory compliances, roles and responsibilities
of BoDGeneralBody, banking operations and also by exposure visits toesstalFPOs.
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Fixed Costs

These are the costs, for the expenses paid out
regularly that do nofluctuate with the sales level.
Examples include general office expenses, rent,
depreciation, utilities, telephone, propertyx etc.
We should be very clear on what comes as fixed
costs. For ExIf afarmer decides to cultivate an
acre of land thatthey already possess and own
there is no fixed cost othe land. If there is no
need any additional equipment either as the
equipment owned by them is already
underutilized now, there is no fixed cost on the

These Costare also part of business
1 Money spent on repaying loans

1 Money spent on buying
productive assets (e.g.
machinery, land etc.)

equipment either If they continue to pay land
tenant charges, anamortization depreciation,
capital costs (interest on long term loans) then it
should be counted as fixazbsts.

Key Point: Cost in business is the money
spent on making and selling its products

or services and paying interest on loans

dza A



t N}) OUAGA2YSNAQ DdzARS G2 . dza A,

As fixed costs do not change proportionally with the production size, there is a risk that actors
in a value chain do not acknowledge certain costs. Also, certain costs apply to more than one
product. For instance, the farmeray cultivate different crops on the same land that is taken on

tenancy. The tenant costs should therefore be divided by crop.

Other type s of costs

1 Direct costs- Money spent specifically for production of goods or providing services. The

examples are raw aterial cost and labor cost

1 Indirect Costs are money spent on running the business but on activities not directly related to

production of goods or serviceBor Exinterest on loans

Understanding Revenue

Revenuasthe moneythat a businessarnsby sellingits productsor services
Following are NOT accounted as revenues
A Borrowing money for running the business
A Capitainvestmentby the owner

A Money received through selling of productive assets (like building, machinery)
Key Point: Revenue is only money earned by the business - by selling its products or services

Understanding Profitability

1 Profitability, as a percentage number, tells us how many rupees out of 100 rupees revenue is

the profit
1 Profitability % £Profit/Revenugx100

Understanding Cap ital

1 Capital is the total amount of money needed by the businegsetorm business operations
1 Capital in business consists of Fixed Capital and Working Capital

1 Fixed Capital isvecessary forbuying productive things (assets) such as machinelgnd,
buildings storage etc. Working Capital igsed for the day-to-day tasks such as buying

materials, paying wages, paying salaries, etc.

Sources of CapitaEquity capital, Reserves and Shoerm Loans
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Opportunity Cost

It is defined asthe foregone benefithat would have been derived by the option not chosen.
For Exan FPO has a working capital of Rs.2 Ldkhmastwo choicesfor doing businessOneis
supplying high quality seed and tlgher is supplying fertilizers at wholesale price to the farmer
members. Only one businessin be donewith its limited working capital availability"he business
the FPO will faggo to undertake the other business is the opportunity cost

Discussion: How will

B. Financial Statements )
you decide?

Which option to

Working on Variables (Assumptions)
choose?

The CEO of an FPO along with key office bearerdbaadl members should coIIect' the basic
financial data regarding the FPO. Profiling on basic business aspects of FPO including its present
position in terms ® members, share capital collected, asset position and costs will help in working
out the financial statements. The assumptions regarding the yield, procurement cost, transportation
cost, storage costs etcshould also beconsideredbased on the currentgarQ @ Byl disdussing
with experts An example sheet for Basic Assumptions is placédirexure [\/

Financial Statements Include
1 Trading and Profi& Loss Account (Expens&d.osses and Incomé&sGains)
1 Cash Flow Statements (How cash flakreugh operations, investing and financial activities)

1 Balance Sheet (Assetsabilities and Capital)

Types of Accounts

There are three types of accoun®Real Accounts are for Assets, Personal Accounts and Nominal
Accountgfor expenditure and losses.

