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A. The Project

Demand for edibie oils in India has far outstripped dcmecstic
proc¢ucticn in recent years. More than c¢ne million metzic tons
¢f oil will be imported in 1982z-83, yet this will barely
maintain per capita consumption aﬁ fifty percent of what are

considered nutritional requirements.

At the reguest of the Government of India, the National Dairy
Development Board (NDDB) proposed a project to address the
problem. The proposal, entitled "Restructuring Edible Cil arnd
Oilseed Production and Marketing"”, was approved by the
Government in September of 1978 and became the basis for the
Oilseed Growers' Cooperative Froject (OGCP) established under a
memorandun of agreement between NDDB and the Cooperative League
of the United States 0f America (CLUSA). The project isg
financed by -upee currency generated £rom ccmmercial sales in
india ¢of soybean o0il provided under the U.S. Food for Peace (PL
48C - title I1) Program. The comnodities are provided under a
transfer auvthorization negotiated between the US Agency for
International Development and CLUSA, based on the CLUSA-NDDR
agreement and a multiyear operational pian prepared by CLUSA

and USAID.
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The purpcse of the project is to establish an integrated oilseeds

and vegetable oil production, processing and marketing system within

a4 cooperative structure controlled by the farmers themselves.

The stated major objectives of the Project are:

(a)

(b)

(c)

(d)

To coordinate the modernization of oilseeds production,
oilseeds processing and marketing of vegetable oils and

oilseed by-products in areas covered by the project.

To procure and market imported and indigenously produced
vegetable o0ils in such a way as will contribute to the
stablization of supplies and prices at levels which will be

fair to consumers and growers.

To increase the opportunities for production and remunerative

employment in the selected major oilseed growing areas.

To generate the funds required for the establishment of a
modernized oilseed and vegetable oil industry based on oilseed
growers' cooperatives, which will put the functions of

oilseeds processing and marketing into the producers’' hands.



le) To deviee and implement a progrars of investment and

cdevelcopment wihich will enable the growers to

o
o]

14 ]

crease their

n

oilseed production and their returns from cilceed p:

(e

suction,
vhile also increasing the efficiency of the processing and

mazketing functions, throucgh the growers' own cooperetive."”

CLUSA, as cooperating sponsor, is responsible for procurement and
trancfer of the donated oil to NDDB, for mcnitoring how proceecds
from the sale of the commodity are used and for reporting on

progrese ¢f the project as an intermediary between NDCB and USAID.

NDDE is the overall project authority, with respcnsibility for
management of the project. The "Anand Cooperative Pattern", which
NDDB replic;ted successfully in developing the dairy industry under
Operation Flood 1 end Il, is, with some mocdification, the model
employed in this prcject. NDDB has established an Oilseeds and
Vegetable Oils Wing (OVOW) within NDDB to carry out the organi-

cationzl and management responsibilities.

A fundamental feature of the “Anand Pattern" is that the cooperative
gtructure is built up fron the grass roots. NDDB/OVOW while
exercising overall management control, initially, to ensure that
project operations get underway in a technically and financially
sound way, places major responsibility with the State Olilseeds
Growere' Federaticns for organizing ané strengthening the

cooperative societies and f£or production improvement, procuremens,



processiag and markating. NDDB/OVOW's primary func:iion in <the
project is to organize and supervise the develogment of the
institutional infrastructure required for the integrated cooperative
system. Eveantually each of the state federations will be included
in a National Federation to be established by the enéd of the
project. NDDB/OVOW's role will then be assumed by the National
Federation and OVOW's staff would most likely fcrm the core of the

National Federation.

The Oilseeds Growers' Cooperative Project is designed as a seven
year project (1979-86). It began operation in June 1979 with the
arrival of the first shipment of soybean oil from the United States.
It was initially intended to extend the coverage of the project to
ma jor oilseed growing areas of five states. Because of the keen
interest of the Madhya Pradesh Government a major soybean producing

area of that state has been included. The project now includes a

-
total of eight production districts. Four of these are in the
Saurashtra region of Gujarat, one each is located in Madhya Pradesh,

-

Tamil Nadu, Karnataka and Andhra Pradesh.

Project district is defined as a contiguous area, not
necessarily confined to one revenue district, having potential
area under oilseed production of about 250,000 hectares.

Three other districts, including North Gujarat, Orissa and
Maharashtra are financed out of proceeds generated from sale
of edible oil donated to NDDB by the Cooperative Union of
Canada/CIDA.
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Purpecge of the Evaluation
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The NDDEB proposal on tructuring Oilseed and Ecible 01l Procduction

e for a jloint evaluation of the project after

[

and Marketing" 1

0
.7}

coempletion ¢f its initicl phase (3 vears from initistion). The
stated purpocse of the evaluation was to ascess the progress o0f the
project and to prepare detailed plans of future actions supportive

of{ achieving project objectives. The initial CLUSA Multivear
Operation Plan (1978-85) gtates that such an evaluation "will be
undertaken in the context of the Project Evaluation Summary format

as outlined in Handbook 3 Section 5-1(2), in so far as it complemente
the evsluation methodoleogy designed by CLUSA and that of NDDB/

OVOW". The agreements specify that the evaluation be conducted

jointly by NDDB, the Goverament of India, USAID and CLUSA.

The overall scope of the evaluation with which the evaluation teem

is charged is as follcws:

1. Acsessnents of achievements against initial and revised
objectives.

2. Analysis cf the relationship of externsl factcrs and provision

of inptts to the achievement/non achievement of objectives.

hnalyeis of prospective achievement of end-of-project

[ €8]

objectives (outputs, purpose and gcél) in relation to:

{a) achievements 2g 0of end of Phase I;



(b) changes in external factors; and

(c) changes in initial project assumptions.

Analysis -of direct and indirect impact of the project on

immediate and other beneficiaries,.

Identification and analysis of positive and negative unplanned

effects on social structure, environment, health, technical or

environmental elements.

Summary of lessons learned in relation to project

implementation strategy and methods.

Assessment of project effectiveness, efficiency and econony

using generally accepted acéounting ratios and cost benefit

analysis methods.

Recommendations related to Phase I1I, including:

(a) Alteration of goals, purposes and output objectives as
well as input requirements,

(b) Modification of project strategy and methods.

(¢) Specific planning, management and technical issues
identified.

(d) Policy issues (internal and external).

(e) Requirements for, and alterations of, governing
agreements, including: NDDB-CLUSA Memorandum of Agreement,
USAID-CLUSA Transfer Authorization and CLUSA Multiyear

Operational Plan.
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C. Evaluatinn Methndoloqy

A multi-discipliinary teanm consisting ¢f six experts recruited by
CLUSA, one provideld by the Government of India, Ministry of
Agricuiture anc one provided by NDDB/OVOW constituted the evaluation
team. The s§ix tear members recruited by CLUSA included the
following disciplines: Agronomist (sub-tropical oilseed), Oilseed
Processing Technologist, Oilseed/0il Marketing Economist., Financial
Management, Cooperation/Grower Services/Extension, and General

Management.

Specific respensibilities for evaluation of various components of
the project were ailocated among the team members on the basis of
individual skills and interests. While major responsibility was
acsumed by each team member for some components of the project, the
inte:-re}ationship among the components required considerable

cocrdination and irteraction among the team menbers.

The evaluation teanm 2gsenrkbled in Delhl on May 12 and 13th for a
briefing by USAID, CLUSKh and the Government of India and proceeded
to Anand on May 15th. The NDDB/OVOW provided team members with
documentaticn on the progress of the project up to March 1983, and
briefed the team on the Anané pattiern as it had evolved from the
Kaira Districe: Cooperative Milk Producers' Union established in 1346

to the establishment of KDDE and Operation Flood 1 and 11. The team

spent the next four deys examining project activities in the



-3 -

Saurzashtra ragicn of Gujarat. Thls included nmeotings with GRCFED
(the S:ate Oilseeds Growers' Cooperative Pederation), =managers of
the processing plants, members of primary oilseed growers
cooperative societinssg, State Government officials and viasits to
project farms and State and National Research Instituticas. The
state federations provided detailed reports on accomplishments up to

March 1983.

Following the tour of the project area in Cujarat, the team returned
to Anand for two days. During this period additicnal info:mation
was obtained from NDDB and OVOW staff. More detailesd planning of
the evaluation process was started and reviewed with representatives

of CLUSA and USAID.

The team spent three days in Madhya Pradesh, three days in Tawmil
Nadu, one day in Karnataka and two days in Andhra Pradesh meeting
with State Fedezation officials and staff, State Government
officials and, where possible, examining project facilities and
activities in the field. Current reports were provided on project
activities in Madhya Pradesh and Tamil Nadu by Federation

officials. The States of Karnataka and Andhra Pradesh have made
strong commitments to participation in the project but have not vet
begun operation. 1In both States the team was advised that the State

FPederations would become operational within the next month.




Following the visitc to ctate federations the team returnsd to Anand
to draft the repcrt. A bdriefing was held with Dr. Kurien ernd s2aff
of the NDDE/OVOW on the draft repert before leaving Anznd orn JSune
16th. The report was finalized and findings were presented to USALL

and the Government of India during the week of June 20th.

Highlighte cf the evaluaticn findings are summarized in Chapter 11.
A mcre comprehensive discuseion of each prolect component is
inclucded in Chapter III. This includes assessment of achievements
up to this time (Phese 1), problems and issues affecting projecs
performance, proespects for achieving end of project goals and
recommendatione relative to the remaining year of the project. An
evaluation of the financial aspects of the project is presented in

Chapter 1IV.

It became clear early in the evaluation that, with time conetraints
and limitations of available data generated by the proiect, it wouid
not be possible to completely satisfy all of the regquirementsz of the
scope of work. In particular, it seemed that very little could be
said at this time regarding the impact of the project on immediate

cr gecondary beneficiaties or the effects on social gtructure, the
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snvironment, health, ets. The Team noted that grower membership of
tha cooperative societies was drawn frem a cross section of the
forming community., with participation of sﬁall farmers in about the
same proportion as in the rural community. Therefore if, as we
expect, there will be significant benefits to grower members the

small farmers will share in those benefits.

The Management Information System (MIS), which will be an important
feature of the project, is now being developed on a pilot basis in
the Gujerat Federation and will be employed evantually throughout
the project (see Section III B). This should be the principal
instrument for generating information needed, not only for internal
management decisions but, for assessing the econcmic and social

impact of the project.

M|



I1. EVALUATION HIGHLIGHTS - 2N OVERVIEW
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tive and

The Oilseeds Growere' Cocperative Project ig an inmagin

[y1)

ambitious undertaking. It is basically well designed ané, in
general, is being well i{mplemented. The Oilseeds ané Vegetable 0Oil
Wing of NDDB is staffed with talented and highly motivated personnel
and the project gets strong support from the technical and service

departments of NDDB.

Achievements during the first three year period of the project have
fallen short of original (and revised) targets in areas ilike
production enhancement, cooperative society membership and
procurement. Nevertheless, the performance of the project has been

impressive considering the problems that have affected it.

One of the issues which has impacted upcn the measurement of prcject
succese is the ctarting date of the enterprise and the timekf:ame
involved. The original MYOP had assumed that seven state
federations would begin eimultaneously in 1979-8C and receive
different forms of financing for seven vYears. This &id@ not happen.
60 the project goals through the third year of the project must be
assessed in terms of what has actually beea achieved within the
constraints imposed by external factors like state governmentc,

USAID, natural calamities, etc.



Because of delays ia receip: of the inizial shioment of donated oils
and furthar delay in the distribution and sale within India, funds
generated for financing project activities did not become available
untiil 198C-8l. Fortunately, NDDB/OVCW had already dcne much of the
preliminary planning as a pre-project investment to the formation of
cooperative societies, and the organization and staffing of state
federations in Gujarat and Madhya Pradash proceeded rapidly during

this time period.

The state governments of Karcnatakxa and Andhra Pradesh had
reservations at first about the strong role of CVOW in the project.
They were concerned about the degree of independence the state
federations would have from the state governments as exists within
the Anand cooperative model. Only within the last few months have
those two states taxen the necessary steps to begin organizing the
growers' coonerative societies and making their federations

operational.

Misunderstandings developed early in the prcject between NDDB/OVOW,
CLUSA and USAID over certain provisions of the project aqreements.
There has been a continuing argument, for example, regarding the
jurisdiction of the US Inspector General in India. It is a gquestion
of whether auditors sponsored by the U.S. Government must review the
financial records when chartered accountants within India are

available. This is viewed as an infringement upon the sovereaignty
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of Incdia. While the sudédit provisica 1z apparently standc:rd in all
agreements signed between USAID and other ceouniries, the
interpretation of audit rights to the pubstantial 2ané continuing
reflowe inveolved in this project creates a unique probiemn.
Negotiations and discussions were prolonged. Meanwhile cil
shipments were suspendsd. Uncertainty about the outcome, the
possibility that support for the project might be terminated, caused
NDDB/OVOW to take the prudent precaution of minimizing orgenization
expansion efforts and infrastructure invesiments and te consolica-e

achievements already made.

There were other unforseen micfortunes, a late monsoon-and severe
storm devactated much of the kharif season groundnut crop in
Gujarat, slowing crganizational progress and reducing groundnut

procurement sharply in that state.

These setbacks caused delays that made it impossible to achieve end
of project goals by 1985-86 but may have helped to insure ultirate
success of the project. Important lessons have been learned because
of the experiencec with the federations of Guj)arat (GROFED) angd
Madhya Pradesh (OILFED). Much has been learned related to
procurement of raw materials, achieving individusl and socilety

menbership targets, production enhancement, marketing, capital

construction, etc.

The following will be & summary cf the more important findings of

the evaluation.
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The strzategies emploved were teo acquire and renovate existing
processing plant facilities and to construct new plants with the
latast technology and machinery. This, it was assumed, would enaltle

the federations to compete with the private ollseed processors.

The capital investment for processing facilities and the fixed costs
of operating are relatively high in India. This necessitates a high
level of utilization of the facilities to keep the unit costs of
output competitive. Difficulties in procurement and the lack of
adequate storage have contributed to the inability to operate the

plants 300 days a year.

The handling of materials for incoming oilseeds, in-process
materials and finished products is uneconomical. This is all done
manually with gunny bags. The entire process should be mechanized,
particularly the operation of the solvent plant to axtract the cake
as it 1s produced. This will save labor, improve the solvent
extraction efficiency. improve the quality of the solvent extracted
oil and eliminate the expense of buying gunny bags.

.
Hexanes losses are very high in solvent plants. This is usually
caused by iatermittent plant operations which results from a lack 3f
raw materials, ‘insufficient a2lectricity, power failures and an

imbalance between the production of cake and the needs of the
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solvert plant. The cecond major contributor o the high hexane
losses are the limited capacities of the condeneing equipment angd
cooling systems. The new plants will have refrigeraticn equiprent

which will reduce this problemn.

Although the Government of 1ndia has endorsed the Cooperative
Development Program, there is a problem with the cumbersome
procecdures required to obtain licenses to establish and operate
proceseing plants. The ninimnum period of time is 12-18 menths to
secure the appropriate approval of the different local, state and

central authorities.

One feasible short range sclution to the power failure problem is a
generating system which uses groundnut shells as an energy source.
The shells are actually converted into pellets and burnt to produce

a gas that will run a gas engine generator.
The project planning teing performed by NDDB staff{ and the state
federations is guite good. There {s a goovd rapport between the

groups and their project plans are technically sound.

Financial Management

The financial planning, long ané short term, is very weak within

OVOW, the state federations, including the Boards of Directere, and
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the processing plants. There is limited budget work performed
before a fiscal year begins, very little monitcring of expenditures

during the year and no long term projections of costs and revenues,.

While it is true that the state federations have audited financial
statements, they do not segregate by ledger either the receipts or
disbursements of funds to NDDB/OVOW. This is important if OVOW is
to be able to manage the project funds more effectively. There must

be an audit trail to relate budget and expenditures by action item.

The state federations should be divided into geographic regions, and
the processing plant unit managers be given semiautonomous
jurisdiction within their area. This would provide for more
decentralization and permit the unit manager to exercise his
discretion in raw material procurement to maximize plant
utilization. The profitability of the plant ig related to the price
paid for the raw material, the selling price of the finished product
and the maintenance of a low fixed cost per metric ton. A
computerized financial planning model is needed to assist the unit

managers in forecasting the cost of processing.

The budget requirement to fully fund all planned state federation
for a period of seven years is Rs. 322 crores. There is a budget
deficit of Rs. 61 crores which can be reduced to Rs. 48 crores by
1989-90. It is recommended that this difference be made up by

making available about another 37,000 MT of soybean oil above the

160,000 MT already approved,



The MYOP budget shculd be reclaseified into the three major purpe
or ectivities being supported: developmental: operational; and
capital. This would provide the management of NDDB/OVO¥ with

maximun flexibility in managing the funds, withcut restrictien,

th

within each major purpose.

The maximum procurement support available to a federation would

decline each year through yYear seven, when eligibility expired.

The

interest rate charged for the loans would escalate each gsucceeding

year until the rate &%t year seven egualed the rate of the commerc

lending irnstitutions.

The federation share capital provided by OVOW should be related t
the success a federation has in achieving its individual and soci
membership. Otherwise, there is no incentive to work at cooperat

organization and developmeat in the short term.

A cadre of professional financial analysts are neeced immediately

within OVOW. This core staff could then be utilized to train,

educate and improve the quality ¢f the personnel at the federatic

Production Enhancement

1t is not possible to assess the irpact ¢f the prceduction
enhancement programs on increasets in yield over the shert time
period since these activities werze started. Thus, the eaesecsment
in terms ©f the potential and the prospects that, with the steps

.

-
1220,
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beirg taken by the federaticns, re ing will be res

ial
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ety
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ns.
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The potential and prospects are gquite different £nr 2ach of the
participating states. In Gujarat eighty percent of the groundnuts
are grown under rainfed conditions in an area with low and uncertain
rainfall. Except in irrigated areas large increases in yield should

not be expected.

Failure of the state to allocate land made it impossible to
establish the planned agronomic center, which was to be staffed by
research personnel to do varietal trials and adaptive research.
Fortunately, considerable research capacity exists in Gujarat, at
the Gujarat Agricultural University and at the National Researzch

Center for Groundnuts at Junagadh.

Madhya ?radesh has made a good start in the prodﬁction enhancement
program. It has given high priority to providing high quality seed
of improved yellow-seeded soybean varieties. A 70 hectare farm has
been transferred to the federation for a district demonstration
farm. Another 107 hectare farm is being transferred for use as an
agronomic center. The federation has strong professional
agricultural leadership for its research and extension program.
Large numbers of field trials and farmer demonstrations have been
conducted, with consistently good increases over the state average
yields. It appears the technology is ia hand and the research and
extension staff in place to make rapid progress in increasing

production.
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Implementation of the production enhancement program in Tamil Nadu
has been slow because 0f the prolonged drcught. Land has been
transferred tc the fecderaticn for several district farms and &n
agronoric center. In addition, work has begun in producing

foundation seed for improved varieties.

There are & number of production enhancement suggestions cpplicable
to all the federations. (1) There should be a strategy to stabilize
annual yields at moderate levels in rainfed areas rather than trying
to substantially increase them. (2) There should be advanced
planning to ensure early results from research efforts. In this
context, the National Research Institute for Groundnuts should be
urged to develop short duration varieties of disease resistant
groundnuts. (3) Hydrclogical surveys should be undertaken of the
entire project area to identify locations suitable for groundwater
exploratioﬁ. (4) Studies should be initiated on inexpensive, low
energy usage, highly efficient means of water distribution on small
farms with wells. (5) Each federation needs a Ph.D. level staff
member at headquarters to act as a liaison between the federation
and research organizations. Moreover, this iandividual would plan
and supervise applied research and demonstration programs. (6) Each
village level society should be provided with storage facilities for
inputs (pesticides, fertilizers, oilseeds). (7) The input
distribution system shouvld be managed so that each member grower

gets his inputs in time and in sufficient quantity,



eman®t Zvoezations and 7inanca

Y
(a1
Q
O
o
"

Procurement conducted under the prcject is intended to provide an
assured and ramunerative market for farmer members tO suppoert
production enhancement efforts, and to provide adequate supplies of
raw materials for the efficient operation of project processing

facilities.

Levels of procurement achieved by the project have been below
target. Delays in project implementation in several states explain
much of the procuremant shortfall, but many procurement indicators,
including procurament per farmer, per hectare, and average farm size
have been below target. Procurement from farmer members is likely
to be subject to considerable year to year variability becagse of
the vulnerability of primarily rainfed producticn to the vagaries of
monsoon rainfall. These findings have possible implications for the
amount 55 total processing capacity that can be efficiently operated
by the projaect, the optimal size of individuval plants, and fcr
procurement policies. It is possible that less total processing
capacity will be appropriate and that smaller plants will have a
greater chance of running at optimal capacity. It may also be
necessary to adopt a policy of procuring and selling raw materials
in the open market in order to balance procurement with processing
capacity. Where surplus processing capacity exists, which apoears
to be the case in many regions of India, it may be advisablie for the

prolect to be in the position of selling surplus raw materials to
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revolving fund for
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needs.

utilization of various financing mechanisms,

increase in the use of commercial borrowing for procurement,
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procurement.

Procurement pricing policies adopted >y the
varied but have, typicelly,

pay above market prices.

project's assumption on marketing margins is accurate and that
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the technology and inputs 22eded to 1lncrease yield

v

hroug
production anhancement program. These policies would appear to have
2 greater lizelihocd of achieving the project's goal of enhancing

bo-h producer and consumer welfare.

Marxeting Onerations, Research and Testing

Project marXeting activities, including sales of donated oils and
commercially imported oils, are intended to generate most of the
funds necessary to capitalize the p:oject.. MNet revenues earned from
domestic and international sales of project-produced products are
eventually intended to be sufficiznt to fund the.developmental
activities of the federations, principally producticn enhancenment.
Other planned marketing activities include the operation of a buffer

8toCck to stabilize prices, markat researcch and testing to develop

"

naw products, and collaction a2nd analvsis of rmarkat information.

Xey assumptions involve the dcmestic szles price of donated oil, the
net raturns from sales of commezcially importe§ 0il and, most
important to the eventual financial independence of the prcject, the

‘net revenues to be earned frcwm sales of p:oject-produced preducts.

Sales of donated oils have beer below target because of delays and
interzuptions in the rece=ipt of donated oils, and slower than

exvected organization ¢f state federations. 2Prices receiwved for
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dornated oil, however. have been zoove the orlginallv estimated ERs.
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5500/ton, a fector wnich has led tc¢ numerous probleme concerning how

»

the ‘'excess' funds should be used. In this regard it ie ncted that
the amount by which actual prices have exceeded the-essumed price
(vhich was stated in 1978/79 rupees) is reduced substantially wnen
the data are zdjusted for inflation. The 'excess' revenues are
largely consistent with inflaticnary increases in project operation
costs. Revenues from the purchase and resale of commercially
imperted oil have not materialized and probably will not materialize
because of the GOI's decisicn to canalize‘all commercial vegetable
0il imports through The State Trading Corporation.

Involvement in large scale buifer stocking of edible oils is no
longer a viable option for the project because, with the
canalization of imports, the Governmént is nowv performing this
functicn. Project plans have been revised to include the concept of
"localized buffer stocks' to 'stabilize' prices, but it is aot clear
that buffer stocking is an appropriate activity for the federations
or that the federations can, at this point, affcrd aanytning other

than profit maximizing decisions regarding the disposition ¢f stocks.

Because of stzong domestic demand for edible oils, the marketing of
project-produced oils at :emune;a:ive prices has c¢enerzily not Leen
a preblem. Occasional state government movement rectricticns and

requiremente for sales to the public distribution svstem, sometinmes

at below market prices, poce the g-eateet potentisl threat to the



prefitzadble marketing of oils by thne faderstions. Relativelv waak
domes-ic csmand and prices for srotelia meals, a persistent problem
in the Indian oilseed econoay, represent more ©of a marketing sroblem
to the projact. The develcpment of higher pricad exdort markets for
protain meals for livestock fe=ding, and higuer-valued domeztic uses
for protein meal as human f£food would contribute significantly to
improvad marketing margins and, possibly, reduced pressuze on oil

prices.

The collection and analysis of mark=2t information to support
marketing and planning dacisions is now conducted primarily at the
federation level. Accurate analvsis and forecasting of market
trends will be important to the success of the_pioject because of
the volatility of the Indian oilseed economy. Centralization of
market information, analysis and forécasting functions with a group
of well-trained analysts, havinc access to the NDDB czmputer, could
reduce the cost ¢f good information and give the federations a

conpetitive advantage in the market.
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111, PROJECT COMPONENTS

The original multiyear cperational plan included seven major
components to be funded out of the rupee currency generated Gty
the sale of the denated scybean o0il. The value of that oil
was pegged at the landed value, Rs. £,%00 per ton, and was to
be deposited in a “Special Account". Actual currency
generzted substantially exceeded Rs. 5,500 per ton. NDDB/OVCW
proposed tc place these additional rupees in a sinking fund,
which included a number of other investment items. Since this
procecure did not conferm t0 U.S. Government accounting and
auditing regulations, the NDDB agree«d to c<stabligh a seconéd
special account to which these excess funds would be
deposited. Five additional components were incorporated into
the project as separate budget line itemeg for this fund. In

the following table the first seven i1tems were included in the

rh

original budget (Special Account 1). The last five items are
the new action items for which funds are depoeited in Special

Account II.

[l



Table 1: Hhoy
Action "lan
1
Proressing facilities
Ol & CIS Stndies
"Market URegeatch, Testing, etc.

Oilseed Production
Fohanecement Proqgtamme

Product and Proecess

Nevelopment
HManpouer bevelopment

Hanagemenl and Vroject
Inplemantatinn

Shate capital

Procywtement gupport®

Opecational losses/deficit

Manaqgement training

Co operative development

TOVAL:

toevolving {und.

Vegetable il

Ocliginal
Allocation

2

996.75

22.95
419,71

11,70

30.0

102.87
S‘nﬂinq fund

277.49
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Sinking fund

Sinking fund

1500.00

Project
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June 1902 Macch 19071
3 4
5% .941 124.382
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0.%16 0.8)8
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21.0 32.0
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0.009 0.2%8
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While the bdudget prcjects achievements (expenditures) over a 7 year
period, beginning with Project Wear 1$72-%C through Project Yea:
1985-86, the team has <ifficuliy in making meaningful assessments cf

acconmplishments agsinst those dates. Wnereas the "OIfficial" start

une, 1876, with the arrival of the first

a]
1
O
Ca

ur cdate is consice
shipnent of dorated soybean 0il from the United States, several
months elapsed before the o0il was distributed and began generating
rupees for funding project acitivites. Actual project activities
did not get underway in Gujarat and Madhya Pradesh until 1980-81 and
in Tamil Nadu 1981-82. While commitments ware made by the
Governments of Karnataka and Anchra Pradesh, onhly recently have they
taken the necessa-y steps to begin impliementation in 1983. In view
of this, the evaluation teanm found it difficult,go assess
achievements in 21l elements of the project against the initial or
revised planned tarce%ts based on a 19?9-80 gstart-up cdate anéd project
completion by the end of seven years, 1585-85. Only two federations
can be said to have conpleteé thiee years of operation (Phase 1) at
this time. Two 0of the state federations canndot conrplete thelr first
phase before 1586-87 and will compiete ceven vears of implementation
only by 1990. There is no way that project goals as set out in the
multiyear operational plan can be achieved by 1985-E6. They can
probably be achieved by 1990, when each of the gtate federations

will have operated for seven vears.
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The overall objective of the prcceesing component of th2 project is
tc provide efficient fa2cilities to traneport, egtere 2nd process the

farmer cooperative members' proéucticn. The processing component is

1

a major step in the vertically integrated system of production,
procurement, processing and marketing for the general purpose of
improving the income of the farmers.

The primary strategy planned for ccnieving Ehis cbjective was to
acquire existing processing facilities and imprcve them to the point
of being efficient, well balancel operating units or construct
completely new facilities as apsropriate. Storage and
transportation systems were included to serve the farmers at harvest

time and provide the processing units with oileeeds sufficient for

operating 300 or more days per vear.

The processing facilities would be diversified to produce a variety
of products from the raw materials and zny available by-products.
Groundnut shells that nsrmally have little value would be utilised
to psodurce steam and electricity. Other by-products esuch as gums,
fatty acids, etc., from the oile would be further processed into
marketable products or s0ld to other usere.

It was proposed to establisn the processing facilities in

(o)

concent-ated oilseed prcduction areas to ascure the availability of
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there was the graatest need for improvement of tha farmers' position

(]
1]

in marketing their production at a fair pri

The plan was to begin the projz2ct at a modest level and expand as
indicated by experience and the neads of the concentrated producticn
areas. This strategy was the sane as that emplcvaed by tihe NDDB in

the successful "Anand Pattern” to develop the dairy industry.

One of the strategies planned for accomplishing th2 goals of the
vroject was the amployrent of a group of experts from within India,
and abrecad, plus a nucleus of the Project Authority ®anagamant
Information Group to perform an operaticns reseazch study. The OR
study would consider the various phases of the processing component
as a part of the study and recommend a program for storage and

transport.

The end-of-project goals for the processing ccmponent of ths
CLUSA/AID financed project were set at 1.381 million tonnes per year
of crushing capacity and %€4,000 tonnes per yea:-of solvent
extraction capacity based on a utilization of facilities level of
330 days cperation per year; stcrage, transportaticn and packaging
equipment cesting 150 million rupees; and, cattle feed milling with

a capacity of one million metric tcnnes per year.
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These goals included the establisianment of a Resea:zch and Development
Program te work in collaboration with %he marketing manager in the
performance ¢f studies in Product and Prccess Development and

Packaging.

Acconmplishments:

The quantitative evaluation for the first four years of the project
will compare projected capacity targets fcr the originally planned
elements of the processing component with-the actual accomplishments
to date. This will provide a measure cof success 0f the project.

The evaluation includes capacities for other preducts that have been
established but were not in the original projection. This will be
an indication of the flexibility of ﬁroject management based on the
learning process, and to some degree, project accorplishment.

Cattle feed milling is not included but it was a part of the
original plan. However, nothing nas been éone to establish any feed
manufacturing capacity to this date. Tiis product was placed in a
state of hold due to technical preoblems and to allow more time for

other new products.

Table 1 (Appendix III A (1)) shows that the original target for
establishing crushing capacity by the end of the fourth prrojsct year

was 4,36,000 tonnes

"J

er vear. The accemplisament to date amounts to

2,77,2C0 tonnes per year, or 64% of the-target.



th

The solwvent extraczion tazget Ior this 2ime period was 1,95,20C0C
Tonnes per vear against an actual capacity of 1,776,550 tonnes per

year, or 90% of the targset.

The oiliseed storage tarcget was tcC balance tiae storags2 capecity with

the needs of the plants to provide for at least 300 days cf

'

ocperation, No oilseed storage was added during the £irst vear and

-

there was none existing at the facilitiss that were %aken over.
However, bv the end of the second year, 8,000 tonnes had besn
established and by the end of the fourth y=ar this hzd been
increased to 26,000 tonnes.

0il storage was not specified in terms of capacity in the project
plan., but the amount that has been established is 19,400 tonnes.
Packaging was planned to be included in the project but the capacity
was nct specified. The actual anount established was 65,240 tonnas
per year on the basis o0f 330 days per year operation at 8 hours per

day.

Vanaspatl manufacture was not proiected initially but an annual

capacity of 24,750 tonnes has been acquired,

0il refining capacity was not included in the original projections,
but the facilities to refine 26,300 tonnes per yaar have been
acgquired. This is considered to be one cf the important 2lements 1in

v

balanecing the functions of processing.



The Cooperative Unicn of Canada (CUC) firnanced facilities are shown
in the table to indicate the cepacity that they will add to the

CLUSA/AID project. The tabls shows the capacities for c¢rushing and

rn

golvent extraction and the tirming planned for bringing the CUC

facilities on strean.

The program to establish transport syestems to handle cilseeds and
0il in bulk form was not intended to provide transportation for all
of the bulk handling for the facilities. It was planned that each
facility would purchase only two to four -ulk grain and oil trucks
and use them as a demonstration to the industry. They would use
them a2s needed but would rely on the pubiic and.private contract
carrier industry fo¢r practically all cf their.hauling needs.
Bhavnagar now has four trucks and more are planned for other
facilities. This program, as originally planned} is about on

schedule.

The accomplishments tc¢ date include several improvements that have
been made in the acguired plants and the progress that has been made
on new facilities. The Bhavanagar plant has completed renovation of
the decortication plant and improved the efficiency by &an estimated
60%. A new lavout of the oil mill has the planning compieted and
the work is scheduled to be done during the clow season of 1983-84.
Work 1is underway>cn seed storage, a new boiler, replacenent of a
hydrogen gas generating unit, finishedé product and oil storage, and

rencvation of the packaged products storage and offices.

-



The Jamnagar facility nas incrzased carvacity ov addling two

[

decorticators and replacing the old expellers with new high capacitv
units. Other work completed includes the addition of oil storage
and groundnut storage, addition of 51l packeqging., 3 new bollar,

cooling water tower, and a 500 XVA transformer.

The new Junagadh plant is in the process of being complated. It
will be a 400-tonne per day modern crushing and matching solvent
extraction unit complete with refinery and adeguate storage of

oilseeds, oil and packaged oil.

