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Dairy Cooperative Leaders of INDIA
Preamble
The Indian Dairy Association’s 38th Dairy Industry Conference was held at Bangalore in February 2010. In the meeting, it was resolved that the Chairmen of the dairy cooperative unions of India should request for a meeting with the Hon. Prime Minister of India to apprise the Government of the issues faced by the milk producers of the country. We are grateful to the Hon. Prime Minister for accepting our request to meet. This memorandum highlights the several issues faced by the milk producer and is submitted with a request to address the same by according highest priority. 

As Government is aware, “Milk” is the largest crop in India in value terms above Rs 2.25 lakh crore and the milk group contributes highest to the total output of the agricultural sector surpassing the output value of wheat, rice and oilseeds. “Milk” directly affects livelihood of country’s almost all farmers including landless and marginal farmers. Further, most of the dairy business in organized sector is in the hands of co-operatives which are owned by farmers themselves. Today at the time of high inflation preceded by drought like situation in country, it is necessary that Government pays immediate attention to the country’s MILK FARMERS and dairy co-operative industry owned by them to ensure that it does not cripple.
It is important to note that “Milk” also forms the largest share of expenditure on food item in a consumer basket and hence the rise in milk price affect each common man of India the most. Thus, in today’s critical situation affecting every citizen of the country, Government urgently needs to act and protect dairy farmers of India by supporting them with following actions which will help in keeping control over input prices to milk farmer and ultimately to check milk prices in the country also.
1. Amendment in the Cooperative Act. 

2. Reduce Income Tax on co-operatives which will help in improving returns to farmer members. 

3. Increase in prices of Cattle-feed Raw Material and corrective actions required thereof.
4. VAT on all value-added Dairy products to be fixed to 4%. 

5. Removal of VAT & Excise duty on use of Molasses in cattlefeed 

6. Restrict imports of Skimmed Milk Powder and Butter Oil. 

7. Classification of Advances to Dairy Cooperatives under Priority Sector Lending 

The profile of India’s dairy industry:  
India’s small and marginal farmers together with the landless farmers comprise more than 75 percent of the milk producers in rural areas.  Also, more than 72 percent rural milch animal households own either one or two milch animals.   Dairying has come to be India’s largest self-sustaining rural employment program. As you are aware, Amul has been the pioneer in developing dairy business into organized co-operative movement by establishing “Anand Pattern” of co-operative way back in 1946. Government of India also formed “National Dairy Development Board (NDDB)” in 1965 to replicate the success of “Amul” across India. The “Operation Flood” program implemented in three phases ultimately made India as world’s largest milk producing nation, with current milk production of 110 million MT. Success in the White Revolution is an important foundation to build a third agricultural revolution through diversification and food processing.   
Since the existing system in place for milk production encourages income generation for millions of milk producers, it is important that the Government should have policies that facilitate dairy development and is consistent with this profile.  Equally important, our Government must take necessary measures to ensure that input cost in the milk production remains lowest and the milk farmer is not burdened with taxes. 
We request Government to kindly look into the above issues related to milk co-operatives. We are attaching details on each of the points mentioned above herewith for your kind consideration.

1. Amendment in the Cooperative Act.
In 2004, the Cooperative Movement of India completed a hundred years of its existence. Over the years, it has several achievements to its credit in almost all sectors of the economy. However, the problems and challenges resulting from years of control by Government, growing out of initial support and partnership by the state as well as arising out of the economic realities thrown up by the opening up of the economy and consequential impacts of globalization in the economy, have been many.
The Conference of State Cooperative Ministers held on 7th December, 2004 at New Delhi, resolved that the Government of India may constitute a High Powered Committee to review the achievements of cooperative movement during the last one hundred years and to prepare a road map recommending steps to be taken to address challenges being faced by the movement in the changing socio-economic environment. Accordingly, a High Powered Committee on Cooperatives (HPC) was constituted by the Government of India, Ministry of Agriculture vide Resolution No. L-11012/4/2004-L&M dated 10th May, 2005.
Some of the problems and challenges that cooperatives face today are:
· Inability to ensure active membership,  speedy exit of non-user members, lack of member communication and awareness building measures
· Serious inadequacies in governance including that related to  Boards’ roles and responsibilities
· A general lack of recognition of cooperatives as economic institutions both amongst the policy makers and public at large

