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Abstract-

Maharashtra is known as sugar bowl of India. It tdyutes around 40% of
national sugar production. Cooperative sector isnigant in its sugar industry.
The state sugar industry has a turnover of Rs.ZDd@6res. It has been playing
significant role in overall socio-economic develamnof the state for the past si)
decades. The industry has achieved spectaculavtgrowing to the conducive
environment in the state. It has become a moveamehtontributed significantly
to the industrial development of the state. Thénfelk of the industry is the
involvement of large number of small and margiaairfers regardless the size of
their holding. But in the recent past this onediainampion industry is faced with
various grave problems like obsolete technologgrtsimargin, policy hurdles,
entry of private players, non availability of sugane, financial crisis, corruption
and so on. A recent report shows that almost 40%tadé sugar mills are sick.
Moreover, with the advent of new economic eraflmaiat competition, awareness
of farmers coupled with their movements and changlobal environment are
threatening the very survival of the industry agk Therefore there is an urgent
need to take review of these problems and idemhedies thereon for the
protection of millions of farmer dependent on tha@ustry. Some remedial steps
like de-controlling the industry, reviewing levysm and export policy need to be
taken immediately. The proposed article intendsike a brief review of crucial
problems faced by the industry and tries to suggeste concrete remedies
thereon for the rejuvenation of this crucial indydiat forms the backbone of th
rural economy of Maharashtra. .
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Introduction

Maharashtra has a remarkable history and traditi@ooperative sugar
industry. The state has been known as pioneeragderative movement.
Especially sugar cooperatives in the state havenipent place in socio-economic
development of the state. Maharashtra under trbpedaand has adequate
irrigation facilities and suitable climate for sugane. Therefore cooperative sugar
industry is deep rooted and grown in the stateesir850 when Pravara experiment
took place in Ahmednagar District. At present, sheie has 202 registered sugar
factories out of which 195 are functioning inchugli 165 factories from
cooperative sector.

Over a last decade the sugar cooperativBmharashtra have been facing
some grave problems. The industry that has tram&fdithe life of millions of
farmers and societal development, has been strhivand for its very existence.
Gone are the days when the industry has royal made Now it begging for the
government aid for its survival. The problems fabgdhe industry are of two
types namelyself generated problen@nd theproblems emerging from the new
economic policyln the year 2008-09 out of 165 cooperative stgetories in the
state, only 123 have taken its crushing seasonogd0% sugar cooperatives in
the state are in trouble and 71 sugar coopegaivithe state are declared as sick.
Eighteen sugar cooperatives are already liquidéwezhty seven are handed over
to private management. It will not be improper & gay that the state sugar
industry is on death bed.

Following are the general problems faced by thee stagar cooperatives:
Challenges -
1. Corruption-

Cooperative sugar industry in Maharashtra has bemited by corruption. It is the
only grower owned enterprise. Even a small farnaerlze member of the factory
and further he can lead factory in a capacity céator or a chairman. However,
most of the member farmers are illiterate or sdiefiate and have least financial
interest. The structure of cooperative sugar faesatself doesn’'t have any
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financial accountability over the persons at thienhaf the affairs. The basic
philosophy of cooperative form of enterprise iptotect collective interest of the
small and weaker sections of the society. In reattice the very objective of
cooperation is defeated. The working of the segaperatives is dominated by
few large farmers who use cooperatives as a tastitee their personal interest.
Instead of safeguarding economic interest of sfaathers, they are protecting
their personal political and financial interestaingh the corrupt practices.
Financial unaccountability, high political ambitgyrgreed of wealth and money
leads to corruption. Thirty-four cooperative sufgartories in the state have
suffered losses to the tune of Rs 1,173.90 croomadarch 31, 2010 - an amount
that is higher than the country's budget for pohmunization. The losses have
been recorded in a report prepared by the Cometraiid Auditor General

of India The report has blamed factories for mismanagemmethuunproductive
expenditure that has resulted in financial irregtiés.