Other facilities have been started up and operated wizh improvements
in efficiency through modernization of lavout and the addition of
new equipment. The additional capacities and the actual processing
quantities to be added through the first four years of the project

are also shown in Table 3, Appendix III A (2).

Lessons Leartrned

Taking advantage of lessons learned on a long range p;oject as it
progresses ics important. The general lesson learrned early in this
project was that ii the cooperative is to provide the intended
service to the farmers, it is necessary to acquire or create and

operate all elements of the processing component economically and on
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The capital investment for proceseing facilities and the fixed costs
of operating are reletively Sigh ian India. This fect neceszitates ¢

ilities in order to keep the
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procurement and lacz of adeguate storage have been a significant
factor in the inability to operate the plante et 300 days per year
or more. Crop failures, shortages of fuel, electricity &nd
chemicals do happen and result in inefficient operation due to low

utilization.

Procurement cperations must be supported by acdeguate storege and
transport systems to permit piant operaticns at eccnomic utilization
levels. The storage and transpor: syetems will need tc serve the
village collection points, intermediste satellite storage and the
processing plants. A 400-tonne per day plant should have on-site
storage of 40 to 60 days oilseedc and over 100 days in satellite
storace based on capacity operaticne éduring the harvesting perioés,
The village collection points shculd holé 2p to "W wWeeks
procurement Jduring the pezk buying seascns. Transport systemns,
public and private, should be adequate to transport at least three

times the plant capacity on a daily Lkeasis.
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1t has been realized that processiang faciliti2s cannot be cTeratad
competitvely unless £full advantage is takxen of the ability to
utilise all portions of the raw material to vproduce the mcst
marketable products. When feasible the priducts should be processed
to their highest marketable value and waste or bv-products should be

used or sold.

Materials handling systems as they now exist for incoming oilseeds,
in-process material, and finished products ar2 uneconcnaical. The
oilseeds are received and stored in gunny bags. The bags are
emptied as the seeds are processed and then reused. Cake from the
expellers is temporarily stored in gunny bags Zor supplying the
solvent plant. Mechanization of handling, bulk storage and running
the solvent plant to extract the cake as it 1s produced will save
labor, improve the solvent extraction efficiency, imgrove the

quality of the solvent extracted c¢il, and 2liminate the expense of

buying the gunny bags.

The operations research study revealed that economies of scale coulad
be effected in larger plants and that plants with c;pacities of 400
to 725 tonnes per day would be the most feasible size if other
factors such as procurement and marketing could support a
utilisation level of 300 or more days per year of cperation.

The OR study pointed out that processing tecnnolegy in India is very

out-dated and measures should be taken to updata the technology of

.

—d
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new facilities by importing scome new eguipzent aunl werking with

pmanufacturers and coasultaatc o iRpsova the overall deficit in

technology.

Probably the most importent of lessons ieecrned has been that
planning fcr the establiishment of complex crganizations and svstemns
cannct be perfect. Original plans and estimétes must be subject to
adjustment as changes in the original assumption:s are encounteced.

Complex organizations c¢f pecple with wvarisus skill nd talents

mn
n

cannot be built overnight.

Implicaticens for Achieving End-cf-Froiject

The prospects for achieving the end-cf-project goals are good if
some of the specific goals are altered to lower cche and raise

others to ultimately achieve the same overail plénned end result.

As indicated in Table 2, Appendix II1 A (2}, the present plane for
acquisition/construction of cruehing faciiities will bring the total
capacity to 768,900 tonnes per year by the end of the seventh
project year. The original target ¢f 1,281,000 tonnes per year wilil

not be reached. Further planning for growth, however, indicates

thet 1,346,400 tonnes per vear crushing capsacity vill be reached bv

the end of June 1%89% or what would pe the tenth vear of the proisct.



olvent extraction capacitly will come scmewhat closec to reaching

w

the original target Zor annual capacity. It was 584,000 tonnes per
year and the capacity projected based con current planning is 466,950
tonnes ver vear at the end of the seventh project year. Also, based
on current planning, the solvent extraction capacity will r=ach

697,950 tonnes per year by the end of the tenth year of the proiject.

It should be noted that all capacity quantities for the CLUSA/AID
financed project are based on 330 days per year of operation to

compare@ with the original targets which were on this basis. When
comparisons are made based on more r=alistic operating schedules,

conversions will be necessazy.

The achievem;nt of end of project goals for the processing component
will have some effect on the achievement of the goals of »nroduction,
procurement and marketing. The processing component is a necessary

tep in the vertically integrated system. It is important £for the
growers' organizaticns to own processing units, which allow then to
devlelop a technological advantage over the competition by updating
exising facilities and constructing new facilities ;ncorporating the
latest available technology. It provides the production componant
with a farmer-owned processing capability that can enhance the
income of the members. Success in performance of eccnomical

processing osperations will affect the incentive of the members to

produce morze and sell more of their produce to the cooperative.

-
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Achievement c¢f goals relating ts procesesing efficieacy will also
effect marketing achievements. The products mus: be produced at

costs which allow them tc be s3id in competitive markets.

Problems/Issues:

Scme of the major problems that have been experienced by the
processing component are typicai ©f the oilseed processing
industry. When a decision is mede te acquire &n existing facility.
the problems existing at the tire of the éakeovex becone a
liability. Progress has been made in correcting problems in the
acquired facilities and the planning for new facilities will

preclude the repetition of previocus problerms. -

Hexane losses have traditionally been high in the solvent plants.
The losses are 8-14 liters per tonne compared to lcsses in the U.S.
of 2-4 liters per tonne. The greatest single cause of hexane losses
is the intermittent piant operations. The intermittent operation of
the golvent plants is due toc the lack of raw materials, insufficent
electricity to run the plant as a unit, power failures and the
imbalance between the production of cake and the neéds ¢of the
solvent plant. The second major contributor te the high hexane
losses is capacities of the condensing equipment and cocling systems
and inadeguate minerzl oil recovery systems. PRefrigeration
equipment for the hexane va2por recovery systéms is Leling installed

in the MCW plants to reduce_ hexane loshecz.

I3
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Safety of equipment in some of the acquired solvent pliants is still
a problem. In some solvent plants belt-driven pumps and speed
reducers still exist. However, plans are to change these units as
replacement equipment is available. Some progress has been made on
this problem since it was first pointed out by the operations
research study, and this aspect of safety is being taken care of in

the new facilities.

1n some of the crusining plants the expellers are small and require
high horsepower and manpower for operation and maintenance. They
use reverse worms, which are economical only where there are no
provisions for solvent extraction of the cake. TQe reverse worms

get more oil out at the crushing stage but the total through-put is

much less.

Materials handling is mostly by manual labor and 1s very expensive.
In some instances the cake from crushing is bagged and stored for as
much as 15 days before it is solvent extracted. The cake should
never be allowed to cool as it then generates fines when it is
milled which reduce drainage in the extraction process and increases
the energy required to keep the extiractor up tc normal operating

temperzature.

It was observed that cleaning and dust coll=z2ction equipment ace
needed in some of the plants. Any foreign material such as stones
and ¢irt will cause damage and fast wear-out of equipment as well as

reduce the efficiency of the labor.



Most of the acquired refineries are the batch type and are of smail
capacities. They are eguipped wita plete filters which reguire

excessive maintenance and lebor for cleanincg.

W

The Government of India has endiors2d the coccerative developmen:t
program, but there is still a problem with the cumbersome precedure
for obtaining licenses to estaplish and operat: & precessinc plant.
In most instances the iccal, state and nationel governing bcdies
require a number of licences and permits which ustally causec a year

or wore delay on each new fecilitiy project.

Environmental issues have not czaused any reel difliculties with
plant establishment cr operations. The gplante are being reguired to
install treatment units for effluent to cowrply with local and
national regulations, but this is bein§ done and the enforcement
egencies are apparently satisfied@ with the program. 1In some of the
groundnut decorticating operations duct is ¢ problem but uszually
more of a housekeeping problem than a threat tc perconnel healz:n.

Nc real health hazards were observed during a series of plant tours.

The problem of power failures and cut-backs in electricity will
exist until sufficient capacity is briit and distributed tc the
public and industry. This may take years tc accompiish. Scne
rlants have diesel cgenerators to providée erergency power but this ic

not ordinarily economically feagibie for rcutine plant operatiorns.



One possible short-range solution to the 2i2c=zical power Droblam is
in the planning stages. It is a generating system using groundnut
shells as an energy source. Tine groundnut shells will be converted
into pellets and pyrolized to preduce a gas tham will zun a gas
2ngine generator. The system will prcduce a net 750 KXW per hour,
which will be about 30-40% of the requirement for the facilities at
Junagadh, where it is proposed to be located. The history ¢f£ that
area for power cut-backs is in the range of 30-40%. If the
generating capacity should require additional units to cover larger

cut-backs, the groundnut shells will be availéble. The plant will

produce about 100 tonnes per day when operating.

Processing Facilities Performance:

Table 3, Appendix III A (3) is a listing of the plants in operation
under the project at this time showing some of the key performance

factors, including utilization.

The Bhavnagar facility operated the crushing unit 304 days in the
past fiscal year (April-March) yet crushed only 32,0C0 tonnes out of
a possible 82,500. If the capacity is converted back to the 304
days operated, it becomes 76,000 tonnes. This indicates that only
42% of the crushing equipment was running on the average for the 304

days.

-~



A comparison of the zolvent extracticn cepacity enowe that ic
operated 2546 daye and the cake extracted wasz 22,600 teonnes. The

snount thet could be ruan in 256 deys is 3E,437 tenmnes. This

L}
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indicates that the plant operated at abcut 53% capacity when it

WagE running.

The o0il yield from the crushing operaticns was 25 teo 29% of the
total weight crushed. This yield is less than what iz normally
expected but this is not very importnat if the solvent extraction
riant has a gooé yield. The sclvent ex::acgicn plent ehowed 2 yield

of o0il ranging from 8 to almost i(C% éuring the yeare since the

project was started. This is abcut wnat is nerxe
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the low yield from the expellere. This meane -hat the total oil
from crushing and solvent extracticn of grcundnuts amounts te 30 to

32% of the original weight &s received.

ot
m
rl
ja}
Q
.J
(9}
[+7]
ot
(1]
wn
[© 1]
(3]
o
&t
(o]
a)

A similar comparison of the other project plan

less utilization of the available cepacity.

The o0il yields at Anand and Rajkot are not ccmparable tc plants
running groundnutes only. These plants are -unning both cottonsced
and groundnuts, &nd the material! run ané cil vields Aare not clearly

secregated with deys opersted on each.



Recommendations:

Materials handling systems as they now exist for 1ncoming oilseeds,
in-process material, and finished products are uneconcmical.
Mechanization of handling., bulk storage and running the solvent
plant to extract the cake as it is produced will save labor, improve
the solvent extraction efficiency, improve the gquality of the
sclvent extracted oil, and eliminate the expense of buying the gunhy

bags.

Eexane losses are high in the solvent plants. The greatest single
cause is the intermittent plant operations. The intermittent
cperation is due to the lack of raw materials., insufficient
electricity to run the plant as a unit, power failures and the
imbalance between the production of cake and the needs of the
solvent plant. The sacond major contributor to the high hexane
losses is low capacities of the condensing egquirment and cooling
systems and inadegquate mineral oil recovery systems. Each of these

conditions should be corrected in so far as possible.

Safety of equipment in some of the acquired solvent plants is still
a proplem. In some solvent plants belt-driven pumps and speed
reducers still exit. However, plans are to change these units as
raplacenent equipm;nt is available. ©Some progress has been Rade on
this problem since it was first pointed out by the operations
research study, and this aspect of safety.is being taken care of in

the naw facilities.



high nhersesrower and manpowes for operection énd maiatenance. Thay
use ceverse worms, which are zconcmical cnly where there ace no
provisions £o5r solvent extraction ¢f the czke. The reverse worms

et more oil out at the crushing ctage but t(he total through-put is

Materials handling ieg mostly by manuvai labor anéd is very
inefficient. 1In some instancee the cake fIom crushing is bagged and
stored for as much as 15 deys before it is amciv=at exiracted. The
cake should never be allowed tc ccol &3 it then generates fines when
it is milleé wnich reduce drzinage in the ex:iracti¢n process 2nd
increases the ene:zgy rsguired to leed tne ¢X%:zactdr up to normzl

operating temperature.

There is still a problem with the cumberscme procedure Zor obtéining

licenses to establish and cperate a procescing plant.,

In most instances the local, state and rnatioral geverning bodies
require a number of licences and permits which usuzlly causes & year
or more delay cn each new facility project. These procedures should

be streanlined.
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This may takxe years to accomplish.
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CPOR L LI A
TAELE 1 QRICINAL PLAN AND ACCOMDLISHENTY U L2
RLIITT YEAR 19758 195.=31  1%EI=RD  (El-zl 16Iieh 168a-EY 1Gsi-b.
i USHING CAPAUTTY (1000 MT/AR)w-
CLLSAAID Project Targets )P ¢ 73,00 216.00 <En e oLt 1,015,530 1,381.00
- CX rroject Targets - - - - 2.5 8..50 163,00
Actual=CLSA/ALY Project £.15 N2.2 22790 7.0 - - -
_ 2. SOLV. EXTRACTION
CAPAZITY (10w MI/VEAR )=
CLU'SA/AT Project Targets 6.00 KRS 57.00 18a.00 263,00 QLS S56%.
’ cCs D’DJ’C{ Targets - - - - s 56.0C 132,00
Acraal = CLUSA/ATD Project &3.3C 77.55 | eI - - -
- 30 CLLSEED STORAGL CAPACITY (1000 MT)
Originsl tarpots Not speziiies .
. Aztual - 6.00 16,00 2e.00 - - -
. OIL STORAR CAPACITY (low MI)
~  Original targets Not specified
Actual 3.45 11.90 13.6 19.40 - - -
=S, PACRALLNG CAPACITY (1000 MI/ YR )&
Crigiral targets Not spesifiec
Actual 10.55 42.25 £2.3¢ £5. % - - -
€. VAWSPATT ML, CAPACITY (1000 MI/YR )=
Original targe:s ket oin erigined pilan
Actual 24.75 26,74 28,75 2-.7% - . - -
=7, OIL REFINING CAPACITY (1000 MI/YR )
Original targets Not in orizine! plan
. Aczual 19.80  28.75 25.70 36,30 - - -
*  The prolect vear was changed to siart in 1879 due o delays ir getiing the projact started.
wr Capacitlies are based on 330 days per year operation.
= (5pazities are based cn 33C days per vear it £ hours/cev.



ey
AF .‘...-u A

- - SR it Ta TS g e
Y TARGETS PR ALl FACTCRS (CUSACAL PRLUZC

(o

FOIICT YEAR 197930 13a0~El  1G&l-£l  ei==l 198384 193433 1525-:IA
L. TECSHING CARACIT: 1 1lu) MI/ e

Criginal targe's 1«.0 73.05 11£.00 436,00 &7.xs 1,015.50 1,510

Pacommerded new Largels - - - - 273.20 375,20 722.30
20 SV, DK, CAPACITY (IO MI/ YW

Originsl tsrgets 6.00 33.00 37.00 29m 0 283,00 428.76 b i

Recomrenced new tarp2is - - - - 01,35 0L.9 4Hh, 93
I, CLLSETD STORAGE CTARPACITY (10w M) ’

JTizinal targers Mot specified

‘ecamended new tarpets - - - - 75.00 177,00 BLORING o)
Gl STORANGE LAPADITY LI0 M) .

Oririnal targets Mot specified

RecoTended new tarsois - - - 41.50 62.7C Ge. 20
5. PASNAGIN, CAFACITY (100U MI/YR)*>

{riginzl targets ot specified

fezomer ded new tarpets - - - - 110.54 &7 -3..8
£. QLL REFINT'G CT82ACITY (100U MIT/YR) »
$Criginal targt: tot specified

Recormmcec new targets - - - - 72,30 72.6C 67.25
7. VAMASPATI MFG. (1000 MT/\R)*

Criginal targe:s Mot spec:ified

Recomended new targe:s - - - - 4.73 33.00 45.00
3. SFECTALITY PRODIXTE | M /YR Yo

Originsl targets _ ‘ot specifiec

Apcammended new Lariers - - - - - - -1.35

vear operation
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davs per
¢as per
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TABLZ 2 INDIVIDUAL PLANT OPIFATIN. D2Tarw
PROJECT YEAR 1979-80  1GF(-8; 1%81-£2  198°-84

1. BHAVNAGAR (APRIL = MARCH)*

Crush cepacity = GN OR C&#*» 49,50 49.5% 22,50 £2.50

Crush Actual 5.95 12,34 24073 32.00
Days Operated Crushing 93 148 $3U 3ns

Seiv. Extr. Capacity 459.50 b@.f} L.t 49,50
Sclv. Extr. Actusl 6.12 .2 17.67 22.60
Cays Operated Soiv. Extr. 54 10e 17k 23e

01l Recovery = Expeller (%) 27.42 2607 25,12 25.48
Cil Recovery - Solv. Extr. () §.13 .7 9.9 5,88
Vanaspati Capacity 24.75 C o Zw, T4 24.73 26,73
Vanaspati Actual 11.0Z .24 10,30 7.35

2. Jamnazar (Nov=0Oct)

Crush Capacity - 16.5¢ 33.06 06.00
Crush Actual - 5.52 13.0€ 7.817
Days Operated (rush - 151 T 71

Sclv. Extr. Capazity - £c.00C £e .00 65.00
Selv. Extr. Aczuzl » - C.¢3 7.32 3.9¢
Dzys Cperated Soliv. Extr. - il Te 35

Dil Reccvery - EIxpeller (X) - 22.54 27,13 T24.80
0il Recevery = Selv. Extr. (R) = - E.24 & 78 g.70

BEST AVAILABLE COPY
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PROZECT YEAR 1579-80 1980-581 iG8]-82 i382-82
3. Dhasa (Nev=(ict)
Crush Capacity - - 1¢.50 16.50
Crush Actual - - 2.56 2.37
Days Operated - - 130 134
Cil Recovery (i) - - 27.00 27.00
4. Anand (hov=-Uct)
Crush Capacity = GN OR CS 46.20 46,20 46.20 46.20
Crush Actual 34.27 36.4%& 27.83 8.33
Days Operated Crush 265 283 ' 216 75
Solv. Extr. Capacity 49.50 45,50 «5,5% 49.50
Selv. Extr. Actual 16.656 30.0: 2i.89 10. 8¢
Days Cperated Sclv. Extr. 175 24k 200 gs
Uil Recovery
Cottonseed washed o1l 12.80 12.50 12.30 13.5¢
Solv. Extr. Cottonseec 01l b.10 6.00 7.CC 6.20
Solv. Extr. Groundut Cii - 7.30C B.4C 8.50
Solv. Extr. Raw 0il 16.10 1£.60 16.90 16.80

BEST AVAILABLE COPY



B. Operatrions Recearzh arnd Informaticn Svstens

Mansgement Information System

The genesis 0f the Management Iuformsticn Svsten (MIS) conczpt was
the need for standardization in the ccllection and reporting of
data. 2as the OVCW has expanded 1tz activities to a number o: state
federatione in Gujarat, Madhya Pradesh, Tamil Nadu, Karnataka, and
Anédhra Pradesh, it has become nececsary to define a uniform

information system. This is particuiarly importar

&)

t since the
different Federations are at various levels ¢of develiopment 2nd
experience. The system as éesigneé was to capture ell minimum data
requirements for OVOW and be flexible enough for the users to
address particular needs.

The forms decigned for the MIS attemnp he data that
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age, distzict end federation

o
-

is availablz. This occurs at the vi
levels. What 1s needed is £0I zhe users to review Their nmininal
requirements 5o an acsessment can be made of the data necessary te
run the system at the variouvs levels. what follows is what has
transpired@ 2s a result of a system being impcsed wiihout addressing

user concerns.

The forrmal inmplementaticn of the ®MIZ is preceedéing very sloviy

1o

within the various state federztionz. Th
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exanpie, has 2 pilot implementation taring place in Rhavanagar
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District and tihzir problems are nrotacly indicative of what ths

<

o
(ad
=

er federations will experience as thevy inplement the systen.

Bhavnagar distzict has hed problems in coavincing the wvillags
pociety secretaries of the need for the system. The secretaries
believe they f£ill out enouch forms already and any additional work
should be performed by mobile team leaders at the area offices. At
scheduled traianing sessions as many as 13% of the seczetaries
refused to attend. After the training session it was concluded that
only 12% of the secretaries could be expecteé to complete the forms
properly.

It has been determined that under tae current data collection system
the area offices in Gujarat do much of the paper work of the village
secretaries. Consequently, their ability to make field visits is
impaizra2d to the extent they naust perform clerical tasks. It has
bLeen hoped that the HMIS system would return the data coliection

responsibilities to the village level secretaries.

The village secretaries have several explanations for the problams
encountered to date: 1) there is a high turnover of seé:etaries
within a number of societies because of funding preblems: 2) they
have a moral2 problem because they are not appreciated; 3) their
educational background, in may instances, does not extend bayond th2
sixth or seventh class; and 4) they believe the arza offices shnould

perform some of the data collection activities.
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If the MIS system ig to e establiehed ani uzeld &2 The beszls Ioz

[

manecerizl Jdecision mzking by CUCw and {or Trercticns Rezezrico

studies then the experience learned with Bhzvanagar cheuid te

implenentation should begin an indcctrination procecs of the
secretaries. They should understend in advance why the gveiem is
necessary. its objectives, ancé how the svetem will benefit znd serve
their needs. The traiaing should be of 2 zontinuing nature until
complete familiarity with the formsz is acnieved. When a village
secretary is identifiel as having p:ovide& incomrplete or inaccurastz
data, he sheuldé 2 visited and given & training sessicn. This whoie
precess is much more successful, with less reeistance, when the

system tckes account ¢f the needs of the various users.

Village secretaries shouldé be made to understand that the MIS system
attempts to incorporate as wuch relevant information £rom the old

systen as possible, ané the advantage of ®iS is its stendardizeticn

srea cffice, cistrict, region, federatisn end, cventually, %o

NDDB/0OVOW. A3 it progress=s TP the verticel chein, it ie a2ggregezed

fer different purposes. The date aze tou be ussel oy the fecerztions
and OVOW to analyse and treck project implementation and, if
neceesary, provide informetion f{or operaticns reszarca or impact
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~he project plan 2nvisicned the MIS systam teing inpiemented ia 5
state federations by the fourth year s the project. This probebly

e Bhavanagar Dilot ~ase
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will be delayed by at least one year. T¢
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tably not be completad for anatiaer eignt menths. After this
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ully implemented, it -will be attempted in other
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districts. It is not unreascnable to expect that full implamen-

tation within Guiarat will not occur for another 12-13 montas.

During the interim period when the twc svstems are paztiallyvy running

parallsl it will be important that the managers at the various

ievels meat regularly, particularly during the procurement season,

to review all the data and ensure its accuracy and timeliness.

It is racommended that during the early irmplementation of MIS,
within each of the state fed2rations, that the propocsed MIS fcrms be
consolidated and streamlined so that only the mcst important and
relevant data affecting decision making be collacted initizaily. As
the users become mcre familiar and experienced with the system other

data eiements can be added.

There are no standarcd budget forms among the diffe:ént state
felerations under the existing reporting systems. Each federation
had developed its own internal reporting formats. his causes
different types of data to be collected and transmitted to OVOW.
The MIS system proposed by th2 MSS consultants recommends ca2rtain

oudgetary forms which are monthly in nature and quits detailed.

There ic nc¢ form which summarizes tiae {temized budg=t and the



"y

cocresponding revenue budget. An eoxenple cof what tiiz form would

losk like, including 2 yearly cash Zicwv budge: &nd & menthly

(9

variance report, are eéttache

It should be noted that the aprproach focllcwid by the Gujerat
Federation is wviabie. They proceeded in a phased in manher and

addressed problems 25 they arose. Fcr example, wWhen resistance was

enccuntered with village secretaries they gent teams out to conduct

on tite training sessions. Two things which showld bz dcne cre a
more comprehensive explanation to the utsere regarling the need for
the systexm 2nd a simriification of the forms, which might accelerat

their acceptance.

In Madhya Pradesh it was learned that the channels for collecting
financial information ere not good. This was the result of not

having suificiently trained staff in the accounting/bookkeering
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area. The lack of a good informaticn gathering ¢

o

mentioned. These problems can be resclved by having mainagers nzet
regularly to review problams and their eosiuticne. I1{ there are

staff shortages, 1t too can be addrecssed atc another pro:tier ¢ bs
resolved. 1If the head office has isoiated such preoolens then its

their ra2sponsibility to tézke the initiative <o correct themn.
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Oneraticns Xz2s2arch

QOperations Research (CR) 1s intended to suppcrt overall progranm
management and planning. As originzally planned, an OR study grzoup
consisting of Indian 2and foreign ex-erts and NDDB/OVCW's Menagement
Information Greup would conduct a comprehensive OR study which weould
assist in the design and implementation of the project ia tna
proposed project areas. That study was completed in 1930, with
field workx limited to the Gujarat project area, and at least some of
its guidelines and recommendations have béen of assistance 1in
project implementation to date. Saparate CR studies have also been
commissioned by the Gujarat and Tamil Nadu Federations to assist in
their planning. In the original plan, there was not to be a close
link between CR, the Management Information System (MIS), and the
Market Intelligence Progran (MIP). Data from these systems were %o

feed into project management decision making and occassional impact

studies focusing on identified problems.

Problems and Issues:

(1) As originally planned, OR worXx by NDDB/OVCW and the Federation's
(either in-house or contracted) was to te funded only during the

initial y=zars of the proiect to provide basiz guidelines

th
O

T
project implementation. As the pzcject has unfolded it has

becoma obvious that many factsrs aflecting tihne projzct

(2]

(producticn, procurement, markating margins, prices, etcs.) ar

(&N

vy

[y
[a}

vy dynamic. There is an ongoirg-need to adjust criginsl



assunptione, deternine the impact c¢f thoss adjustmenlis <n the

vroject, end adjust management stratecgles and piens

procescsing plant viability, and the dvynamics of producticn an

.
n

procurement. Conseguently, th=2re is a nezé for cngoing OR work
linked closely with the data ccllected through the EIS andéd HMIP. .
There is alsd® a need for the developrnent of management tocls to
assist project and federation level managers to determine the

irpact of changes in market conditicne aAd policy decigicns con

financiai viabiiity.

(2) Delays and uncerteinties in project implementaticn have made it
difficult for NDDB/OVOW to form & fully-stzffed OR/impact study
group (there is now only one percson in the OR group). UDelays o

ecticn of

[

the implementation of the MIS have alsc slowed the col

data wizth which te ceocnduc
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(2} The 2eisye and uncertainities irn inplementatiosn have &also 12d ¢t
a nuvmber of cases where izplementation cf »nlane has, aprarently,

preceded the completion of careful study ¢f feaciziliiy and

producticn in The stzte.

]



The proiect would likely b2nefit from an ongoing program of CR

link2d with the MIS data and ce2ntralized at NDDB/OVCW. While scne
projects might be more reasonably given to ocutsile consultants. it
is probable that more practical and meaningful results wWwould come
from an in-house group which is very familiar with project
operations and needs. OR work should focus on specific project and
federation problems (for example: procurement, storage processsing,
pricing, etc.). It should be ccncernead wi;h the developnment of
management tools which allow more rapid and complete assessment of
changes in assumptions, prizez, and policies on ?roject objectives

and financial wviability. OR work might be efficiently linked with

the reccmmended work on market analysis and forecasting.
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Cperating Costs

Raw material
Utilities
Labor
Maintenance
Insurance
Packaging
Chemicazls
Administration
Telaphone
Telax
Postage
Travel
Legal fees
Training
Interst on loan
Priacipal
Repayment

Total

Investaent

Capital

a) Construction

b) Procurment

c) Share capital
(detail)

Rzvenue (Salez)

a) Refined o1l
b) Deocilad cake

¢) Vanaspati

APPENDIX 111 3, 2
CASH FLCW BUDCET
{in BRs. 0CQG)
NOY DEC JAM FER MAR LR HMAY [N JUL AUG €SEP O0OCT
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C. Marketing Cceraticns, Eeg=zsrch and Tegtiting

Trhe bulk c¢f the project's revanues are to be gencrsted Izom its

razketing operations. The components ¢f prciect marheting
activities, as originally planned, were:

- Sales of donated oils,

- Procurement and sale of commercially imported oils,

- Domestic and international cales of prcject-produced
products,

- Cperation of a buffer stock to 'stabliiize' prices,

- Market research and testing to develop new proéducts, and

- Coilestion anéd anzlysis of market infcéma:ion.

Sales of donated oiis were to generate most of the funds necessary
to capitalice the project, with sales c¢f commercially impcrted oills

-

alsc providing scme funds. Earnings frcm ezles of proiect-produc:zd

products wcouid aventually be sufficient to =suetain ail or most of
the project's develeopmental activities; principelly production
enhancement. The buifer stock, consisting of commarcielly imrorted,
as well as domestically produced and procured cils, wage tec De used

to ‘stabilise' prices. Market research ¢ad testlag ac ties were
te fecus con the anzlysis ¢f consun2ar preferences and the cdeve.oDdrment
and testing of new products, including pdlznied oils and Jefattud
groundnuts, &nd flecurs, snhack fcods, and c¢a2l anz:ogs nmads Z-onm

de-o0iled cakes. Market informaticn coliection and cnalvrsic was

intendezd uppost project marketing &ecisicne.
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As the project was originally formulatad, the genzratlion cf
sufficient ravenues dependad on s32veral assunptions. The @most
importan: of these involvzd the domestic sales price of donated
nils, the net ravenues to be derived from sales of commercially
imperted oils, and, most important to the eventual financial

independence of the federations, the net revenues t¢ be esarned from

sales of Federation-vroduced products.

Accemplishmants

Marketing of Donated 0il: Markating of donated oils has been

conducted primarily threugh co-operative societies and retail
outlets established under the project in Gujarat, Madhya Pradesh,
and Tamil Nadu. In Tamil Nadu, some o0il has also been sold through
approved private retailers. The quantities of donated oil sold have
generally fallern below target. Prices reca2ived, however, have be=zn
well above the targeted level of Rs. 5,500/ton. The amount by which
unit prices have been above original expectations is reducad
substantially when prices are adjusted for iaflaction (see Appendix

I C(LY).

The slcwer than expected rate of sale of donated oils has stemm=ad
from delays in receiving initial shipments, interruptions in ths
£leow ¢f donaticns because ¢f procedural problems resulting fron
their higher than expected sales price, and slowar than exrected
organization of state federations under the project. While chere

were some early problams in estzblishing consumer acceptance of
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soybean cil, these problems arpear tc have been overcome, primarily

7
1]
"
o
L
—
0
1
Q
3]
m
[¢]
0
"
m
[
i3]
w
r
”n

because of its iow price relative tc otib
cpparently blend cheaper soybeanr oil with mcre ecxpensive preferred

cils.

Marketing of Commercially Importeéd Oil: ©Original end revised

targets f{or cales of commercially izmported oils ecre provided in
Table 2 (Appendix II1l1 C(2)). No procurement oI sale of commercially

imported c¢ile has been conducted sc f£ar. WwWhen the project weas

oziginally formulated, imports cf edible o0llz to 1ndia were vnder
Open General License and any organization ceould obtain a license to
import. Since then all imports c¢i vegatehble coil:z have been

canalizeé through the State Trading Torperaticn (3TC). KDDB/OVOW
has recently received permission from the Government of India tce

import 50,000 tons of oil, but the o0il would be gubject to pricin

[Ty}

restrictions which would make the venture risky &¢nd petenticlly

unprofitable to the precject.

Marketing of Project-Produced Products: Targets and achievements

for the project i marketing its own products are shown in Table 2
{hppendix I!l C{3)). As can Lbe expected irom the deleys in project

implementation, in the organizaticn of state federaticng, and in
organizing procurenent, sales of project-produced products heve
fallen below o:iéinal and revised targets. 2nother factcr is that
the Kadhya Pradesi and Tamil Nadu Federations have becn rzselling

oilseeds procured from their members (apparentiv quite profitably)

because they do not ve: have their own proceszin
Y 4 1 4
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The Gujarat Tederation is the most estaplisned of the Iederations
and is closest to achieving its procursement, processiag, and

&

marketing tacgets. Total sales of products produced by the proiect
in 1982/33 may approach the low revised tazget level, pariicularly
if the Gujarat Federation sells the substanti:l oil stccks it

961/32.

[

accumulated in

Consistent with the inflaticn of other cost and revenue estimates,.

sales prices for project-prcduced products, particularly oils, have
also bzen substantially higher than expectéd. Howevar, because o:f

highe; raw material procurement costs and below capacity operation

of processing facilities, project net revenues (trading margins)

have been below the projected level of Rs. 500/ton.

Marketing of project-produced oils naé primarily been on a wholesale
basis, with some sales through co-operative retail outlets including
the village level societies. The Gujarat Federation plans to expand
direct oil sales through milk booths and home delivery. The
marketing strategy has focused on the development of project
owned/affiliated retail outlets and the establishment of an image of

marketing a higher quality product than competitors.