Thejournal entries, ledger accounts and trial balances will be made as per accounting rules.
Some of the accounting equations and accounting terminology are as follows:

1 Assets = LiabilitiesEquity
1 Capital = Share CapitaReserves $Surplus

1 Assets = Cashinventory+ Accounts ReceivableFixed Assets PPE
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1 Liability = Accounts PayabteShort Term Liability Long Term Debt
1 Liability (Capital) =Owners Fund (Cap&alied, authorized capital, paid up capital, Reserves)

1 Current Liabilities = Accounts Palgal Short Term borrowing<less than one year Current
portion oflongterm debt (i.e., principa)

1 Non-current liability 9.ong term financing activities

1 Assets Current Assets (Cash and Cash equivalent, Accounts receivable, Inventory, Marketable
secuities)

1 Fixed Assets = (Land, Plant and Machinery, Building, Fixture, Goodwill)

1 Total Annual Salesirnover of the FB (as given in thencome statement). Net sal@gvethe
income generated by the company selling its products and/or senposs subtrating any
sales returns, refunds, or allowances

1 GrossMargin = Income from salesDirect Cost. The gross margin indicates how much profit
the company makes after paying its cost of goods sold which are variable in nature. The
efficiency of the company depeés upon the higher gross margin ratio.

1 Net profit =Net margin indicates how much profit the company makes after deducting the
expenses such as administration expes)selling and distribution expenses. It is the final
profit left for the business aftesubtracting all costsHigher net profit indicatesn efficient
management by th@rganization

Trading Account

This is from trial balance. Trading account reflects the purcBasae and gross profit. It can be
taken at any time in a year but preferably at the year end.

In a Trading Account, the Debit is mentionedin the left side columnwith (T and Gredit is
mentionedin the rightside column witléi 6 € € ©®

1 Purchase returns ar® be mentioned, if there is any return of the stock due to quality or any
other issues. This should be mentioned in both inner column (Qty) and outer column (Rs)

1 If the right side (Credit) total is more, then the Gross Profit is to be noted on the dieft si
05S0A0G0 a ai2éd {AYAfINI@&@Z AT (GKS 5SoAld aax
/| NBRAG &ARS | a Goé¢
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1 These Gross Profit or Gross Loss are to be transferred to Profit and Loss Account

1 The value of closing stock should be same as th#tevalue of opening stock. In case any loss
in closing stock, it should be mentioned in the inner column i.e., Quantity and the outer
column (Rs) of credit side. This loss of stock in closing stock should be taken to debit side of
P&L account

To Opening Stock By Sales

To Purchases Less: Sales Returns

Less: Purchase Returns

a) Input purchases Less: Purchaeturns a) Input Sales
Less: Sales Returns

b)  Product purchase LesdBurchase Returns b)  Product
Purchase LesSales
Returns

To Direct Expenses Closing Stock

Ex:

1. Expenses opurchases

2.  Wagesaidfor purchases

3.  Transportation on purchase

4.  Insurance paid during Transit etc

To: Gross Profit/Trading Profit

Profit and Loss Account

TheProfit and Los® & t sAkcount or Income statement are same in financial statements
parlance. The Expenditur& lossesare reflected on the debit side and income & profits are
reflectedonthe credit side ofP&Laccount.

1 Profit & Loss Statement shows how much profit or loss a business has made over a specific
period

1 Typically, this period is three months or one year

9 For creating a Profit & Loss Statement, we need to have data on the revenues and the costs in
the business
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Profit and Loss Account of EFor the Year ending 31d¥larch 2020

To Operating Expenses 1,00,000 By Gross 3,00,000
ToPrinting andStatiorery
ToRent
Tomeetingcharges
ToTrainingexpenses
ToDepreciation
Tolnterest Expenses (Both Short 20,000 2,00,000
TermandLongTerm)and Taxesf
any
ToReserves(10%) 18,000
To Net Profit Before Interest 1,80,000
Earnings per share (108bares) * 1,62,000
/1000=162

* Cost of goods sold = (Opening stock + purchas€sosing stock)

Key Point: Direct Expenses related to purchase of goods
should be added on the debit side of trading account.
Whereas direct expenses related to sales are to be added

on the debit side of P&L account

Appreciation or Depreciation

Appreciation on land of the FPO should be accourdedthe income side ofhe P&L account.
Similarly accounting for depreciation is of two types

Direct expenses in P&L A/C
or IncomeA/C are related tc
only those expenses that &

incurred for sale of goods

. dza A

1 Fixed Value Method;, in which same amount is deducted every year till the value of asset

becomes zero

1 Diminishng Value Method; in which a percentage of value will be deducted every year.

Though he amount under depreciation will be deducted under operational expenses of P&L

account, it lies withthe FPO Therefore, it will be accounted under Cash Inflows of Chlshv