2. Lack of professional management-

In the era of new economic reforms (LPG), indubkteiavironment has
changed drastically. However, a lack of profesdiema pervades the
cooperative sector. According to Prakash Naikngvdhe Managing
Director of State Cooperative Sugar Factories Faaer‘The cooperatives
have grown under protection and now they are likeaergrown baby in an
incubator."In today’s highly competitive and globalised bess
environment, there is an urgent need of profeskioremagement for the
successful conduct of the affairs of the co-opesabrganizations. The
professional management of sugar co-operativdwisi¢ed of an hour. It is
also needed in sectoral federation which protdwsriterest of its affiliated
units. It has been observed that general trend he growth of
professionalization of management is hindered i tbo-operative
organizations because of lack of education anditrgi Sharad Pawar,
Union Agriculture Minister and powerful sugar loldty noted on the
occasion of the centenary of the cooperative mowethat the financial
indiscipline, lack of transparency and non-professi management had
crippled the sugar cooperativeslthough sugar factories form the lifeline of
the Maharashtra State, they should learn to stamdheir own he said. The
State's sugar industry is in urgent need of a toamstion of its cooperative
management. The professional approach needs ttaykspbby the sugar
cooperatives managements as done in the cooperarganization
in neighboring state of Gujarath like AMUL.
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The mismanagement in sugar cooperatives is egldibiin form
of unskilled and untrained workforce, vested padit interest, absence of
modern management tools and techniques, lack esifgiitedness, absence
of quick decision making process, delayed and destecisions, high
authority and low accountability etc. Due to theseumstances private
professional managements are either taking ovesitkesugar cooperatives
on lease or purchasing them in the course
of liquidation.

The pattern of management of the factories nedbhange drastically if
India were to take advantage of the internatiopa&ning up of the markets.
Curbing nepotism in the allocation of sugar millscreasing the
representation of poor farmers in governance, piohg the setting up of
new sugar mills, cutting off funds to mismanagedsand “sick' units, and
closing down mills that have not been operationaldver three seasons are
some ways to stem the rot and bring the cooperatisegement back on
track.

3. Short Margin:

Short margin is another problem that relates toegperash. In Maharashtra all
sugar cooperatives collect sugarcane from caneaggywrush it and produce
sugar. Whatever sugar produced is hypothecatedstadd Cooperative Bank and
loan is obtained. From the loan amount availed cgiogers’ payment is made. In
price crash situation cane price paid to cane gr®aed processing cost per ton
exceeds loan obtained per bag of sugar. Many suggueratives are suffering
from the short margin and are resorting to ovemtifeom banks. For example, if
a sugar cooperative has produced two lakh bagsgair©f 100 kg each, the stock
immediately goes into the custody of the coopeedbank. The bank has financed
the sugar mills considering a benchmark sugar mii¢es 26/kg. As per the
benchmark, the total value of the two lakh bag@9$2 crore. Of this, the banks
gives 85% as an advance to the mill, that is Rerdee. But as the mill is realizing
only Rs 25/kg to Rs 25.50/kg, the value of the skt bags in the bank's custody
decreases to RS 50 crore, with a consequent reduntithe permitted withdrawal
amount to Rs 42.20 core. This difference of Rs tr80e, the over-drawl amount,
is called as short margin in the industry. At |€&but of 111 cooperative mills
participating in the ongoing crushing season acetsif margins on advances. The
Maharashtra State Cooperative Bank (MSCB) hasiteatadvances to these
mills.
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To match the short margin factories have to obamiother loan and the
vicious circle continues. Another secondary thisgvhile sugar production
has increased in the last decade domestic sugaurgiion has grown very
slowly. Despite the levy mechanism, ban on expammeting of sugar
prices led to accumulation of heavy stock with sufmctories which
ultimately results in declining sugar prices belmgakeven point. These are
the main reasons as to why margins were underyredss the year 2006-
07 the amount of short margin of state cooperasiugar industry was
estimated to be 600 crores.

4. PriceCrash:

In the year 2006-07 the sugar production in Mahdrastouched 9
million tons. In the year 1952 it was 0.147 mniin1980’s it had reached to
1.394 mn. tn. in 1990’s it has touched to 3.923 mnand in the year 2006-
07 it has all time high i.e.9.095 mn.tn. It shoWwattit has increased manifold
over the period of time, while consumption of sugancreasing at a steady
pace of 4% to 5% p.a. It does not match the iner@agroduction. As a
result, after bumper production, the price of sudalis rapidly and
significantly. Sometimes price of sugarcane as maaterial is higher than
price of sugar. The impact of the price crash witimately be felt by
sugarcane farmers. As the factories run into logsssnent to farmers
delayed automatically. Consequently cane plantingsgdown and crop
pattern changes. Sometimes to control the situgBiomernment interferes
and lifts the ban on exports and creates bufferkstbut decision has not
been implemented immediately, it comes into ext#ewhen global price
crashes. So despite of subsidy sugar factoriesnmoape able to ship sugar
to other countries at a competitive price. Thedlelhg table shows the price
fluctuations of sugar in the past decade.