Marxeting of deoiled cakes is conductad in both domestic and foreign
markets. Groundnut extractisns have been sold in both domes:ic and
foreign mazkets but aflatoxin problems have ccnstrainad
international sales. Soybean extractions (small amounts pr.duced tv

the Madhya Pradesh Fsderation tiarough custom processing) are sold



almoet exclusively in foreign markets L.l exposrtle have been
throuch independznt broiers and have, like moet cof Indic'g decilsel
cake expcris., gone vrimarily to rubee paviient 2reag in Zastern
Eurcpe. Generally, pricegc rzceiveg for extractions <o 1oy &appeil Lo
have risen nearly ec rapidly as eitker rew materizl or oil prices

The original marketing strategy also included the expor: o¢f HPC
groundnuts, but, so far, HPS grouncénut exports have been limited to
about 5,000 tons exported by the Guierat Federatvion in 1580-81. The
me jor preblem has been the high cost oi é:oundnuzs in Inéla relative
to ma2jor conmpetitore in recent yeare. Current government poiicies
which canalize HPS groundnut expozts through the National
Agricultural Cooperative Marketing Tederation- (NAFED) and subject
exports to gquota restrictions and, occasionally., minimum export

prices, could limit exports even in & nore favourable market.

Buffer Stocks: The prcject's plan to be invelived in tre operation

of a buffer stock to stabilize nztional c¢il prices has now
materialized. With canalization of all vzgetable 0il imports
through the STC, the STC is now essentiaily performing this
fvnction. The project has now eiopted & policy of-'locali:eé buffer
gstocks' to be implemented by the fed=2rations and intended tc¢

moderate egharp upswings in pricee in regional marketz. It is

unclear how effective these operaticns have bogan, what thzio exzct
purpose ieg, ¢z how tiey differ in concept ficnm preofit mexinizing

marketing operetionse.

BEST AVAILABLE COPY
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Ma-k2t Re2search and Testing: Altiacugh the project eventually stands

to Ggain substantially from MDD3's experience in this area,
relatively little market research and testing worX has been done so

ed

.

far because of delaysiin project implementaticn. Sampies of Ltlen
oils have bean developed and tested on a limited basis. but tinis
effort is at a stand-still bacause of government regulations
prohibiting blending. Small consumer 'Ppacs' 9f vanaspati and
groundnut oil have been developed, but it is too early to tell
wpether or not thev will be successful. A background study of
consumer preferences has been conducted 1in c;njunction with an NDEB
study, and there have ba2en campaigns to p-cmote the sale of donated
soybean cil and proiect-produced oilas. Some p:eliqinary work has
been done c¢cn the development of human foods from oilsced
extractions. A development programme for dal analogs is being
organized in collaboraticn with other institutions. Preliminary
workX has alsc been done on processes for reducing aflatoxin levels
in groundnut extractions and in developing defatted groundauts.

None of these products 1s near the market testing stage yet.

Market Information: Most of the collection and analysis of market
information to support marketing decisions is conductéd at the
federation level. The Gujarat and Madhya Pradesh Faderations are
actively involved in these activities and the Tamil Nadu Federation
will begin shortly: Information is5 collected on daily prices and
arrivals of seeds, oiis, and oilcakXes in numerous domestic markets,

primarily through trade and government sources. Information on

internatisnal marzet conditicns for oilcakes and extractions is

W
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collected €rom brokezss. MNDLULB/OVOW hec clsc bpeen invelvzd in the

2né the f{ederationes on these matters.

Lessons, Issues and Implications

1) The revenue side 9f the project't budgst appezre 1o have
changed 2ramatically from both vricinal &nd revicel <argets.
Proceeds from the sale of dcnated ¢il have been gcubstantially atove

eriginal estimates and, i1f STC peclicies cn the zelesse and pricing

(=)

s continue to support nichar reczl wrices £or cilis in

[oa

¢f imgorted ©
the Indian marcket, it i1s iikely that unit wvalue realizztions from

the sale of donated oil will continue (o rise, Similariy, pricsac

"]

d producte nave been higner than

received £or project-preduc

o)

expecrted, &s have preocurensznt cocts, and 1t Is 1ilke
continue ty risce., Expected revenuer fzcnk (hiz sele of commercially
procured cils have nct materialized ard, given current prlicies on
inports and inmpcrt pricipg, it appecrs tnat project rcevenues frcem
thie source will be sharply reduced - psrha>z 16 zero. The cClgts,
if any we:ce proiected, of operating & matiosrnal bufloer stocik will o
longer pe incurreé by tne project since thise function is nouw
performed by the 5TC. The net imract ¢ theze clang=ss on likelvy
pProject revenues is unclezs and mwvst e evelivatasd, Convercicn of
the project budget f-om 1578/79 prices ©o surrent prices woulld make

evaluation of changes 1in project -evenues and Co3tc easiar and mera

BEST AVAILABLE COPY
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han originally extected. Becaus2 operating profits ara

aventually expected to contribtute significaatly to other projeoct

coste, marketiag ma:sgins must de watched and analyszed cargafully.

Factors to be consideraed in evaluating trading margins includea:

(a)

(b)

The 1981/82 year {shan the Gujarat Federation incurred

(B

substantial operating losses) was probanly a tight yea:

throughout the industry because of the unexpectedly large
jump in oilseed production which léd to overpricing of raw
materials during prccurement. The rapid increase in
summer production of groundnut and rapeseed has lik21ly
increased uncertainty in the market and may be
contributing to overpricing of the kXharifi harvest.
Nevertheless, as long as domastic production remains
unstable and dynamic, it is likely that the project's
processing and markating operations will be subject to

unstable and somew.aat unpredictable trading margins.

Per unit costs of production, and the impact of
underutilization of processing capacity on ﬁer unit costs,
will increase sharply when processing plants begin to
repay their locans. Fixed costs of producticn were very
low in 1331/32 and 1982/33 because none of the project's
plants have begun to repay tasir loans aad, thezefora2, the
cost of capacity underutilization was low. Loan revaynment

obligations will increasae fixed costs dramatically.
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However, the access cf prcject vrccessing operatione o
concescional lecans from NDDE/CVCw for both plaat and
procurement financing should coatinue tc give “ooject

rrecessing operations an advantage ove: facilities which

must rely on market financing.

3) Marketing cf project produceé oils, particularly crude

groundnut oil, hazs generally not been & problem because 0f strong

domestic demand for vegetable oils. However, there are cone

problems needing attention in order to improve marcins, varticulari

for so.vent extraction.

()

(b)

In some cases solvent extracted groundnut c¢il has been
601d as soap stock at sharply redured prices because the
cilcake from which it was extracted was stored too long
zné@ developed a high percentage of free fatty acids.
Shortages ¢©f power which p-event simvlitanecus cperation of
expaller and solvent extraction plants appear to te a
maior czsua: factor.

Solvent extrected oil from black variety soybeans usually

must be £01d at a considerable discount because cf its
biackish colour. 1Improved dehulling procedures may

enhance the value of the oil.
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(c) Solvent extracted and r=fired oils, which must command a
premium price to cover costs of production, appear to be
relatively difficult to market in India at a price which
will ensure profitadility. This 1s felt to be largelv a
problem of targetting these oils at the proper markets --

primarily in urban areas.

Margins on solvent extraction wculd appear to be very slim.-
Achievement of high capacity utilization rates and effective effeorts
to develop more remunerative markets for ;olvent extracted oils are
necessary.

q) Relatively weak effective demand for oilcakes and,
particularly, extractions for livestock Zeeding is a persistent
problem in India's oilseed economy. This phenomenon has contributed
to relatively high oil prices and usually low procein meal prices in
India compared with world markets. The deva2lopment of export
markets and higher-valued human uses for deoilad cakes should
contribute substantially to improved trading margins and, possibly.
reduced pressure on oil prices. Remunerative markets for extraction
are particularly important to the development of th; solvent
extraction industry and the achievement of higher o0il recovery
rates. The following points relate to the project's activities in

the marketing of deciled cakes:



(a)

(d)

t
n
n

4

Deciled cake produced from yellow sovybeans has found &
ready export market, but cake produced {rom biack soYbeans
contains black specks which have reduced ites acceptance in
world markete despite its higher protein content.

-

Inproved dehulling methods and/or conversicn tc production

of yvellow soyteans could improve marketing marcgins.

Persistent problems with aflatoxin infestation have
reduced the acceptability of Indian deoiled groundrnut cake
in world markets and depressed its price. BRAnelysis of
relative prices for groundnuts, grouncénut oil, znd
groundnut deoiled cake suggests that the failure ¢f cake
prices to keep pace with seed priceg in recent years has
contributed significently to reduced marketing margins.
The strong inverse correlation between cil/seed and
cake/seed ratios guggests that higher priced merkets for
deoiled cake would reduce pressure on c¢il prices.
Solutions to the aflatoxin problem includée improv=d
post-harvest handling, drying, and storage practices, the
introduction of a recently developed ammonia treatment
technology to remove aflatoxin and, perhaps in the longer
terrm, plent brzeding for aflatexin rcsictance, Farmer
adoption of improved handiing ané drying practices would

likely require paymant of a premiur price. This corption

=

may alsc lead to problems with commingling c€ infested end



(c)

(d)

1
(U
(o)

[}

non-infasted materials during procassing unless widespcaad
adoption of izmproved practices is achieved. The cost of
ammonia treatment, a new and largely untested technolscy,
has been estimated at 315 per ton. The ralative ccst and

feasibility of each option must bde carefully weighad.

At present, project production and exports of deoiled
cakes are on a small scale. Tzansactions are handled
through independent brokers in small lots packed in gunny
bags. While gunny bag packing is‘cu::ently popular in
some markets, it would probably be cost effective for the
project to eventually develop a capacitx to handle large,
bulk shipments. These facilities, particularly trokering
and port storage and handling facilities, might be more

efficiently operated as cooperative ventures among the

federations.

Declining per capita pulse production, coupled with the
importance of pulsss in Indian diets, . would appear tc make
the development of an acceptable protein-rich dal analog
from deoiled cake a particularly attractive marketing
option. A collaborative agreemaent to develop dal analogs
is currently being worxed out. Dal analogs and other
marketable human foods manufactured “rom deoiled cakes
wculd appear to be sound long run options because of the
risks involved in depending on cyclical world markets for

livestock feeds.
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S) The objective of the project's involvement in buffer stockirng,
inciuding the current plan to operate 'localized' buffer etocks, iz
not clear. The term 'bufier stock' irplies that the prsiect would
be invoived ir extending producer or consumer subsidies by'
practicing something other than profit mzximizing benevicur in thsz
managenen: of its stocks. While the gtebilizaticn of prices would
benefit consumers, ané eliminate some pricas uncertainty waich may be
8 disincentive to farmers, it is not clear that the project can, or

should, abscrbd the coste. First

2

t ie questionable whether relezses
of project stocks can or should compete with decisionc made ty the
STC in releasing its far larger stocks. Seccnd, severzl studies
hav2 shown that variability and uncertainty in yielés are more cf =
constraint on investment in oilsecd p:oduction.ahd on pr-oducer
income than is variability in price. It mey be advisable for the
prcject to concentrate on efficient marketing andéd prcdéuctiocn
enhancement &activities et least until it ie established thet price

stabilization programmes can te afforded.

6) The project has been zdvocating the blending cf oile, &
practise which ieg banneéd by the Government except in the cese of

vanaspati. Ths reasons for advocating blending are:

(a) Blending wou:d Lbe advantageous to congtmers because
high-priced, preferred oils could btz blended with lower
pricec inferior cils to provids e product which iz bath

e}

[\

lower priced and not gignificentiy different in taste th

the pure oil.



(b)Y 3lending would give 3zrocessors more flexipcility in dealing
with the significant spatial and tempozal variations in
prices of various oils by allowing them tc adjust biends

in censumer acceptatle, least ccst conmbinations.

(c¢) It is felt that the private trade is involved to a
significant extent in illegal blending, a practice which
undernines the project's efforts to successfully market:

higher priced pure oil.

The Government opposes blending because it is concerned about
illegal aduiteration of foods. Determining whether a blended oil
meets specifications is technically more difficult than determining
whether a pure oil is pure. It would be easier for unscrupulous

processors and traders to take liberties with blending regulations.

It is uncertain what the impact of legalized blending would be
on the demand pattern and prices of various domestic oils. 323lending
may be particularly beneficial to large, diversified processors who
have ready access to various oils which could be blended in least
cost combinations. ©On the other hand, processors wh§ are heavily
dependent on one preferred oil, such as groundaut oil, may be hurt
by weaker dsmand and depressed prices for their product. Also,
there would appeé: ts be no assurance that proc=2sscrs who ncw gain a
cornpetitive advantage through illegal blending wculd not maintain

that advantage by taking liberties with'blending regulations.

-



7) Accurate analysis of market trende i3 important to the succe
of ma:kéting operations, perticularly eince wmost of the projecti's
staff are relatively new to the oilseeds industry. A rumber c¢f
contacts in the private trade suggested that cuccess iz ciisczed
processing anéd marketing in Incdia is more a matter 2I taking the
right positions in the market than cof efficierncy in procesesing.
Curzently, most market analysis work to suppcrt federation market
and planning decigions is done at the federation level. There

appears to be large amounts of useful data which analyets do not

have the time or resources to analyze effectively. It may be Soth

-

prectical and more efficient to form a centralized our ol marke

Lo
ry

-
S

analysts with access to the NDDB computer fecility ts conduct market

research and analysis directly linked with information needs of ¢
federations. A group of well-trained analysts with access to the
NDDB ccmputer cculd give the federations a ccmpetitive advantage

the market by virtue of mcre rapia compiiation of existing daza,

8
Wy

echnicue

cr
L]

access to mcre sophisticated mazket forecastiing

Zxternsl Factors
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Numezous etate and national Gevernment tclicizs iné

marketing ¢f oils in Indie and have an eZfect ¢n project merheting
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2; Stata Soveraments have the2 authority o resizic: movemeats of
0ils across state borders to stadpilize prices. Thay also have the

authority to regquire sales of oil to tha state af below market
prices for public distributicn. These authorities are imposed from

time to time and add considerable uncertainity t

O

marcketing
decisions. Both policies tend to depress product prices and

marketing margins.

3) National Goverrnment regulations prohibit the btlending of
vegetable 0ils except in vanaspati, thus lamiting the scope for
developing new proaducts.

4) Oilseeds, oils, and oilcakes are subject to various district,
state and national purchase, sales, and excise taxes. These taxes
can adversely effect the competitiveness of products across state
torders and also make cooperative sector processors, who must

maintain detailed accounts, vuinerable to competition from those wio

avoid taxes.

5) Exports of many oilseeds and oilcakes are subject to export
quotas and minimum export prices which are adjusted‘frequently. At
times these restrictions inhibit trade, particularly when policy
announcements are delayad to the extant thati exporters are unable to

take advantage of market opportunties.
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Together, the
uncertainities in rakinc marketing decisions and can adversely

effect earrnings. Movement restrictions and marketing reguiresments
impcse? by State Governments, and policies which inhibit expcrte of

cilcakes ané extractions, woulld avpear tc be the mest detzimental to

the interests of the project.

It is alleged that private trade:cs freguently indulge in illegal
marketing practices which give them a corpetitive advantage.
1l1legal practices allegediy include stealing c¢f electricity for

ls, and

»oe

processing, avoidance c¢f taxes, ililegal blendi

o]

1§ 0f 0
jllegal movemen: of cils acrcss state borders when such movements
are banned. Cooperatives, which are subject to much gresater
governmental and public scrutiny cannot indulge in trese practices.,
The extent to which these illegal practices actually oczur, and
jeopardise the marketing activities of the Federaticrs, cannot be

known with cectainity.

Recommendations:

Reessessment 0f Projected Proiect Revenuz=s: The original

(2

ct marketin

assumptions regarding revenues to be earned from pro}

[id
Qr
[a ]
('}

(7}

activities, including sales of donated, commerciaily procured, &an
project-procuced oils ané products, rneed conciderable edjustmelnt.
The net effac:t of the changes on teotal proisct sevenues &nd project
viability ot current funding levels is uncertzin anéd must be

carefuvlly evaluvated., The fact that the criginel bHudgets prcociected



rt

revanues (3nd £25t3. in cgnstant 1:73/79 Srices maxkas Somparison o
the bucdget with actual revenues (and costs; 2valuatad in current
prices very cumbersome. Re-estirmation of the budgetr iz current

prices would appear to be a practical =x=rccise.

Reassessment of Buffer Stock Policv: It is not c¢lear that the

proposed operation of “"localized buffer stocks" is either feasible
or in the best interest of the project. To the extent that the
operation of buffer stocks would involve something other than profit
maximizing decisions on holding and :eleaging stocks, the project
may not be able to afford it. Price stabiiization programs are more
appropriately and effectively conducted at the national level.
Operation of a regional buffer stock in competition witha the STC
would appear to be futile. It is suggested that the project's real
contributicn to producer and coasumer welfare will be through tha
effective implementation of its efforts to enhance oilsced
productivity and that proiect resources should be focused on these

efforts.

Acceleratad Developmant and Marxsting of Higher-Valued Non-9il

Bv-Products: The markxeting of vegetable oils at remunerative prices

in India is much less of a problem than is the marketing of ron-oil
by-products. The development of higher-valued products and markets
for protein meals and waste products (i.e. groundaut hulls) coull bde

particularly effective in improving overall marXeting margins and in



cilcekes and extractions in higher--riced {creign zerkets, to
édevelop and market higher-valuesd humcn £oode, perticulezlv da
2nalogs, frox protsin meels, ang tce finid highez-valued vsec I

waste products.

Centralization of Market 2dnealyscis and Forecasting Ffunctisne:

£ its
The

federations could obtain a significant corpetitive advantags in the

marketing of their products through the centralization ol sou

e

market analveis anéd forecasting functicnac ercund the WDDE cemputer

fecility. supply ané demané conditicns for c¢i

India and in world marxets are notoricusly difficult to predi

geed &nc procucets

The cost of cood information, including data collection, processing

and analycie, can b2 very hign. A ccre group c¢f well trained

2nalysts znd econometricians with access to computer fecilitics
could reduce the cast 0of collecting anld analyzing the large emounts
¢f available information znd impreove the grelity oI foreczets
available to the foderaticns It ig igportant that tne woIkK focus

cmeation needs ané solving the practical protble
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identified in cclieboration with federativn-level ana.yete.



APPENDIX T C (1)
TABLE 1 TRRGETS AND ACHIEVEMENTS FOR SALES OF DONATED SRFOEAHIRIG 1 C )
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TABLE 2

Octiyinal Tacgel
Quantlity (1000 tons) 150.0
Net flevenue/ton(fls.) 00
Total Hel. Hevenue

fis. (midilon) 7%.0
Hevised Tarqget (High}

OQuanticy (1000 tong)

Revised Target (Low)

Quantity (10u) tone)

Achlevement

Quantity (1000 tons) 0

HOTE

110.0

500

t5.0

1979 80 1980 81

125.0

%00

Wevenne values are tn terms of 1978 719 rupees

1981 82

1982 0)
100.0 50.0
500 500
%0.0 2.0
. 50
0
0 g
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APPENDIX LEL € (3) Continued

PRE PHOJECT 1979 00 1900 01! 1981 #2 1982 0 1981 84 19808 05 190S AH ‘TOVAL,

ACIHILEVENENTS
ot

Quantity (1000 ton) A MNA 14.7 10.4° . : HA

Value (ecutrent g )

Tota) (Milllon NHs.) HA HA 150.6 13%.2* NA

NG ./Tan NA HA . 10218 129723 un
Valne (180 7% g )

Total (Mlsislon Us.) NA HA 1002 a1 NA

fls./ton HA HA . 6’98 8419* . HA
beciled Cake

Quantity (100 toy) HA HA 15,1 20.0 . (1)

Vielve Total (Million

i) HA NA 49 . 6 3Ll - HA

Is./Toen WA HA ting N 1496 HA
Valua (1270 79 Rs. )

Total (Mi1lian He ) NA HA 1321 20.2* MA

Ws./ton HA HA 921 @1y A

i‘.'ﬁ : ih-‘.l i\\:‘iiii;ll"_’
* s Partial bata

BEST AVAILABLE COPY



It

the production enhancerent w

ig not possible to make &n accurate evaluaticn ©

D. Production Enhanrcamznt

*h
«t
5
w
m
(oL}
Fn
a
(9]
t
(o]
tn

'J
18]
1
+3
ja
il

rk on crop ylelde et thiz ¢

€
O

principle reasons being as followvws:

2)

3)

In the maln crep ceason ¢f 1981 cooperative crganization work
was only really getting ctarted and n¢ impact of any magnitude

could have been measured.

In the main crop seasorn of 1982 the whole crganization started
to move. Hcwever, one of *he best growing seasons in historv
cccured in this year and it would be cdifficul:r if rot impossible

to separate envircnmental influence from the extencion impact of

the project.

The second meaningful year (1983) c¢f the project was a below

normzl yYear £cr the main crop season with a 15 day delay in the

u

onset ¢f the nponsoon and an early wichdrawal. This is not an

vnusual phencrenon in the semi-arid tropics but still leeves us

with two points on our graph. The first was unusually high and
the seccnd below the ten year average. if a judgerent were made

on the baeis of ylielés on this trend line, it would haves to be

grim ind=ed.
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The initial otjectives ©f the project were to help groundnut
producers adopt production technigues which increase unit ares
vields and decrease the vulnerability of their oilseed crop to
climatic variztions. Thece objectives were initially to be achieved

as follows:

1) Established regional research centres working on oilseeds crops
would supply basic information for production practices to be

locally tested and adapted.

2) Area Agronemic Centres staffed by applied research scientists
would be set up to develop and test packages oI practices that
would economically increase unit arez yields of groundnuts and

soybeans.

3) Mobile teams of two specialists working at and out of the
District Farms and each team serving 20 viilages. Mobile team
members would conduct demonstration andé training programmes on

the District Farms.

4) Village cooperative representatives would be trained at district
farms by mobile team members and would then conduct

demonstrations on their own farnms.
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§) Improved seeds, fertilizers, pesticides, improved implements,
and assistance for credit would be provided through the village
cooperative societies. Subsidies for most inputs are available

from various government agencies.

5) Farm gate procurement and attractive pricing would complete the
proposed production enhancement procedure. The uitimate goal of
the production enhancement program is to not only increase the
income of cooperative members, but to also provide adequate
supplies of raw materials to the cooperative federation
pProcessing plants. The area required for this production would
be acgquired in selected districts with enough farmers organised
into village cooperatives to ensure adequate supplies of raw

materials.

Accomplishments to date (Guijarat)

On the basis of the initial 10 registered oilseed growers
cooperative societiss a propesal for the registration of a State
level Oilseeds Federation was submitted. With the app:oval of this
proposal the Gujarat Cooperative Oilseeds Growers' Federation became
a reality. The federation then recruited their own staff for
organisational work. The federation's newly recruited mobile teams

received training undezr the NDD3B Spearhead Team and the expansicn

Wwork was under way.
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Erea Agronomic Centre: This goal has not been realized because

land acgqguisition oc tranefer has not been unéertaken by the

state governnent.

Digtrict Farms: Tnis goal again has not been achievel eas

originally planned. However, the state in 1980 alliocated 1e
hectares of their Talaja Farrn for GROFED use. Thils area had not
been veed for several years 50 there was a majcr prebiem with
weeds thet are only now being brought vnder control, GROFZ
staff are using a small area for adaptéve cesearch and the
balance of the area for seed muitiplication. This igc only a

temporary arrangement and the state may take pack this land a:

any time.

Mobile teams and demonstrations: There are nicv 34 mobile teams

in place. Each mobile team services an average of 30 societie:z
and 2050 farmer members. The =oblile teams ace ccordinatesl
through district offices located at varilous centres in the
project area. Almcst 6000 village meezings and 18% film shows
were held to teach improved grcundnut production practices and
to maintain awareness of, and esupport for, co-operative

methods. About 7900 farmers have been trained for aiding the
team in efforts to establish e£trong societies and production
enhancement éractices. Demonstration plots involving & "package

of practices" give viliage farmers a {irst hend look at the
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advantages of improved methods and, in addition, provides the
basis for the production of improvad seeds. 366 plots were
established during the past vear, far short of needs for an

educational effort with real impact.

Establishment of an extension organisation which pacallels
existing functions of institutions and organisations has caused
unanticipated effort to coordinate work and avoid duplication.
Largely this was done by obtaining government rulings to give
mutually exclusive assignments to GROFED in its project area and
to the other services outside the GROFED area. The system now
seems to be working but there appears tc be a need and some

opportunity for greater involvement of extension expertise from

“"outside" sources.

Crop Prnduction Inputs & Practices: A package of practices for

increasing the yields of groundnuts has been developed. There
seems to be very little information available on increases in
yields that can be expected on farmers' fields due to the
package or the economic feasibility of using these inputs.
However, improved seed, fertilizers and pesticides have been
distributed from village POGCS. The volume of fertilizer that
has been moved has increased substantially from a very modest 2
tons in B80-81 to 4622 tons in 82-83. Volumes of pesticides and
sprayers, dusters and improved implements have been distributed

in greater numbers and the POGC's expedite this movement by

-



handling cubsidy reimburserents. GROFEZID is mounting a

substantial effort te provide improved czeed tc its gJrower

(1]
-t

members. Thi £ being dore through the formaticn of
carefully selected farmers and viilages into a sead
productioun network. Mcre than 1137 tcocns of seed were scld
in 21-82 and 950 tons in 82-83. In 197232-83 the following
productionr inputs were supplied througn the primary
cooperative societies:; 3772 kgs. of ceed treatment
chemicals, 1520 pachkets of iroculur, 39,652 litres of

insecticide, 730% kgs. of fungicide, as well ac the 4622

tons ¢of fertilizer.

Lescons Learned

One lesson learned was that established researzch organizations
within the government framework were ¢oing %o resist the
establishment of a private sector rescarch effort that would be in
ccmpetition with them. Consegquently, the planned establishment of
an Area Rgronomic Centre and Tistrict Demonstratiocn Farms could rnot
be achieved as planned. The Gujacat State Government made a small
concession by allocating 18 hectaree of an exisuing state farm %o
GROFED. Thus, it appears that GROFID will find it necessary <0 mo:ce

or less accommodate its activities to existing governument agencies.

It appears to have the flexibility to do this guite well.

BEST AVAILABLE COPY
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Implications for Achieving Znd of Proiect Goals

1)

The Project area covers about 80% of the groundnut acreage in
Gujarat. The goal of increasing groundnut production in Gujarat
to 2.36 million tons by the end of the project would appear to
be an ambitious undertaking. The five year average for the crop
years starting in 1977 and ending in 1982 are 2.07 million
hectares in groundnuts with 1.838 milliion metric tons of
production and an average yield of 885 kgs./ha. These averages
include the above average year of 198i—82, but do not include
the below average year of 1982-83. To achieve tha stated goal
an increase of 522,830 hectares in area will be needed or a 30%
increase in yield (ave. of 11%0 kgs./ha.).- A 10% increase in
yield to 974 kgs,/ha. would be a substantial achievement in a
low rainfall area and would require a 355,000 hectare increase

in area.

Production to satisfy the projected processing capacity appears
to be a much more attainable goal. With a 1500 ton per day
processing capacity running for 300 days per year 450,000 tcns
of raw materials will be needed. If goals are échieved in
society formation, farmer menbers and groundnut producing area
then, even at the stated average yield of 885 kxg./ha., 525,000
tons would be produced on the project area. TwWo problems

remain: one, the ability to procure a very large percentage of
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membership production and, twe, the fact =hat in some yeare the
total groundnut production can £fall belcw The cepecity neede of

the federation's processing facilities zlone (See figure 1.)

2) The most effective educationzl tool th:. % extension personnel
have available is the result demcnstration. °Presently only cone
team member in each mobile team is an agriculture gracduate.
Even with stepped up farmer training ané assistance from other
team members the needed demonstration programme is above one
person's capacity. A demonstration is showing proven ressarch

results and there is no roon for failures.

Problem/Issues:

1) The original planning called for -esearch personnel to bpe
stationed at a federation established agronomic centre. The
federation propcsal for the gtate government to allocate land
for the Agronocmic Centre was not 2pproved. Consezguently, sone
alternative had to be devised %o saticfy the resesrch needs of

the project.

Fortunately, considerable research capability does exist in
Gujerat. The National Research Centre for Groundnute was
establis..ed in October 1979 &t Junagadh. The land and buildings
were leased from Gujarat Rkgricultural University and stofifing,

develorment and research have progressed well in a relatively

BEST AVAILABLE COPY
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short period of time. This institute has established a good
worXxing relationship with the International Centre for Research
in the Semi-Arid Tropics (ICRISAT) and has access to their
considerable resources. No doubt one of the best collecticns of
groundnut germplasm in the world is available to the National
Iinstitute from ICRISAT. Sources of resistance to rust and
“tixka" have been identified in this collection and are no doubt

alrezady in the National Institute's Collecticn.

When spezcific problems in groundnut production are identified
NRCG and/or ICRISAT should %e able te nount a considerable
research effort to find a solution. Grants from the Federation

-

could be made for work on specific production oriented problems.

One of the biggest problems that faces the production
enhancement work is the great variadillty in rainfall which
hinders the development of a package of recommended practices
that will consistantly and economically increase yields in the

saurashtra.

There is no evidence that worx has been done to determine the
economic feasibility of the presently recommended package of

practices on farmers' fields. This needs to be done.
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Apparently no attempt hacs been made to conduct a baseline survey
for the project area. It is difficult if not impossible to
measure progress without Xnowledce of the starting point.
Arbitrary starting points can be established but leave the

measurement of progress cpen to criticism.

In an area with the natural constraints orn production that exist
in Gujarat it will take time to produce significant results in
increasing yields. It will take time for research, feor testing,
for extensicn and for adopticn. Except in irrigated areas large
increases in vield shculd not be expected.

I1f the major economic objective of the project is to have a year
to year flow of raw materials to keep processing plants in
opératicn at full canacity the only sensible policy in a
semi-arid area is to put meximum effort into protective

irrigation, and recruit heavily in irrigated areas.

The completely overriding environmental factor in semi-ariad
areas is the certainty that there will be uncertain rainfall.
Year to year fluctuations are frequently of the order of two

standard deviations.

The best alternative to be followed in short ceason, low
rainfall areas are the use of productive snort duration

varieties. 1If for the purpose of an exanple we can make some
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generalised assumptions the value of short duration varieties

can be danonstrated.

Let us assume that evapo:iranspiration losses (water losses from
80il and plants) average 6.25%5 m.m. per day for a well watered
crop. Tals rate of daily loss is commol to many semi-arid areas
of the world. 1If the growing season of Iour different varieties
is 90. 100, 110 and 120 days respectivaly then the rainfall
required to carry each variety to maturity without moisture
stre2ss would he 563 mm, 625 mm, 688 mm and 750 mm. Any
reduction in this amount could be expected tc reduce yields.

The 13 vears average rainfall for the fcur cgopping season
months in Bhavnagar and Amreli districts is 542 mm and 535 mm
respectively. In Bhavnagar district only two years in the 13
had rainfall exceeding 750 mm, the amount needed for the 120
days variety. here were however 7 years where the rainfall was
adeguate for the 30 days variety and two more years when
rainfall was only about 50 mm lass than full crop requirement.*
The remaining four years were grim indeed with only 361, 262,
222 and 221 mm of rainfall recorded in June, July, August, and

September.

* There may not, of courze, be a close correlation between total
rainfall and distribution of that raiafall over the 4 month period.
It would be useful to examine we2kly rainfall data.
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In Anmrell District the picture was about the same, with the
rainfall in one year adequate for a 120 days variety and § vyezrs
out of the 13 adeguate for the 90 days varieties. In two years
the yield woulé be substantially reduced even with a 90 days
variety ané the other 3 year had ornly 262 mm, 292 mm.and 243 mm
of rainfall. With these lowv amount rainfalle crop failures
would be common especially on shallow or light soils. It is
evident that short duration varieties will reduce risk in

strictly rainfed areas but will not eliminate it.

Recommendations:

1. It would appear from the above analysis that a stratecy to
stabilize year to year yields at a moderate level in strictly
rainfed areas would be a better épproach than trying to
substantially increase annual yields. Even then it must be
recognized that there will be years when, due to very low
rainfall amounts, or very poor distribution of the total
rainfall received, yields will be very low and failures will

occur in less favourable situations (see graphs. Fig. 1).

2) Advanced planning wilil be needed to ensure early returns from
research efforts. The National research Institute for
Groundnuts must be trged to develop chort duration varieties c¢f
groundnuts that are resistant to cercospera leaf spot, rust, and
alternaria leaf spot. These varievies shculd be screened for

high levels of seedling vigor and deep roct systems.
g g9 Y



Research on seed drying and sesed siosrage shculd alss be

initiated.

If it has not alreadv been done then the gcvernment should be
urged to undertake hydrological su:zvevs of the entire project
area, to locate all undercround water. (w2 understanrd the

federation is planning to request such studies.)

Studies should be initizted on inexpensive, low power, highly

efficient means of distributing water on small farms with wells.

The Gujarat State Governmeat should be encouraged tc transfer
the balance of the Talaja State Farm to the federation. It
could then serve a very useful function as a training,

denmonstration, and seed production centre.

There is need for a Ph.D. level staff member in a high level
position at GRCFED headquarters to provide liaison batwezen the
federation and research organizations. He would also supervise
the applied research, and demonstration program as well as the
seed multiplication and improvenment workX. He could provide
guidance and direction for the training of agriculitural staff

members.