· Inability to attract and retain competent professionals
· Lack of efforts for capital formation  particularly that concerning enhancing member equity and thus member stake
· Lack of cost competitiveness arising  out of issues such  as  overstaffing, a general top-down approach in forming cooperatives including the tiered structures

· Politicization and excessive  role of the government chiefly arising out of the loop holes and restrictive provisions in the Cooperative Acts
The Committee endorses the view that only through certain amendments in the Constitution it will be possible to ensure that the State cooperative laws provide for enabling the autonomous functioning of the cooperatives. The Committee reviewed the Constitution Amendment Bill (106th Amendment Bill 2006) and have given relevant recommendations and suggested changes in  order to be responsive to the needs of the cooperatives.

The Committee has envisioned cooperatives as primarily, autonomous, economic institutions of user members. It sees them as self-reliant and self-sustaining institutions functioning in a free, fair and transparent manner in keeping with the principles and values of the cooperative movement.

Considering the importance of a progressive and enabling legislation, which provides a level playing field for cooperatives with other  corporate entities,  the law enacted in each State should  be  amended to truly reflect  the  letter  and  spirit of the  Model Cooperatives Act proposed by the Choudhary Brahm Perkash Committee Report.  Even in States where a Parallel law has been enacted, considering its poor utility and problems faced, a single enabling law be enacted, which is member centric and based on cooperative principles, replacing the existing State Acts.

The above mentioned constitutional amendments bill is pending in parliament.  We all farmers and cooperative members request Hon’ble Prime Minister that this bill should be immediately placed before Rajyasabha and Loksabha to adopt the report and recommendation of High Powered Committee on Cooperatives (HPC) and make necessary constitutional amendment in the interest of cooperative movement and billions of farmers. 

2. Proposal to reduce Income Tax on co-operatives 

At present, Milk Cooperatives are taxable in the highest bracket of 30% + 3% education and higher education cess.  Milk Cooperatives are primarily engaged in the removal of rural poverty and economic development of farmers in the country. The agricultural income of farmers is exempted from the purview of Income tax.  Income earned from the dairy business is nothing but the part of agricultural as animal husbandry is supplementary to agriculture. 

However, we feel that co-operative organizations like GCMMF and other state dairy federations who undertake commercial operations on behalf of millions of milk producers of India who are primarily in the agriculture sector, contribute to the development of the country by way of paying income tax at reasonable rate.  About 15 years ago, tax on the co-operatives was always lower than the corporate rates and same difference be maintained. In view of this, we request you to reduce the existing income tax rate of 30% to 15% and also remove education and higher education cess.

Further, milk Co-operatives are involved in rural development programs by spending the money for improvements in productivity and on health of milch animals.  For encouraging the rural development programs, we suggest weighted deduction of 125% of expenses should be allowed u/s 35 CCA of the Income Tax Act.

It is therefore recommended that: 

a. Reduce the existing income tax rate of 30% to 15% and also remove education and higher education cess OR Allow tax holidays to farmer owned co-operatives for two years which will help them to recover during this period of crisis.

b. Allow weighted deduction of 125% of expenses should be allowed u/s 35 CCA of the Income Tax Act.

3. Increase in prices of Cattle-feed Raw Material and corrective actions required thereof.
As Government is aware, over the last one year, there has been a severe increase in price of several cattlefeed inputs like de-oiled cake, molasses, jowar etc. which has put tremendous cost burden on the milk producers. We have shown the details on input cost for cattlefeed during last 5 years in the below table.
	Main Ingredients of cattle feed
	%age utilization in cattle feed
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10


	% Increase 09 v/s 10
	% Increase 06 v/s 10

	
	