Statement which is presentdzklow
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a. Business Turnovear net sales revenue are same (Rs.5 lakhs in the above example)
b. Gross Profie Cost of Goods Sold + Direct Expenses
c. Net Profit before Tax Gross Profit, Operating Expenses/Indirect Expenses

d. Reservesare mandatory in groducerorganization;it is advisedto allocate a portion of net
profits afterinterest andtaxes to Reserves (this should be decided and finalized in AGM). It is
0SUGSNI G2 62N 2dzi &9 NY A yhidatadSesernfek I NB & | F i

e. Net Profitsshould be shared equitabBndnot equally.

f. Earnings per shareanbe given either as cash dividend or bonus shares. With bonus shares,
equity will be increased which will have a positive effect on maximum borrowing power.
However, it should be decided in AGdthe FPOThe bonus shares are to be endorsed on the
backside of share certificates.

g. Profit or lossaccounted in Profi& Loss Statement are to be carriéorward to Cash Flow
Statement

Cash Flow Statement

A typical cash flow statement starts with the amount of célsé business hasn handthen
adds newcash received through cash salgmid invoices and then subtracts cash thas beerpaid
out as bills loans, taxes etc. are paid ofhis will thengive
the total cash flow (cash in minus cash outfdahe ending Uses of Gash flow
cash (starting cash + cash dncashout = ending cash). M To evaluate the current
Cash flow statemenbf the busineswill show when the position

businessmight be low on cash and when it might be tr
To know the future cash

best time to buy new equipment. Above ail,cash flow .
ow

statement will help figure out how much money migtg
neeced to be raised or borrowed to grow the 1 To take financial loans

busines#PQ Since an operating businesannotrun out To know short term

of cash without having tcclose its doorsa cash flow . : .
financial position
statement helps figure out the low cash points ando

consider options to bring in additional cash. T To know why cash is low
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Inshort,aCaslFlowStatementincludes:
1 Opening CasBalance
1 Cash Inflows for thperiod
1 Cash Outflows for theeriod
1

Closing CasBalance

Key Point: Closing Cash Balance = Opening Cash Balance +Inflows 0 Outflows

Inflows (Sources) Outflows (Uses)

Decrease in any Asset Increase in any Asset

Increase in any Liability Decrease in any Liability

Net Profits after Taxes Net Loss

Depreciation and other nocoash Dividend Paid

charges

Sale of Stock Repurchase or retirement @&ock

Clarifications on Income Tax and GST to FPOs
1 Incometaxisto be deductedfor turn overi.e.,salesrevenue

1 Income tax up to Rs.100 Crores is exempted to FPOs fromIZDtB8202223 (for five years)
on sales revenue. The Inconf@xAct, 1961 under section 10(1) exempts the agricultural
income. However,the exemption provided under section 10(1) for thgriculturalincome
sometimesvariesbased ornthe agriculturalactivity carriedout

The Income Tax Act does not specify any specific tax benefit which essentially provides special tax
benefits or exemptions to producer companies by its definition. Butexibjo the agricultural
activity carried out by the producer organization, certain tax benefits and exemptions can be
availed.For Exincome derived from selling the grown green tea leaves is an agricultural income
under the Income Tax Act and it is 10a&6free. However, if the tea leaves are further processed

for the manufacturing of tea, only 60% of such income will be considered as agricultural income and
40% of such income will be taxed.
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What i s OMATS6 and Taxability of an FPC?

Any Company must pay minimum alternatax based on their book profits. There is no
exemption for FPCs. It is now 15% of book profits plus the surcharge and cess applicable. FPCs at
national level are representing the Ministry of Finance and Ministry of Corporate Affairs to waive
the MAT for PCs. It depends on how the Auditor recognizes the book profits and applies certain
exemptions under The Income Tax Act, 1961 under section 10(1)

GST up to Rs.40 Lakhs turnover is exempted to FPOs provided they sell the primary produce without
any change iits form directly to the consumers.

Balance Sheet

1 A balance sheet showhke balance amount of various types of transactions in the business
such as cash balance, accounts payable, accounts receivable, etc.

1 Money owed to the business is accounts receigablThis is typically the money that
customershave notyet paid for theproducts @ services they have bough

1 Money owed by business to others is accoypdyable. This is typically the money that the
business has nagtet paid to its raw materiaand other inputsuppliers

1 A Balance Sheet is a summaryewérythingthat a business owns (assets) and all that it owes
to others (liabilities)In other words, A Balance Sheet is a statement of assetd liabilities
at a point in time. The balance sheet always balances the liabilities and.assets

Key Points

91 Depreciation of fixed assets - The funding agencies will be expecting a business plan for
three or five years from FPOs. In such cases the deprec iation of fixed assets is to be
shown every year in both P&L account and balance sheet

9 Capitalizing the Intangible Assets - Assets are of two types. Tangible and Intangible
assets. Tangible assets are those which can be seen with naked eye. Intangible asse ts
are brand equity, promoters good will, patents or copy rights etc. An FPO can lay the
foundation for valuation of intangible assets, over a period with the support of Company
Auditors who know the methods of valuation of intangible assets.