TableNo.1
Average Wholesale Sugar Pricesfor last seven yearsin Mumbai Market

Sr.No Y ear Sugar Price Per K.g.(in
Rs.)
1 2003-04 14.42
2 2004-05 17.58
3 2005-06 18.46
4 2006-07 14.50
5 2007-08 14.85
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6 2008-09 24.56
7 2009-10 31.46

(Source- Hand Book of Sugar Statistixst;:2008 and Cooperative Sugar,
May 2011)

5. Natural Vagariesand Infamous Sugar Cycle:

As Maharashtra falls under tropical belt, sugaeccultivation in the
state is largely depend on monsoon and agro climfatgarcane crop
requires adequate water and sunlight. A vagary ether significantly
affects the sugarcane production in the state. igecaf this the area under
sugarcane in the state varies from 0.549 to 1.0dlbmhactares in the last
ten years. The sugar industry is well-known foratksxs for its cycles of
surpluses and shortages, typically every five \@seyears.

Higher sugarcane and sugar production resultdafi an sugar prices
and nonpayment of dues to farmers. This compeldaimers to switch to
other crops thereby causing a shortage of sugaraaselting in steep
increase in sugarcane prices and extraordinaryt@rdfaking into account
the prevalent higher prices sugarcane, farmers theiich back to
sugarcane. Normally two or three year surplus wadlty two or three year’'s
shortage.

Figure No.1
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1. Need of Moder nization-

Most of the sugar cooperatives in the state amdaas 30 to 40 years. Over the
period of time lot of technological changes andedsification have taken
place. Most of the players in the industry have maintained, modernized or
expanded their plants. But a few have changed téhiimes and have pursued an
agenda for reform. They have realized that the roglycts of sugarcane - such as
molasses, bagasse and press-mud can Yyield pradioss New diversified
technology and low cost plant and process techsitpa®e been invented in sugar
industry. But to adopt technological diversificatioold plants need to be
modernized. For modernization huge amount of chEtaequired. Most of the
sugar cooperatives in the state are engrossed théthfinancial problems and
crises. They do not raise money for modernizatecabse these sugar factories do
not have any internal financial resource generatmgchanism. Lack of
modernization affects crushing capacity, recoverglasses, total losses of sugar
in process, fuel efficiency, stoppage etc. Theestgivernment has set up Sugar
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Development Fund to assist modernization of theaswgoperatives in the state
but their norms for obtaining loan and rate of iests are cumbersome for the
factories.

2. High interest burden:

Cooperative sugar industry in the state is highlprkwng-capital
intensive. Basically this industry is seasonal atune. A 2500 TCD sugar
factory expected to run 160 days in a year commgnai the month of
October whereas sugar sales happen throughout éae Sugar factory
collects sugarcane from its members, produces sag@arafter deducting
process cost the remaining amount is being diggtbiamong the cane
supplier in proportion of cane supplied. Compansoaincurs fixed cost
when crushing comes to an end. There is no inmgthanism of plough
back of profit or generating reserves or raisingited from capital market.
So majority of sugar cooperatives always dependhugdernal financial
institutions for their additional capital need. Wihmargins are squeezed and
the factories are not able to make enough monesn ¢u recover their
conversion cost are in deep financial trouble.dditon to that, if factory is
in short margin position it has to face hindrange®btaining loan. The
entire situation raises additional interest burdanthe sugar cooperatives.
The financial report of state shows that therege per quintal of sugar
varies from Rs. 3.79 to Rs.377.89 in the year 20@8Average interest cost
per quintal of sugar produced for last five yeasRis.111.30 which is
significant. The rate of interest for obtainingdo@om District Cooperative
Bank or State Cooperative Bank is around 13% to 18 which is
relatively high and the factories are bound to thden from these banks.
Recently government has advised to these banksotade loan to sugar
cooperatives @ 10.5% p.a. or to allow them to beirfrom other banks.

3. Shortage of Sugar cane-

Maharashtra is being known as top producer of saga and sugar, but the
state now experiencing capricious sugarcane avi#jatbue to estimated shortfall
of at least 30% in its cane yield. Availability sfigarcane is normally depends
upon area under cultivation, climate and irrigatiacilities, crop diseases and
pests, infamous sugar cycle and diversification aiher crops. Moreover
development of state sugar industry is also uneVéhere there are adequate
irrigation facilities, factories can take seasorrenor less 160 days and recovery of
that particular region is comparatively high i.&.3% t013.75%, but where there is
inadequate irrigation facilities and lower rainfédictories cannot take crushing
season more than 120 days and their recoveryad@isin between 9% t010.5%.
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Considering these all factors, availability of suggae in the state is not enough.
The sugarcane crushing in the season 2008-09 .32 44illion tons as against
76.14 million tons in the previous season. Theaifeti capacity of the state is over
72 lakh metric tons but the average sugarcane ptioduin the state for the last 10
years is not more than 50 lakh tons. As a resultenseason when cane production
is fallen, 40% of the installed sugar factoriesldawt start crushing season and if
they start, they could not run factories for mdrart 100 days. The fluctuations in
the sugarcane productions are evident from theelldbl 2.