- 87 -

Accomplishment to Date, Madhva Pradesh

In Hadhya Pradesh the end of project goals were set at 250 cilseed
growers' cooperative gocieties covering 1,25,00C farmer menbers with
2.50,000 hectares 2f oliceeds area. With the planned processing
plant capacity of one 400 TPD and, at present production levels of
about 725 kxgs./ha., nearly 1,66,000 hectares of soybeans woulcd be
required to operate the processing plant 300 days per year. To
achieve this goal on the targeted area seems t¢ be well within the

reach of the project.

As of March, 1983, a total of 181 gocieties have been registered.
There is a total membership of 15,924 growers in 1533 villages.

These growers cultivate 54,230 hectares of oilseeds.

Three hundred demonstrations have been completed in farmers' fields
and average yvields in these demonstrations ranged from 1 to 1.6
tonnes per hectare. As an aside, randonised replicated yield trials
conducted at Amlaha farm gave yields of 2.0 to.3.0 tons per hectare

for most treatments during 1982-83.

The primary societies distributed 713.64 MT of improved seeds, 1550
kgs. of seed treatment chemicals, 980 MT of fertilisers, 36,667 kgs.
of insecticides and fungicides along with 15,665 sackets of

rhizobium inoculum.
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Nc original targets were s2t Zcr anmcunts o production inputs to be
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Aopliad Reseazch and Develorpnant Cerntre: It must b2 noted tha:

Madhva Pradesh has proposed the establishmant of an Appiled Research
and Development Centre that would ba in addition to the plannz2é Area
Agronomic Centres and District Demonstratio Farms. The stated
reason for the establishment of this facility is that "the guantum
of research being done in Madhya Pradesh is considered to be not

adaquate and location specific".

Special attention would be given in these centres %o applied
research and development in the ar=2as of vproduction, processing and
utilisation. The total cost to the proiect is estimated at

13,625,000 rupees.

Area Aqronomic Centre: It is propcsed rthat an Area Agroncmic Centre

of 500 ha. be set up near the site »f the savbean processing plant
at Ujjain. The proposed transfer of the gecvernment farm of 103 ha.
at this location would provide the core of this centrze. Additional
land, which is available, could be added to this farm.to make up an
area of 400-500 ha. This centre would be used for applied ra=search,
training of mobile teams and farmers and for seed multiplication.
The mobile teams would work out of the araa agronomic centre. Tie
transfer reguest by the federation is under consideratioa by the

.

state government.
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District Demorctration Fsarm: Under the original definition of a

édistrict all of the revenue éistricts in the soybean growning area
&re lumped into one project district. Tals then impliees only one

district farm for the area. At present a facm of about 70 hecteres

d

has been transferred by the state governwmant to the Zederatior.
cubstantial improvements have been made on this {arnm and it is now
serving as a District Demonstration Farm. 1t wes taken over by the
federaticn in December, 198C and two good crons 0% kharif soybean

seeds heve been produced.

Mchile Teams: Madhva Pradesh made a3 major modificazion in the

mobile tezm ccncept. They have a Regicnal #anacer for Cocperatives

)

and Extension who is with federation level management and 1is
responsible for district level production enhancement activities.
The District Manager is responsible f€or ail operations in this
district. Ccoperative formation officers and agricultural officers
are under his jurisdiction. Teams of Fiz2ld Supervisors and Field
Assistants working under the ccoperative and agricultural officers
are responsible for the day to day operatiorns in the villazes. A
mobile team is working in eaci of Indore, Dewas, Dna: and Ujjain

Districts.

Productior Enhancement Inpute: Madhya Pradesh has put ccrong

enphasis on aun improved seed programme. Thay &Ie noT Oy
attempting o improve the purity and germinction ©f the sezd but
they are nmultiplying the best bold seeded vellow varieties. Thres

ceed processing plants heve been established with good storace



facilities. Sead is being cleaned, graded, bagged and stored under
falrly good conditions. Improvements ne=d to be made in the storaqge
facilitiss but these problems are recognised and they are working on

3o0lutions.

Aside from seed, seed treatment and inoculation have been worked on
as the principal and overriding problems in increasing unit area
yields. This is a very sound approach to “he problem. Expensive
inputs in fertilizers and pesticides should only be used after there
is a proven ability to establish a good plant stand. 1In the past
tw7o years the movement of pesticides and fertilizers through the

cooperative societies has increasad.

Lessons Learned

In Madhva Pradesh it appears that producticn enhancement work
started off on 2 sound footing. High priocritv was given to
providing high gquality seed of inproved yesllow-s2edad varieties. 1In
spite of scme advantages or black-seeded varieties, de-olled cake

from these varieties would be difficult to market due to the color.

The test plot work being done in weed control indicate that weeds
are a major problem in rainfed soybean production. Fortunately the
higher average rainfall in this area removes the most serious

production constraint. Thus, higher levels of inputs including



¥

pre-emergence weedicices can be fustilied. In the demonsiraticn

conducted cn farmers field it haz beer ccncliueively proven that
yields of 1 to 1 1/2 toms/ha. cen bs ech:reved with a fairly nodest

peckace of practices.

1t appears that the techinclogy 15 in hind &nd the staff in place so
that when procecsing facilities come cn line the supply of rew
materials should not be a propnlem if procruement is conducted with

great vigor.

Problem/Issues

>

The biggest problem that can be identified a*t this time is with the
handling and etorage of seed. A2 In@o:e seed cleaning and grading
was being done very well. The se2ed Ggoiang into the sack is & good
locking product. Unfortunately the handiing and stcrage left

something to be desired. The tag stacks

r

r

of
(c
1

t.y exceeced acceptable
ich

limits and the stacks were set UD Wmanualiv whi meane that many c¢f

the stacks were exposed to at lcot of foot treific.

Recomrendations

2 concentrated effort tc improve seeg¢ wiorage for the preservacion

of seed viability should te investigeted,



Accomplishments to dat2 - Tamil Nadu

Tamil Nadu has proposed to have 500 oilseed growers societies with'
1.48,000 farmer members and with an area of 2,75,000 hectares in
groundnut production by the end of the project, 1987-88. They are
targeting an annual procurement level of 1,35,000 tens. A yield
increase of 230 Xgs. per hectare is projected by the end of the

project.

Due to a prolonged drought in the area, implementation has baen
slow. Work started in July 1981 and 20 societies had been organised
by the end of the vear. By April 1983 100 societies had been
formed. The societies have a total of 6,543 members in 398
villages. There are 9,350 hectares of groundnuts grown in the area

covered.

The federation in Tamil Nadu, after surveying several possible
seites, has chosen the Vellala Vidhthi Oilseed Farm as a suitable
site for the Area Agronomic Centre. The farm has an area of 274
hectares and is located in Pudukottai district. The federation has
requested the release of this farm for the establishment of the Area

Agronomic Centre.
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Digstrict Farms: The federation has identifled the Government

Qilseed Farms cf Puttur and Mussarevakkan for the establicshment of
district farms. Mussaravakkam is a farm cf 62.5 hectares and has
been transferred to the federation by the state government. It is
now in full operaticn producing founcdation seed of improved
varieties. Because it is fully irrigated it cen produce three seed

crops per year.

Mobile Teams and Extension: The Spearhead Team from NDDB that d&id
the first work in the formaticn of cooperative socleties now has six
members, four are assistant executives and two are extension
workers. Two other teams have been formed that are now engagad 1in
soclety formaticn ané survey work. At the end cf April, 1923, 100
cooperative societies had been :egis;e:ed and this work appears to

be progressing smoothly.

Productior Inputs: As against an end ¢f project proposal to cocver

20% of the area with improved seed by the end of the project, a goal
of 2% will be attempted this year. 1Initially, the federation
utilised the facilities of the Directorate of Oilceed for
procurement and distribution of seed. Now the federation is
permitted to extend the subsidies directly to society members and
claim reimburcement from tne directorate. This allows direct,
timely service to society meiibers and relieves them of the red tape

involved in claiming subsidiec.
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The federaticn nas procurad 169

proposes to buy an addéitional 100 tons.

Two aundred eighty two tons of fertilize: fnave bean distributed

ty

through thece lewly formed cooperative ssaciatiss. It must be
remepbered that othar agencies, both private and public, are in the
area distribtuting crop producticn inputs. In a mass spraving
programnme 2682 hectares belonging to 2546 members were coverad.
3,500 litres of plant »rotection chemicals ware used. Extension
efforts have been pu:rsued using apvroved extansion rmethods and

training programmes.

Implication of Achieving End of Project Gcals

There has been a three vear drought in tnis area that has
substantially reduced crop yield and consaguently farm inccme. Many
farmers have not been able to join the cocrerative societies because
0f the 50 rupees share capital requir-ement. In view o0f the progress
that has been made in spite of this constraeint the prospects appear
bright for achievement of tha end of the project goals. As of
April, 1983 only cne year and nine months had passed since the first

spearhead team started to worx. With the return of normal rainfall

conditions to the ara2a and the continuation ¢f

J
r

asent work effort
the end of project goals should b2 achieved in the production

enhancemant work.



Problems/lssues

The principal prcblem for the federsticn in Tamil Nadu is the record
breaking érought conditicns that exist in the area. The impcrtance

o this complietely overrides concideration cf eny cther protlems.

Recommendations

Due to the extended drought conditions and the short programme time,
it is not possible to make ary meaningful juvdgements and,
coaseguently, recommendationes in the production enhancement area.
The need for lowering requirements for field staff gqualifications is
a disturbing development in the producticn enhancexent work. This
increases the need for a highly gqualified person at the PhD. level
in the federation management. The proper percons in this position
could provide the following functicns:

(a) Lieison between research ocrganisation and project extension

personnel.

(b) Coordination between production and processing.

(c) Supervisicn of mobile tecm activities.

(d) Direction for applied research, demonstration and extension

training.



Prog-ess in Organizing Conparative 3ocierties

Objactives of the project are to e achievad through a cooperative
srganization based on the Anand Cohoperazive Pattern. Production,
processing and marketing are to be integrata23 into a coop=arative
structure owned and managed bv the oilsesed grcwers. NDDB, thrcugh
its Cilseeds and Vegetable Cils Wing (CVCW), assists each
participating state to organanize greower's cooperative societies and
a state federation and helps to create th§ supporting infrastructure

for a viable operation.

In each state the NDDB and the state government must agree on the
bv-laws of state level Oilseeds Growers Federations and the village
level cooperatives, project area, nomination of chairman, and
appointment of managing director »f the federation. The state
government 3also agrees To guarantee the repayment of loans and
advances by NDDB to the faedaration, exempt the sale of donated oils
in the project from tax, and make available land for district farms

and agronomic centres.

Democratic cooperative principles were incorporated into society and
federaticn chacters. Provision was made to relinquish NDDE/OVOW
control and oversight to the farmer members of the gocieties as soon
as they have leaéned sufficiently to assume control and continue

vy

viable operation. Federation model by-laws provide fcr the

v



constitution of a consultative committee cocmpoc2d of seven farmers
for each district which would zdviee the fedecration onR matter
pertaining to production, procurement ard technical induts in their

districts.

Enéd of preject organisational goals are shown in the appendix tables
I1I D (1) and (2). 1Initiation of the prouject was delayed f£or almost
orne year due to insufficient funds for start up because of the late
arrival of the donated oil. However, excellent progress has been
made on the establishment of state fecderations and village
societies. Four of the projected five state federations have been
fermed. Three of the five states have fcrmed 1253 village level
societies with 90,571 xembers in £ix districte. Werk is tc start in

the other two states in the very near future.

1) Gujarat: The NDDB initiated a vegetable.oil processing scheme
by purchase of an oilseeds preceseing plant in Bhavnagar. The
process o0f negotiations for the facility and eubsequent registraticn
¢cf cooperatives stimulated the state governnment to set a poiicy
which reserved for the cooperative gector new additions of
processing facilities. By-laws formuisted for the Gujarat Cilsseds
Groweres Cooperative Federation became the model f£cor other states.
Likewise, village level o0ilseeds arowers cooperative gociety bv-laws

in Gujarst became the model for the project in sll states.



lseeds Greders Josperative ra2deration was formed in
June, 1979. 3v March, 1583 the faderation, with NDDB assistance,
had orcanized 973 viliage level cooperative growers socletias,

232 of 316,337 hectarces.

ry

zenbership was $9,707 farmers, witd lanp? a

Orqganizaticnal goals were substantially rete with the e:xce

'O

tizn of

membership per society.

GROFED is now begianning to ac: as an independent entity as envisaged
by its fcunders but still retains needed orgsanizational, policy. and
nanagemant expertise of NDDB/CVCW. GROFED has assumed
responsibility for the administration of the special groundnut

project of the Government of ladia within the cilegeeéds

)

toject
districts. This program provides subsidy to farmers for use of
recommended inputs in production ¢f grouninuts tc promote tiae

adoption of production enhancement practices.

2) Madhya Pradesh: The projezt in ¥P is confined to soyba2an
producing districts. Initial orzganisartion of local cocperative
societies was done by th2 NCDB/CVCW spearihezd t=2ar and, upcn
staffing of the federation, steady progr=2ss has beeq made. Almost
16,000 farmers have been organized into 181 societies in 1533
villages. The state government appointed the federation as

implementing agency for all ollseeds desvelopment programs in

4

’)

:J‘

cooperative sector. The federation has 1lsc taken on responsibility
for the National Cooperative Development Co ration's project to
sst up four scovbean processing plants in the state. This activity

is cutside the scope ¢f the oilseads project teing evaluated. The
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federation has initiated most of the activities required to achieve
project goals and is making progress toward their attainments.
Federation work is conducted by two divisione: 1Institutional
Development and Production Enhancement. These divisions help
formulate policy and direct project implementations. Four mobile
teams now work out of area offices in the district under division

supervision.

3) Tamil Nadu: Charter board members of the Tamil Nadu Cooperative
Oilseeds Growers Federation (TANCOF) were all state government

officials except for NDDB representation.

Provision for management and policy control of the federation was

also vested initially in the state government.

4) Andhra Pradesh: A Cooperative Oilseeds Growers Federation has
been registered but operation has not been started. An IAS officer
has been named managing director and project implementation should

soon be underway aided by NDDB spearhead teams.

§) Karnataka: Project establishment is in the discussion stages
among NDDB/OVOW and the state government. OVOW anticipates project

start by November 1983.



Issu2s and Recommendations:

Maintaining the interest of farmers to support their society and the
fedecation along with the training te give them the abilities anl
confidence to assume higher leadership roles will need increasing
attention as the time nears for election of federation board members.
Project gcals were to obtain significant enrollment in the village
societies from the small farm sector. Average numbers of members
per society ranges from 52 in Tamil Nadu to 88 in ¥Madhya Pradesh.
Examination of records indicates that membership grows with time and
the late adopters generally are the smaller farmers. Data is
available only for Gujarat where the project has been underway the
longest time. 1In Gujarat average holdings are 4.38 ha. for society
members compared to all farmers holdings of about S5 ha. Most fall
in the medium size group. Clearly, considerable progress can be

expected as the societies grow older,

Consultative committees have been formed in the districts of Gujarat
but not in the other states. Formation of such committees in all
federations would provide growers with representation in development
of federation policies and give them valuable experience for
assuming board membership responsibilities when the five year terms

of appointed board members expire,
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TABLE - COUPERATIVE ORGANIZATIUN GOALS
{END UF _PROJECT)

Gujarat Madhya Pradesh Tami 1 Nadu Andhra Pradesh Karnataka* Project
Low High Low High Low High Low High  Low High Low High
District 4 4q | ] ] | ] ] ] | 8 8
Societies 1223 1273 200 250 450 500 280 330 280 330 2433 2683
Villages 1834 1309 2000 2500 2250 2500 1018 1200 1018 1200 8120 G309
Mewmbers (000) 161 168 100 125 157 174 84 99 84 99 566 665
Members are (000)ha 442 460 181 226 126 140 84 99 84 99 917 1024
Mobile Teams 61 63 10 LY 23 25 14 16 14 16 122 132
*Tentative - Source: NDDB/CLUSA 0Oilseed Growers' Cooperative Project Note: Figures for CUC assisted

Multi-year Operational plan (1979-86) Page 59 + 105 part of the project excluded.



Appendix 111 U (2)

TABLE - PROJECT ACHIEVEMENTS [N COOPERATIVE ORGAHIZALIOIN AS ON MARCH 31, 1983

Item Gujarat Madhya FPradesh Tamil Nadu Project
Districts q | ] 6
Societies . 978 181 Y4 1,253
i~
7 Villages 1,256 1,533 328 3,117
=4 .
" Farmer members 69,707 15,924 4,940 50,571
Land Area of Members (ha) 3, 16,987 {,05,109 8,735 4,30.831

Mobile teams KL | | 4 | 39
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APPENOLY 111 O (4)

TR CT VIR
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E. Product and Preocesg Development

The product and process development component is linked
closely with market research and testing and many of the
relevant issues have already been discussed in that section of
the report (see Marketing Operations, Research and Testing).
The purpose of this component is to provide resources to
conduct technical research and development which solves
problems related to processing efficiency and the development
of new products which enhance the conpetitiveness and
profitability of project marketing operations. Successful and
cost-effective product and process development could play a
key role in the eventual financial independence of the project
by boosting marketing margins and, thus, providing funds to
support the developmental activities of the Federations.
NDDB's considerable experience and expertise in product and
process development is likely to be of substantial benefit to

the project.

The areas in which product and process development work is

currently being conducted or contemplated are:

1) Rapid determination of oilseed quality for field level
rocurement.

2) Solar drying of oilseeds for satellite storage facilities.

3) Detection and control of mycotoxins in oilseeds such as

groundnuts.
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4) Alternate techniques of extracting oilseeds such as
aqueous extraction systenms.

5) Development of blended oils and companion
legislation/regulation to pecrmit their sale.

6) Plastic pouch packaging for vegetable oils.

D) Utilization of vegetable o0il for the formulation of low
cost spreads such as margerines.

8) Development of a process for partially defatting
groundnuts.

9) Utilization of non-oil solids for human consumption such
as dal analogs, meat extenders, etc.

10) Recovery of by-products of oil refining such as lecithins.

11) Survey of the quality of edible fats and oil products
available in the open market.

12) Uses of non-edible and non-oil solids such as groundnut
shells, including:
(a) BEnergy generation through gasification.
(b) Manufacturing of activated charcoal.

(¢c) Brick compaction.

Accomplishments

Project expenditures on product and process development have,
sc far, fallen well below projected levels. The major reasons
for expenditure shortfalls have been the delays and
uncertainities in project implementation, problems in

arranging the import of available technology. and delays in
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arrancing collaborative research efforts with other domestic
and foreign institutions. Mcst work so far has focused on
increasing the capacity and efficiency of processing
facilities. Some product development work hat been done,
including preparation of samples of blended oils {progresec
halted because of government regulations banning tlended
oils), and édeveloping small, relatively low cost, tin and
plastic packaging for vanaspati, and soyabean and groundnut

cil.

Explcretory work has been done on the cdetoxification of
aflatoxin infected deoiled cakes (a new ammonia treatment
process is now being used in Africa), a process for partially
defatting groundnuts (removing 55-60 percent of the oil and
leaving on edible groundnut), generation of electricity from
groundnut hulls (to compensate for shortages of power in
prciect processing facilities), producing margarine, and the
development of dal analogs (high-protein pulse

substitutes/extenders made from deoiled cakes).

Problems, Issues, and Irxplications

1) The revised project budget calls for & 45% increase over
the original budget for project expenditures on product
and process development, despite the fact that

expenditures to date have been only a small fraction of
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the original tatgets. Annual expenditures are now
projected to rise sharply. The budget increase is
probably justified given the expenses that are iikely to
be incurred in planned research and development
programmes. However, it is important that the costs and
benefits of various projects be carefully studied and
that financial and managemen? resources be focused on
areas with the highest 1likely payoff to the overall

project.

The evaluation of project marketing operations (see
Marketing Operations, Research and Testing section)
suggested several areas of research and development which
would appear to be particularly relevant to marketing
problems and have considerable potential for increasing

marXeting margins. These include:

(a) improved dehulling of black soybeans to improve oil

and meal quality.

(b) the detoxification of aflatoxin infected oilcakes

and extractions, particularly groundnut.

(e) development of dal analogs and other higher valued

human foods from deoiled cake.
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In addition, the development of a cost effective process
for generating electricity from groundnut hulls would be
very beneficial in boosting processing capacity
utilization and reducing per unit costs. Another
possibility might be the production of fiber board or

insulation board from groundnut hulls.

The feasibility of developing cost effective processes in
each of these areac needs to be studied and, if
justified, accelerated research ané development in these
areas could have a high payoff to the project.
Collaboration with foreign and domestic institutions
already doing work in these areas could speed up and

reduce the cost of the research and development work.

Product and process development efforts under the
projects have run into problems with access to foreign
exchange to finance imports of technology and eguipment.
The inability to take full advantage of existing
technology can only slow the developnent of and, perhaps,
reduce the quality of new productes and processes that
could substantially enhance prospects for the financial

viability of the project.



4)

Regearch and development programs, particularly
collaborative efforts, take time as well as money to
organize and complete. It appears likely that work and
expenditures on currently planned rasearch aad
development will extend beyond and currently specified

end date of the project.

Recommendations

2)

Product and process research and development resources
available to the project should be focused on solving key
marxeting and processing problems having the highest
lixely payoff in terms of the long term financial
viability of the project. These problems would appear to
include increasing the value and marketability of oil
cakes and extractions, and finding higher valued uses for

non edible by products.

Constraints on tha availability of foreign exchange and,
therefore, access to technology available elsewhere in
the world should be eased by any means possible. An
increase in foreign exchange funding and/or entry 1into
collaborations/joint ventures with foreign companies are

possible options.
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F. Manpower Development

Successful implementation of the project will require large numbers
cf well trained pecple. OVOW has been able to fill some of the key
posts in the federations with highly gqualified persons experienced
in NDDB operations but special training and orientation pzograms are
required for most of the staff. The project strategy is to recruit
large numbers of young graduates to form the mobile teams, which are
the project's initial link with the growers, and give them special
training programs., emphasising on-the-job learning. Training
programs are also arranged for managers and supervisors and the
professional and technical staff of the projects' procetsing
facilities. Farmers representing each of the grower co-operative
societies are included in a special program to prepare them for

leadership positions in their societies.

The original budget allocation for manpower development was 30.0
nillion rupees over the seven year life of the project. At this
time (end of March 1983) 6.7 million rupees have been used - just 41
percent of the project targets for 1982-83. The ghortfall is due
primarily to the delay in start up of some of the federations.
Karnataka and Andhra Pradesh federations have not yet begun
organisation and staffing. Gujarat and Mahdya Pradesh federation
began functining only in 1980-81 and the Tamil Nsdu federation began

only in l1981-82.
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Experisnce during these first yearzrs has shown the need for more
training and the federations are stepping up their programs. The
budget has been revised from the original 30 million rupees to
Rs. 54.198 million (low) or 65.768 million rupees (high) for the

life of the project.

Following are the original targets in term, of persons in each

category to be trained in each of the seven project years:

PY1 PY2 PY3 PY4 PYS PY6 PY7
Managerial 70 170 180 215 275 295 29%
Supervisory 200 450 490 500 920 1,030 1,250
Extension 30 170 300 460 650 800 800
Village
representation 300 1,700 4,400 7,600 11,100 14,%00 16,000
Administrative
& other. 300 780 900 1,300 1,500 1,700 1,900
Skilled labourers 140 alo 370 870 990 1,180 1,440
Unskilled 1,700 8,900 22,400 39,50C 57,000 74,200 82,000
HPS Sorters' 15,150 30,300 45,450 60,660 75,750 90,900 106,050
* This category has been suspended because of present
Government of India policy restricting export of HPS
groundnuts.

The manpower development programs have focussed primarily on the
first five categories but special programs are also intended for
many of the laborers. Following are the training achievements up to

March 1983 in terms of man-months of training for each category:



Managerial
Supervisory
Extensicn

Village representation

Adninistration & other

LY
-

2

47.% Man-months
11.¢ "
78.0 "
€7.C "
13.50 "

Pollowing is a break-down of the number of percons trained under

vaerious programs, at Anand and within t

31, 1983:

Progran

At Anangd:

Procurement and Inputs
Farmer Induction
Managemrent Information
Systems

At Federations:

Society Secretaries
Management Information
Systems

Farmer Inducticn

The revised phase Il bud

Appendix 111 F reflects the need for a more ambitious training

he federations,

up to March

Gujarat M.P. Tamil Nadu Orisca Total

75 8 23 1% 121

164 461 110 24 779

7 & lé 18 47

299 263 63 0 645

250 35 0 0 286

7.797 2.264 417 - 10,478
cet for manpower development shown in

program designed to meet the requirements of cdifferent categories of

the federation work force.

The Gujarat Oilseed Pederation (GROFED) is establishing two "Macro-

Centers" in each district for field training of GROFED gtaff and

society secretaries.

It is congucting short (3 day) training

programs for the chairmen and executive committee members of



societies to develop responsible leadership at the village level.
The Madhya Pradesh Co-operative Oilseeds Growers' FPederation has
organised a comprehensive manpower training program with emphasis on
tha grass root level worzkers who deal directly with grower
co-operatives. The federation staff conducts formal training
programs for the mobile teams under which 178 team m2mbers have been
trained. The federation is establishing a Regional Training Centre

for training of grower members as well as mobile team members.

The Tamil Nadu Co-operative Oilseeds Growers' Federation (TANCOF)
has had difficulty recruiting staff. Some key federation positions
have not been filled (some are being filled temporarily by |
Department of Agriculture's staff members on deputation). The
federation had hoped to recruit extension assistants with a minimum
qualification of SSLC Pass in the 2 years course in agriculture, but
were able to recruit only 3 candidates. Since an adequate nunber of
candidates with those qualifications could not be recruited,
qualification criteria were modified to include II Class graduates
in Science and Arts, with preference for candidates with 2 years
experience in agriculture extension. While this is expected to
provide sufficient numbers more formal training in agriculture will

be necessary i{f these arze to perform satisfactorily.

The Tamil Nadu Cooperative Oilseeds Growers' Federation began the
formation of growers' cooperative societies only in 1581-82, after

training of local nobile unit staff with assistance from NDDB



- 111 -
spearhead teams. Training programs for farmer lezders is just now
getting underway. The federation has taken full advantage of the
training progran offered by NDD3 at Anand with twenty three staff
mempers participating in the 40 day program on procurement and
inputs and sixteen staff members attending the two day course on the

Management Information systems.

Lessons Learned

Inability of the federations to recrui: persons with adegquate
education and training for the society secretary position has
created problems. Many of the secretaries are not able to prepare
required reports adequately and provide the necessary services for
the societies. This has been the case particularly in Gujarat where
a major effort was made to introduce the management Information
Systems.(HIS). As a result area staff who have responsibilities for
extension and supervision must devote much of their time to data
collection and have insufficient time to devote to their principal
duties. The ratio of extension officers to co-operative growers is
very small in all states. Further, since it has been necessary to
recruit candidates without formal training in agriculture, this part

of the staffing of the federatione appears quite inadegquate.

it has been found that non-agricultureal gracduates can be trained

to work effectively as supervisors and extension specialists in ths
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mobile teams. At the same time, it has become clear that
agricultural graduates need additional formal and on-the-job
training to orient them toward the commercial aspect of these

federations.

Recommendatinns:

(1) 1f well qualified society secretaries cannot be recruited,
those recruited should be given adequated training to perform
their functions with a minimum of supervision or assistance

from the extension staff.

(2) The number of mobile units need to be increased and each mobile
team should be staffed with at least one qualified agriculture

graduate.

(3) Where it is necessary to staff agricultural positions with
non-agricultural candidates intensive formal training in

agricultural subjects should be arranged for thenm.

(4) The agriculture extension workers need strong technical
backstopping from a federation and/or district level
agriculture staff in order to kxeep them well informed on

adapted technology.
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APPENDIX 11l F.

Phase 11 Manpower Development Objectives

Description/Unit PY4 pys PYé6 Y7

Managers/Profescionals:

Number (cunmulative) 75 90 100 125

MM Formal Training 42 49 60 45

MM on Job Training B4 90 120 s0
Mobile Team Leaders:

Nunber (cummulative) 5% 50 129 168

MM Formal Training 21 35 3% 30

MM On Job Training 42 70 70 60
Coop./Agriculture Specialists:

MM Formal Training 80 120 160 200

MM on Job Training - - - -
Society Supervisors:

Extension Assistants:

M4 Formal Training 270 180 240 300
Adrministrative Support Staff:

Total number (cummulative) 1,520 1,930 2,605 3,260

Number (OVOW) (cummulative) 40 ' 50 55 60

Number federations (cummulative) 80 100 150 200

Number societies (cumnulative) 1,400 1,800 2,400 3,000
Society Secretaries:

Number (cummulative) 1,100 1,800 2.500 3,100

MM Formal Trainees 1,100 2,100 2,100 1,800

MM On Job Training 2.2C0 £,200 4,200 3,600
Processing Facility Supervisors:

KNumber (cummulative) 120 200 320 480

MM Formal Training 180 240 360 480

MM on Job Training 360 ¢80 720 860
Grower Demonstrations:

Number 2.000 4.000 6,000 8,000

MM Formal Training 1,000 1,000 1.000 1,000
Labourers:

Number (cummulative) 1,500 <.500 4,000 6,000
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G. Project Maragement and Implementation

The establishment of an Oilseeds and Vegetable 0il Wing (OVOW)
within the National Dairy Development Board (NDDB) as project
authority was envisioned in the original project document
"Restructuring Edible Oil and Oilseed Production and Marketing".
The responsibilities of OVOW include handling and marketing of
donated commodities received under the project, disbursement of

funds, and implementation of the project.

The project is to be implemented in selected oilseed growing states
through state level cooperative ollseeds growers' federations
established by the concerned state governments on the advice of

OVOW. The responsibilities of the federations include:

(a) formation of village level oilseeds growers' cooperative
societies;

(b) organization of procurement operations and implementation of
technical input programs for increasing oilseed production
through oilseed growers' cooperative gocieties;

(¢) processing of oilseeds;

(d) marketing of oil and by-products, etc.

The concerned State Government must agree to set up an ollseed

grower's federation based on the model by-laws recommended by
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NODB/OVOW and also take various steps essential for registration of
slngle commodity cooperative societies at the village level. A
federation is first established with a nominated Boerd for an
initial term of five years. 1t is planned that during the period of
opecation of the nominated board, village level cooperative
societies will be formed in sufficient numbers that the chairmen of
the village level cooperative societies would eventually form the
electoral college for the election of the members of the board of
the federation. During the period of the nominated board, a
consultative committee of farmer representatives selected from among
the chairmen of the village level societies functions to provide a
more direct link between the producers and the nominated board of

the federation.

NDDB/OVOW must work in close cooperation with the donor agencies,
State and Central Governrments, and varioﬁs other agencies on all
aspects of project implementation. OVOW depends on other divisions
of NDDB for various technical skills such as engineering, planning,
farmer's organisation, applied research and development and manpower
development, and for service functiocns including accounts,

purchasing, administration, and computer services.

After the creation of a network of strong single commodity oilseed
growers' cooperative societies and their federations in the
participating states, it was planned to establish a National
Federation of Oilseeds Growers. OVOW may provide the core staff

required for the setting up of the National Federation.
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Accompiishments:

The atate level oilseeds growers' federations have so far been
formed in five out of the saven states approved for inclusion in thne
project by the Government of India. There have been considerable
delays in initiating project implementation in Karnataka and
Maharasthra. In the case of Andhra Pradesh, although a state level
oilseeds growers' federation was established two and one half years

ago, it has been brought on stream only very recently.

The start up of the project in different states has not been
according to the schedule included in the original project

document. Delays have occurred because of initial reluctance on the
part of state governments to implement the project along cooperative
lines as originally planned (in the case of Karnataka), and
procedural delays in sorting out va:iéus issues relating to the
adoption of the model by-laws recommended by NDLB/OVOW (in the case
of Andhra Pradesh and Maharashtra). It is expected that these state

federations will become fully operational during 1983-84.

Uncertainties as to whether the project would be able to obtain the
committed support from the donor agencies have also forced NDDB/OVOW
to adopt a more cautious approach in starting up operations in new
gtates; instead some efforts were made to consolidate the gains
achieved in states such as Madhya Pradesh where the project was

initiated from the start.
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federations. With the appointment of

Jaruary 1983,

and delays {n project implementation have also

expansion of OVOW staff to provide more support to the

an Executive Director in

plans are now under way to expand OVOW. OVOW will

continue to be responsible for handling and marketing donated

commodities, project finance, and monitoring. Technical and support

services required by the federazions,

including planning,

engineering, purchase of equipment, computer services, etc. will

continue to be provided by the concerned divisions of NDDB.

Problems and lssues:

1)

The original project document "Restructuring Edible 0Oil and

Oilseed Production and Marketing"

approved by the Government of

India in September 1978, envisaged generation of funds at Rs.

5.500/MT landed value for donated

vegetable oil. The first

CLUSA Multiyear Operational Plan approved by USAID also

envisaged generation of funds at the same rate. Both these

documents form a part of the agreement entered into between NDDB

and CLUSA under which NDDB is to receive 160,000 MT of edible

oils from USAID/CLUSA over the seven year project period.

There are some differences in the

the two documents mentioned above.

project provided for the creation
million to be used mainly to make

may incur during implementaticn.

budget estimates provided in
The NDDB vegetable oil

of 2 sinking fund of Rs. 277.%

good the losses the project

It also provided flexibility
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to the project authority for the use of such funds for project
purposes in addition to the seven line items. The first CLUSA
Multiyear Operational Plan, however, did not have a provisiocn
for a sinking fund. The funds earmarked for a sinking fund were
instead included in the budget for the grower orjanisation and
technical inputs line item. The Plan made no provision for the
estimated income from area agronomic centrzres and district farns

or for a technical input fund.

