EMERGING BUSINESS In a sector riddled with middlemen and wastage, post-
harvest management is becoming a reality FEATURE With corporates warming up
10 social media, a whole host of start-ups are playing the role of strategists —
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In his previous avatar as an analyst, Manit Varaiya Sllvette
sniffed out sound investment opportunities for aliv- ...
‘ing. In doing so he realised that there was a scalable S[ar(p(l
business opportunity staring him in the face — anaf- August 2014
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A slorehouse
of growth

How a bunch of private players ave looking to plug a
sertous gap and create valwe in India’s agri supply chain
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The push factor
A mudtitudde of fuctors ®
are driving the need
Jor warehousing in
the country
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housing infrastructure to offer
better storage facilities to farmers.
These companies have been work-
ing on cutting through the various
levels of rruddlcmen by procuring
agricultural produets directly from
farmers on behalf of processors,
traders and government bodies,
thereby ensuring better prices for
furmers. They provide an entire
spectrum of warchouse-manage-
ment, transportation and port-
handling services and help farm-
ers transport goods from mandis
and warehouses to their process-
ing centres. By delivering a host of
services on a single platform, these
companies make it easier for cor-
porate elients to source from them,
instead of dealing with multiple
entities for each service. As for the
farmer, he does not have to warry
about lugging his produce to vari-
ous locations.

GROUND REALITY

In a country where millions go
hungry every day, 10% of produce
goes waste due to ineflicient or
insufficient storage. India is one
of the largest producers of agri
commodities, producing 250 mil-
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lion metric tonne of cereals and
pulses and fruits and vegetables
cach year. In fact, the agricultural
sector makes up around 20% of In-
dia's GDP. Apart from milliens go-
ing hungry, the monetary loss due
ta this wa stage amounts (o a stag-
gering 60,000 crore every year,
Much of this loss can be attrib-
uted to the unorganised strueture
of the agri industry. For several
decades now, the industry has
been governed by the agricultural
produce marketing committee act

produce. In fact, the government
has now allowed the creation of
private mandis,

Farmers come (o these mandis
to find buyers for their produce
through an auction and the price
is usually determined by visnal in-
spection. Agents and other middle-
men then grade the goods; most
often, this ends up fetching the
farmers a lower price than what
they would get if they were to sell
the produce directly to the final
buyers. Since the business is mostly
unorganised, intermediaries that
have sprung up make the price dis-
covery inefficient.

The middlemen at the mandis
charge a commission from both the
seller (farmer) and the buyer (trad-
er/processor), Apart from the com-
mission, there is also a market fee
and taxes that need to be paid by
the buyer. Thanks to the various
levels of intermediaries, the differ-
ence between the wholesale price
— which is not paid to the farmer
but what goes to the middleman
— and retail prices is almost more
than double for most commedities.

Although commission agents
charge a fee, they have no facilities
to grade or sort the grain and their
archaic storage facilities often lead
to huge post-harvest losses. Also,
due to the supply glut in the mar-

The monetary loss to the nation due
lo insufficient storage of produce
amounls lo 360.000 crore every year

(APMC), There are more than 7.500
APMC mandis or yards across In-
dia, cach with its own sot of rules
and regulations and covering an
average arca of 450 sq km, How-
ever, due to insufficient coverage
and ineflicient price discovery, six
states have done away with APMC
mandis. These mandis not only con-
trol the entire trade of agricultural
goods but also have a significant
bearing on the final price of the

ket just after the harvest season,
the drastic fall in prices results in
farmers being unable o even cover
the transport costs, Almost 6% of
the food grains are stored at farm-
er’s households and sold at sub-op-
timal prices,