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	
	

	De-oiled Rice Bran 
	25-35%
	3483
	4368
	4750
	5294
	6380
	21%
	83%

	Rapeseed extraction
	10-12%
	5141
	5322
	9050
	9467
	11871
	25%
	131%

	Rice Polish Fine
	10-12%
	5612
	7250
	8650
	8370
	9630
	15%
	72%

	Jowar
	10-12%
	5918
	7364
	7700
	8110
	9157
	13%
	55%

	Molasses
	10-12%
	3546
	3685
	4600
	6288
	8448
	34%
	138%


The average price of cattlefeed charged by most of dairy cooperatives has increased from Rs 6600 per MT April 2008 to Rs 10000 per MT in March 2010, an increase of above 50%. However, it may be noted that most of our dairies are not charging the actual cost of manufacturing cattlefeed and are subsidizing it for the milk producer members.  The cost of major inputs in manufacturing of cattlefeed viz. De-oiled Rice bran, Rice Polish Fine, Jowar, Maize, Molasses etc. have increased by over 25% over the last one year. This has put pressure on the viability of cattlefeed plants.

It is irrational to note that India is exporting “NUTRITION” in large quantity in form of de-oiled cake which is rich in crude protein. The below data reveals the export of oil-meals out of India:
	Year
	Qty in Lakh MT
	Value in Rs Crore

	2004-05
	36
	3177

	2005-06
	60
	4826

	2006-07
	66
	5502

	2007-08
	67
	7953

	2008-09
	70
	10000


(Source : DGCIS)

These Oilmeals are extractions of sunflower, cottonseed, soyabean, groundnut, rice bran and rapeseed which are important ingredients in manufacturing of cattlefeed and even poultryfeed. They have very high levels of total digestible nutrients (about 60-70%) and the milch cattle can convert the crude protein roughage into high value nutritious food like milk. It is unfortunate that India chooses to export such valuable ingredient (and import other forms of edible protein like pulses etc.) 

As it can be seen in above table, the export of Oilmeals has increased considerably in last two years out of India which results into increase in its prices (as shown on previous page) which ultimately increases feeding cost to the animal. Further, the escalation in feed cost leads to increase in production cost of milk and contributes to inflation in the consumer prices of milk. Hence, India should discourage export of de-oiled cake which will help in increasing availability of crude protein esp. for cattle and will help reducing input cost to the milk farmers which will make milk production more competitive. This will also boost availability of nutrition in the country and will help exports of dairy products at more competitive prices.

It is interesting to note that during 1965 to 1989 – the period when dairy development was at its peak, Government has consciously kept export duty of Rs 125/- per MT on export of de-oiled cake / Oilmeals and animal feed (year wise duty is shown below vis-à-vis price of Amul cattlefeed during that period). 
	Year end
	Amul Cattlefeed Rs. / MT
	Export duty in Rs/MT
	% of price

	1965
	430
	125
	29%

	1966
	450
	125
	28%

	1967
	450
	125
	28%

	1968
	450
	125
	28%

	1969
	450
	125
	28%

	1970
	550
	125
	23%

	1971
	550
	125
	23%

	1972
	530
	125
	24%

	1973
	750
	125
	17%

	1974
	850
	125
	15%

	1975
	780
	125
	16%

	1976
	830
	125
	15%

	1977
	850
	125
	15%

	1978
	810
	125
	15%

	1979
	850
	125
	15%

	1980
	900
	125
	14%

	1981
	900
	125
	14%

	1982
	1080
	125
	12%

	1983
	1180
	125
	11%

	1984
	1210
	125
	10%

	1985
	1220
	125
	10%

	1986
	1230
	125
	10%

	1987
	1230
	125
	10%

	1988
	1230
	125
	10%


In terms of % the export duty was in the range of 30 % to 10 % during this period of cattlefeed price. This export duty was removed in 1989. Thus, Government was clear in its objective of discouraging export of input products for milk to ensure that the feed cost does not go up. 

It is therefore recommended that: 

a. We are not advising ban but in order to discourage export of valuable oil-meals, we recommend Government to impose 25% export duty on Oilmeals, De-oiled cake and cattlefeed which will help to reduce input cost to the milk farmer.