Such differences in the two documentsg describing the same
project, and the fact that the actual generation of funds from
the sale of donated commodities is higher than the originally

envisaged

Rs. 5500/MT, created misconceptions which resulted in series of
discussions at various levels between CLUSA, NDDB, and USAID.
Incidentally, the Transfer Authorization exacuted betwWeen AID
and CLUSA for the gift of 117,500 MT of edible oil incorporates

the above two documents by reference.

Audit of the project by US Auditors also became a point of issue
and numerous discussions were held at various levels to sort
these out. In October 1382, NDDB/OVOW was assured that a final
agreement had been reached on these issues. B3y that time there
had been four more versions of the CLUSA Multi-Year Operaticnal
Plan. The present plan, prepared by CLUSA in consultation with

NDDB, which is to be the basis for the midterm svaluation of the
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project, is in fact the £ifth version of the Multi-Year
Operational Plan. Within lese than four years of the launching
of the project, assuming the start up date as the date of
arrival of first gift shipment, about 120 man-months of OVOW
staff time was utilised on working towards the resolution of
these issues and the preparation of plans. This does not
include the time spent by NDDB top management. CLUSA and USAID
also spent considerable time working towards resoluticn of these
issues and the preparation of plans. Now, in the final week of
this evaluation exercise, NDDB/OVOW has been informed that the
issues have not, in fact, been resolved to AID's satisfaction.
The negative impact on orderly implementation of the project is
obvious. AID needs to give highest priority to correcting this

seriously disrupting situation.

There must be a clear delineation of the respective roles of AID
and CLUSA in the project. It is recommended that CLUSA have
sole responsibility for monitoring project progress, providing
necessary assistance in matters relating to project
implementation, and furnishing all information needed for
USAID/Delhi to fulfill its reporting requirements.

USAID/Delhi's role would be to ensure that CLUSA has sufficient

resources to carry out these functions.

The original project document lists 1977/78 as a pre-project
year during which 10,000 MT of edible oil was planned to have

been received as gift. The first gift shipment, however,
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arrived in June, 1979. The total quantity of edible oil
received from July 1979 to June 1980 was 49,369 MT as against
77.500 MT originally scheduled to have been raceived. Also
about 90,000 MT of edible oll expected from other donor
countries was not received. Funds for project use therefore
becanme available only sometime in March/June 1280, as it took
some time to arrange the sale of the refined soybean oil.
Project year "one" should therefore be taken as 1980/81. NDDB,
however, had undertaken a number of pre-project actions and this
largely helped initiation of the project without much loss of
time. The project achievements indicated as of March 1983 are
therefora the result of the pre-project actions and the work

done during 1980/81 through 1982783, i.e., three years.

The relationship tetween OVOW and the state level federationsis

clearly defined in the model by-laws:

(a) NDDB/OVOW can hold upto 51% paid up share capital of any
state level oilseeds grower's federation:

(b) The Board of Directors of each of the federations has 3
NDDB/OVOW nominees as members:

(c) As long as NDDB/OVOW holds 51% of the shares of the
federations, it can give directions, in writing, which will
have to be accepted by the Board of Directors;

(&) The Chairman and the Managing Director of each federation
are appointed by the State Gcvernments in consultation with

NDDB.
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The most critical problem that has so far been faced in these
arrangements relates to the eppcintment and continuance of
Managing Directors of federations. Theze have bean frequent
changes a2t the Managing Director level in each of the
federations which have deprived the federations c¢i continuity in
leaderhsip during the formative stages of their develiopment.
This has occurred particulaerly when Managing Directors have been
appointed from the Indian Adminstrative Service (IAS). While
IAS officers have been of considerable help in sorting out
procedural and administrative problems within the state
governments during the early stages of the project, the frequent
changes at the Managing Director level have probably slowed the

development of financially viable federations.

The organizational structures which have evolved in the state
federations are different. The differences a:te related to the
degrees of NDDB and state government participation and sources
of funding. There are a number of potential managerial problems
inherent in the structures of the federations and, whiie no
problems may exist at this time, these problems may eventually
emerge. The following is a review of the organizational

structures and potential problems in each federation:

(2) In Gujarat, the ultimate authority is a Board of Directors
appointed by the State Government, coneisting of three NDDB
nominees, three State Government officials, and four farner

representatives. The Federation's Chairman is appointed by



APPENDIX 1II F.

Phase 11 Manpower Develooment Cbjectives

Description/Unit PY4 PYS PY6 PY?

Managers/Professionals:

Number (cummulative) 75 90 1C0 128

MM Formal Training 42 45 60 45

MM on Job Training 84 90 120 90
Mobile Team Leaders:

Number (cummulative) 55 90 12% 155

MM Formal Training 21 35 35 30

MM On Job Training 42 70 70 60
Cocp./Agriculture Specialists:

MM Formal Training 80 120 160 200

MM on Job Training - - - -
Society Supervisors:

Extension Assistants:

MM Formal Training 270 180 240 300
Administrative Support Staff:

Total number (cummulative) 1,520 1,930 2.60%5 3,260

Number (OVOW) (cummulative) 40 50 5% 60

Number federations (cummulative) 80 100 150 200

Number so0cieties (cummulative) 1,400 1,800 2,400 3,000
Society Secretaries:

Number (cummulative) 1.100 1,800 2.500 3,100

MM Formal Trainees 1,100 2,100 2.100 1,800

MM On Job Training 2.200 4,200 4,200 3,600
Processing Facility Supervisors:

Number (cummulative) 120 200 320 4890

MM Formal Tratning 180 240 360 480

MM on Job Training 360 480 720 960
Grower Demonstrations:

Nunmber 2.000 4,000 6,000 8,000

MM Formal Training 1,000 1,000 1,000 1,000

Labourers:

Number (cummulative) 1,500 2,500 4,000 6,000
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the State Government in consultation with NDDB and reports
directly tc the Board of Directors. The Managing Director
cf the Pederation is also selected'by the State Government
in consultation with NDDB and reports to the Chairman. 1In
Gujarat, both of these positions have been filled by
NDDB/IDC officials on deputation. The remainder of the
organizational structure consists of General Managers with
specific areas of responsibility (commercial, procurement,
etc.) and who, in turn, have districts, area officers, and
village societies reporting to them. 1n Gujarat, each of
the key managerial positions, through the General Manager,
are also filled by former NDDB pereconnel. At the ¢rass
roots level, the Federation, taking advantage of NDDB's
considerable experience and expertise in this area, has
organized a system of providing technical inputs, extension

services and marketing channels for the farmer members.

The major potential problem would appear to be the extent to
which NDDB and the Federation, in &n effort to provide a
service network owned and operated by the farmerg, are
perceived to be establishing services which are parallel to,
and in competition with, services currently being provided
by the State Government. While the intent of the Federation

is to complement State Government services, there wculd
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appear to be potential fcr competition and conflict. There
has been a complementary relationship, so far, with the
State Governnent providing a series of services, including
subsidies for seeds, plant protection egiupment, etc.
through the f{ederation.

I
In Madhya Pradesh there is a somewhat different
organizational arrangement. A Board of Trustees 1s at the
top. The Chairman is a State Government official (the
Agricultural Production Commissioner) and the Managing
Director is an 1AS officer from the State Government. The
rest of the organizational set up is similar to Gujarat,
with positions from the General Manager level down to the

grass roots level filled with NDDB or NDDB-trained personnel.

A potential problem with this structure is that the policies
of NDDB/OVOW, and the policies of the Chairman and Managing
Director whose loyalties are to the State Government, may
clash and inhibit the development of a financially viable
federation. There could also be a problem with a division
of loyalties between staff with State Government backgrounds
and those with NDDB backgrounds. A related potential
problem is that NDDB/OVCW may face problems in maxing

personnel changes which it feels necessa:y.
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Another potential management problem characteristic to the
Madhya Pradesh Federation may be disagreements over the
disposition of Federation resources. The Madhya Pradesh
Federation receives funde from the State Government and the
National Cooperative Development Corporation as well as

NDDB/OVOW.

(c) The organizational structure of the Tawmil Nadu Federation
is similar to that of the Madhya Pradesh Federation. The
Chairman of the Board of Directors and the Managing Director
are State Government officials, with NDDB and NDDB-trained
personnel £illing positions from the grass roots level
through the General Manager level. The potential problems
of NDDB/OVOW and State Government policy clashes, and of
State Government and NDDB personnel working at cross

purposes, are the same as in the Madhya Pradesh Federation.

The Government of India has recently anncounced formation of The
National QOilseeds and Vegetable Oil Board. The stated
objectives of the board, it is understood, are in some respects
similar to those of this project. While this may augur well for
the acceptance of the basic strategy of this project in
developing the oilseed sector, it should be ensured that this
project, being implemented on the basis of an arrangement agreed
upon earlier and having the approval of the Goverment of India,

is not disturbed. Further delays in project implementation



7)

stemming from a reorganizaticn of project authority an
financing would only jeopardize the success of the project.
(Note: During the team's briefing of the Ministry of
Agricultu:e at the end of the evaluation this point was
discussed. The additional Secretary who chaired the meeti:ng
assured the team that the creation of a proposed National
Oilseeds and Vegetable Oil Board would in nc way affect the
structural or operational aspects of the prcject, which would

continue under the direction of NDDB as at present.)

The need for growers' organizaticns to own and operate their own
processing facilties in order to obtain the financial benefits
of vertical integration is a basic assumpticn of the project.

So far, the project has attempted to analyze the relative
benefits of both new and existing processing facilities on a
case by case basis. The objective is the acquisition of
processing facilities which are the most economically attractive
in the long run to the farmer members. In general, it is felt
to be important for the growers' organizations to have a
technological advantage over the competition. The setting up of
new processing units and introduction of new technology,
including the capacity to produce new products, is felt to be
necessary to some extent, not only to the financial viability of
the growers' cooperatives, but also for the general improvement

of the oilseeds sector.
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Local Indian laws and regulations, as well as Government policy
on creation of oilseeds processing facilities, are rather
cumbersome, and it is difficult to obtain licenses for setting
Up new processing plants. One reason for this is that total
licensed oilseed processing capacity i{n the country is more tharn
two times oilseed production. However, much of this capacity
consists of cld and dilapidated plant and machinery, fully
depreciated., which is really not available for processing, but

valuable only for the licenses the units hold.

The CLUSA Multi-Year Operational Plan has proposed the provision
of loans to the federations for processing facilities on the
basie of 70% loan and 30% grant. The original NDDB document
provides the detailed terms of financing at 70:30 with a 5 year
interest free moratorium and repayment over the next 15 years.
Against this, the current policy is for a 2 year moratorium
during which interest accrues and is capitalized, with repayment
of the capital amount and interest scheduled over an 8 year
period. This policy was adopted at &2 time when the very
continuance of the project was doubtful. The experience gained
so far, however, indicates that more liberal terms ¢f financing,
i.e., interest repayments for the first 5 yvears with repayment
of principal and remaining interest over 15 years, would be much

more helpful in strengthening the state growers' organizations.
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9) The state governments have not fulfilled their obligations for
making available land required for establishing District Faras
and Area Agronomic Centres, despite directives from GOI. It is
aow clear that even if the state governments do make available
some land, it will not be the amount orignally envisiorned.
These problems have necessitated a rethinking of part of the
project's production enhancement strategy in order to find

effectiva alternatives.

10) Provision of technical inputs is one of the most important
elements of the project's production enhancement program. To
enable the federations to undertake such activities on a viable
basis it is essential that such expenditure during the initial
years of the project be provided on a 100% grant basis. Only
then will the state level inmplementing agencies take bold steps
to create the requisite infrastructure. When the procurement
operations build up as a result of grower menbers' faith in the
project, the federations will be required to set aside a
technical input fund sufficiant to meet the costs 0of operating

this infrastructure.

Recommendations:

1. The audit problems which have plagued the project by creating a

continual atmosphere of uncertainty regarding project funding
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must be resolved as quickly as possible. The project will have
little chance of meeting its objectives unless a clear and final
golution to the audit issues is found ﬁuickly and the project

steff{ can apply itself to solving substantial problems.

There is, furthermore, ambiguity as to ARID's role in the
project. As the donor agency, AID clearly has a responsibility
to ensure that the donated commodities are properly handled and
that the proceeds are used for the agreed upon project
purposes. The project, however, was establiscshed under an
agreement between NDDB and CLUSA. CLUSA, as cooperating
sponsor, acts as an intermediary between AID and NDDB.
Ccnfusion arises because at times during implementation it has
not been clear how much authority RID has vested in CLUSA, or
when and for what purposes communication with NDDB is properly
through CLUSA and when directly with NDDB. The role of each

organization needs to be clearly defined and understood.

AlD will require periodic reports on progress and problems from
CLUSA. lnasmuch as some components of the project are supported
by the Cooperative Union of Canda/CIDA, the Team suggests that
CLUSA, AID, CUC/CIDA and NDDE/OVOW jointly develop a simple
reporting format and system that meets minimum information needs
of the donors and that can provide the information conveniently

from the MIS now being introducted in the project.
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There must be a firm commitment on the part of the state
governments and NDDB/OVCW to place well qualified people in the
upper level management positions of the federations, and to keep
those people in their positions for at least 2-4 years.

Frequent changes in leadership can only hinder the developmen:
of financially viable federaticns by preventing the leadership
from gaining adequate expertise in the oilseed industry, by
leading to frequent shifts in federation policies, and by
preventing the cevelopment of & clear sense of purpose and

direction among federation staffs.

NDDB/OVOW and the concerned state governments must continue to
work together to develop a clear and mutual understanding
concerning the goals and policies of the project and their
respective roles in implementing the project. This
understanding is necessary in order to prevent possible clashes
concerning project policies and the placement of personnel, and
to ensure that all parties are working together towazds the same
goals. 1Ideally., such an understanding would acknowledge the
considaerable experience and expertise of NDDB/OVOW in developing
and managing firancially viable vertically integrated
cooperatives, as wa2ll as the resources and expertise available

to the state governments.

The current organization of the project, wheraby project funding
is channeled through NDDB/CVOW and NDDB/OVOW is the project's

management and funding authority, should not be changed even if
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a decision is taken to form a National Qilseeds Development
Board. The current organization allows the application of
NDDB's considerable experience and expertise to the development
of financially viable oilseed cooperatives under this project.
Any reorganization of project authority at this point would only

further delay and confuse the implementation of the project.

The ending dates of the project should be moved back at least 3
years (to 1989/90) because of the unexpected delays in project
implementation caused by audit disputes and delays in the
formation of state federations. Because of these delays it is
no longer realistic to achieve the originelly planned end of

project goals on the original schedule.

Consistent with current plans, NDDB/OVOW's capacity to provide
technical, managerial and planning support tc the state
federations should be expanded. Specific areas where
NDDB/OVOW's services should be expanded include financial
management and planning., operations research which assists
federations in making sound investments in storage and
processing infrastructure, and the provision of market
information, analysis, and forecasting which supports federation
marketing and pricing policy decisions. OVOW's linkage with
NDDB should be maintained so that the project can continue to
taxe advantage of the efficiencies and expertise afforded by

access to NDDB's excellent technical and service divisions.
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d. Faderatiss Share Canital

The objective of the State and Nat »nal Share Capitai was to:

1) ©provide start up or "seed" mone: .'uring the early stages of
developnent for the state federat sn members who would not be in

a position to raise adaguate funis ¢~ this purpose; and

2) to provide a mechanism to ensur: stat: tederation discipline in
project implementation. The OVl purchzs=>< shares in the state
federation much as a society wouv.d by pay .ag Es. 500 per share.
Tco ensure control of each state 2deratic-, OVOW wouid purchasc

not less than 51% of the shares :.vailable.

There should be a NDDB/OVOW policy ' £ relating t:.ir share capital
disbursements, to a state federati::, to the prz3 «ss a federation
makes in meeting its planned socia:y and membershi; targets. In

this manner, there will always !: n incentive for ¢ federation to

increase and improve its member . 1iJ

During the first three years of -he project OVOW has paid Rs. 32
nillion for share capital in o+ tollcwing state federa' c¢cns:
Gujarat (Rs. 27 million), ~ .dh'- Pradesh (Re. 7 million'. Tamil Nadu
{Rs. 4 million), and Orissa (Fs 1 million). It is anticipated that
between RS. 92-122 million ':il. e needed for share capital

requirements by the sevent' year ¢f the project.

BESTA%AMABLECOPY
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The requirement for the last four yYears may be less than what has
been budgeted because the development of the project in Karnataka

and Andhra Pradesh hae been delayed.

The gtate federations have not been completely successful in seliing
their shares and collecting the commensurate cagh. 1In Madhya
Pradesh, for example, the two districts visited cocllected only 70%
of the capital generated through the sale of federation shares. The
remainder was to be paid on an installment plan. 1In addition. one
society had not increased ite membership in two years although such
an increase had been planned. These situations are probably not
unique to the Madhya Pradesh Federation and must be taken into
account when projecting the share capital generated through
individual and society membership. These factors, naturally, will

affect the amount of capital generated and available to a federation.

There is one major financizl]l management issue which needs to be
addressed related to the share capital provided by NDDB/OVOW. The
izsue is the lack of any budgeta:ry or accounting contrels. This
should not imply that the expenditure of funds cannot be accounted
for. This is not the case. The problem is that there is no
separate accounting performed for either share capital or other
types of grants. They should be controlled separately with
individual ledgers. There is apparently no rule, regulation or

requirement from OVOW about the accounting of the funds. The state



federation ara not requirad to set up an itemised budget about the
intended uses of the funds nor are they obligated to keep a strict

accounting for the expenditure of the monies,

The OVCW should issue a policy mandating that an itemised oudget Le
Frepared, submitted to and approved by OVOW befora2 the sharze capital
can be spent. This may seem an unnecessary control but sirce one
objective of the share capital concept is to ensure “"State
Federation Discipline", this is the one mechanism to accomplish that
end. 1f OVCW does not exercise its fiscal responsidbilities, it will
not be able to contral and manage the project effectively.
Furthermore, OVOW should mandate that share capital monies be
deposited into an auditable, segregated account so expenditures can
be monitored against the budget. These funds must not be commingled

with other monies.

To take this one ster further, it may be that OVCOW should define
explicity how share capital funds maybe used. For example, maybe
the monies should only be used for procurement of raw materials.
Since procurement will become a major capital investment each
succeeding year, as much money as possible should be planned to be
available. Gujarat had a cash flcw problem with procurement during
1982-83 even though they had Rs. 2.3 crores of share capital
available. Their problam was they committed the Rs. 2.3 crores
before planning for their procurement requirement. This could have

been avoided with better fiscal planning.
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Madhya Pradesh has external factors affecting its share capital
total. It has funds from the State of Madhya Pradesh and monies
from the National Cooperative Development Corporation (NCDC). It
would be advisable to have these monies budgeted and accounted for

the same way the NDDB/OVOW funds are.

The NDDB/OVOW should issue a policy mandating that any investment by
state federations of share capital, procurement and other NDDB
grants must be approved by the Board of Directors of the

Federation. The Managing Director should not be able to invest
large sums of money (currently upto 10 lakhs) without prior approval
of the Board of Directors. Any funds invested by the federation
should be secured and guaranteed against losses. The investment
guarantee should be in writing to minimise the federation's
liability. 1If all the Board membere are not available to render a
decision-than a quorunm will be sufficient. The Board of Directors
is the governing body of the federation and, therefore, should

approve all financial investments.



- 13 -

I. Procurement Quorations and Finance

Procurement Cnerations

Procurement operaticns provide the link between the project's
production enhancement and processing activities. Procurement
conducted under the project is intended to provide an assured,
remunerative, and convenient market for farmers to support
production enhancement efforts, and to provide adequate supplies of
raw materials for the efficlent operation of processing facilities.
Levels of procurement which are consistent with efficient and profit
maximising processing and marketing operations are critical to the
success of the project., It has been assumed that profits earned in
processing and marketing operations will eventually be sufficient to
f.nance other project components, including production enhancement

and research.

Several of the project's underlying assumptions have helped

determine the nature of procurament policies and strategies:

1) It is assumed that the existing market structure is
inconvenient to the producer by reason of market distance and
that it fails to offer the producer fair prices because »>f
subjective gradiag and colliusion by traders which unfai:cly

depresses producer prices.
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2) It is assumed that oilseed production and productivity are
responsive to price, that producer prices offered in the market
are unremunerative, and that payment of higher prices will call

forth additienal production.

3) It is assumed that prevailing marketing margins for oilseeds
and products are larger than they need be, and that |
cooperatives formed under the project can afford to pay higher
producer prices and still compete effectively and earn profits

in product markets.

The project's procurement strategy is designed to make sales to its
cooperatives more fair and remunerative for producers than existing
markets. Procurement is conducted at the village level using
objective grading criteria. Pricing policies have varied by State
Federaticn. The Gujarat Federation sets a minimum procurement price
at the beginning of the marketing sezson and then procuregs at that
price or the prevailing daily market price, whichever is higher. The
minimum price established has been increased substantially each year
and, at least in one year (1981-82), the minimum price was above
prevailing market prices. The other federations have tended to buy
at, or slightly above, prevailing local market prices without
establishing a floor price. In all cases, prices are adjusted for
quality factors including refractions and shelling percentage. The
Gujarat Federation also grades for moisture and oil content based on
tests conducted on samples sent to its processing facilities.

Grading and local handling costs are paid by former farmer in the

form of a commission to the local cooperative society and
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transportatiod costs are paid by the FPederation. Generally the
prices received by farmer members appear to be higher than marxet
prices, particularly when transport c¢ost savings are considered, but
the exact anmount is uncertain because of diffarences in grading.
While the policies of some Federations call for payment at Jr near
market prices, these cannot be true market prices because th2

produce never figures in the bidding in the open market.

Payment to farmers can be made by any one of three methods, at the
farmer's option. The direct purchase option provides the farmer with
ccrplete payment for his goods based on the price at the day of
dalivery. The 'Jhangad' method provides an initial payment at 80% of
. the market price at time of delivery and then allows the farmer to
wait and pick any day up to the end of the marketing year on which
to base the actual pricing and final payment. The 'pooling' method
provides an initial 70% payment, with the final payment based on
profits earned from the sale of oil and other by-products derived
from his and other pooled produce. Storage and handling charges are
deducted from farmer pavments under the Jhangad and pocling methods.
Currently. only the Gujarat Federation offers the latter two options
to its members because it has its own storage and processing

facilities.
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As an additional inducement to sell to the federatione, the intent
is to make all payments to farmers promptly, by check, within 1-2
days of the transaction. Shortages of funds and, in the case of the
Gujaratr Federation, problems in conducting moisture and oil content
tests rapidly have led to delayed payments and farmer complaints. In
addition to payments for produce delivered, members are also
entitled to receive an end-of year ‘'price differential', or bonus,

based on a share of the operating profits, if any, of the Federation.

All procurement under the project has been conducted either at the
village level through its cooperative societies or from other,
nen-project, £oopera:ives. No purchases have been made, or are
planned, in the open market if necessary to suppiement village level
procurement and bcost processing capacity utilisation. None of the
Federations are conducting year-round procurement operations.
Procurement is limited to peak marketing seasons due to a lack of
procurement funds and limited storage facilities. In some cases,
delays in arranging procurement financing have led to delays in
beginning procurement operations until well into the marketing

geason.

Targets and Accomplishments: Project targets and achievements

relating to procurement are shown in Table 1 (Appendix III I (1)).
Procurement operations have been conducted only in Gujarat, Madhya
Pradesh, and Tamil Nadu. Total procurement under the project has
fallen well short of both original and revised targets. Procurement

during 1982/83 may have reached the low revised target level if
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poor weather tad no: r2duced groundnut production, and if tne
Gujarat Federation had been able to arrange more procurement

tinancing.

Pailure to reach original procurement targets stems primarily from
slower than expected organisation of States, villages, and farrers
because of delays in project implementation, as well as lower %han
expected levels of procurement per farmer and per hectare. Average
farm size has been smaller than projected and it is likely that
yields per hectare have also been lower than was projected. Failure
to meet even the low revised tarzrget levels, which appear to have
been adiusted for the smaller farm sizes and yields actually
experienced, is due to continued lags in cooperative organisation

and the poor production year in 1982/83.

Frocurement levels have been closer to target in the more heavily
organized States of Gujarat and Madhya Pradesh. Procurement levels
have been curbed somewhat in Madhya Pradesh and Tamil Nadu because
of the unavailability of storage and processing facilities. In those
two states procurement has apparently been limited to quantities
that can be custom-processed in other cooperative (non-project)

facilities and/or profitably stored and resold in the open market.

Lassons, Problems and Implications:

1) Per ton procurement costs have been substantially higher than

originally planned (Table 2 Appendix III II (2)). The original

assumption was that raw material pric=s would remain constant
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(in 1978/79 prices) during the life of the project. The price
acsumed for 1978/79 was Rs,2000/ton while the price paid for
groundnute by the Gujarat Federation rose to Rs.4550/ton by
1982/83, implying an annual growth rate of about 19 percent in
nominal terms and about 8 percent in real terms. Procurement
costs, however, have tended to be lower for other gtateg and
other oilseeds. Total per ton procurement costs for the project
have increased about 15 percent in nominal terms and 4 percent
in real terms from the Rs.2000/- ton price assumed in 1978/7S.
The original assumption of constant real raw material prices
appears to have been inconsistent with project objectives which
called for provision of higher, more remunerative prices to
farmers, and with Federation pricing policies which have
generally called for above market prices. A continuation of
early project price trends will require more procurement
financing than originally planned, if targeted levels of

procurement are met.

Procurement so far has been insufficient to run existing
processing facilities in Gujarat at capacity., and is well below
the levels required to run planned facilties in Madhya Pradesh
and Tamil Nadu at capacity. Slower than expected cooperative
organisation of villages and farmers, shortages of procurement
funds, and some apparently deliberate curbing of procurement in
Madhya Pradesh and Tamil Nadu explain much of the shortfall in

procurenment. However, the slower than expected rate of growth
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in procurement, lower than expected levels J3f procurement per
farmer and per hectare and, apparently, production per hectare
may call for modification of goals regarding processing rplant

acquisition.

While procurement levels 8hould rise steadily in early stages
of the project as new societies are formed and more area is
brought under the project, procurement will remain susceptible
to variations because of the variability of rainfed production.
Organization of cooperatives in primarily irrigated areas would
stablise procurement but leave the problem of enhancing
production on rainfed land unaddressed. The likelihood of
variability in procurement has implications for procurement
policies and processing capacity. Regarding procurement policy,
it will be necessary to have more flexible access to financial
resources for procurement. It may also be advisable to adopt a
policy of procuring in the open markxet when procurement from
cooperatives is insufficient for efficient operation of
processing facilities and/or selling surplus procurement in the
open market when procurement exceeds processing capacity.
Regarding processing taéilities. it may be advisable to
reassess planned plant sizeg and total processing capacity
considering levels of procurement likely to be available in
most years rather than during peak production years. Excess
procurement ia unusually high procurement years could be resold

in the market. However, because of time constraints it was not
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possible for the team to conduct all the analysis needed to
support a change in processing capacity strategy. These issues

require careful and ongoing operations research by the project.

Oilseed production and prices are volatile and largely
unpredictable at present. Also, there is no firm evidence yet
on the actual size of existing processing and trading margins.
Therefore, the 'bold' steps taken by the Gujarat Federation in
boosting procurement prices, as well as the more conservative
steps taken by the other Pederations in paying somewhat higher
than market prices, may be unnecessarily risky and ill-advised.
The Gujarat FPederation was unable to compete effectively in
product markets and incurred heavy losses in 1981-82. While
1981-82 was probably a difficult year for many prLocessors
because of the unexpectedly large jump in production, the
Gujarat Federation's aggressive pricing polices and high raw
material costs may have contributed to its losses. It had been
assumed that production was substantially lower than it
actually was, and that product prices would rise substantially
more than they actually did. The experience to date suggests
that a more cautious pricing policy is called for, and that it
should not be assumed that prevailing private trading margins
are large enough to permit payment of higher raw material

prices by the cooperatives.
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While there is little project history to draw from at this
point, there does not appear to be any solid evidence that
higher prices offered by the Federations have led to increased
oilseed productivity except, perhaps., by bringing mere
irrigated area into oilseed cultivation. Research on the
response of oilseed yields to prices in India has, generally,
been inconclusive largely because of the overriding influence
of weather. Higher prices may boost production by leading to
shifts in area, particularly irrigated area, but yields on
rainfed land will probably be more responsive to improvements
in technology and inputs, particularly water and water
management, than to price. The implicatiorn is that more
enphasis on technology developnment and extensioq and improved
input supplies, and less reliance on higher prices, may be a

more efficient means of boosting production.

High prices for oilseeds in lndia relative to wo:ld mackets
also argue for a rethinking of project pricing policies. High
domestic o0il seed and oil prices are a function of national
supply and demand conditions and not project pricing policies,
but it may be inefficient and ineffective to attempt to boost
prices further. Vegetable oil can be iﬁported at well below
Indian domestic prices and following a policy of promoting

higher cost domestic production raises questions concerning
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efficiency and consumer welfare. Costs of production for
oilcakes which are uncompetitive in world markets, anéd too high
to be absorbed by the domestic market, may also emerge as a

problem.

Current oilseed prices appear to be substantially above average
costs of production (certainly if GOl estimates are
considered), while improved productivity should lower per unit
costs of production. For irrigated production, where yields are
much higher and per unit costs lower, current prices probably
represent high profitability. Assuring higher prices may lead
to area shifts and also provide a risk payment to rainfed
producers subject to variable income, but will not necessarily
result in investments and technology adoption which boost
productivity if such technology is not available. Development
and introduction of technologies which boost per hectare yields
(and reduce per unit cost), particularly under rainfed
conditions, would be a more efficient strategy. This strategy
would appear to have more lixelihood of achieving the project's

objective of enhancing both producer and consumer welfare.

Farmer members appear to be reacting favourably to the
project's procurement operations. Village level procurement is
found to be convenient, the objective grading procedures used

are appreciated, and farmers feel they are getting better
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prices than they would in the market for gquality produce.
However, farmers seemed to think that they get better prices in
the market for lower quality material. There was sone
discontent with dalayed payments in some cases, and la-zkx of
year around procurement. Attention to these issues may boost

procurzenent.

In some cases, it appeared that farmer indebtedness to private
traders, and dependence on private traders for production and
consunmption credit, was limiting farmer sales to the
cooperatives, The extent of this problem is not known, but
effective provision of inputs and arrangements for production
credits may be particularly effective in boosting procurement
in some areas. Another possibility would be to give farmers: the
option to convert part of their procurement payments iato
interest bearing savings accounts which could be drawn oan as
needed. End of year price differential payments to members,
which may tend to be larger per unit following poor production
years when they are most needed to finance production inputs,

may also address this problemn.

The Jangadh and pooling methods of procurement appeared to be
attractive to farmers in Gujarat where these options are

offered. More widespread implementation of these methods would
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assist in reducing procurement capital reguirements. The
pooling option would appear to be particularly attractive to
both the farmers and the federations becauce it permits

avoidance of the 4 percent groundnut purchase tax.

Planning and Management Issues:

At least some of the difficulties experienced by the State
Federations in arranging procurement capital ané setting it in
place for timely procurement appear to stenm from planning and
management problems. Procurement funds are currently releacsed

to the Federations as loans from NDDB/OVOW. While unit

_ procurement costs are higher than originally expected, levele

of procurement are substantially lower, and it does not appear
that shortages of funds with NDDB/OVOW are a problem at
present. In 1982/83, the Gujarat Federation did not receive its
procurement funds from NDDB/CVOW in time because NDDR/OVOW felt
that the Federation had to force a resolution of several issues
with the State Government which threatened the rederation's
financial viability. These issues included State Government
movement regtrictions on the Federation's o0il and mandatory
sales at below cost of production for public distribution. It
does nct appear that NDDB/OVOW's policies on release of
procurement funds were clear encugh to permit effective

planning on the part of the federation.
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There does not appear to be a consistent viewpoint on what
procurenment pricing policy should be within NDDB/OVOW or the
state federations. Pricing decisions are made by the Boards of
the individual federations, based upon reccnmendations of their
staffs. The Gujarat Federation sets a procurement pricz at the
beginning of the marketing season based on what market prices
are expected to be, while the other federations procur= at, or
slightly above, market prices prevailing during the season. In
general, there does not appear to be any point in setting a
procurenent price based on what market prices are expected to
be. If the established price ends up being below the market
then the federation must procure at actual market prices
anyway. If the established price is higher than the market, it
0ill probably mean that the federation's products will be
unconpetitive because of higher costs of production. To the
extent that federation pricing policies influence market
prices, the establishment of a minimum price based on forecast
market conditions could lead to highly undesirable distortions
of the markxet and the price signals it sends to producers. In
any case, the benefit to farmer members is somewhat neutral
because they are eligible for price differential payments at

the end of the year based on federation profits.

It may be that in the early years of cooperative development

that pricing policies have primarily been designed to attract
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members. However, if it ig decided that a more cautious pricing
policy is called for in order to achieve financial viability
and project objectives, considerable discostent on the part of

menbers may accompany implementation of that poliey.

