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ABSTRACT

This paper conceptualises the need for stocking sgricultural
inputs to match supply with their demand. The stocks in turn
have +to be financed. Because of seasonglity in demand the
general credit limits extended by the banks to the input
enterprises are found Lo be inadequate} Thus the input
enterprises, depending upon  the nature of demandf for their
products, formulate schemes to  tap funds available with the
channel to partly finance their marketing operations. Here i &
case of a seed enterprise which came up with a scheme to collects
advances against future supply of certain seed. The case
identifies factors that affect the economics of the proposed
scheme . It shows  that the acheme not  only generates  the much
needed ligquidity for the enterprise but also reserves shelf place

with the channel! and enasures sales at an agreed price.
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A. Conceptual Framework

\

Seassoneslity iu Deman i— uts

Unlike industrisl raw materials, the consumption of egriculturel
inputs (referred tc as inputs hereafter) is seasonal and hence
their demand is seasonal. | Among the three major material
inputs, namely; seed, fertiliser and pesticides, seasonality 1in
demand is very high for seed because of short sowing period for
individuael crops. Similarly, the demand for potashic arnd
phosphatic fertilisers which are primarily used as basel dise
coincides with the demand for seed. Though genersally the use of
nitrogenoﬁs fertiliser and pesticides is spread over the large
portion of the crop season, it is less or negligible in the later
stages of crop maturity. However, pesticides are also used %o
protect the crop produce in the storege. Nevertheless .

seasonality in demand for these inputs is & fact of life.

Why Stock Inmputs

While the consumption of imputs is seasonsel, their production is
either continuocus or it does not immedietely precede consumptiom.
Thus the inputs have to be stocked for some time. To understard

the dynamics of stocking reguirements of the inputs, one has o



examine their production and consumption Qattefn. Figures 1 to 4
depict the stocking pattern of individual {quts to patch supply
with demand. These figures afe derived from the data given in
Appendix 1. The comparative study of thesg figures reveal that
seasonslity is higher in cese of seed for individual seeasons
(Fig. 4) was seeds are produced once in.a year and have +to be
stocked for 6 to ® months before they are finally consumed in the
next season. The unused seed has to waié for another year to
get consumed provided 1ts gdenetic viability is inptact. The
seasonality in stocking seed smoothens when three seasons are
considered together (Fig 3). However, the stocks remain at high
level throughout because seed for two of the three seasons 1is
always in stocks. Iin the case of pesticides where production is

continuous and uniform (assumed) throughout the year, stocks have

two distincet periods between two meain seasons i.e., kbharif and
rebi, and rabi and kharif respectively (Fig 2). This is because

pesticide cousumption in summer season is relatively very low,
In cese of fertiliser, the stocks remain high for most part of
the vear. Stocks get depleted during khiarif which is perhaps the
main fertiliser consumption season (Fig 1). Figures 1 to 3 also
show how stocks heve to be matched with the sessonality in demand
for different inputs. While for fertiliser and pesticides stocks
curves tend toc come closer to the respective sales curves, for
seed the two curves maeintsin a more or less constent distance and
stocks curve is always eabove the sales curve. This happens
because demand for Tfertiliser and pesticides is met from stocks

as well es current production whereas & particular seed has to
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remain  in stocks for the rest two seasons before it gets
consumed. Further, theré could be no current rroduction of séed
to supplement its availability during sowing season except in
case of some vegetable crops, where more thar one Crop 8 year is
possible, the seed produced in a season could be used immediately
in the following sesason. These characteristics of seed make the

business in this input more expensive.

Fipancipg Stocking of Irnputs

Once inputs are manufacturedfproduced, they have to  bhe stocked
till they finellv get consumed. The inputs may either be stocked
at  production point by the company or close to the consumption
centres by the channel. The latter alternative is more desirsble
as it would avoid unuecessary deleavy in delivery of inputs and it

*

would rnot require investment in huge storage structure by the
company. Though one may argue for decentralised stocking by the
company itself, it perhaps would be more  expensive to  msanage

Morecover, stocking by the charnmnel way refiect st least +to some

extent expected demand for input for the comimencing sSesason.