4. Proposal to fix VAT on all value-added Dairy products at 4%.

We would like to draw the attention of the Government that many dairy products like Baby Milk Food, Butter, Ghee, Cheese, Ice-cream etc. are now-a-days products of mass consumption. These products are classified under the category of 12.5% VAT in the most of the States. Dairy cooperatives provide these products at very reasonable rates to the consumers of India.  This has led to affordability for the common man to include these products in his daily consumption.  

In the interest of consumers from all sections of society, we firmly believe that if VAT rates applicable to dairy products are reduced, it would increase consumer demand, boost milk products and improve their health by way of better nutrition. It will also improve rural milk producers’ income and result into overall socio-economic development in rural areas.

We, therefore, urge the Government to intervene and recommend to the Empowered Committee of State Finance Ministers on VAT to reduce VAT rate on Baby Food Powder, Butter, Ghee, Cheese, Ice-cream etc. from 12.5% to 4%.

It is therefore recommended that: 

a. VAT on all value added dairy products may be fixed at 4% across all the states.

5. Proposal for reduction of VAT & Central Excise on use of Molasses in Cattlefeed

Over the last one year, there has been a severe increase in price of Molasses which is in an important ingredient in manufacturing of cattlefeed. This has put tremendous cost burden on the milk producers as evident from the figures below: 

	Main Ingredient of cattle feed
	2005-06
	2006-07
	2007-08
	2008-09
	March

2010
	% Increase 09 v/s 10
	% Increase 06 v/s 10

	
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	Price Rs/MT
	
	

	Molasses
	3546
	3685
	4600
	6288
	8448
	34%
	138%


Source: Market data

India’s sugar production is estimated at 200 lakh MT. Hence, the molasses production in the country is estimated at 90 lakh MT. It is estimated that at all India level, dairy cooperatives are producing more than 21 lakh MT of  cattle feed and thus consuming approx  2.5 lakh MT of molasses, approx 3% of the total production.

Dairy cooperatives of India produce around 21 lakh MT of balanced cattle feed every year and provide it to milk producers farmers on “No profit No loss” basis.  This helps farmers to maintain health of their milch animals and improve per animal milk productivity.  Balanced cattle feed helps to reduce dependence on green and dry fodder.  In the situation where droughts are frequent, balanced cattle feed becomes an important source of energy to milch animals. However it is sad that the Central and State Government tax the milk producers heavily for this vital feed ingredient. We are citing the example of Gujarat for your reference. 
Till March 2006, Govt. of Gujarat had classified Molasses for use of cattle feed as separate category having 4% Sales Tax. However, since implementation of VAT from 1st April 2006, it was classified in 12.5% VAT category and there was no specific mention about molasses being used for cattle feed.  Increased cost of balanced cattle feed leads farmers to use cheap and poor quality cattle feed, which ultimately leads to reduction in milk production and thus increased cost per liter of milk production.

Molasses is produced in sugar mills and most of sugar mills in India are owned by farmer cooperatives.  Just because they have organized themselves, their product (Molasses), to be used as ingredient in cattle feed, is subjected to excise and VAT, which is an anomaly, when other agricultural products are tax-free. 

Thus, total tax burden on Molasses is around 30% of its basic cost.  If tax (excise and VAT) is removed from molasses being used for cattle feed, molasses would be cheaper by around 20%. This would lead to better health of animal, increase in milk production and ultimately reduction in milk prices.

The reduction of VAT on Molasses for use in cattlefeed will not make much big difference to the state exchequer however, it will help greatly in reduction of cost of cattlefeed to the milk farmer.