TableNo.2
Production of Sugarcanein the state (in mn/tn)
Sr.No. Y ear Sugar cane Prod"
1 2001-02 45.14
2 2002-03 42.17
3 2003-04 25.67
4 2004-05 20.48
5 2005-06 38.85
6 2006-07 78.57
7 2007-08 88.43
8 2008-09 60.65
9 2009-10 64.16

(Source Cooperative Sugar, Ma¥y12pp 61)

The other significant factors causing sugaeaamavailability are improper
location, nepotism while granting permission awéises, vested political interest
and the prevailing zoning system.

4. Threat of Privatization:

Sugar cooperatives in Maharashtra have been facmayging challenge
of Privatization. In the process of decontrollingdustry is de-licensed on
11" August, 1999. Before delicensing the cooperatieet® has clean
sweep in the state. The number of private factonéie state was limited to
four only. After de-licensing the number of privdectories in the state
increased rapidly. Before de-licensing it was ledito four only but till the
year 2010-11 forty three private factories are peration in the state. The
steep increase in the growth of private sugar faatas shown in the graph
no. 1 ahead. Formation of another 92 factories xpeeted in the
forthcoming 5 years. The private sector is forgadad not only in forming
new units but they are acquiring sick cooperativgas factories in the state.
Thirteen cooperative sugar factories are alreaglyidated, thirty five are in
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the process of liguidation and twenty seven arsdé@abut to either private
management or well managed cooperatives. Around glii§ar cooperatives
in the state are declared as sick.

Graph No.1

Rise in No. of Pvt Factories in the State
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Source- Cooperative Sugar, May 2011

The number of operating sugar cooperatives in the s@re decreasing
day by day. The private players are acquiring bk 8nits and running it
successfully. Therefore leasing out sick coopeeatito private players is
emerging as a remedy for its survival. But if thitsiation is not changed the
day is not far when sugar cooperatives in the stdteanish.

1. Unsound Export Policy:
The exports of sugar were governed by Séggort Promotion Act,
1958. According to the Act government could use 20@0&ountry’s total
production for sale abroad. Later on in the proaalsslecontrolling the
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provision was eliminated. India is second largesfas producing nation in
the world, while it is only seventh largest exporé the commodity. The
Government decanalised the exports in 1997 allownigate parties to
export sugar. The Government has also put the sug@aorts on Open
General Licensing (OGL) allowing the private pastte import sugar. The
imported sugar has been subjected to a customad#t9% from Jan.1999.
From 2001 export of sugar can now be undertakerthbyvarious sugar
factories after obtaining Export Release Order ftbmdirectorate of sugar
under the Ministry of Consumer Affairs, Food andolu Distribution. In
spite of that Maharashtra as well as national sugduistry is not able to
exploit export potential because it produces plaomnavhite sugar which is
produced through double sulphitation process. Bhigar is not much in
demand in the global market. Refined sugar is moatemanded globally
and it requires phosphoflotation process. Mostuwfsugar cooperatives are
not equipped to make refined sugar. Maharashtra e@owent also
announces export subsidy apart from Central Govemniout it came at the
time when global market had crashed, causing lassesgar factories and
farmers. In short import or export of sugar is rharesorted to when there
IS a mismatch in domestic sugar production. Moredvem June 2006
onwards Central Government banned sugar exporta Assult, domestic
sugar rates have fallen drastically and most ofstigar cooperatives could
not pay even Statutory Minimum Price (SMP) to farsne

2. Suggish Pace of De-controlling :

Sugar industry decontrolling decision hagrbput on hold for a long
time. At present it is under partial decontrol mdukxause of which the
industry has flourished. Recently, the union cabaecided to constitute an
expert group to look into the ways and means tal toécontrol of sugar
industry. The Government had announced completeondiet of the
commodity by March 2003, but the decision was deteto October 2005.
Though Government had taken some positive and etsateps towards
decontrol, like de-licensing industry, reducing anddifying levy system,
releasing restrictions on sugar export etc. ststnictions on the commaodity
continue. The decontrolled environment is likelyhelp sugar industry to
record a more robust growth.