Role of External Policy Factors: There are a nunmber of state and

national Government policies which influence cilseed anéd oilseed
product prices and, hence, have a bearing on federation procurement
ar.d marketing operations. All imports of edible oil by India are
canalised through the State Trading Corporation (STC). The level of
imports, and their distribution and pricing, are regulated by the
GOIl. Imported oils are distributed at below market prices to
vanaspati producers and feir price shops. The Government of Gujarat,
and other_state Governments, have the right to restrict movements of
edible o0ils out of the State during periods of apparent shortage in
order to stablise prices in the State. In addition, the states can
reguire sales tc the state at below market prices for public

¢distribution purposes,

The effect of these policies on the project is tc add uncertainity
to federation pricing, procurement and marketing operations. STC
policies regarding the distribution and pricing of imported oils
have probably not been 2s detrimental to the interests of the
project by depressing domestic prices and producticn as some pectple
think. Imports of edible oils in recent years have generaliy been at

levels which have still allcwed real increases in oilseed and oil
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prices. State Government policies on movement and sales of oils arze
much ®more unpredictable and more clearly a threat to the financial
viability of the federations. Moreover, movement restrictions
imposed at the state level are not in the national interest becalse
they prevent producer prices within the state from reflecting
national supply and demand conditions. However, ths needs of both
rational and state Governments to adopt policies which balance
producer and consumer interests will probably mean that the project
will have to live with these policies and the uncertainities they

create.

Procurement finance

The procurenment financing acticn item, budgeted within the major
purpose capital, provides the funding necessary to purchase oilseeds
from farmer members. Project funds for procurement were not included
in the original budget because it was assumed that procurement could
be conducted with commercially borrowed funds. However, the high
cost of commercial borrowings was determined to b2 too much of a
burden on the faderations during the start up of their operations,
Also, it was quickly determined that original projections of per
unit procurement costs were toc low (although the amount by which
procurement costs were under estimated is reduced substantially

when the data are adjusted for inflation). Consequently, a portion
of the excess receipts from the sale of donated soybean oil at above

the landed cost were allocated to a new action item for procurement
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finance. Ccaceptually, it can be 2rgued that e larger portion of the
excees funds could have been appropriately budgeted fcr preccurement
finance. Sales of soybean 0il at higher that expected prices also
meant that prices for domestic oilseeds 2nd oll and, hence, project
cperating capitel reguirementis, were gcing to be nigher than

expected.

Strategy andéd Accomplishments: Table-1 shows that The actual leveis

of procurerent in guantity an2 value terms achieved by the project
against the original and reviseéd targets. Despite nigh unit costs,
total procurement in both guantity and value terms has been below
target. Procurement operations have only been conducted in Gujarat,
Madhya Pracdesh and Tamil Nadu. 1f Andhra Pradesh and Karnatake had
begun procurement as originally scheduled, anc quantities precured
wa2re closer to target, total procuremernt Ccoets would have been well

above planned levels.

The procurement fund, as opesrateé¢ by NDDB/CVOW, is a revoliving fund
loan account. OVOW loans monies t¢ & federation at an 8.5% interect
rate with conplete repeyment due within ten months from the cate of
the loan. OVOW requiree each Federation procurement loan application
to have a detailed monthly cash fiow of raw material acqguisition. Tc
cdete, OVOW has had no lcen default protlems with the estate
Federetions although thez Gujarat Federation is now in penalty feor

late payment.



Tanla 1 erzual and Targatad Proizct Procuremant, Cuantitv ard Value
1:73-80 30-3. 8l-52 82-83 33-B4 842-85% 85-3¢
Criginal Target:
qT (000's) 14 713 2.% 3135 730 15¢3 1342
1972/79% Rs.(million) 23 148 442 372 .&50 2156 3032
1973/79 Rs./ton <0073 2000 2007 2000 2000 20206 z0%0O
Revised Target (High!}:
MT (000's) 225% 440 1012 139%
Ravised Target (Lowi:
MT (0C0's) 115 270 506 693
Actual
MT (0C0's) 3j.° 24.8 G3.1 49.9
Current Rs.(millizcn) 12.5% $539.€ 321.2 1921.3
Current Rs./ton 3203 4917 4064 3233
1978/73 Rs. (millicn) 11.2 74.3 253.6 124.1
1978/79%9 Rs./ton 2867 2996 2724 2387
The prciected annual procurenenat finances required by the last year
0f the »2roject are aow Drojected at frox ®s.6 billion to Re.10

billicn. This assumes that all five state

fadarations

raw materials Zor either their own prcecezsing plants or for

processing. In addition, it assumes

that the

hasic

taw material

are acguiring

custon

bt

wil

be in sufficient quantity tec procure. If either of these assunptiorns

change, tae funds require< change.

more cazefully, it now appears that,

guantities orcoccured and total procur

while ii

3 iscue nust be studied

Zegpite higher unit costs,

2oent Costs may b2 below
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Lessons Learned: There have been 2 nurber of lessons learned

regarding procurement. The Gujarat Pederation learned that
aggrescive procurement pricing policies may have helped the
pzoducers., but hindered the abiliity of the Federation to generate
capital for future needs. Consequently, 1982/83 witnessed an
inability on the part of the Federation to procure at the preceding
year's level. This unexpected result more than likely had a
detrirmental impact upon membership because they were unable to gell
their produce to the Federation. In addition, the large procurement
costs ¢f the Gujarat Federation in 1981i/82 were a major factor in
its operating deficit of Rs.30 million. A fledging business cannot

sustain such large losses very long and rerain financially viable.

Another difficult lesson learned in 1982/83 was that raw materials
are necessary to keep the processing plants operating at optimal
capacity'and, therefore, economrically viable. Several of the Gujarat
Federation's processing plants have had to close down fcr four to
five months because of oilseed shortages. As a result, nearly 2ll
the processing plants will operate at a loss fcr the fiscal year

ending June 30, 1983.

Problems and Alternatives: There are three problems related to

procurement financing:
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1) There is a cash flow problem because procurement takes place in
a two to four month period after harvest while the processed
oilseads begin to enter the market place several months later.
Very heavy borrowing is necessary with repayment depencdent upon
processing efficiency and product prices.

2) The Reserve Bank restrictions on borrowings for procurement are
severe, requiring substantial margin money from the borrower.
The interest rates from commercial banks are very high at 18% to
19.5%.

3) Recently formed state federations do not have the credit
histories necessary for extensive borrowing of the funds needed

for margin money.

There are, however., a number of approaches available to fund

procurement activities. The compensating balance would require fixed

tern deposits as a percentage of the total financing required. This
apprcach generates interest which could partially offset any

interest charges on the funds borrowed. The Jhangad and pooling

aporoaches pay a farmer a percentage of the full procurement price

at the time of purchase, with the balance being paid at a later
date. A possible problem with these approaches is if a federation
must 8211 its finished product at a price which 1s less than the
cost of production. In this instance the farmer not only is deprived
of a bonus but he may lose the remaining percentage on his

procurement price. Margin money enables a federation to borrow money




fron a bank by contributing 40% £or & 100% lcan cr 25% for a BC%
loan. In addition, federations are permitted to borrow within the
cooperative banking systenm at a rate of 12:1 2gainet the share
capital. Another apprcach could be to reassecs the need for
operational loss and capitsl ccnstruction monies. There is nresently
Rs.).2 billion budgzated fcr these two items. Depending upon the rate
cf development of the project in the five participating states, it
ray not be necegsary tc spend the funds as originally buégeted. The
monies could be used inst2ad as margin money. Furthermore, the
feasibility should be reviewed of permitting those states which

expert deoiled cake to use their Exrort Packing Credit Limit as a

pledge for margin money. Tha KDDR/OVOWw dces not e€llow this practice

presently.

It should be remerbered that procurement capital operates thrcugh a
revolving fund so that &all moniees loaned are returned within a

specific period of time. As menticned ezrlier, {DDE/CVOW has el no

t

eratilenc continue

[

(8]

defaulte on any of theze loans to date. If the fe

to repay their lcans on time, tne various fund procurenent

s

techniques are followed, and NDDB/OVOwn is given mnore flexibility in
shifting funds within the cepital mejor purroese icee secticn IV D)
there is every reason to believe that sufficient capital procurenent
ronies will be available for the duratiorn of the project. However,
there i1g no way the currently budgeted Res. 425 million wiil be
sufficient for procuremant finzncing and 1t ig vitei that WODR/CVIW
be given the flexibility to shift funde within the capital major

purpoece.
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25 too 2arly ia tne fiscal yesr, thereny
“impiting its flexibility. The Gujarar fFa2d2ration nad procurerment

problems in 1982-83 becaus2 it anticipated z=sc2iving monies frcm one
source, which sudseguentliy did not maverialise, and had no recourse

bacause it had committed its Rs.2.3 crorzes in share capital for

other purposes.

Recomnrandations:

1) Rsassessment of Procurenent and Processing Carnacitvy 7T

hY
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O
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The prcject may benefit from a careful reassessment of both

procurexent and processing capacity targets in each s

r—
s

ate.

ct

is recommended that this be trn2 topic ¢f a majcr Operations

Researzch Study. The following factors 12ad to this conclusion:

(a) Achieved levels of procurement to date Lhave been helow
target. Levels of procuzement will be very difficult to

predict with certaiaty. In the early stages of the
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project, procurement levels in each state will be heavily
dependent on the rate at which more arez iz organized
under the project, 2s well as levels of production. Other
factors will be achievements in terms of oilseed area and
yield per member and procurement per menber - all of which
appear to have fallen below projected levels to date. AS
state federations become more completely organized,
procuzement will depend primarily on production gains
achieved by their members, something which will be
uncertain and difficult to predict. Procurement levels and
utilization of planned processing capacity appear
particularly vulnerable in Madhya Pradesh because there is
considerable uncertainty about the achievement of targeted

levels of soybean production.

(b) - Oilseed production and procurement is likely to remain
subject to variability. More production under irrigated
conditions will reduce variabilizy but a major portion of

the area under the project will be rainfed.

These factors have implications for levels of planned
processing capacity as well as the size of individual
plants. Larger plants may be zppropriate in irrigated
areas where productiocn, procurement and optimal capacity
utilization are more certain. Smaller plazts may have a
better chance of runaing at optimal capacity in rainfed

areas where production is unstable.
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Wnile it weuld aspear much lesz IisXy %o th2 projlect te arr
on the side of underzinvesting in trocessing capacity, this
is an issue thaot raquires much more z2nalysis than has been

possible during this evaluation.

Reassessment of Procurfement Pricing 2clicy

The project would benefit from the development of a clear and

appropriate procurement pricing policy which wculd, preferably,

be adopted by all state federations. The suggested elements of

that pricing policy are as follows:

(a) The establishment of a mirnimum support price based c¢cn
estimated average costs of production which would be
announced before each crop year. Cost of production
surveys wouléd have to be conduct2d for this purpcse.
Ideally, the same price tased on national average costs and
vyields weculd apply to all States. However, if it is
determined that distorticons in factor or product markets
lead to significantly different production_costs in scme
areas, then different support prices might be used in
different areas., The support price should be based on

estimates of the ces

(R4

of the averacs level {not the
recommended level) of variable induts used duriag the crop

23

v
o]

and avarage yields. It is not recommended that a risk

+th

actor be addad to estinmated cocsts because it
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would be 2 bonus to irrigated producers anéd may serve 0
replace efficient risk and drought management on the part
cf rainfed farmers. The purpose of the gupport price wouléd
be to establish for producers a price below which the
federations will not allow prices to fall during the

marketing season.

Frocurement should be conducted strictly at market prices
based on daily prices in & central market in each State.
Federation levels of procurement a2nd prices paid should be
made available in markets as quickly &5 poseible so that
actual market prices can reflect these trancactions.
Farmer members should be provided with local market prices
daily so that they have the necessary information on which

to base their marketing decisions. Consideration should

"also be given to having the tarmer pay a share of the

federation’'s transportation &nd loccal handling costs.

There does not appear to be a good reascn why the
tederations should be subsidizipg these costs tc the farmer
and effectively boosting prices received by farmers above
the market. The real inducements for selling to the
federation should be objective grading, convenience, the
possible end of year bonus, and access to inputs and

extension services.

Procurement should be conducted year around.
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It is feit that thesas policies will provide adegquate incentives
to procducers and be more efiicient than existing policies.
Market pricing couvled with increased attenticn to raising
productivity will be more consistent wizth natisnal policy
obiectives and with achieving becth tha nroduter and consumer

oriented goals of the proiect.

More Budgetary Flexibility for Procurement Finan:ing

[
(]

It recommended that MDDB/OVCOW be given morz2 fiexibility to

shif

ct

funds within the capital major purpcse to support
procurenment financing. The fact trhat per uvnit procurement costs
have been higher tian expected, that procurement and procurement
prices are likely to ke variable, and that the currencly
budgeted Rs. 425 million will be insufficient to support project
procurement operations suggest that this flexibility is
necessary. It can be argued that more of the funds ¢enerated
from the szale of cdonated soybean o0il should be made available
for procurement because the sale of the dohated soybean oil at
higher than expected prices also meant that project operating
capital requirements for processing domestic silseeds were also

going to be larger than expectad.
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Development of a Clear NDDB/OVOW Policv on the Concditione for

Release of Procurement Funding to the Federations

NDDB/OVOW is essentially in the position of banker in lending
funds to federations for procurement. Appropriately, NDDE/OVOW
Bust be assured that federation management and policy decisions
are gsound and contribute to financial viability. Successful
procurement will depend on timely transfers of procurement
funds, and NDDB/OVOW policies which are clear enough to perrit
effective planning by the federations.

p,
It is recommended that NDDB/OVOW request a detailed propocal for
the expenditure of all funds related to the capital major
purpose which includes share capital, procurement funds, capital
construct{;n and operational losses. The disbursement, budget
and accounting of these monies should be carefully controlled
and monitored. They should each be segregated into separate
accounts at the federation level for auditing purposes. Through
strict monitoring the NDDB/OVOW will be better able to acsess
its procurement requirements each year and plan to interchange

monies, if necessary, to procurement from the other action items

within the capital major purpose.



i
’...l
Z

|

Gradual Reduction cf WDD3/CVCW Prccurzaent Sipport to Federations

It is important that the stat2 federaticns begin utilizing, to
the ex:tent pcssible, the ccmmercial vehicles fof pzacurement.
This n2ed not occur at once, >ut NDDB/CVOYW should sc.edule a
phased-in approach, whereby, they would provide cnly a certain
percentage of a federation's raquirement which would he directly
related to the length of time a federation has been in
operation. Therefore, a federation in existence for four years
would not be eligible for the sam2 percentage of procurement
assistance as a federation op2rating for one or two years. By
the end of year seven n» support wculd be available from
NDDB/QOVOW, The interest rate for the loan’would escalate each
year until year seven when it equallad commercial rates. If
this scheme is determined to be desirable, it shoculd be
formulatad as a policy and communicated to the federation:s so
they have sufficient iead time to plan fcr it. 1If this is done,
it will go a long way toward ending the misconception of several

federaticns that NDDB/OVOW has an inexhaustible source of funds.
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Tadle 2 2P2ROCUREMENT ACHIZVEMENTS AND UNTT VALUES BY STATE

1973/8¢C 1980/81 1981/82 1982/83
Guiarat
Groundnut
MT lass 19797 81650 29159
Rs/ton 3200 435¢ 429% 45%0
Cther~
MT - - 292083 -
Rs/ton - - 2708 -
Madhva Pradesh
Scybean
MT - 5018 10834 19874
Rs/ton - 2700 2530 2769
Tamil Nadu
Groundnut
MT - - 621 894
Rs/ton - - 3974 4100
Total
Groundnut
MT 3888 19797 82271 300953
Rs/ton 3200 4350 4293 4537
Soybean b
MT - 5015 10834 19874
Rs/ton - <700 2580 2769
Total
MT 3gs8s 24812 93108 49927
Rs/ton 3200 . 4017 4094 3833

*Includes cottonseed, soybaan, mustard seed and sesamun. Quantities
of other oilseeds not included in Table 1 (Appendix I1I I(1l))because
they were not procured frcem farmer members.
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Appendix II1 I (2)

Table 2 PROCUREMENT ACHIEVEMENTS AND UNIT VALUES BY STATE

1979/80 1980/81 1981/82 1982/83
Gujarat
Groundnut
MT 3gs8s 19797 §1650 29159
Rs/ton 3200 4350 4295 4550
Other~
MT - - 29208 -
Rs/ton - - 2705 -
Madhya Pradesh
Scybean
MT - 5015 10834 19874
Rs/ton - 2700 2580 2769
Tamil Nadu
Groundnut
MT - - : 621 894
Re/ton - - 3974 4100
Total
Groundnut
MT 3gss 19797 82271 30053
Rs/ton 3200 4350 4293 4537
Soybean
MT - 5015 10834 19874
Rs/ton - 2700 25B0O 2769
Total
MT 3888 24812 931065 £9927
BRs/ton 3200 . 4017 4094 3833

*Includes cottonseed, soybean, mustard seed and sesamun. Quantities
of other oilseeds not included in Table 1 (Appendix III I(l))because
they weZe not procured from farmer members.
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J. Operetional Losses

The objective of this action item is to provide NDDB/OVOW the
ability to finance losses incurred by the project authority in
carrying out activities which are essential to project
implementation, but which carry too great a risk of loss for newly
established state federations to finance from their own resources.
It was originally thought that the processing facilities angd

procurement action items would benefit most from these funds.

1t was assumed that the processing facilities would operate at a
loss for two or three years before stabilizing. Therefore it was
necessary to have an alternate source of funding available to ensure
the solvency of the plants. The second use of the funds was to
finance losses undertaken to assure that grower members received a
fair price for their oilseeds in years when market prices and yields

did not produce income equal to the costs of production.

To date no funds have been spent for operational losses. There is a
budget of Re. 20 million for this action item for three of the
remaining four years of the project. The last year has no funds

budgeted.

It has not been determined by NDDE/OVOW whether 10 treat these

monies as a 70% loan - 30% grant or as a total grant. It is



reacommended that when, and 1if, these funds are utilized it s3a3uld pe
52 a loan btasis. If the purpose of the op=2ra%tiocnal loss cocmponent
is to minimize such lcsses through careful planning and effec-ive
mcnagement then a loan is thn2 cnly mechaniem that will act as a

disincentive for failurce. Otherwise, with a grant, taere is no

penalty imposed for poor manacement.

Cne lesson learned was that the concern for farmer losses related to
market prices has not materialized. Cn the contrary, the prices
have risen dramatically the past saveral y;ars. in additicn, it has
been learned that the operating ma:cgins of thes processing plants
have narrowa2d. Moreover, the anticipated solvengy problens with the
processing facilities have not developed to date, although most of
the Gujarat plants operated in a lcss‘for 1982-83 because of a lack
of raw materials to process. Another reason for the losses was the
ineguitable reimbursement procedure GROFED employs in paying its

plants for crushing and solvent extraction services,

Careful consideration should be given before any implementation of
plans for using operational loss funds for their second stated
purpose -- zh2 payment of unit prices higher than the support price
established before planting, and above markat harvest prices in very
poos production years so that producers can racover their per
nectare costs of ?roduction. Such a program has the potential for

being both very inefficient and very costly. An upward adjustment
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in the price payable to all farmers for this purpcse may benefit
producers affected by the crop failure, but would be a windfall to
irrigated producers. Another option for dealing with crop failures
would be the implementation of a crop insurance scheme for which
interested producers should pay an insurance premimum. However,
risk insurance schemes have proved very difficult to administer
effectively and have not been particularly successful where they
have been tried. Targeted programs, designed to provide needed farm
inputs, and/or cooperative savings schemes, which would provide
funds in poor years, may be more efficient ways of protecting

producer welfare.

The operational loss action item, as conceived, is basically an
insurance policy against unexpected caiamaties. This responsibility
more appropriately belongs within each state federation because that
is where the authority lies to address such matters. There is no
reason to have NDDB/OVOW viewed by the states as a "bailout"
mechanism for problems they cannot resolve. It is, therefore,
recommended that the operational loss action item be discontinued
and the monies be reallocated to the development major purpose. Any
risk, and therfore any substantive loss, by either NDDB/OVOW or the
state federations will be with developmental activities, i.e., new
products, creating a national oilseed and oil grid, etc.: so the

monies should be located where they will have the most use.
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. @aragerent Trairing

An izportant feature of the CGCZ s3%rateqy 15 the a2apleyma2at of

ct

tzainad, ccmpetent und highly =motivated parscnnel iz managemen

iQ
u

a

cr

pciitions. HDDB's experienca in application of the Anand tera in
Cperatlion Zlood indicated the impertanc2 of such s%affing and
Frovided excellent experience for a fumbdber of NDDB staff apembers "Jno
have peen absorbed by NDD3/OVCW anl the federaticns for scme o0f t:2
key positions. Howaver, racognising tihat there will be a rapidly
grewing need fcr personn2l with good managemen:t ¢hkilis and an
orientaticn toward rural development, pIcvision was made for

incorperating a new compeonant f£or managemoent fraining to be funded

from the cecond ervecial fund.

The managsment training component provides £or training project
managenent personnel at the Institute of Rural Hdanagesment, Anand

{IRMA). IRMA was established 7ith the nain obiactiva o

rh

training
professional managers for werk in gural rroducers' acganisation.
The *wo-v2ar post-graduate course ccm>ines training in professional
managenment with exercises designed to incrz2as2 sz2nsitiviiy teo
village conditions and prodblems. Taz prograns include classroem
studies of rural envirosnments and farmer ~rgainsations, traditisnal

udies ané a fieldwork and

ct

managecent coursaes bazed on rural c<ase s
=apnaganznt segnmant consisting of 10 weeks of f£i2ld workx in a rural
environesz2nt and up o 32 w22Xk: ia managanant traingesaip, where

gtudents ar2 attached to rural srganisations for practical :raining.



Ten studenets were sponzozed by the project each vear beginning in

1¢80-81 through 1982-83. Upon conpl f the course each of

1Y
rt
b
(@]
oy
[}

these students is obliged to accept (if offered) emplovment with

CSCr for upto three years.

The first batch of IRMA graduates was graduated in 1982. Ter of
them have been assigned to verious poeiticns in OVCOw and the
federations. It 1f too early to make an objective evaluation of the
irpact of the program on the project but there is little doubt abour
the uvsefulness of such training in develcfing the kinds of manacers
the project needs. Following are year by vear targets for

management training at I2MA {or enplovment with OGCP.

Table: Training of Manacers for QOGCP - Phase - 11

1682-82 1983-84 19384-85 1985-86
L H L i __L H
Students in training
at IRMA for OGCP:
[}

Annual entrants 10 ic 20 20 30 20 30
Cumulative 31 ¢l 51 €1 81l 81 111
Students accepting OGCP
assignments 10 10 20 20 30 20 20
IRMA graduates completing
3 years with OGCP 11 10 10 20

There shculd e no dif€ficulty in acnievinz the "hich" training

targete for p

te

o}

ect years 4-7. The program attracts thousands of
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applicants each year, perwmittiang seleczicn c¢f highly gquaiified
candidates for <=he 80 students admittad c2achkh year. Tiae need for

acre w2ll trained managers 1s certain to offier employnent

(1]

vna Fed2razions for all who

jo N

spportunities throughout CVOW an
coxnplete the program. I: is recomnended Tnhat the targets for phase

two should be the high level.

-
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L. Cooperative Development

The purpose of the cooperative development corxponent is to explore
the potential for adapting and applying the Anand cooperative
pattern to other commodity sectors. NDDB has organised special
study groups to investigate the opportunities for this approach in
developing the jute, cotton, fishing and fruits and vegetable

industries.

Initial studies to design and develop the oillseeds growers'
cooperative project, as well as substantial pre-project expenditures
for the project, were funded fronm resources generated by Operation
Flood-1. When AID required that funds generated from the sale of
the dcnated soybean o0il in excess of landed value be placed in a
second special account it was agreed that the cooperative
developnment component would be added as one of the appropriate uses
for that fund. Only Rs.69,000 had been used by the end of March
1983. An additional Rs5.30,639 million rupees (low) to Re.33,637
rillion (high) are budgeted for this item to the end of the

project. This is a rather modest budget for the various studies and
pilot operation planned but reflows can be allocated to this
activity, beyond the amount budgeted, at the discretion of the NDDB
Board of management. No change is recommended in plans for this

activity.
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ZINANCIAL EVALUATION
A. Budget Expenditure and Income Review
of the Multi-Year Cperational Plan

To properly analyze the budgets, expenditures and income levels
of the multiyear operational plan, several caveats must be

made. The first is that there is, and apparently always has
been, some confusion about the official start date of the
project. 1s it when NDDB began actively supporting it (139377)?
Was it when the first shipment of o0il arrived from the USA (June
1979)? Or was it when the o1l was sold and sufficient rupees
generated to fund the project on a large scale (March 1980)7?

The date is important because the three year evaluation expects
certain targets to be achieved on a project wide baslis. However,
the reality is that even in 1982-83, there were only three sgstate
federations effectively operating: GROFED, OILPED and TANCOF.
The planned federations at Karnataka, Andhra Pradesh, Orissa and
Maharashtra are still in an evolutionary stage. The consequence
of this is that the actual expenditure level of the project
through year three (1979-80 through 1981-82) is significantly
below the planned budget: Rs. 94 million compared to

Rs. 703 million respectively, or 13.4% (see Appendix IV A (2)).

A second issue requiring an explanation are the number of action

items. The original project plans envisioned only seven action



jtems and a sinking fund. It was not until the revised
Multivear Cperational Plan (MYOP) that the additional ac:ion
items share capitel., procurement support, cocperative
development, operational losses (replacing the ginking fund) and
management training were officially added. These new items were
partially funded with the savings genercatel through the first
three vears of the project, and witn the excess rupees obtained
through the sale of the refiied soybean o0il atove the original
price of Rs. 6,000 (see Appendix IV A (4)).

The definition of the project budges ig a third matter to
review. The MYOP includes primarily three types of activities:
capital, Gevelopmental, and operational. Wiéh each of these the
NDDB/OVOW 1is attempting to ¢create an infrastructure leading to
the formation of a nationwide cil federation. The nucleus for
that proposed federation would be the technical support
personnel within OVOW. The funding for these a2ctivities 1is
derived from the sale cf the USA and Canadian donated refined
0il. This budget and its income must be understood to be

entirely Qifferent from the budget and income of a federstion.

While e federation does receive {unds (loan. grents, share
capital, capital construction monies), and technicel support
assistaence (manpower development, organized research and

continuing information system support] from NDDEB/CVOW it is nct
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a charge tdo their budget in the firs: irstance. It only becones
a budg2ted item during repayment. Cn the other hand, the daily
operational expeases of a federation such as salaries and wages,
telephone, telegraoh, postage, electricity, travel, furniture,
rent, etc. ara not included in the YOP tudget. It is &ssumed
that a federation will earn enough income from the sale of its

deoiled cake, oils and other activities to support itself.

This lesds to the fourth caveat which is that the project plan
does n2t factor in an inflation rate Eo: the budgets. If one
2ssumes that the rupees are constant throughout the seven yesar
vperiod then the purchasing powar dy the last year would ba
significantly less than the first year. The inflation rate has
been partially offset, to date, by th2 interect being earned on
the unspent monies that have accumulated through year three, and
the budget monies that are taing held in fix=2d deposits to fund
the project in subsequent years (see Tabla 1). Howevar, the
omission of an inflation f{actor could result in some budg=t

shertfalls in the futurze, i1.e., capital construction costs

escalate at a rate gre2ater than tag average inilation psrcentage.

The historical trand ¢{ underspending th2 pliaaned budgst will
probably continue thrcugh 1932-83 (see 2Appeadix IV A (3}). The

budget was estimated to ba Rs. 101 crozas wal
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expenditures through Marzch tocal nearly R2s. 56 crores. If this

rate of expanditure continues througn the end ¢f June, it can ope
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projected that the total expenditures will be approximately Rs.
74 crores or 74% of the planned budget. This is related, of
course, to the delayed progress with the Karnataka, Andhra
Pradesh, Maharashtra and Orissa Federations. Conseguently, the
planned expenditure targets have fallen short f{or such project
action items as organized research, production enhancement,
share capital, product development and market research and
testing. During the fiscal year the action items which had
their expenditure totals most closely approach or exceed their
budgeted amounts were procurement support at 91% and project

management and implementation at 140%.

The largest planned expenditures during the last three vears of
the project (1983-84, 1984-85, 198%-86) involve the processing
facilities, primarily capital construction at Rs. 656 million;
0il seed production enhancement at Rs. 511 million; procurement
support at Rs. 425 million and project management and
implementation at Rs. 97 miilion (see Appendix IV A (4&4)). These
budgeted levels assume that all the planned state federations

will be in operation.

The total project budget necessary to fund all the action items,
for each planned federation for a period of seven years whatever
the actual start date, is Rs. 322 crores. This number includes

an inflation factor of 9% (which was missing in the MYOP) for
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each of the last three years of the original project plan.
Against this budget requirement is an income projection of

Rs. 261 crores through 1985-86 (see Table 1). This includes the
planned sale of 42,000 MT of soybean oil at Rs. 10,900 PMT in
1983-84, 37,000 MT at Rs. 11,881 PMT in 1984-85 and 5,C00 MT at
Rs. 12, 950 PMT in 1985-886. The price increase of the soybean
0il is estimated at the same rate of inflation (9%). The incone
level assumes the sale of the entire 160,000 MT of soybean oil
originally scheduled. 1In addition, the Rs. 261 crores figure

includes Rs. 85 crores of Canadian oil.

The OVOW will generate revenues through and teyond the 1585-86
year from the repayment of éapital construction loans, interest
earned on procurement monies and the interest earned on budgeted
funds held in fixed time deposits. Between 1986-87 to 1989-90
this will amount to Rs. 13 crores. This amount, however, has
not been added to the Rs. 261 total because it is earned after
198%-86. There is, therefore, a deficit of Rs. 61 crores
between the budget requirement for the project and the estimated
income. 1If certain federations are further delayed in getting
established, the unspent funds can probably remain in fixed time
deposits and earn interest rates that will be comparable to the
rate of inflation. 1In addition, the delay will inadvertently
help reduce the deficit by making available those funds
generated from the scheduled repayment of loans, principal and

interest.
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The only way to guarantee that each federation has an equal
opportunity to get established and receive the developmental,
capital and operaticnal infrastructure intended by the project,
is to ensure that sufficient monies are available for at least a
geven year period. It is therefore recommended that an
additional 37,000 MT of soybean oil be provided above the
original agreement for 160,000 MT. This would generate an
income of approximately Rs. 48 crores (at Rs. 13,000 per MT)
during 1985-86. The remaining Rs. 13 crores would become
available between 1986-87 and 1989-90. Since Karnataka, Andhra
Pradesh, Maharashtra and Orissa are just beginning to organize
themselves, their seven year period would extend into 1989-90;
s0 the Rs. 61 crores deficit would be eliminated and the project

plan in balance.



Tabdle 1

INCOME PROJECTION FOR _THE

MULTIYEAR OPERATION PLAN

Sale of Sovbean 0Oil Interest Interest Interest
Year savings savings eacned on
Year 1-3 Year 4-7 repayment
(capital, Total
ty. in procuremant)
MT (Rs. Lakhs) (Rs. Lakhs) (Rs. Lakxhs) (Rs. Lakhs) (Rs. Lakhs)
1979-80 18,702 1,606.18 - - - 1.606.18
1980-81 34,317 2.930.87 12,15.00 - - 2.943.02
1981-82 9,959 925.431 63.38 - 69.45% 1,058.24
1982-813 13,022 1,316.34 1.98 - 267.09 1,585.41
1983-84 42,000 4,%580.00 - 15.00 225%.00 4,820.00
1984-85 37.0QO 4,396.00 - 40.00 238B.00 4,674.00
1982-86 5,000 648.00 - 60.00 240.C0 948.00
1986-37 - - - 85.00 300.00 305.G0
1587-88 - - 20.00 320.00 340.G60
1988-8¢ - - - 30.00 300.00 330.00
1989-90 - - - 60.00 280.00 340.00
Total 160,000 16,402.8 77.5%1 230.00 2,239.54 18,949.85
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BUDGET COMPRARISON © ORIGINAL NODB _DOCUMENT
VERSUS REV[SED MYOP
(Rs. Mililon)
Items Origlnal ._Revined MYOP (PY$-PY7)_ . Actual
NLDB 1.OW mau AVE. Disburee
Document (k) ment upto
June 82)
R . _ K
1. Urocessling $96.75 162 sel.S a21.75 55.941
2. OR K HMIS Studles 18.50 16.77 21.5 19.13% 0.516
3. MHit. Res. . Testing 22.9% 2).1 27.172 25. 41 0.73)
L8 Oliseced I'todn.Fng. . 419 .74 §84.618 $90.852 5317.715 10.6%8
S. Product £ Process 11.70 20 20 20 0.019
6. Manpouer Devpt. 30.00 48 59.87 $).78% 6.198
7. Pro}. Hot. & (mp. 102.87 112.94¢ 152.10% 132.922 24.908 ’
8. Fedn. Sh. Capltal 222 289 255.9S 21.00
9. FPUNMT Support 25 42S §2% 372.0887
10. Operational Losses 277 .29 SO 80 65
1l. Managemant Tralnlng 2.0%4 Y. 44 ). a7
(2. Coop. Devpt. 30.617 35.5¢) 1.1 0.009
Sinking Fund 277.49 730.4¢91 8)1.00) 780.747 193.895
Total 1.500.00 2,197.919 2,586.2%7 2.191.00814¢ 500.95)
*Hevolving tund
BEST AVAILABLE COPY

APPENDIX IV A (1)

Total
(ReY)

6.