Nevertheless, stocking is a reguirement and has to be finsenced,

An  input deasler/firm avails institutional credit irn the form of
eredit  limit to finance stocking of inputs. Normally, these
limits are sanctioned taking intn consideration aversge business
of individual firms and assuming definite turnovers, Therefore
the limits are generally inadequate to meet the working capital

requirements of the firms during pesk stocking periods. The banks



on their part do not sanction additional 1limits for those
periods. Figure & depicts the situation more clearly. The deficit
iy working cavrital shown for the pesak beriods has to be managed.
In case of seed, because of the risk of .deterioration 1in its
quality, it is generally treated as normal crop produce by the
banks and hence underfinanced. Moreover, because of continuous
stocking for the year saround and no rotat}on of working capital
pressible, the working capital . requirements are for yprolonged
period. Beacause of liquidity norms, the banks desist from
blocking their resources for longer period. Thus it is not
always possible to raise sufficient funds to finance working
capitsl regquirements from the institutional sources. At the same
time, the fims/companies are not eallowed to mobilise deposits

frowm 1individual savers. Under the circumstances, they have to

ell inputs to the channel on cash. However it is not possible

4]

ways and credit sales are, therefore, not uncommon especially

s

&
where demand 1o less uncertain or supply is not a constraint. I
some cases  the input enterprises hely +the channel in securing

finance from institutional sources for stocking their inputs by

the channel. Where expected demand for certsain inputs is more
thar,  expected supply, the firms may resort to collection of
advances against future delivery of inputs. This is more true in
case of some seeds than for fertiliser. However, the company
pays additional discount on price of input. Though advance sales

may have the advantages of assured sales and secured shelf place,
the company may incur & net expenditure in the process. In what

follows i= a case of advance ssles by & seed company.
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The Sett;
Kisan Seeds (KISE) is an exclusive'\seed enterprise. It has
develocped its own hybrids of maize, bajra, sorghum end summer
fodders. Sorghum Sudan Hybrid (SSH), & multi-cut summer fodder
sown from mid-February to mid -~June is introduced in Northern
Region. It fits very well in Berseem - ( SSH rotation. If sown
early it not only provides fodder during hot summer months wher
no  other fodder is evailasble but slso continued fodder supply in
kharif months and hence replaces other fodders from April to
August. The only competing fodder iz Judan glass ~ & public

variety. But its share in totsl summer and kharif fodder supply

iz  hardly 18 per cent. Thus, SSE has great potentiael as it can
conviently replace single cut Kharif fodders in the region.
Hewever, at least seven other seed companies compete in the

merket for SSH which together sccount for 75 per cent share of
S5H market. Ki5E plans to increase its sales from 399 tonnes of
S5H seed in 1989-98 to 428 tonnes in 1990-91.

KIAF han establiched market channel in the region comprising of a
distributor, 44 dezlers and & network of retmilers. However, the
menagement is not happy with the performance of the chiannel as
for 1888-88 season, it had teo sanction additional discount on
cegles to avoid carry over of stocks. The strategy planned for

the year 19009 Eason 15: i} to increase volume of sales per

[T
1)

dealer, 1iY te appoint more deslers such thet target sples are



achieved without resorting to price cuts. - The company is well
eware of its rivals, who generally followed its\pricing and who
is eager to snetch away & part of iﬁs market by resorting to
higher discount, credit sales and lower price (See; Appendix 2
for deteils). It has planned an eggressive promotion pelicy and
is confident of exceeding the targeted sales in the coming

SEESOn. \

erformance in 1989-90 Season

While measures proposed are expected to increase sales they have
financial implications in terms of net cost of the scheme and
working capital requirements. The enterprise is already facing
liquidity problems. The mansegement is thinking of supplement%ng
the working capitel availability for +the marketing division
through different wayvs. Chisanmiel financing the company's
operations 15 one source which is being exploited in the past.
Arpendix 3 gives the experience of the company in financing for
1988-80 seascn. While Table 3.1 gives the quantity of S3H seed
supplied to dealers at different rate of discount, Tables 3.2 and
3.3 show the adveances collected and seles affected under
different levels of advance amount. While saeles against advances
ar:d on cash are ghown in Table 3.4, Teble 3.5 gives the amount of
advance for different length of time whereas Table 3.6 gives the

districtwice sales of S5H.



Avproach for 1999-931 Season

Some.modifications made in the policy for 159@-91 include; (a) no
relaxation in the last dsate Afor acceptance of advance, {b)
additional incentive for bigger amount of sadvance, {c) no credit
sales, and (d) no reduction in retail price (MRP). The company
aims at {8} higher market stiare (volume),(b) increassed
contribution, and (c) improved cash flow. To achieve these goals,

\
it formulated the folowing strategy.

i} Increase retailer's profitability by reducing lavers in the
distribution channel, kKeepring two middle men i.e. dealers
and retailers.

ii) Expend reteiling by meking the product availeble withir eacy

reach of the farmers,

[=]
e
bt
o

Fliminete price cutting in channel by offering identiceal
diccount to deslers and retailers. The aealers may be given
distribution charges of 3 Per cent on guantities sold  to
retailers. They should be wholesaling and not retailing.

iv) Focus on retailer push.

v} Overriding commission on institutional sales only.

The last date for recelipt of advences is fixed at December 31,
19849, The normal discount is 18 per cent, additional 3 per cent
sgainet 5 per cent advance and 8 per cent sagainst 180 per cent
sdvance. & 3 per cent additional discount ag target incentive is

alse stipulated in the scheme.