It is therefore recommended that: 

a. The Government fixes a special quota for supply of molasses from sugar mills to co-operative cattlefeed plants. This is possible since the Excise Department has deputed staff at each of the cattlefeed plants (salary paid by the plant) which monitors the usage as per the approved capacity. 

b. The current Excise duty on molasses is Rs 750 per MT + 3% cess. This should be waived for usage in manufacturing of cattle-feed in view of the increasing cost pressure on producers. 

c. We have also represented to Government of Gujarat that the 15% VAT on molasses should be removed for usage in cattlefeed so that it gets similar treatment as that of any other agricultural product and reduces the burden on producers. However, in the recenet drought situation, this matter has become very crucial and urgent for milk farmers and hence we request Union Government to kindly intervene in the matter.
6. Restrict Imports of Skimmed Milk Powder and Butter Oil

It is shocking to learn that Ministry of Finance, Government of India has issued a Customs notification no 33/2010 dated 12th March 2010 to remove import duty completely on 30,000 MT milk powder (HSN 0402 10 / 0402 21 00) and 15,000 MT of Butteroil / White butter / Anhydrous Milk Fat (HSN 0405) based on the powers conferred by the Central Government under Customs Act on being satisfied that “it is necessary in the public interest to do so.” 

As per our information, this decision was taken by the Committee of Secretaries, Government of India and not the Union Cabinet. Since it benefits only few parties and harms the interest of more than 10 million dairy farmers, it can be challenged that it does not help ‘public’ at large. 

Earlier, Government had issued a customs-tariff notification no. 56/2008 dated 29th April 2008 to reduce import duty on milk powders to 5 % from 15 % on the Tariff Rate Quota (TRQ) of 10000 MTs. Government of India had also issued a customs-tariff notification no. 42/2008 dated 1st April 2008 to reduce import duty of Butter, Ghee and Butteroil to 30% from previous level of 40%. We have been representing to the Government to restore custom duty on Milk Powder and Butteroil.

Further the European Union is continuing subsidy on dairy products which has resulted into substantial price reduction in global market. Similarly, USA had been giving subsidy to their dairy farmers under their Dairy Export Incentive Program (DEIP).

It may be noted that due to continued remunerative returns for milk over last few years, many farmers across the country have invested into cattle on large scale and as a result milk production has been increasing at a rapid pace in the country. 

It is unfortunate to note that instead of supporting the millions of poor farmers of India by restricting import, Government has taken the step which will support the farmers of New Zealand, Australia and Europe who are getting heavy subsidies for their exports. It may be noted that that some of the private traders have already imported more than 25000 MT of butteroil in last one year which is dumped by New Zealand at cheaper prices than prevailing international market rate. Similarly, few Indian companies have  imported more than 5000 MT SMP at much cheaper rate than prevailing international market rate and domestic market rate. By removing custom duty, Government is helping these so called developed nations to dump their subsidized products into Indian market and as a result our farmers have to compete with such dumped products in India. The said notification no 33/2010 will prove to be the last nail in the coffin for poor milk farmers of India.

Further, it may be noted that India is currently preparing for concluding the WTO negotiations to firmly protect our agriculture sector. India has stated it’s commitment to uphold the development dimension and the need to safeguard livelihood concerns, particularly of the poor, subsistence farmers in the WTO Negotiations.  If the TRQ on SMP is voluntarily increased from 10,000 MT to 30,000 MT, it will open flood gates of cheap and subsidized dairy imports and seriously hamper our local production in the long run. 

The Government therefore needs to restore the original rate of 15 % duty on TRQ of 10,000 MT on milk powders and 40 % duty on Butter, Butteroil / AMF and Ghee with immediate effect.

It is therefore recommended that:

a. Government should restore 15 % custom duty on milk powders and 40% duty on butteroil with immediate effect in the interest of dairy farmers of country.
b. Government should impose Anti Dumping duty on import of butteroil from New Zealand.

c. Under WTO Negotiations, India should not agree to increased TRQ of 30,000 MT SMP and 15,000 MT of Butter Oil at zero duty since it compromises the need to safeguard the livelihood concerns of the poor and subsistence farmers of the developing countries like India. 

7. Classification of Advances to Dairy Cooperatives under Priority Sector Lending. 

We wish to draw your kind attention to one of the policy anomalies of lending by the Reserve Bank of India and seek your help in solving one of our major problems related to financing for our operations. 