$56.

20.

59.

157

425

65

).

802.

.691

.651

14)

)

ol9

98)

.427

.50

.00

147

109

756
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BUDGETS AND ACTUAL UlSBUE§fHENTS APPENDIX IV A (&
- 1979-80 TO 1987-82
(Rs. MiTTion)

" Items Uplo
March 1980 1980-81 1981-82 Cumulative
8 E 8 3 B £ B E

1. Processing .
Facilities 155.50 2.807 80.00 28.998 62.90 14.128 298.4 45.935 Source
2. OR CIS Stud. 6.00 0.364 2.50 - 2.50 0.051 11.00 0.415 Budget Figs.
NDDB Origin:
3. Mar&et Rs. Testg. 11.45 0.465 3.10 0.189 2.10 0.079 16.65 0.733 Proj. Doc.

e—

4. Oilseeds Prodn. -
Enhan. Program 177.61 0.747 59.98 2.682 54.83 15.192  292.42 18.621
5. Product &
Process Develpt. 3.70 - 1.30 0.002 1.30 0.017 7.30 0.019
6. Manpower Dev. 9.70 0.002 3.20 0.916 3.40 5.134 16.30 6.052

7. Project Mangnmt.

& Imp. 32.87 5.82% 14,00 8.126 14,00 6.74] 60.87 21.694
Sinking Fund 277.49 228.16 277.49 185.816  ¢277.49 199.744  277.49

Total 675.32 239.37 441.57 226.729 418.52 241.088 980.43 94.067
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BUDGET AND ACTUAL DISBURSEMENT

(APPENDIX IV A (1))
FOR 1982 8)
(Re. Mlllion)

Ttens feie_._BYUDQGQET.___________ Disbuteement ULlsburasement
Low itigh Ave. upto upto
June, 19R2 Macch, 198)
Proceralng Faclillty 242.05 D@S.SS J0).80 55.941 124.1302
OR & CIS Studlea 4.67 6.25 S.46 0.516 0.a)l8
Mkt. Res. & Testling .20 5.04 4.62 0.711 0.714
Frodn. Eah. Pgm. ’ 103.)8 140.0 121.69 18.658 . 20.4)4
Product & Pro. Devpt. 4.6 4.6 4.6 0.019 0.079
Manpower llevpt. 8.92 11.09 10.009% 6.1908 6.792
Froj. Mgt. & Qmp. 21.61 28.82 25.215% 24.905% 11.)41
Fed. Sh. Cap. $1.00 102.00 76.5 21.00 32.00
Procur. Support 425.00 425.00 425.00 372.087 340.410
Operational Losses 20.00 30.00 25.0 - -
Mgt. Trg. 0.31 0.11 0.31 - -
Coop. Dev. 31.692 4.101 1.897 0.009 0.2%9
089 .4)2 1.122.7¢1 1.006.097 $00.95) 557.268

BEST AVAILABLE CCPY



“items 1982-8)
L 1]
1. FProcessing 242.05 365.55
2. OR L (IS SIuD. 4.6) 6.2%
). Marret Res. lest. 4.20 5.04

4. Ollsveds Prod. En. 10).1382 140.00

al

Froduct § Process 4.6

6. MHanpower develop-

nent 8.92 11.09
7. Project managemenl 1.6} 28.82
B. federalion Share 51.0 102.0
9. Procurement support 425.0
i0. Uperational Losses 20.00 J0.00
tl. Management Irg. 0.3 0.3
12. Coop. Devpt, ). 692 4.101
Total 464.4)4 697.761

BUUGE | REQUIREMENTS FUR 1987 -83 TU 1405-86

(Rs. Millions]

APPENDIX 1V A (4)

19884 QRLLLIE L ;L S (1 71 B
[\ H L " L " L H
27818 9615 175.9 142.4 68.9 17.4 162.0 as8l.s
.10 5.25 3.0 4.0 450 5.0 16.17 21.50
5.30 6.6 5.50  1.80 1.0 8.52 23.10 21.12
112,736 124.39 1214940 136,18 142.005  190.282 484.618  590.852
7.3 5.) 2.8 20.0
10.25  12.7) 1335 16.5%  15.48  19.19 48.00 59.57
20.02 30905 75.925  31.58  31.)85  60.B) 112.94 152.105
?29.0 41.0 1.0 25.0 121.0 121.0 222.0 289.0
425.00 425.00 475.00 425.00
20,00 30.00  10.00  20.0 - 50.0 80.0
0.6 0.56 1.087  1.28 Loyl e 2.854 3.4
20.617 15.56)

5.60% 6.35% 1.474 8.19) 1].806 14.917

493,421 564.997  )95.%) 408.96) A19.134  4Y1.529

2,197.919  2,%88.257

BEST AVAILABLE COPY
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B. Processing Plants

The processing plants at Dhasa, Bhavnagar, Jamnagar, and Gondal were
visited in Gujarat while the proposals for the Ujjain plant in

Madhya Pradesh and the plants in Tamil Nadu were reviewed.

There are some basic observations common to all the processing
plants which need to be reviewed, From a financial perspective, the
planning for the plants is inadequate. There are no long range
estimates, 5-10 years, of the projected operational costs or
revenues. For example, the Ujjain plant in Madhya Pradesh is
scheduled to open in 1984. It is being constructed at a capital
cost of Rs. 13 crores. The Madhya Pradesh project document assumes
that the plant will operate at optimal capacity its first year and
generate a profit. There is absolutely no forecast of either costs
or revenues into the future. Furthermore, there is nothing in their
limited projection related to the repayment of the capital
construction loan or its interest to NDDB/OVOW. This could amount
to nearly Rs. 2 crores annually in the early years of repayment.
This cost alone will probably ensure that the plant operates in a

deficit for at least S years, assuming optimal utilization.

The Tiruvannamalai and Virudachalam plants in Tamil Nadu, being
considered for acquisition by NDDB/OVCW, should be analyzed so that

the problems which have inhibited the performance of these plants to
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date, and resulted in utiliization rates of less than 25%, do not
continue under the tenure of TANCOF. The continuing problens

experienced by TANFED have been the lack of raw oil storage; hexane;

@alectrical power:; raw nmaterials to process; and coal.

The OVOW staff does not appear to be making a detail review of the
financial assumptions being made by the various federations
regarding processing facilities. For exanmple, as mentioned above,
the Ujjain plant assumes optimal utilization of the plant from the
day it opens. This projection, based upon the actual experience of
the plants in operation, is unduely optimistic. The average
utilization of the plants in Gujarat for the past several years has

ranged from 23% to 53%,

In addition to the lack of any long range planning and financial
analyses, there is no financial planning performed before a fiscal
year begins. The processing plants have not been required to
prepare either a budget document, a monthly cash f{low of the budge:
or a variance report indicating the differences between the cash
flow and actual expenditures. These documents normally serve as
planning tools and can be revised to account for unexpected, or

expected, variables.

What has been provided as budget information has actually been year

end expenditure data by unit cost.
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Perhaps part of the problem is that the unit managercs of the
processing plants do not really control their environments. The
determination of the amount of oilseeds to be crushed at a
particular plant is determined at the federation headgquarters not by
the uynit manager. 1If there is a shortage of raw material supplied
by the federation, the unit managers (within GROFED) are not
permitted to enter the regulated market to procure or perform custom

processing. This leaves the plants with underutilized capacities.

The solution to this problem is to divide a state into geographical
regions. The unit manager of a plant would be semiautonomous in his
region and given the ability to acquire whatever amount of raw
material was needed to maximize plant utilization. This would place
more responsibility at the local level rathe:.than centrally and
provide the manager the means to be creative in maximizing his

resources.

Until the processing plant managers have control over their oilseed
procurement and the sale of the subsequent by-products (oil, deoiled
cake, etc.), they will have no incentive in following a budget
because it will be meaningless to them. In GROFED, for example, the
processing plants are paid Rs. 100 PMT for crushing and Rs.200 PMT

for solvent extraction. These are arbitrary amounts which do not
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come Close to covering actual crushing and solvent extraction
costs. For example, the actual crushing cost per metric ton in
Bhavnagar in 1982-83 was Rs. 185 projected to increase to Rs.32% in
1983-84. The r2al cost for solvent extraction per metric ton was
Rs.199 planned to escalate to Rs.259 in 1983-84. These plants will
never be in a position to earn a profit until the management of
GROFED changes its policy and gives the unit managers the kind of

independence discussed above.

One of the stated goals of the Multi-Year Operational Plan is to
generate surplus revenues from processing plant activities to offset
the costs of other services like production enharncement. In GROFED
this is not possible because the processing plants, by design,
cannot earh a profit. They are currently set up to absorb

Federation losses.

These issues should be reviewed by NDDB/OVOW. There should be
guidance and direction from Anand regarding the type of financial
analyses needed to assess the viability of a new processing plant
proposal. Minimum budgetary and accounting standards should be
established for all processiné plants. There should be an
exanination of the GROFED reimbursement policy to its processing

plants because the existing method ensures operational deficits.



- 173 -

In reviewing the detail cost of operaticn at Bhavnagar plant it
became apparent that a significant part of the tctal cost was
related to packing. 1In 1982-83 the packxing cost represented
approximately 24% of the total operating cost while in 1983-84 it is
projected to rise to 28%. The majcr cost is for tins which are used
as containers. A review of industry-wide standards for pacXking
costs should be done to determine if the GROFED costs are unusually

high and., if so, the reasons for it.

The analyses of the different processing plants show that optimal
plant utilization has a significant impact upon the processing cost
per metric ton. A plant's fixed costs per metric ton is inversely
related to its processing. For example, at Dhasa the fixed cost in
1981-82 per metric ton at 2,559 MT was Rs. 22 while the projected
cost at capacity (15,000 MT) is Rs. 8 or a 64% reduction (see
Appendix IV B (1)). At Jamnagar the 1981-82 actual fixed cost per
metric ton for processing 13,077 MT was Rs. 387 while the same cost
at full capacity (75,000 MT) would be Rs. 52 or a decrease of B87%
(see Appendix IV B (2)). The estimated fixed costs per metric ton
at the Ujjain plant will decline from Rs. 336 at 48,000 MT to Rs.
135 at 120,000 MT. As plant capacity increases the fixed costs of

production per metric ton decreases dramatically.

A plant's ability, naturally, to reach full capacity is dependent

upon the availability of the raw material, its price, stores, power,
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etc. Since the oil processing business is volatile in nature and
subject to these many variables, a computerized financial planning
model needs to be developed that would enable soineone at either the
federation or processing plant location to input the different
variables into hypothetical alternatives and produce proforma
financial statements as an output. Such a forecasting tool should

minimize the uncertainties which currently hinder planning.

The profitability of a processing plant is affected very much by the
price paid for the raw material to be crushed and the selling price

of the final product. The timing of the purchases and sales and the
maintenance of a low fixed cost per metric ton are critical elements

in maximizing profits.

Th; processing plants within GROFED, which are the only plants in
operation, are viable if the processing reimbursement amounts per
metric ton are increased to factor in a profit margin and the
existing procurement practices discussed above are changed. In
addition, it is important that the Federation, in the future, not
set unrealistically high premium prices for procurement: otherwise,
its processing plants operating margins will be effectively
eliminated. To date, the processing plants show a profit, despite
very high individual losses, because of the depreciation amount
permitted by the Government of India. If this were not the case,

the solvency of the plants would be in question.
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GLOGF UHASA UN|T
ALIUAL AND PROJECTED COSTS TOR 101AL_OPERAT1UNS

1984-8%

" 19RS-R6
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20
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1981 -A2 1982-R) 1946-81 1987 -A8

{Actual)
Raw Material {(M1) 2.559.50 5,920 11,320 15,000 15,000 15,000 15,000
Vartable Costs
Power 64.75 149.78 266.40 379.50 379.50 379.50 319.
Stores 37.64 87.02 166.40 220.5%0 220.50 220.50 220.
Labtor 3451 15.60 152.59 202.20 202.20 202.20 202.
Packing 14.51 2.1} 62.60 82.95 82.95 082.9% 82.
Sub Total 151.41 J45. 1) 667.99 88S.15 285,15 BRS. 1S AAS.
Flued Costs
Admn OH 6.59 6.59 6.59 6.59 6.59 6.59 6
Salarles 37.66 37.66 37.¢6 37.66 37.66 37.66 ).
Depreciation 85.97 85.97 85.97 85.97 85.97 85.97 BS.
Set up cost 13.4 - - - - - -

143.6) 130.22 130.22 110.22 130.22 130.22 10.

Capital payments
Principal - - - 65.22 10.89 17.04 83.
interest - - - 59.08 53.11 41.26 4.
Sub-total - - - 124.30 124.30 124.30 124,
Total Cost 294.17 475.)% 198.20 1,139.67 1.1)9.67 1,119.67 1,119,
Cost /Ml 1i5.27 80.29 10.51 15.98 15.96 15.98 15
Revenue 255.95 592 1,132 1,500 1,500 1,500 1,500
Profit/Loss (-) 9.09 (¢) 116.65 (¢*) 33319 (¢*) 360.3) (+) 360.13 (¢) 360.1) (¢) J60.
Cumuylative (-) 19.09 {¢) 71.56 (¢) ©11.35 (¢*) 171,68 (¢) ), 132.00 (¢) 1,492.34 (¢) 1,852
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GCOGF  JAMNAGAR
ACTUAL ANO PROJECTED TOSTS TOW JOTAL OPERATIONS

APPENDIY 1V 8 (2)

{Rs. in thousiuuil)

1981-82 1982-83 1983-84 1964-85 1965-86 1986-87 1987-88 1968-689 T 19e9-90

{Actual)
Raw Matertal (MT) 13,07 29,260 $6,600 15,000 15,000 75,000 15,000 15,000 15,0060
Yartable Costs
Power and fuel 16.45 36.8) n.n 94. 34 9.4 94.)4 94,34 M. 9434
Stores 0.2% 0.5%6 1.08 1.4) V.43 1.43 1.4} 1.43 1.4}
Labour 4.00 8.%6 . 22.94 22.94 22.94 22.94 22.94 22 .94
Sub Tolal 20.70 46.35 69.58 1a.n 118.71 1871 e tig. n tte. n
Fired Costs
¥Wages 4.1 4.3 .y .3 4.37 .3) “.y 4.3 4.3
Sslaries 1.88 1.8 1.88 1.88 .88 1.88 1.88 1.88 1.88
Repairs & Maint, 4.38 2.18 2.18 2.38 2.18 2.38 2.18 2.38 2.18
Admn. O 6.11 6.11 6.11 6.1 6.11 6.11 6.11 6.11 6.41
Depreciation 34.21 24.2¢ 24.24 24.24 2424 24.2¢ 24.24 24. 24 2424
Sub-Total 50,99 Jg.%8 38.98 3a.98 38.98 16.98 38.98 18.98 3d._94
apital Payments
Principal - - - 19.72 21.4) 23.29 25.31 271.51 29.90
Interest - - - 17.88 16.3 12,29 12.27 i0.0} 1.68
~Sub-Total - - - 37,58 31.58 37.58 3r.58 37.58 3.4
Total Cost 11.6% 85.13 128.56 195.27 195.27 195.27 195.21 195.27 195.¢)
Cast/n} 547.90 291.42 221.\4 260.36 260.16 260.36 260.36 260.36 260. 30
Revenue
Processing Charges 30.26 61.1% 130.97 173.55% 173.55% 173.5% 171.4% 173.5% 173.5%
Storage charges 1.23 16.19 31.29 41.46 41.46 41 .4s 41.46 41.46 A .46
Sub-Total 37.4% 8).94 162.28 215.01 215,01 215.01 215.00 215,01 215.mn
Profit/toss ‘- 3416 ,-g 17.58 (¢) 2.4} }0) 19.74 *) 19,04 (¢) 19.74 }'l 19.74 ’0‘ 19.74 !0 19. 74
Cumulative -) 416 -) 49.3) (-) ¢9.3) -} 29.49 i- 10.12 (*) 9.62 +) 29.)6 t) 49,10 ¢) tB.64
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MADHYA PRADESH STATE OILSEED GROWERS FEDERATION LIMITED APFENDIZ IV (1))
“TUJIAIR PUART
PROJECTIONS OF TOTAL OPERATIONS (s,

] 2 3 o 5 6 8
Raw Material (°000 MT) 48 59 6) 12 8) 95 100 120
Raw Material Cost 1,440 1,650 1,890 2,160 2,490 2,850 3,100 3,600
Varisble Costs
Hexane 18.25 20.90 23.94 27.16 )1 .54 36.10 41.80 45.60
Consumable 12.00 1).7% 15.7% 18.00 20.25 23.75 21.50 30.00
Power . 5.00 5.13 6.5 .50 8.64 9.89 11.46 12.50
Water - 1.00 1.4 1.3 1.0 1.7} 1.9 2.29 2.50
Fuel 16.00 18.31 20.98 2).98 27.64 3l.64 Jo.63 39.96
Uages 6.00 6.87 .87 9.00 10.37 .87 13.7% 15.00
Sub-Total 58.25 66.70 76.41 87.)4 100.67 115.22 1.4 145.56
Fixed Cost
Repair & Maintenance 12 12 12 12 12 12 12 12
fnsurance 8 8 8 8 8 8 8 8
Hisc. Enp. 2 2 2 2 2 2 2 2
Adan. OH 12 12 12 12 12 12 12 12
bepreciation 122.5 121.5 122.5 121.5 127.% 127.% 121.5 127.%
Sub Yotal 161.5 161.5 161.5 161.5 161.5% 161.5% 161.5 161.5
Capital Payment
Principal - 100.50 109.2) 118.69 128.99 140.20 152.36 165.59
interest - 91.02 82.31 12.83 62.%) 51.32 39.36 25.9)
Sub Total - 191.52 191.52 191.52 191.52 191.52 191.%2 191.52
Total Cost 1,659.75 2,069.72 2,)19.4) 2.600.36 2,94).69 ) 18,24 3, 7u6.45 4,098.58
Revenue
fratl OI} 960 1,100 1,260 1,440 1,660 1,900 2,200 2,400
Fral Cake 152 861.67 987 1,128 1,300.30 1,488.)) 1,12} 1,680
Sub Totald 1,212 1,961.6) 2,24) 2,568 2,960.) 3,388.13 3,98) 4,/80
Proftit/Loss !0 52.2% (-) 108.05 {(-) 712.0) {-) 32.36 (+) 16.61 {*) 20.09 (+) 136.55 () 141 4¢
Cumulative ¢} 52.2% (-) 55.80 (-) 128.23 (-) 161.59 (-) 145.43  (-) 75.34 () b1. 20 {(+) 242.86)

€ semnA SRl N L

in thousand)

o |



BHAYNAGAR VEGE TABLE PRODUCTS UNiT

ACTUAL RWD PROJECTED COSIS FOR 101AL OPFRAT1ONS

APPERDIX IV B (4)
(Rs. in thousand)

1962-83 1963-84 1984-85 1985-86 1986-87 1987-88 1908-89 1989-90
{Actual)
Raw Materlal 179.16 1,490.14 1.976.40 2,467.97 2,961.83 2,961.83 2,961.8)3 2,961.81
Varlable Costs
Chemicals 33.20 42.86 59.65 14.2\ 83.43 83.83 03.83 8).63
Steam 38.85% 5).0% 15.5) 94 .40 106.82 106.82 106.82 106 .82
Power 26.90 58.43 83.82 105.49 121.43 121.43 12).4) 12).41
. Stores 13.84 14.38 21.63 21.0 29.94 29.94 29.94 29.94
Product ion Labour 8.00 9.24 13.83 17.10 18.89 18.89 18.89 18.49
Packing Cost 95.22 162.75 220.88 2717.4) 319.85 319.85 319.85 119.85
Cess 43.43 83.53 109.90 137.11 164.17 164,17 164.17 164.1)
Sub-Total 259.44 424.24 585.22 134,17 844.93 844.92 844,93 634.935
Fixed Cost
Salary 45.10 45.10 45.10 45.10 45.10 45.10 4.10 45.10
Admn OM 26.12 26.12 26.72 26.12 26.12 26.12 26.12 26.12
Depreclation 58.00 58.00 58.00 58.00 58.00 58.00 58.00 £8.00
Sales OM 10.95 10.95 10.95 10.95 10.95 10.95 10.95 10.95
Sub-fotal 142.17 142.17 142.17 142.11 142.717 142,71 142.17 V42.12
Capila) Payment .
Principal - - - 43.99 47,81 51,95 56.47 0i. i)
inieresi - - . 39.84 36.02 1).88 21.16 22.46
Sub-Total - - - 83.8) 83.8) 83.8) 8).9) 8).8)
Total Cost 1,181.3% 2,057.1% 2,704.39 3,428.74 4,033,136 4,031,186 4,031.3% 4,031.36
ggvenus
Sale of Products 1,005.65 1,918.09 2,55.2) 3,190.65 1,826.4) 3,826.41 3,826.47 3, ue6.47
By Products 30.8) 37.40 49.92 62.65 714.96 14.96 74.96 24.96
Processing & ’

Pachln? Charges 128.67 98.10 169. 1) 216.49 216.49 216.49 216.49 216.4Y
Subi-Tota 1,165.15 2.051.59 2,174.26 3,469.79 4,117.92 411792 4,117.92 4,112.92
Prof it/ oss -) 16.22 (-) 1.56 (o; 69.87 {+) 40.05 (*) B4.56 “(¢) 84.56 (+) 84.96 (*) Ba.%
Cumulat bve <y 16.22  (-)19.18 (+) 50.09 (+} 91.19 (+) 11570 (+) 260.26 (*) 324.82 - (¢} 429.18



The federations o Gujarat (GRCFZD), Madhya Pradesh (OILFZD), Tamil
Nadu (TANCOF) and Andhra Pradesh were visited. There are a number
of findings common to all the federations which will be reviewed in

detail.

The most significant problem identified is the inadequate financial
management that pervades the federations. For example, a budget
document is not utilized as a planning tO;L to specify, and itemize,
goals, objectives cr priorities for a fiscal year. Rather, it is
viewed as a meaningless exefcise to satisfy a reguirement of
NDDB/OVOW. The budgets provided for review had been done in October
1982 under a certain set of assumptions, but had not been revised
through May 1983 even though the original assumptions had altered
dramatically. There was no evidence of the use of a monthly budget
cash flow to assess projected requirements throughout the vear. In
addition, the federations do not makxe use of a monthly variance
report which indicates by budget item the expenditures against the
nonthly cash flow for the month, the difference, and a year to date
comparison of budget. expenditures and differences. Under the
proposed Multiyear Operational Plan a quarterly variance report is
planned. This should provide useful financial information to
NDDB/OVOW for maaagerial decisions. This presupposes the reports
are submitted by the federations in a timely and accurate manner and

w

reviewed and analyzed by OVONW.
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There is limited long range planning pecZormed at the federation
level. There are few analyses or projections done three, four or
more years into the future regarding the financial implications of
procurement, share capital, capital construction or the viability of
the processing plants. 1In fact, the processing plants are usually
projected to be operating at full capacity and earning a profit when

historically this has yet to occur (see Processing Plant Evaluation).

The accounting performed for certain funds is not sufficient. There
should be a relationship between the original budget and the actual
expenditure for each capital item. Furthefmore. separate ledgers
and bank accounts should be maintained for NDDB/OVOW funds like
share capital, procurement and other grants. Cu;rently these monies
are commingled and to obtain a separate accounting it must be
reconstructed (see Share Capital review). The federations are only
partly at fault for this situation because NDDB/CVOW has not

provided a list of the prescribed accounting standards.

In addition, the technical approach to the prepa:ation of the
balance statement and profit and loss statement requires a review
because the figures can be misleading. For example, the Madhya
Pradesh (OILFED) Profit and Loss Account Report for the period
November 1, 1981 to October 31, 1982 shows a profit of Rs. 51

lakhs. This is not a profit at all but, rather, a total cost of
operation for the year. The profit number has been placed on the
total line, Furthermore, the statement shows a net profit of nearly

Rs. 41 lakhs related to the sale c¢f the donated refined soybean



0il. This zepresents 62% of the total profits (66 laxhs) listed.
This is not a profit in the truest business sense where goods or
services were sold at a price greater than the cost of production.
These funds are income but they should not be considered profits and
they should be separately identified because they artificially
inflate the profit side of the profit and loss statement. If one
wished to make a realistic assessment of a federation, these funds

would have to be subtracted.

The Madhya Pradesh situation becomes even-more complicated when the
funds they received from the National Cooperative Development
Corporation (NCDC) and the state government are added in their
Balance Sheet as of October 31, 1982. They list‘under “"Paid Up
Share Capital" funds received from NDDB/OVOW, NCDC and the
Government of Madhya Pradesh. These.monies. although labeled as
share capital, are not share capital as defined by NDDB. These
include loans from the state, capital construction monies from NCDC,
profits to be reimbursed to society members and funds available for
procurement. These are not the type of funds which can be planned
to be available each fiscal year so they must be reviewed carefully
when analyzing the total federation. Because of the way the
accounting is performed it is difficult to understand what a profit
means when it appears on a statement.

The Gujarat federation, on the other hand. uses consistent
definitions and does not have the external funding arrangements of

Madhya Pradesh. In 1981-82 the federation lost Rs. 322 lakhs and



the projection for 1982-83 is a loss of Rs. 300 lakhs. The losses,
in these instances, are the result of carcrying stocks from one
fiscal year to another. Presumably, if the stock does not spoil and
depending upon the market price, the supply wili be 80ld in the new
fiscal year and inccme will be genarated tc reduce the projectad

losses.

Although TANCOF did have audited financ¢ial statements available,
they could provide no detailed budget or expenditure information for
the current fiscal year. The federation is in operation for two
years and the sale of soybean 01l began in June 1982. They expect
the sale of the refined oil to provide the “seed money" to fund
other activities. They were unable to provide any ;rofit or loss
information to review. Such data would probably be trivial
considering the limited period of time ihey have been in operation.

In any case, it is a problem that routine financial information is

not available.

The individuals responsible for the budgeting and accounting
functions at the different federations are not strong
professionally. There is a severe lack of knowledge régarding the
importance, need and uses of a budget. Several of the definitional
and technical problems related to accounting were discussed

earlier. There is no consistency among the federations in the
manner in which data is transmitted :o NDD8/OVCW. This. once again,

is partially the fault of NDDB/OVOW for not providing scme

-
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, it would seen that the financial managers

(2]

direction. Nevartheles

at the federations would askX for clarificationn if they d4id not

understand the proper way to submit information.

Not a single financial manager was iaterviewed who had a complete
xnowledge of his responsibilities, his roie in the organizazion, cr
his need to monitor and review the submission of data from the
field. There were complaints heard abeout the inaccurate information
being submitted by field personnel. These kinds of problems should
be anticipated in such an organizational structurs and should be the
responsibility of the chief financial managér to address then.

It will be critical to the success of this ptoieét that stroﬁg
financial management personnel be available within OVOW and the
federations. The OVOW should have a Eadre of financial people in
house who perform financial analyses, do management studies, provide
policy direction to the federations, assist the federations in
selecting their financial staff, write prescribed budget and

accounting procedures to follow and insure their implementation.

The financial management problem starts at the top of the federation
hierarchy with the Board of Directors. There are apparently no
Boards of Directors which have a professional financial person as a
member. This is ‘absolutely essential to the proper management of
the organization. 1If such a member were to begin demanding tinely

and accurate financial data, this would help strengthen the enti:ce
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pecspective of the financial amanagement team within a federation.
Such a board member might be able to provide some direction
regarding financial policies to pursue or analyses which neéd to be
done. Unless there is some guidance provided from somewhere, and
there has been very little, if any, from NDDB/OVOW and the Board of

Directors. the problems reviewed will continue.

The NDDB/OVOW nominates three members to each federation's Board- of
Directors. This provides NDDB/OVOW with every opportunity to make

certain that one of its selections is a strong, experienced and

prominent financial manager.



IS

D. A New Approach t2 Budgetin

The objective of this report is to discuss a revision to the way the
Multiyear Operational Plan is reviewed budgetarily. -Currently, each
action item ccntains a budgeted anmount projected through the
termination date of the project. Included within each item are
funds for developmental, operational and capital activities. <Be£ore

proceeding it is necessary to define each of these terms.

Developmental activities are those with impart new skills, abilities

and knowledge. These acquired attzibutes then serve as a basis for
performing functions or initiating ventures not previously

feasible. Such developmental activities become- the infrastructure

for any new project and must be in place for the project to succeed.

Operational activities are those which must be conducted in the

normal business environment on a daily basis. The costs associated
with these activities are those which one would normally evaluate in

a profit/loss sense.

Capital activities are those involving the large axpénditures of
money for construction, procurement, acquisition of land or
buildings. Unlike developmental and operating activities which must
be done to optimize business parformance, capital related items can
be delayed, postponed indefinitely or accelerated devending upon the

set of assumptions made. -
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It is recommended that each budget (action) item be raclassified
into one of the three major purponses or major activity areas of the
project; developmental, operational and capital (see Appendix IV D
(1)). Therefore, any action item which contains budgeted funds for
more than one major purpose activity will be reassessed and the
funds realigned. For exanple, within the total budget for
processing facilities is a Rs. 700 million amount for capital
construction. This amount would be moved to thz capital major
purpose while the remainder of the budget moves to the developmental

major purpose.

One error that has been made since the inceptiQn of this project has
been to try to evaluate its success or failure in terms of a bottom
line profit or loss number. With a.project of this magnitude and
complexity a bottom line number will be a perversely distorted
figure. This is because the Oilseed Vegetable ©Oil Wing (CVOW) has
undertaken certain developmental activities like cooperative
development, manpower development, market reseazch and product and
process development. These functions would normally be funded and
performed by a governmental agency interested in promoting a
particular scheme. Similarly, the OVOW has assumea the extensive
capital costs of rehabilitating existing processing plants and
constructing new facilities.

There is no profit to be earned in performing developmental or
capital activities. They create and provide for the infrastructure

necessary to accomplish project goals but they do not generate



udga2tarily iaproper to have acticn items
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cavenue. It is therefora
which contain portions of all these el2ments. They must be
segregated, where possible, according to the activity that is being

performed.

When examined in this manner the profit and loss aspect of the
project would be evaluated against thosz activities considered to be
operational in nature. In addition, having the budget divided into
three major purposes provides greater budgetary flexibility to the
managers 0f the project. They could mové funds from one acticn iten
to another within the same majcr purpcse without rastriction.

This flexibility will be particularly important as the project
approaches its termination date and large sums of capital are
required for raw material procurement. It may be necessary to move
funds initially budgeted for share capital, operational losses and
construction to procurement or interchange them in other wavys. The
funds should noat be considered encumbered to the action item for

which it was originally budgeted.

It is the understanding of CLUSA and NDDB that a USAID restriction
of 15% exists in the transfer of funds between action items. This
restriction should be reconsidered and reevaluated in lignt of the

new major pu:poée budget descrited above.

The following lists the three majer purpocsas and the action items

contained within each.



\gd
¢

w~

Develgomenta.

Manpower Development

Product and Pcocess Development
HMarxet Research and Testing
Management Training

Cooperative Development

Production Enhancement

Operating

Operations Research and
Information Systems .

Project Management

Capital

Processing Facilities
Federation Share Capital
Capital Procurement
Operaticnal Losses

Capital Construction

A peripheral issue to be addressed by USAID and CLUSA which directly
affects the budget for the Multiyear Operational Plan is a
definition of the beginning and end dates of the project. The first

involvement of NDDB in the project was-in 1977. The first shipment



of soybean 0il %o arrive to India was ia June 15%79. The funds
generated from the sale of the refined oil did not substantively
materialize until 1980. Therefore while the project goals may have
bean altered or changed slightly with the pzssage of time, the
ability of OVOW to achieve them wili depend upon when the project

dates are defined.

It would not seem unreasonable to assume that the project officially
begins, as far as USAID involvement is concerned, when the oil was
s0ld and sufficient rupees generated to commence major funding of
the action items. If this is the case then the project actually
became operational sometime in 1980-81 with an end pf project date
of 1987-88. Trying, however, to evaluate this préject over a seven

year period, whatever the years, is unrealistic.

The project plan has set out a number of gosls and targets to be
achieved based upon a certain set of assumptions. Many of th
assumptions are tantamount to an expecta2d revolution in the way
producers use their agricultural lands, the way raw materials are
processed and finished products are marketed. These activities wil
certainly take more than seveh years to achieve, if thevy can be

attained at all.

A perfect example of this situation is the prccessing facilities
which are being constructed. A plant opening in 1933, for instance,
does not bYegin paying the principal and interest on its loan uatil

1985 because of a two year grace period provided by CVCW.



Thereater the loan must be repaid completely within 3 years. The
time frame has now been extended 10 years to 1993 and it is still
not assured that the plant at that time will have accomplished each

objective set out in 1979.