However, there is significant
seape to improve effiviency levels
and reduce wastage in this sector
through better warchousing. The
public sector aecounts for around
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72% ol agri warchousing capac-
ity and there is a gap of 35 million
tonne of warchousing capacity that
needs to be filled. Despite the de-
mand-supply gap, the investment
into building warehousing capacity
is not flying thick and fast due to
the long payback period involved.
For instance, a 20,000 sq ft ware-
house costs anywhere between €5
crore and 27 crore and it Lakes 8-10
years to break even on the invest-
ment with a 12-14% return, which
is not very luerative. Offering only
storage facilities becomes a com-
moditised business since there is
not much differentiation except
in pricing. A majority of the
vice providers follow an asset-light
strategy by leasing out existing
warchouses, That way, companies
can follow the crop pattern without
making heavy investments and go
through the enmbersome process
of procuring land and availing
clearances for construction.
So, why aren't larger business
“houses getting into the post-har-
vest management business if the
opportunities are so lucrative?
“This is one of the most operation-
ally tough businesses to be in,"
says Origo’s Dhanuka. “It involves
dealing with a lot of middlemen
and manpower, besides building a
network both on the buyers” and
the suppliers side. And with a lot
of services being interlinked, time-
ly execution is very critical. The ex-
isting players are unable to lever-
age technology and nat all of them
have the bundwidth to provide the
entire spectrum of services, So we
want touse the existing infrastrue-
ture and offer the entire spectrum
of the business with the help of
technology,” he adds.

SOWING THE SEEDS

Currently, Origo has 500 ware-
houses and more than 1,000 em-
ployees, with a revenue of around
2150 crore. The number is expect-
ed to double in the next financial
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&6 We want to use the existing
infrastructure and offer the
entire spectrum of the business
with the help of technology

—MAYANK DHANUKA
Dicectod, Origo Commodities

year. The company is looking to
create around 20 integrated service
centres, which will cost about 25
erore-15 crore depending on the
location and size. While around
250 crore-75 crore will come from
internal aceruals, the company is

looking ta raise money from pri-
vate equity funds as well.

When players such as StarAgri
and SLCM started their operations
six Lo seven years ago, the compa-
nies had to win over the trust of

farmers Lo use their services, In
the larger mandis, post-harvest
eompanies have employed regis-
tered representatives who directly
source from the farmers. StarAgri
identified a few farmers in Rajast-
han and worked with the company
closely to sell the idea of working
with the company for a commis-
sion. Their strategy of breaking
into the rural community has paid
off, with the company now having
adirect relationship with 300,000
farmers across the count ry.

These companies also work close-
ly with banks to disburse loans and
help with documentation, earning
a fee on both the loan erigination
and eollateral management. Farm-
ers can also opt to hold the goods
for three to four months and sell



it at better prices if they choose
to. They can also receive credit
against the warchousing receipts
from banks and financial institu-
tions. Access to warehousing helps
farmers avoid distress sales of their
produce during the harvest sea-
son. “For banks, too, it is the ideal
way to meet their priority sector
lending requirements,” says Girish
Nadkarni, partner at IDFC Alter-
natives, who pegs the opportunity
at £100,000 erore and believes that
“there is potential for exponential
growth in the business since the
annual agri production is over T8
lakh crore.”

1DFC Alternatives first ventured
into agri services when it invested
2150 crore in StarAgri in Febru-
ary 2012. Headquartered in Jaipur,
StarAgri was founded in 2006 by
Suresh Goyal, Amit Khandelw-
al, Amit Mundawala and Amith
Agarwal, who were then associ-
ates at ICICI Bank, helping farm-
ers get financing. Between them,
they have years of experience in
financing, procurement, warehous-
ing and being commission agents.
When the idea occurred to them,
they had just the perfect match of
skills required to start a post-har-
vest management company., They
even spent time with each other’s
families for a week to see if they
could work as a team. The four-

&6 There is potential for
exponential growth in the
business since the annual agri

production is aver T8 lakh crore -

—GIRISH NADKARNI
Partner, IDEC Altematives-Private Equity

‘ some found that their value sys-

tems were similar and decided to
start StarAgri. The company has
come a long way since then: it op-
erates 1,200 warchouses across 300
locations with a total warchousing
capacily of 1.7 million tonne. Its
collateral management portfolio
has grown from 500 crore in 2012
Lo 29,000 erore currently and it has
tied up with 35 banks to provide
collateral financing to farmers, It
also raised 250 crore earlier this
year from Singapore-based com-

al, four others will be functional
by mid-December, Onee the initial
mandis gain some traction, the
campany’s intention is to create 50
private mandis in & couple of years.
It will invest in building silo-based
storages, used for bulk storage
based on international standards,
and mechanised sorting and tech-
nology to ensure real-time invento-
ry and risk management. The com-
pany clocked revenue of T110 erore
in FY14 und is expeeted to almost
double it to T200 crare in FY15,

StarAgri operales 1,200 warchouses
across 300 localions, with a tolal
capacity of 1.7 million lonne

pany Temasek to expand its agri
warehonse network and develop
private mandis.