Under the scheme the delivery of seed is to be made from March 15
to 31, 1981 ie. saving of 3.75 to 4.5 ﬁgr cent on  advances
ascuming 1.5 per cent per month rate of interest es cost to the
COmr any . Arsother fimancisl gain to the company is the saving on
storage cost for sales after stipulated delivery period. On the
cost  gide, the COmMPAaNnY 1nDcurs an expenditure of 8 per cent
edditional discount orn MRP it offers for sales against 100 per
cent  advance. The non-pecunsary gain is | the assured seles and
timely svailability of seed. The cost  of and gain from 58 per
cent advance will however be different. Seemingly, the company
has  opted for bigh cost alternative of financing. However if (&)
the company is unsble to generate finarnce for marketing at normal
CoRt, {b} dnventocry cost  passed  on te  the channel are
significant, and ¢) & part of the cost  is debited to promotion

head, the scheme could te gquite useful .

Thus in brief the Profitability of scheme would depend on e

i) Opportunity cost  of compeny’s carital saved for advarice
period of 2.5 to 3 months.

11} Inventery cost saved by the company by dumping the input to
the channel, the swmount of which would depend on the pattern

of sales.

iii1) Froporton  of  total sales against 58  and i) per cent
advance .

iv) Period of advance.

Vi Additicrnial dicount raid asgainst 5@ and 180 per cent advernce.

This way be more clear from the focllowing excercise.
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e. Net cost or gain { . B32837F) (. OB583255)P
{c - d) '

f. Azguming MRFP at Rs.
2, ) per tonne net
cost or gaipn/tonne {B840.74) 1863, 51
g. Per tonne net cost/gain from the scheme
(-64. 74 * 3} + (13.51 % 3y = -162. .87
ie., & net cost of Rg. 16Z2/- per tonne of seed

. Price receivable under normal seles = Rs. 16, 460

i. Co=t az per cent of receivable price = Less than 1%

Coneclusion

The scheme couts hardly 1 per cent of the realissble price to the

CORMDETY . At the same time it has promctional value. It ensures
sales to the extent of 88 per cent and reserves shelf place for
the product of the company to thet extent. A11 this mesatic non-

pecuniary gains to the company which could heve much higher value
compared to 1 per cent additicnal cost. However, this is not the
only source of finance for distribution of inputs. Devending on
the nature of input, its supprly and demand pattern, ligquidity
position of the company, availability of bank finance for
marketing, and funds sasvailability with the channel different
alternatives schemes could be perceived for smooth disposal of

inputs Lo the ultimate consumers.



Appendix 1°
Fatters, of Monthly Opering Stock. FPoductiorn and Sales of Fertiliser, Pesticides,
end Seed for e Hypothetical Sitdation

Fertiliger Festicides Seed
Mornth Opening Produc- Sales Opening Produc- Sales Opening Produc- Sales
stocks  tion stocks tionm stocks tion

July 3Ioa 102 150 150 108 125 REQ 428 1% 7
August oHe 184 295¢ 128 196 17% 602 %] e

September 180 183 15¢ 52 100 152 600 (%] &

Qctober 50 103 50 [} 129 ad 6 6@b 48¢c
November 19 160 5¢ 2¢ 18 60 612 128b g&ic
Derember 158 1038 76 68 100 BS €36 3680 246
January 178 108 1 i3¢ 196 19¢ 75€ 68k g6<
February 178 102 198 13¢ 180 14 72 2 &

Merch 185 I 75 Q@ 100 18¢ 720 %] 4.
Aprii 1R 198 s 1 103 g 688 128¢ B=
Mey Ly 18¢ 5 2¢ 10 49 728 36@c¢ 12éb

+4da

June 50 108 5@ 8o 193 K1 1290 408 182b
Toteal 2085 1288 1208 86% 1208 1200 8504 1202 1220

Average 16¢ 1282 19 72 192 18 TG 122 160

B = Summer CoTopL e = Khurif crops ¢ = Kabki crops

Source :Figurec ere genersted assuming & cropriug pattern for Northern Indie
and teotel production and consumption at 1203 units. In case of seed
the ratic for kharif, rebi and summer seasons is taken as $:4:1.



Appendix 2

Comparative Picture of Competing Seed Companies
Market Share, Chanunel Discount and Other Terms
Enterprise SSH market Gross Other terms
share (%) discount (%)

KISE 26 324 MRP. = Rs. 18.00 per kg
ALFA 24 37 Low price of seed
RETA 2 4z Low price of seed, credit

sales, discount linked to
levgls of sales

CEMA 17 49 Gift scheme for higher
sales

¥ This discount was on sales against advance of Rs. 1.8¢ lakh or
higher. For advance of less thean Rs. 1.80 lakh the discount was
28% and on cash sales it was 24%. Three per cent additional
discount was allowed on unsold stocks.