There is no gquestion that this project has long term implications
for the Government of India and the USAID administration must decide
if the project should be supported beyond the earlier defined sevén
year period. 1t is recommended that USAID involvement be continued
beyond the current termination date of the project because many of
the ambitious plans of OVOW cannot be achieved within a seven year
time frame. Furthermoze, additional support beyend the l&0,000
metric tons may be required to support the ach{evement of all the

project goals.
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{3) Publications
(4) Advertising

(5) Travel/Transport

MANPOWER DEVELOPMENT

1. Develoomental:

(V) Salaries (Capitalisation)
(2) Curricular Development

(3) Training Expenses (Tution, Fooc/Transport)

PRODUCT & PROCESS DEVELOPMENT

1. Developmental:

(1) Salaries

(2) Travel

(3) Publications
(4) Equipment

(5) Other facilities

MANAGEMENT TRAINING

1. Developmental

{1) Estimated expenses.per student, which includes:

Tution

Computer fees

Teaching Material

Room L Electricity
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- Field Study/MTS expenses
- Student Welfardg Fund

- Food at Anand

COQPERATIVE DEVELOPMENT

1. Developmental

Seed money for
- Commodity or Resource Studies
- Initiation of pilot projects
The cost includes Salareis, Travel & Transport, Data Analysis,

Publications, Communication, etc.
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E. Financial Management of Program Activities

The current structure for the disbursenment of funds segregates
action items 1 through 7 into a Special Accounts I and actions itens
8 through 12 into Special Accounts II. The genesis for this
arrangement was the distinction made for monies generated by the
landed value (Special Account I) of the commodity and the actual

sales proceeds in excess of the landed value (Special Account Il).

If the major purpose concept of budgeting is adopted (see Section 1V
D). the aforementioned segregation would be dropped. 1In its place
would be three groups; developmental, operational and capital, which
would each have the appropriate action item budgeted within the
respective major purpose. This would provide management with

maximum flexibility to move funds within each major purpose.

The revenue generated would be placed into one special account from
where the funds would be drawn to support the three najor purposes

and the 12 action items.

The revolving fund would operate for loans and advances made to
state federations. These would include, but may not be limited to.
procurement and capital construction. Since all activities
emanating from the revolving fund involve tha major purpose capital

it would be necessary to set up a separate ledger for capital



related items. Payments would be made from funds drawn from the
gepecial account and transferred to the major purpcse capital and the

particular action item.

The repayment of interest and loans to the revolving fund would
involve a credit to the revolving fund account. Interest earned on
bank accounts would also be credited to the revolving fund account.
All inflows of monies (repayments, interest) would accrue to the
major purpose capital and to the pa:ticula;_action item from where
the funds were originally debited. 1In this manner the timely
repayment of funds could conceivably reduce the Eotal cash flow
requirement during a fiscal year. This situation will not arise

until all outstanding loans are in a repayment status, perhaps in

three years.

The aforementioned procedures would replace the current practice of
dealing with separate special accounts. In addition., it would treat
all reflows -- interest on loans and bank accounts and principal
loan repayments -- the same. There is no reason to treat any of the
income sources differently. All monies are procured.and utilized
for the funding of the project's activities. Therefore, as long as
the various sources can be identified and creditec¢ properly the

funds should be treated in the same manner.
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Accountine at the Federation “evel

Each state faderation will be required to keep separate ledgers for
the expenditures of monies related to the major purpose capital -
procurement, share capital, construction, coperational losses. When
the 1oans are received from OVOW the appropriate entry should be
made in each ledger. Similarly. when principal and interest are
repaid it must be reflected in the appropriate ledgers. Currently,
there are no budget or accounting requirements for certain major
purpose capital items like share capital.- Thig situation can be
rectified by having state federations submit detail budgets to OVOW
for approval before any funds can be released. The accounting of
the monies through separate ledgers will enable OVOW to evaluate and

monitor expenditures against budget. This will improve the

management of the project (refer to the new budgeting format).
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Recomnendatians

There is need for an additional 37.CC0O MT of soybean oil abcve
the original agreement of 150,000 MT. nis would generate Rs.

48 crores and eliminate the projected budget deficit.

tate federations should be divided into gecgraphical regions,
and the processing plant unit managers should be given
semiautonomous jurisdiction within their area. Any movement of

raw materials or finished products across regions would be

decidad at the federation's headquarters.

Guidance and direction is needed_trom OVOW regarding the type of
financial analyses needed to assess the viability of processing
plant proposals. 1In addition, minimum budgetary and accounting
standards should be established for all processing plants. The
GROFED reimbursement policy to its processing plants needs to be
examined because the existing method ensures operational

deficits.

A ccmputerized financial planning mocdel needs to be developed.

To maxinize profits, the fixed costs per metric ton must be kept

low, which requires optimal plant utilization. 1In addition, the

.
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timing of the purchases of the raw material to be crushed and
the selling price of the final product are critical elements in

the profit margin.

Strong financial management personnel are ne2eded within OVOW and

the state f2derations.

OVOW should nominate prominent financial managers to the Boards

of Directors of each state federation.

The MYOP budget should be redefined into three major purpose
areas: developmental, operational and capital. All the action

items would be realigned into these classifications. This would

provide maximum budgetary flexibility for the project's

management.

The funding for acticn items from two segregated accounts should

be ended and replaced by the major purpose concept of budgeting.

All revenue produced from interest on loans ané bank accounts

and principal loan repaymeats should be treated the same.



b
p-d
N
o

i

V. SUMMARY OF RECOMMENDATIONS

Processing Facilitizs

Hdaterials handling systems as they ncw 2xist for inceming cilseeds,
in-process material, and finished products ares uneconomical.
Mechanization of handling, bulk storage and running the solvept
plant to extract the cake as it is produced will save labor and,
more importantly, improve the solvent extraction efficiency, improve
the quality of the solvent extracted oil.-qnd eliminate the expense
of buying the gunny bags.

Hexane losses are high in the solvent plants. -"The greatest single
cause is the intermittent plant operations. The intermittent
operation is due to the lack of raw materials, insufficient
electricity to run the plant as a unit, power failures and the
imbalance between the production of cake and the needs of the
solvent plant. Correction of these conditions should have high

priority.

Safety of equipment in some of the acquired solvent~p1ants is still
a problem. 1In some solvent plants belt-driven pumps and sceed
reducers still exist. Howevar, plans are t5 change these units as
replacement equi%ment is avzilable. Some prcgress nas been made on
ths problem since it was first pointed out by the operations
research study, and this aspect of safety is being taken care of in

the new facilities.



Materials handling is mostly by manual labor and is very
inefficient. 1In some instances the caka from crushing is bagged and
gstored for as much as 15 days bafcre it is solvent extracted. The
cake should never be allcwed to cool as it then generates fines when
it is milled which reduce drainage in the extracticn process and
increases the energy required to Xeep the extractor up to normal

operating temperature.

There is still a problem with the cumbersome prccedure for obtaining
licenses to establish and operates a p:oce%sing rlant. 1In most
instances the local, state and national governing bodies requires a
number of licenses and permits which usually causes a year or more

delay on each new facility project. It is recommended that the

. government streamline these procedures.

Operations Research and Information Systems

If the MIS system is to be established 2nd used as the basis for
managerial decision making by OVOW and for Operations Research
Studies then the experience learned with Bhavnagar should be
educational. For example, any federation contempl&ting its
implementation should begin an indoctrination process of the
secretaries. They should understand in sdvance why the system is
necessary, its objectives, and hcw the system will benefit and serve

their needs. The training should be of a ccntinuing nature until
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complete Tamiliarity with the forms 1s acaileved. wWhen a village
secretary is identified as having provided incomplete cr inaccurate
data, he should be visited and given a training session. This whcle
process 13 much more successiul, with less rasistance, when the

system takes account of the needs of tha various users.

It is recommended that during the early implementation of MIS,
within each of the state federations, that the proposed MIS forms be
consolicdated and streamlined so that only the most impcrtant and
relevant data affecting decision making be collected initially. As
the users beccne more familiar and experienced with the systien other

data elements can be added.

It should be not;d that the aprroach followed by the Gujarat
Federation is viable. They proceeded in a phased manner and
addressed problems as they arose. For example, when resistance was
encotntered with village secretaries they sent teams cut to conduct
on site training sessions. Two things which should be cdone are a
more comprehensive explanation to the ueers regarding the n=2ad for
the system and a simplification of the forms, which might accelerate

their acceptance.

The project would likely benefit from an ongoing n»rogram of OR

linxed with the HI% data and centralized at WDDB/CVCW. While egome
projects might be nore reasonably given to outsids ccnsultants, it
is probable that more practical and meaningful results would come

from an in-house group which is very familiar with project

.
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operations and needs. CR work shculd focus on specific project and
federation problems (for example: procurement, storage, processsing,
pricing, etc.). It should be concerned with the development of
managenment tools which allow more rapid and complete assessment of
changes in assumptions, prices and policies on project objectives
and financial viability. OR work might be efficiently linked with

the recommended work on market analysis and forecasting.

Marketing Operations, Research and Testing

Reassessment of Projected Project Revenues: The original

assumptions regarding revenues to be earned from project marketing
activities, including sales of donated, commercially procured, and
project-produced oils and products, need considerable adjustment.
The net effect of the changes on total project revenues and project
viabilit? at current funding levels is uncertain and must be
carefully evaluated. The fact that the original budgets projected
revenues (and costs) in constant 1978/79 prices makes comparison of
the budget with actual revenues (and costs) evaluated in current
prices very cumbersome. Re-estimation of the budget in current

prices would appear to be a practical exercise.

Reassessment of Buffer Stock Policy: It is not clear that the

proposed operation of "localized buffer stocks" is either feasible
or in the best interest of the project. To the extent that the

operation of buffer stocks would involve something other than profit
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maxinizing decisions on holding and releasing stocks, the project
B3y not be able to afford it. Price stabilization programs are more
appropriately and effectively conducted at the national level.
Operation of a regional buffer stock in competition with the sSTC
would appear to be futile. It is suggested that the project's real
contribution to producer and consumer welfare will be through the
effective implementation of its efforts to enhance oilseed
productivity and that project resources should be focused on these

efforts.

Accelerated Development and Marketing of Higher-Valued Uses For

Non-0il By-Products: The marketing of vegetable onils at

remunerative prices in India is much less of a problem than is the
marketing of non-oil by-products. The development of higher-valued
products and markets for protein meals and waste products (i.e.
g:oundnui hulls) could be particularly effective in improving
overall marketing margins and in reducing pressures on oil prices.
It is recommended that the project accelerate its efforts to improve
the acceptability of its oilcakes and extractione in higher-priced
foreign markets, to develop apd market higher-valued human foods.
particularly dal analogs, from protein meals, and to find

higher-valued uses for waste products.

Centralization of Market Analysis and Forecasting Functions: The

federations could obtain a significant competitive advantage in the
marketing of their procducts through the centralization of some

market analysis and forecasting functions around the NDDB computer
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facilitf. Supply and demand conditions for oilseaed and products in
India and in world markets are notoriously difficult to predict.
The cost of good information, including data collection, processing
and analysis, can be very high. A core group of well trained
analysts and econometricians with access to computer facilities,
could reduce the cost of collecting and analyzing the large anmnounts
of available information and improve the quality of forecasts
available to the federations. It is important that the work focus
on meeting information needs and solving the practical problemns

identified in collaboration with federation-level analysts.

Procurement Operations and Finance

Reassessment of Procurement and Processing Capacity Targets

The project may benefit from a careful reassessment of both
procurement and processing capacity targets in each state. It is
recommended that this be the topic of a major Operations Research

study. The following factors laad to this conclusion:

(a) Achlieved levels of procurement tc date have been below
target. Levels of procurement will be very difficult to
predict with certainty. 1In the early stages of the
project, procurement levels in each state will be heavily
dependent on the rate at which more area is organized
under the project, as well as levels of production. Other
factors will be achievements in terms of oilseed area and

yield per member and procurement per member - all of which



appear to have fallen below projected levels to date. As
state federations become more completely organized,
procurement will depend primarily on production gains
achieved by their members, something which will be
uncertain and difficult to predict. rocurement levels
and utilization of planned processing capacity appear
particularly vulnerable in Madhya Pradesh because there is
considerable uncertainty about the achievement of targeted
levels of soybean production.

(b) Oilseed production and procurement is likely to remain
subject to variability. More production under irrigated
conditions will reduce variability but a major portion of

the area under the project will be rainfed.

These factors have implications for levels of planned processing
capacity.as well as the size of individual plants. Larger plants
may be appropriate in irrigated areas where production, procurement
and optimal capacity utilization are more certain. Smaller plants
may have a better chance of running at optimal capacity in rainfed

areas where production is unstable.

It would appear much less risky tc the project to err on the side of
underinvesting in processing capacity, and possibly, foregoing some
profits that might be earned from processing than to overinvest and
incur losses stemming from low capacity utilization. This requires

further analysis.
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Reassessment of Procurement Pricing Policy

The project would benefit from the development of a clear and
appropriate procurement pricing policy which would, preferably, be
adopted by all state federations. The suggested elements of that
pricing policy are as follows:

(a) The establishment of a minimum support price based on
estimated average costs of production which would be
announced before each crop year. Cost of production
surveys would have to be conducted for this purpose.
Ideally., the same price based on national average costs
and yields would apply to all States. However, if it is
determined that distortions in factor or product markets
lead to significantly different production costs in some
areas, then different support prices might be used in
different areas. The support price should be based on
estimates of the cost of the average level (not the
recommended level) of variable inputs used during the crop
vear and average yields. It i1s not recommended that a
tisk factor be added to estimated costs because it would
be a bonus to irrigated producers and may serve to replace
efficient risk and drought management on the part of
rainfed farmers. The purpose of the support price would
be to establish for producers a price below which the
federations will not allow prices to fall during the

marketing season.
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(b) Procurement should be conducted strictly at market prices -
based on daily prices in a central markxet im 2ach State.
Federation levels of procurement and prices paid shculd be
made available in marke*s as quickly as pcssible so that
actual market prices can reflect these transactions.

Farmer members should be provided with local market prices >
daily so that they have the necessary information on which
to base thelr marketing decisions. Consideration should
also be given to having the farmer pay a share of the
federation's transportation and local handling costs.
There does not appear to be a good reason why the
federations should be subsidizing these costs to the
farmer and effectively boosting prices received by farmers
above the market. The real inducements for selling to the
federation should be objective grading, convenience, the
possible end of year bonus, and access to inputs and
extension services.

(¢) Procurement should be conducted year around.

It is felt that these policies will provide adequate incentives to
producers and be more efficient than existing policies. Market
pricing coupled with increased attention to raising productivity
will be more consistent with national policy objectives and with
achieving both the producer and consumer oriented goals of the

project.
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More Budgetary Flexibility for Procurement Pinancing

It is recommended that NDDB/OVCW be given more flexibility to shift
funds within the capital major purpose to support procurement
financing. The fact that per unit procurement costs have been
higher than expected, that procurement and procurement prices are
lixely to be variable, and that the currently budgeted Rs. 425%
million will be insufficient to support project procurement
operations suggest that this flexibility is necessary. It can be
argued that more of the funds generated from the sale of donated
soybean oil should be made available for procurement because the
sale of the donated soybean o0il at higher than expected prices also
meant that project operating capital requirements for processing

domestic oilseeds were also going to be larger than expected.

Development of a Clear NDDB/OVOW Policy on the Conditions for

Release of Procurement Funding to the Federations

NDDB/OVCW is essentially in the position of banker in lending funds
to federations for procurement. Appropriately, NDDB/OVOW must be
assured that federation management and policy decisions are sound
and contribute to financial viability. Successful procurement will
depend on timely transfers of'ptocutement funds, and NDDB/OVOW
policies which are clear enough to permit effective planning by the

federations.

It is recommended that NDDB/OVOW request a detailed proposal for the
expenditure of all funds related to the capital major purpose which

includes share capital, procurement funds, capital construction and
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operational losses. The disbursement, budget and accounting of
these 3onies should be carefully controclled and monitored. They
should each be segregated into separate accounts at the federation
level for auditing purposes. Through strict monitoring the
NDDB/OVCW will be better able to assess its procurement requirements
each year and plan to interchange monies, if necessary, to
procurement ffom the other action items within the capital major

purpose.

Gradual Reduction of NDDB/OVOW Procurement Support to Federations

It is important that the state federations begin utilizing, to the
extent possible, the commercial vehicles for procurement. This need
not occur at once, but NDDB/OVOW should schedule a phased-in
approach, whereby they would provide only a certain percentage of a
federation's requirement, which would be directly related to the |
length of time a federation has been in operation. Therefore, a
federation in existence for four vears would not be eligible for the
same percentage of procurement assistance as a federation operating
for one or two years. By the end of year seven no support would be
available from NDDB/OVOW. The interest rate for the loan would
escalate each year until yea:Aseven when it equalled commercial
rates. If this scheme is determined to be desirable, it should be
formulated as a policy and communicated to the federations so they
have sufficient lead time to plan for it. 1If this is done, it will
go a long way toward anding the misconception of several federations

that NDDB/OVOW has an inexhaustible scurce of funds.
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Product and Process Development

Product and process research and development resources
available to the project should be focused on solving Xey
marxeting and processing problems having the highest likely
payoff in terms of the long term financial viability of the
project. These problems would appear to include increasing
the value and marketability of o0il cakes and extractions, and

finding higher valued uses for non edible by products.

Constraints on the availability of foreign exchange and,
therefore, access to technology available elsewhere in the
world should be eased by any means possible. An increase in
foreign exchange funding and/or entry into
collaborations/joint ventures with foreign companies are

possible- options.

Production Enhancement

It would appear that a strategy to stabilize year to year
vyields at a moderate level in strictly rainfed areas would be
a better approach than trying to substantially increase annual
yields. Even then it must be recognized that there will be
years when, due to very low rainfall amounts, or very poor
distribution of the total rainfall received, yields will be

very low and failures will occur in less favourable situations.
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Advanced planning will be needed to ensure early returns from
research efforts. The National Research Institute for
Groundnuts must be urged to develop short duration varieties
of groundnuts that are resistant to cercospera leaf spot,
rust, and alternaria leaf spot. These varieties should be
screened for high levels of seedling vigor and deep root
systems. Research on seed drying and seed storage should also

be initiated.

If it has not already been done then the government should be
urged to undertake hydrological surveys of the entire project
area to locate all underground water. (We understand the

federation is planning to regquest such studies.)

Studies should be initiated on inexpensive, low power, highly

efficient means of distributing water on small farms with

wells.

The Gujarat State Government should be encouraged to transfer
the balance of the Talaja State Farm to the federation. 1t
could then serve a very useful function as a training,

demonstration, and seed production centre.

There 13 need for a Ph.D. level staff member in a high level

position at GROFED headquarters to provide liaison between the



federation and research organizations. He would also
supervise the applied research, and demonstration program as
well as the seed multiplication and improvement wcrk. He
could provide guidance and direction for the trairning of

agricultural staff members.

Manpower Development

1f well qualified society secretaries cannot be recruited, those
recruited should be given adequated training to perform their
functions with a minimum of supervision or assistance from the

extension staff.

The number of mobile units need to be increased and each mobile team

should be staffed with at least one qualified agriculture graduate.

Where it is necessary to staff agricultural positions with
non-agricultural candidates intensive formal training in

agricultural subjects should be arranged for themn.

The agriculture extension workers need strong technical backstopping

from a federation ands/or district level agriculture staff in order

to keep them well informed omn adapted technolegy.



Operational losses

It has not been determined by NDDB/OVCW whether to treat these
monies as a 70% loan - 30% grant or as a total grant. It is
racomnmended that when, and if, these funds are utilized it should be
on a loan basis. 1f the purpose of the operational loss component
is to minimize such losses through careful planning and effective
management then a lecan is the only mechanism that will act as a
disincentive for failure. Otherwise, with a grant, there is no

penalty imposed for poor management.

The operational loss action item, as conceived, is basically an
insurance policy against unexpected calamaties. This responsibility
more appropriately belongs within each state federation because that
is where the authority lies to address such matters. There is no
reason to have NDDB/OVOW viewed by the gtates as a "bailout®
mechanism for problems they cannot resolve. It is, therefore,
recommended that the operational loss action item be discontinued
and the monies be reallocated to the development major purpose. Any
riskx, and therfore any substantive loss, by either NDDB/OVOW or the
state federations will be with developmental activities, i.e., new

products, creating a national oilseed and oil grid, etc.: so the

monies should be located where they will have the most use.
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Federation Share Canital

There should be a NDDB/OVCW policy of relating share capital

disbursements to a state federation to the progress a fedesration
maxes in meeting its planned soclety and membership targets. 1In
this manner there will always be an incentive for a federation to

increase and improve its membership.

The OVOW should issue a policy mandating that an itemised budget be
prepared, submitted to and approved by OVOW before the share capital
can be spent. This may seem an unnecessary control but since one
objective of the share capital concept is to ensure “State
Federation Discipline®”, this is the one mechanism to accomplish that
end. If OVOW does not exercise its fiscal responsibilities, it will
not be able to control and manage the project effectively.
Furthermore, OVCW should mandate that share capital monies be
deposited into an auditable, seqregated account so expenditures can
be monitored against the budget. These funds must not be commingled

with other monies.

The NDDB/OVCW should issue a bolicy mandating that any investment by
state federations of share capital, procurement and other NDDB

grants must be approved by the Board of Directors of the
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Federation. The Managing Director should not be able to iavest
large sums of money (curreantly up to 10 lakhs) without prior
approval of the Board of Directors. Any funds invested by the
federation should be secured and guaranteed against losses. The
investment guarantee should be in writing to minimise the
federation's liability. 1If all the Board members are not available
to render a decision than a quorum will be sufficient. The Board of
Directors is the governing body of the federation and, therefore.

should approve all financial investments.

Projact Management and Implenentation

The audit problems which have plagued the project by creating a
continual atmosphere of uncertainty regarding project funding must
be resolved as quickly as possible. The project will have little
chance of meeting its objectives unless a clear and final solution
to the audit issues is found quickly and the project staff can apply

itself to solving substantial problens.

There is, ambiguity as to AID's role in the project. As the donor
agency, AID has a responsibility to ensure that the donated
commodities are properly handled and that the proceeds are used for
the agreed upon project purposes. The project., however, was
established under an agreement between NDDB and CLUSA. CLUSA, as

cooperating sponsor, acts as an intermediary betweea AID and NDD3.
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Confusion arises because at times during implementation it has not
been clear how much authority AID has vested in CLUSA, or when and
for what purposes communication with NDDB is properly through CLUSA
and when directly with NDDB. The role of each organization needs to
be clearly defined and, understcod. It is recommended that CLUSA
have sole responsibility for monitoring project progress, providing
necessary assistance in matters relating to project implementation,
and furnishing all information needed for USAID/Delhi to fulfill its
reporting requirements. USAID/Delhi's role would be to ensure that
CLUSA has sufficlent resources to carry out these functions.It is
recommended that a simple reporting system be developed jointly by
AID, CLUSA, NDDB and CUC/CIDA that will meet minimum reporting needs
of the USA and Canadian donors from data developed under the

projects MIS program.

There must be a firm commitment on the part of the state governments
and NDDB/OVOW to place well qualified people in the upper level
management positions of the federations, and to keep those people in
their positions for at least 3-4 years. Frequent changes in
leadership can only hinder the development of financially viable
federations by preventing the leadership from gaining adequate
expertise in the oilseed industry, by leading to frequent shifts in
federation policies, and by preventing the development of a clear

sense of purpose and direction among federation staffs.

NDDB/OVOW and the concerned state governments must continue to work

together to develop a clear and mutual understanding concerning the



goals and policies of the project and their respective roles in
implementing the project. This understanding is necessazy in order
to prevent possible clashes concerning project policies and the
placement of personnel, and to ensure that all parties are working
together towards the same goals. Ideally, such an understanding
would acknowledge the considerable experience and expertise of
NDDB/OVOW in developing and managing financially viable vertically
integrated cooperatives, as well as the resources and expertise

available to the state governments.

The current organization of the procject, whereby project funding is
channeled through NDDB/OVOW and NDDB/OVOW is the proiect's
management and funding authority, should not be changed even if a
decision is taken to form a National Oilseeds Development Board.

The current organization allows the application of NDDB's
considerable experience and expertise to the development of
financially viable cilseed <cooperatives under this project. Any
reorganization of project authority at this peint would only further

delay and confuse the implementation ¢of the project.

The ending dates of the project should be moved back at least 3
years (to 1989/90) because of the unexpected delays in project
implementation caused by audit disputes and delays in the formation
of state federations. Because of these delays it is no longer
realistic to achieve the originally planned end of project goals on

the original schedule.
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Consistent with current plans, NDDB/OVOW's capacity to provide
technical, managerial and planning support to the state fedecration's
should be expanded. Specific areas where NDDB/OVOW's gervices
should be expanded include: financial management and planning;
operations research, which assists federations in makiné sound
investments in storage and processing infrastructure, and the
provision of marxet information, analysis, anéd forecasting, which
supports federation marketing and pricing policy decisions. CVOW's
linkage with NDDB should be maintained so that the project can
continue to take advantage of the efficiencies and expertise
afforded by access to NDDB's excellent technical and service

divisions.

Financial Management

There 1s need for an additional 37,000 MT of soybean oil above the
original agreement of 160,000 MT. This would generate Rs. 48 crores

and eliminate the projected budget deficit.

State federations should be divided into geographical regions. and
the processing plant unit managers should be given semiautonomous
jurisdiction within their area. Any movement oI raw materials or

finished products across regions would be decided at the

federation's headquarters.



Guidance and direction is needed from CVOW regarding the type of
financial analyses needed to assess the viability of processing
plant proposals. In addition, minimum budgetary and accounting
standards should be established for all processing plants. The
GROFED reimbursement policy to its processing plants neecs to be

examined because the existing method ensures operational deficits.

A computerized financial planning model needs to be developed.

To maximize profits, the fixed costs per metric ton must be Xept
low, which requires optimal plant utilization. 1In addition, the
timing of the purchases of the raw material to be crushed and the
selling price of the final product are critical elements in the

profit margin.

Strong financial management personnel are needed within OVOW and the

state federations.

OVOW should nominate prominent financial managers to tae Boards of

Directors of each state federation.

The MYOP budget should be redefined into three major purpose areas:
developmental, operational and capital. All the action items would
be realigned into these classifications. This would provide maxinmum

budgetary flexibility for the project's management,



The funding for action items from two segregated accounts should be

ended and replaced by the major purpose concept of budgeting.

All revenue produced from interest on locans and bank accounts and

principal loan repayments should be treated the same.
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EXECUTIVE SUMMARY

Problem and Overviszw

Curing the last decade, Tndia's production of edible oils has fallen
increasingly shcrt of demand. Currently an average of 1 million metric
tons of edible oils are imported to ensure maintenance of per capita
consumption of approximately 50% of nutritional requirements. The Jil=-
seed Growers' Cooperative Project represents the major action pragram

in India's attempt to increase domestic production of oilseeds and oil.
Other programs include: oilseed research conducted by the IARI and
state agricultural universities; on-going agricultural extension programs
the National Cooperative Development Corporaticn’s financing of coopera-
tively-owned oilseed processing facilities; and various policy measures
taken by the Government of India related to import and pricing of edible
0ils and related products.

U.S. Assistance

The Qilseed Growers' Cooperative Project operates through a PL 480

Title II donation of 160,000 MT of refined soybean oil. Commercial sales
of oil generate funds for investment in production enhancement, applied
research, marketing systems, manpcwer development, and acquisition/erec-
tion of ocilseed processing plants. The OGCP is supported by two QOpera-
tional Program Grants: 1) NDDB OPG (AID-386-2144) which provides dollar
funding for technical consultants and U.S. Training for project person-
nel; 2) the CLUSA Local Support JPG which provides partial funding for
CLUSA's role as cocperating sponsor in project monitoring and coordina-
tion of technical support to the project.

Purpose of Evalustion

The project was initially evaluated in 1981. The current =valuation was
a regularly scheduled mid-term evaluation to determine progress in rela-
tion to project outputs. A joint evaluation team comprising participants
from AID, NDDB, Government of Tndia and CLUSA reviewed achievements and
assessed the project strategy througn project reporting and documentation
available at NDDB, interviews with NDDB and Oilseed Growers' Cooperative
Federation staff, field visits to cooperatives, processing units, and
researcn facilities.

Findings

The O0GCP is an imaginative and ambitious undertaking, basically well-
designed and well-implemented.

Project performance has been imoressive considering the problams that
have affacted it.
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The original life of projesct (7 y=ars) assumed simultaneous initiation of
projiect activity in all states. Thais has not occurred due to constraints
imposed by external factors. These setpacks have made it impossible to

achieve project goals by 1935-86, but have helped ensure ultimate success.

Snecific Project Areas

1. Processing

Current oilseed handling procedures are uneccnomical; the process
should be mechanized.

Intermittent plant coperations due to power problems, capacity imbal-
ances, etc., have led to operating inefficiencies. Power problems
could be addressed through co-generation using groundnut shells as
fuel,

Project planning by NDDB and tne State Federationr is good; project
plans are technically sound.

2. Financial Management

Long-and short-term financial planning is weak and must be streng-
thened. A& cadre of prcfessional financial analysts should be added.

Decentralization of financial decision-making to the plant level is
advisable.

The MYOP budget should be reclassified into three major purposes:
developmental; operational and capital, with flexibility given to
NDDB within each majcr purpose.

To ensure seven full years of support to each State Federation, the
project period should be extended through 1989-30 and an additional
37,000 MT of RSBOC made available to meet full funding reguirements.

3. Production Enhancement

Strategy snould be to stabilize annual yields at moderate levels in
rainfed areas; not to try to substantially increase them.

The National Research Institute for Groundnut
duration, disease resistant groundnut varieti

should develop short-

Hydrolcgical studiss shcoculd be undertaken throughout the project
areas to identify areas suitzble for grcundwater exploration.

Studies shculd te initiated on inexpensive, low erergy, highly effli-
cient watar dist-ibution.

Zach fedaratic- shculd have a P* D)., level staff member to liaise
with research Zanizations an” .upervise zpplied research and demon-~
stration, .
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Fach village society should have storage facilities or inputs.

Input distribution management should =nsure member
in adequate azmounts at the rizht time.

7))

raceive inputs

4, Procurement Operations znd Finance

Levels of procurement have been below targst. To ensure adeguate
supplies for efficient operaticn of processing plants, open market
buying and selling of oilseeds shculd be considered.

Flexibility within the major purpose capital item would permit use
of additional funds for procurament finance.

?roject should adopt uniform pricing policy based on market pricing.

5. Market Operations, Research ard Testing

Sales have been below target because cf delays and interrupticns in
receipt of donated oils.

Additional (over Rs.5,500) revenues frem oil are consistant with
inflationary increases in project costs.

Large scale buffer stocking of edible oils is no longer a viable
option because Government of India performs this function.

Occasional state government mcvement restrictions and requirements
to sell through the pudblic distribution system pcse z threat to
profitable oil marketing. Weak domestic demand for protein meals
represent the major marketing problem; develcpment of high-valued
dcmestic uses for protein meal as human focd would improve marketing
margins.

Centralization of market information, analysis and forecasting func-
tions with a group of well-trained analysts would give tne fadera-

tions a competitive advantage in the market.

Project Design and Policy Implicztions
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e evaluation validates the basic <cesign elemen
hrougn a vartically-integrated cooperative syst
rocuremant, processing and narketirg; 2) the nc iz
oth to establish a creditle marketing svstem zand generate funds for pro-
ect implementation; 3) project managsment by an autornomous institution
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h greater {lexibility than gecvernment agencies; 4) projiect impiementa-
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ion by private, member-ownad cocperzatives smploving grofessional
management.
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Fecommendations
1. Zxtension of life-otf'-project by four yzars, chrougn 1339-30;
2. Commitment of an additional 37,000 MT of Refined Scybean Oil to

ensure adequate project funding through the extended pericd;

)

Reclassification of the budget into develormental, operational

and capital major purposes with flexibility accorded within each

or these purpcses;

4. Strengthening of financial planring, management and¢ analysis capa-

bility of NDDB and state oilsesed growers' ccoperative federations;

araas;

project funds as state faderatisng mature;

7. Elimination of buffer stocking operations.

TRC/pv

5, Increased funding for procurament financin

5. Production erhzncement focus on yield stabilization in rainfsd

With phase Zown of



Attachment 'B'

to PES # 8o

USAID/NEW DELHI

EVALUATION COST DATA _
PL-2350 Title II CLUSA/NDDB Oilseed

Growers Co-op. Project, and CLUSA Grant
1. No. and Title of Project/Activity: No, AID 386-2144 (OPG) India

2. Purpose of Evaluation: To assess the progress of the Project and to
orepare future actions supportive of achieving
3. Mission Staff Person Days involved project objectives.
in Evaluation (estimated):

- Professional Staff 16 Person Days
- Support Staff 10 - Persou Days

4., AID/W Direct-Hire or IPA TIDY support funded by Misslon:

Period of TDY Dollar Cost *Source of
Name (Person-Days) (Travel,Per Diem ectc.) of Fuads
a.
b.
NONE
c.
d.

5. Coatractor Support, if any:

Amount of *Source of
Name of Contractor@ Contract No. Contract Funds
1. Mr. Maurine Landes PIO/T No.498- $20,440 PD and S (3258-0249) for
0249-3-6431045 P1.480 Title II CLUSA/

" NDDB OGCP Evaluation.

2. Dr.Russel O.Olson ) v
3. Mr. Dwight C. Finfrock) PIO/T Na.498- $80, 340
4, Mr.John A. Charda- ) 0249-3-56431044.

voyne )
5. Mr. Charles V. Hendrix)
6. Mr. Travis E. Mitchell )

* Whether PDS, Mission 0.E., Project Budget or Central/Reglicnal Bureau
funds.

@ 1QC, RSSA, PASA, PSC's, Intitutional Comtract, Cooperative Agreement,
etc.