1 Amortization of Assets - Amortization is the process of reducing initial cost of an asset
through debt payment it is related to, with regular payments. Amortization is done for
both tangible assets (building, machinery etc.) and intangible assets (organic
certification investment, patents etc.). With the process of amortization, the asset is shifted



t N} OGAGA2YSNBEQ DdzARS G2 . dzai

from the balance sheet to the income statement. Amortization is calculated through loan
repayment schedule. The period (duration of time) to pay off the debt on an asset is
called amortization period.

Equity Capital 10,00,000 Fixed Assets:
Add: NetProfit/Surplus 50,000 Building 8,00,000
LessNetLoss Less: Depreciation
Add: Reserves
Long term Liabilities: Machinery

LessDepreciation
Long term loans 5,00,000 Furniture 1,00,000
Current Liabilities: Land
Creditors 50,000 Current Assets:
Short term loans/ 10,000 Cash 1,00,000 +
working capital loans Bank balance 2,00,000
Outstanding expenses - Stock 4,10,000
Incomereceived in - Loans and Advances -
Advance

Prepaid expenses/other -

current assets
Total 16,10,000 Total 16,10,000

Accountingfor Grant Assistancescheme®f Gol

1 Any grant assistance that comes with a specific purpose will be accountédbdity side
and assets side of the balance sheet and any grant assistance that comes without any
specific purpose, should be accounted in P&L account on the income side.

1 In case of an Equity Grant Scheme of SFAC, the equity grant will be transferiteel to
AKFNBK2f RSNRa | 002dzy i AyAldAlffes gKAOK f I 08
such cases, the equity grant added will be shown on the liability side under equity capital.

The same will be accounted on the cash side of assets as well.
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How to Account for Loan given by the Promoters?

Smilar to any other loan, | oans from anyone including promoters should be
included on the liabilities side of the b alance sheet and interest on loan to be
included on the debit side of the P&L Account

C. Indicators of Financial Performance ofa  n Organization

The financial health of an FPO can beggalwith financial indicators. Supporting the financial
statements with financial indicats increases the credit worthiness of an FPO. Similarhelps to
promote the goodavill among the suppliers of the FPO. There seweralfinancial indicators to
assess the financial strength af @arganization. Of thesesome of the important indicata for an
FPO are discussed below.

1. Net SalesTurnover of the FP

2. Gross Profit RatioThe Gross Profit indicateise profit the company makes after paying its
cost of goods soldA higher gross profit ratiegndicates higher efficiency of the organization

3. Gross Profit Ratis Gross Profit/Net Sales x100

4. Net Profit Ratio The net profit indicates how much profit the company makes after
deducting the administration/operational expenses etc.

5. Net Profit Ratic= Net Profit/Net Sales x100
6. Current Ratiolt measues the ability of the organization to meet its shaéerm obligations

Current Ratio = Current asse@irrent liabilities

A good business shall hava current ratio between 1.20 to 2.0fheaning,the business has

1.2 to 2 times more current assets than li#kes to cover its debtsSimilarly,a current ratio
below lindicatesthat the companydoes nothave enough liquid assets to cover #isort-

term liabilities. To know whether the FPO is makiagrofit or loss inits day to day
operations, one should edinuously monitor the current assets at a particular pdimtime

and the liabilities outstanding at that point of time so that one can assess the profit or loss at
that particular point of time. It is always advised for FPOs to monitor the current attio
least on fortnightly basis initially and on ddigsis oncehe volume of financial transactions
related to sales and purchases grow.