3. Levy System:
Sugar is under purview of Essential Commyodict, 1955. It means

that the government controls sugar capacity additithrough industrial
licensing and determines the price of sugar andjtizmtity that can be sold
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in the open market and through Public Distribut®ystem. It is one of the
major hurdles faced by sugar cooperatives. Maxirteuy percentage in the
country was 70% and at present it is 10% levy abfb ree sale. It means
that the sugar factories are expected to surret@r of their production at
price below the market rate which is fixed by thev&nment for Public

Distribution System. Unfortunately since 2003-04v&mment has not been
revised rates of levy sugar. After surrendering 18P@utput as levy the
remaining 90% is sold by sugar factories in resdc marketing

environment. The Government releases what is catledthly free sale

guota to factories to be sold within stipulateddiframe. Levy system and
free sale quota system are believed to be restigiiowth of sugar industry.

4. Other Challenges:

Apart from the main problems discussed abthe other challenges
faced by the sugar cooperatives in the Maharastéi@ are: competition
from Gur and Khandsari industry, burden of varitaxes (like purchase tax,
Income tax, excise duty), higher cane price, pmokl®f cane cutters labor
troops, decreasing yield of sugar cane, high proolucost, over staffing
and so on. Such hindrances are affecting the grofligar cooperatives.

Remedies

To revive the state cooperative sugar ittgusom these challenges and for
resurgence of the noble farmers movement followergedies are suggested.
These remedies are of two types. i.e. Policy reaseahd Internal remedies.

A) Policy Remedies:

1. There is a need to levy 60% import duty on saigar.

2. There should be a ban on sale of refined sngae country.

3. Government should purchase levy sugar thraypgim market according to
central or state government policy, then it shdaddlistributed through
Public Distribution System (PDS) at concessiong.ra

4. There has to be an immediate withdrawal ofdrasugar export and allied
by- products also.

5. The government should allow use of minimum J#@nol along with
petrol in vehicles. It will help in boosting molassmarket prices and save
the precious foreign currency.
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6.

7.

8.

9.

There has to be declaration of buffer stockugfar of more than 20 lakh
M.T. whenever necessary and removal of restriatioisugar stock.

Purchase tax on sugarcane which at presahBk% on cane price should be
removed because factory collects sugarcane fromeatabers.

Due to crumbling rates and fluctuating pricpalicies factories are facing
the problem of short margin. To avoid that, govegntrshould determine
steady pricing policy for certain period up to &k It will reduce the
problem of price crash. Price policy for by produshould also be
determined.

Process of de-controlling should be takenaard immediately.

10. There should be withdrawal of dual pricpuiicy ( levy system) and pre

determined import and export policy for a periocbofears.

B) Internal Remedies:

1. Mechanism of ploughing back of revenue shouldd@pted by each
factory.

2. Over staffing should be strictly avoided. A¢gent in the state 60 %
to 80% overstaffing is there in sugar cooperative.

3. Every factory should use Employee Resourceriitig (ERP) technique.

4. Professional management techniques likeamgtol, purchase procedure,
fund raising, branding, research and developmeaihing should be used by
all sugar cooperatives.

5. Every sugar cooperative should undertake mtomiuof by products i.e.
cogeneration, ethanol, distilleries etc. to redemst of production and
generate more revenue.

6. Micro level cane cultivation and harvestingieiques should be used to
estimate proper sugar cane availability.

7. Mechanization of harvesting is necessary.

8. Corporatization of sugar cooperatives.

9. Atomization of process and use computerinatio

Conclusion-

Maharashtra sugar industry is one of the most tetatd large scale sugar

manufacturing sectors in the country. The pacea@ivth of sugar manufacturing
has been massive over the past few years. Thetigdas seen spectacular
growth owing to the conducive environment in tregest This industry have
become a movement and led to industrial developwiethie state. The hallmark

of the industry is the inclusion of poor and maaifarmers regardless of their size
of land holding.
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But the situation has changed over the gasade. Corruption,
unprofessional management, lack of modernizatiaoerash, short margin, and
natural vagaries are ailing sugar cooperative érstate. As a result, more and
more sugar cooperatives are becoming financiallgkwand sick. Liquidation and
leasing out of sugar cooperative is becoming commorexploit the situation
capitalists are assuming a posture to devour tilisfarmer’s enterprise.
Therefore timely measures are needed for the reangresurgence of the one
time champion industry. Government, Cooperative &gment, Farmers,
Employees and all stakeholders should join handstept these challenges and
give it a new lease of life.
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