The District Milk Unions have to store the dry milk powder for a longer period but, for making payments to the farmers, they require working capital facilities.  Further, in order to modernize their plants and also to manufacture new value added products at low cost, the District Unions also expand / construct new capacities for which they also need term loan facilities.  The State Federations also stock the excess production of District Unions for marketing across India and also to export outside India and thus, have working capital requirements. 

The Reserve Bank of India focuses on the “priority sector” for its lending as those sectors that impact large sections of the populations, the weaker sections and sectors which are employment intensive.  However, when it comes disbursement of short term and long term loans for dairy cooperatives (district Union and State Federations), our activities are not treated as “priority sector” category for direct finance to agriculture. 

Earlier, the finance given by the banks to District Unions and State Federation of Cooperative Dairies was categorized by RBI in the priority sector lending norms as it was treated direct finance to farmers. However, vide circular No. RBI/2006-2007/358 dated 30-4-2007, as per clause I (1) and section I (1.2.2), finance upto an aggregate amount of Rs. one crore per borrower and one third in excess of Rs. one crore per borrower given for dairying activities is to be categorized under direct finance to agriculture category. Considering our large operations, limit of Rs. one crore is negligible.  The limit should be removed to meet our short term and long term funds requirements. 

The entire finances to District Unions and State Federation of Cooperative Dairies should be treated as direct finances to farmers, covered under priority sector lending norms as these organizations have been created under three-tier Amul Pattern, for the betterment of rural farmers and are nothing but the forward integration of farmers for better price-realisation. These institutions are  owned, managed and fully controlled by the farmers’ representatives and there is no middle men involved in the operations.  It can also be treated like a “Self Help Group” (SHG) created by small and marginal farmers for their own betterment.  Loans to SHG are also covered under RBI norms of priority sector. 

In view of the above, we request you to instruct the RBI to reconsider the decision and a suitable circular may be issued to classify advances to dairy sector as priority sector at the earliest for the benefit of millions of farmers of India.
It is therefore recommended that: 

  

a. Government should advise RBI to reconsider the decision and a suitable circular may be issued to classify advances to dairy sector as priority sector at the earliest for the benefit of millions of farmers of India.

It is in the above context, we the undersigned urge the Union Government to take the necessary step outlined in this memorandum, in the interests of not only India’s farmers and milk producers but also in public and national interest.  For the action of the Honorable Prime Minister we the undersigned shall remain forever grateful:

Signatories to the Memorandum

	(Parthibhai G Bhatol),
Chairman, Gujarat Cooperative Milk Marketing Federation Ltd., Anand.
	(Ramsinh P Parmar),

Chairman, Kaira District Cooperative Milk Producers’ Union Ltd., Anand.

	(Vipul M Chaudhary),

Chairman, Mehsana District Cooperative Milk Producers’ Union Ltd., Mehsana.
	(Jethabhai P Patel),

Chairman, Sabarkantha District Cooperative Milk Producers’ Union Ltd., Himatnagar.

	(Manubhai A Patel),

Chairman, Surat District Cooperative Milk Producers’ Union Ltd., Surat.
	(Narendrabhai M Patel),

Chairman, Baroda District Cooperative Milk Producers’ Union Ltd., Vadodara.

	(Jethabhai G Ahir ),

Chairman, Panchmahal District Cooperative Milk Producers’ Union Ltd., Godhra.
	(Moghabhai M Desai),

Chairman, Valsad District Cooperative Milk Producers’ Union Ltd., Alipore.

	(Mohanbhai R Bharwad),

Chairman, Ahmedabad District Cooperative Milk Producers’ Union Ltd., Ahmedabad.
	(Govindbhai S Ranpariya),

Chairman, Rajkot District Cooperative Milk Producers’ Union Ltd., Rajkot.

	(Ghanshyam J Patel),

Chairman, Bharuch District Cooperative Milk Producers’ Union Ltd., Bharuch.
	(Shankersinh R Rana),

Chairman, Gandhinagar District Cooperative Milk Producers’ Union Ltd., Gandhinagar.

	(Vihabhai S Sabhad),

Chairman, Surendranagar District Cooperative Milk Producers’ Union Ltd., Wadhwan.
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