Appendix 3
In 1889-9¢, +the cowpany provided incentive to the deslers in
terms of additional discount of 4 per cent for advance of less
than Rs 1.0¢ lakh and 8 per cent or 2 per cent rius trip to

Wonderland for sdvance money of ERs 1.00 lakh or more. At later
date, sensing the protlem of carry over stocks, KISE elicwad
additional discount of 2 per cent against the sale of unscld
stocks The sajes performance  and  advance collection by the

company could be seen from the following tables.

Table 3.1 : Sale of SSHB at different discount rates 1989-9¢

Discount{(%¥; Bags sold Sales Rs. Net sale price
1 < T T I e e T p—— {Rs. per tonnhe}
(N, ) Qrouss et
28 176{ 2 vkx 2,083,440 1, 86, 403 1,836,808
3z 15¢& 2,224,648 1,852,758 87g.2¢% ¢t
34 33 47 52 31,383 ahe 4¢
35 3,413¢(228) 49,14, 720 29,81, 166 936.084
Total 3,778(236) 84, 49, 329 33,45,881 845.11

* After deducting value of bags returned and discount paid.
*¥ Figure in parentheses are number of bags returned.



Table 3.2 : Advance received from dealers for
SSH boocking, 1989-88

Period Advance {Rs. 1% % 5 )
Less 25-49 5-98 100 Total No. of
than 25 & more transac-
tions
1989
Upto Dec. 31 15 . 138 175 202 20 i@
1999
Jan.1 to 15 519 14, pal% - 189 s
Jary, 16 to 31 2 158 116 100 482 13
Febh. 1 to 1% 50 - - - 5 3
Feb. 16 to 28& 18 25 50 - g1 4
Mar. 1 tc 1§ g - - - g 1
Mar. 16 to 31 - - - - -~ -
Apr. 1 to 15 - - - - - -
Apr. 16 to 30 - - 59 - 58 1
May 1 to 15 29 55 - - 84 4
Mey 16 to 31 53 38 - - 83 6
Total 274 440 435 360 1449 48

Table 3.3 : Sales at Different Levels of Advance, 1989-9¢

Level of Amount of Sales No. of dealers

advance advance (Rs "@D) ~——-ome .

{Res 008) (Rs "O03) Total Purcha- Purcha-
ases ses
more less
than thar
advance advance

180 & more 480 838 (582)%  4(- %% 4 1

53 to 99 €81 18688 (742 9{3) 4 (3]

25 to 83 258 448 (31@) g(1) 5 4

Less than 2% 48 188 (136) 4{-) 4 ~

No advarnce - 289Z(2P38) 185 - -

Total 1449 5440(3T78)  44(9) 18 13

* KNo. of bags 1lifted bty dealers
*% No. of deaslers returned some bags



Table 3.4 : Sales Under Different Size Lots, 1889-90

Lot size No. of dealers
(bags) e it ittt
Against advance On cash Total

Upto 26 5 {(12@) 5 73) 1@ { 183}
26 to 58 1@ (403} 4 ( 185) 14 ( 588)
51 to 198 . 3 {284) 2 { 178) 5 ( 385
181 to 152 T (829) 4 ( 464) 11 ( 1293)
More than 158 1 (212 3 ( 1139) 4 1351}
Total 26{1778} 18 ( 2028; 44 ( 3778
Figures in parentheses are number of bags lifted.

Tabtle 3.5 : Amocunt of Advance by Dealers for

Differ=nt Length of Feriod, 1988-98

Period No. of Amount realised Interest cost at
{approx. ) dealers {(Rs 000} 18% per year (Rs)
3 months 13 665 29,925
¢ & helf months 3 45 1,678
2 monthe 13 42 12,660
1 & half months 3 g6 1, 485 .
1 month 2 34 518
Balf month 18 217 1,627
Total 28 1449 47,885
Table 3 € Districtwise Sales in the Region, 18988-3¢
Distriect Advances Saie=z through dealers {(begs)

(RE’PDI}  ——rm e m e e e m e m =

Against advance On Cash Total

1 17¢ 212 (13 234 (2) 446 (3}
z 320 376 {5} 432 (& 8@8 (10
3 447 588 (183} 67 (2] 658 (12}
4 387 417 (4) 88 (4) 605 (8)
5 50 49 (23} 38 (1) 789 (3
& 35 58 (2} - 5@ (2)
7 2 Z8 (1} 18 (1) 46 (1}
8 - - 173 (1) 173 (1}
g - - 242 (1) 242 (1)}
18 - - 724 (1) 724 (1)
11 5@ 52 (1) - @ (1)
All dists 1449 177@ (28) 20¢8 (18) 3778 (44}

Figures in parenthesis indicate number of dealers.