If a FPO follows regular fortnightly monitoring of the current assts and current liabilities, the
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excess of currentssets over current liabilities shall be profit for that day and on the next
day if there is excess of current liabilities over current asslkeésdifference is termed as loss
for that particular day. Thus, the net result for a fortnight shall be the catiud profits and
losses for a period of fifteen days. This is only a trend indidatoa periodand should be
like the same compared to the fingkarendfigures

As the business cycles BPO are very well rotated, the FPO management will be looking to
iKS RIFIeQa NBadzZ# G o0& | &LISOATAO GAYS GKS ySE
at the current assets and current liabilities on a day to day basis

7. Working Capita Current Assets Current Liabilities

A working capital ratio of less than onalicatesthat the company has less working capital
and vice versaA ratio of more than one is consideredsatisfactory.ldeal Current Ratio
preferredbythe banksis 1.33:1.However, italsodepends on the nature of businedan for

the working capital is normally based on current assets. The working capital loan is required

for a better liquidity position.

Maximum Borrowing Limit to an FPO as per bankers is normatitnesthe paid
up capital. However, it is to be decided in the AGM and mentionéaf

Key Point: The working capital loan can be taken as cash credit loan in Secured Overdraft
Account. The interest will be charged as per the amount drawn in the OD Account. This overdraft
should be added in current liabilities and should be tallied with the bank registers. Bank

reconciliation statement  in this context is important for validation

8. Debt Equity Ratio It is a measureof i KS 2 NA | fidndial |&ekaBe/ D iaadicateshe
portion of equity and londerm debt theorganizationis using to finance its assets.

5So0i 9ljdAade wlkidAaz2 ' ¢2ilt tAF0oAfAGASAKAKI NS
A high debt/equity ratiocould indicate that the entity haseen aggressive in financing its
growth with debt.

A ratio of 1 indicates investors and creditors have an equal stake in the business assets.
Lower the ratiothe better it isconsidered.
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9. BreakEvenSalesFixedExpenses/Contribution margki00

Contribution margin = 100 % of Salesf¢r Ex 10080=20). Contributio margin varies
depending orthe sales percentage.

It is the situation where therganizationcovers its variable and fixed costs, such as rent,
administrative salaries and advertisin@rganizationsincur some level of fixed costs
regardless of the sales volume.

10. Inventory Turn Over Ratio (%): Costof Goods Sold/Averagelnventory Cost of Goods Sold =
OpeningSock+ Purchase Closing3ock.

Average Inventory = Opening stock + Clostogk/2

InventoryTurnOver Ratio is a good indication of production and purchasing efficiency. A high
ratio indicates inventorybeing soldquickly while low ratio indicates overstocking/obsolete
inventory/sale issues.

11.Operational Selsufficiency (%)Business Revenuédtalexpenses

Business Revenue should exclude any -operating revenue or contributionsTotal
Expenses should include all expenses (Operating anebNerating)

Operating Self Sufficiency measures the degree to which the organiza@enses are
covered by its core businesses and can function independent of grant support. A ratio of one
indicatesless dependency on grant revenue or other funding.

12. FinanciaBelfSufficiency(%):Operatingincome(Loanst Investments)OperatingCoststLoan
loss provisions+ financial Costs + Adjusted Co<ajoital

Adjusted Cost of Capital = (Inflation rate * (average equiyerage fixed assets) average
fundingliabilities * market rate of debtlactual financing costs)

Financial selufficiencyindicates whether enough revenue has been earned to cover both,
direct costs- includingfinancing costs, provisions for loan losses and operating expenses
and indirect costs including the adjusted cost of capital. The adjusted cost of capital is the
cost of maintaining the value of the equity relative to inflation (or the market rate of equity),
and the cost of accessing commercial rate liabilities rather than concessional loans. Unless
100 percent financial seffufficiency is reached, the losigrm provision of credit services will
ultimately be undermined by the impact of inflation and the continued necessity to rely on
donor funds.
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13.Debt Service Coverage RaNetOperatingincome/TotalDebtservice
Net operatingincome=Compant Revenue( OperatingExpenses

TotalDebtService= Currentdebt obligations

This means any interest, principal, sinking fund and lease payments that are due in the
comingyear.On a balance sheet, this will include short term debt and the current portion of
longterm debt.

The debtservice coverage ratio (DSCR) is a measure of the cash flow available to pay current
debt obligations. The ratio states net operating income as a multiple of debt obligations due
within oneyear,including interest, principal, sinking fuehd lease payments.

(Source: Policy and process guidelines for Farmer Producer Companies, Department of Agriculture, GOI
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Annexure |

Business Plan Template

Producer Canpany Limited,

, district CN No. of the Company

Submitted TO

BY (CEO)
ProducerCompanylimited.

Address

Logo of FRC

Thisisa miao plan-based busines plan of FPCdevelopedfor govt. financid Assistane and bank
loans
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