StarAgriis looking to create five
private mandis in Rajasthan and
Madhya Pradesh where warehous-
ing, procurement, testing and
gradinig facilities will be pro-
vided under the same roof, mak-
ing things casier for the farmer.
Earlier, they had to first go to the
mandi and then shift the goods to
warchouses, The current process
allows for better price discovery
since the NCDEX terminal will live
stream the prices of commeodities.
With one mandi already operation-

@& We backed Sabharwal since
he focuses on using technology
1o build softer infrastructure

that improves overall efficiency

—SANDEEP SINGHAL
Co-founder, Nexus Venture Partners

driven by its expanding agri logis-
tics network. Almost two-thirds of’
its revenue comes from warehous-
ing and the rest from procurement,
testing and logistics.

For Sundeep Sabharwal, join-
ing his family’s food processing
business was a natural choice af-
ter finishing his MBa from Delhi
University in 1995, A decade into
the business, he realised that apart
from trading and processing, there
was little being done to improve
storage elficiency and reduce wast-
age in the existing warehouse sys-
tem. So he set up SLCM in 2008 —
fram a single warehouse location
in 2009, the company currently
handles nearly 600 warehouses and
nine cold storages with 1.55 million
tonne of storage capacity across
20 states in the country. *When 1
started oul and mooted the idea
of using technology to improve ef-
ficieney across warchouses, many
existing warchouse owners told me
that I had no clue about the busi-
ness. But with our standard oper-
ating procedure, we have been able
to prove that we can considerably
improve storage efficiency.” says
Sundeep Sabharwal, CRO, SLCM.

SLCM has invested in technol-
ogy to set up a centralised man-
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STOCK 1N TRADE: (1-R) Amit Khandelwal,
Amit Mundawata, Suresh Goyal and
Amith Agarwal of StarAgri

agement information system that
has real-time information on the
multi-location holdings of custom-
ers. [t has also come up with its
own SOP called Agrireach — that it
is looking to patent — that signifi-
cantly brings down wastage during
starage. One of the major reasons
for wastage is theft and the com-
pany has come up with 2 process
that not only reduces theft but
also checks the quality of the food
grains. It has a bar-coded ware-
house system wherein costomers
can track the movement of their
products. “Using bar codes, cus-
tomers can track purchases right
from the time they enter the ware-
house till they leave in trucks,”

“explains Sabharwal. The process
includes quality checks and moni-
toring moisture levels on a daily or
weekly basis, The company is now
looking to intraduce mobile solu-
tions that provide this information
within a few seconds of seanning
the barcode at each point — simi-

* lar to what eredit card companies
do when you swipe your card.

REAPING BENEFITS

Like StarAgri, SLCM has raised
multiple rounds of funding, In
May 2010, Nexus Venture Partners
made their first investment of 210
crore in the eompany. Thanks to
the challenges Suminter Organ-

ics — one of its portfolio companies
~ faced while sourcing, Nexus was
aware of the gaps in post-harvest
supply chain management. “We
were looking for a company that
addressed challenges in the farm-
to-production logisties space and
decided to back Sabharwal because
he was focused on using technology
to build softer infrastructure that
improves the overall efficiency,”
says Sandeep Singhal, managing
partner, NexusVenture Partners.
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With a revenue
of 1100 crore

in I'Yi5, Solan-
lal hopes to clock

‘recvenue of 1,800

crore in ¥'Yi6

In the next round of funding in
March 2011, Mayfield India and
Nexus Venture Partners pumped
in another €35.5 crore for expan-
sion. The company raised its third
round of funding from Everstone
Capital and Emerging India Fund
(a fund undertcict Bank), where
the funds invested 2129 crore. At
present, investors hold a nearly
74% stake in the company. SLCM is
loaking to foray into markets simi-
lar to India such as Myanmar and
Aftica, where it can replicate the
business model. With revenue of
21,100 crore in FY15, the company
hapes to elock revenue of 1,800
crore in FY 16 as it expands its ca-
pacity across the country.

The company made its foray into
the warchouse receipt financing
arena by acquiring Chennai-based
NBFC and launching its product
KissanDhan in April 2014 and
currently has a loan book of 250
crore. StarAgri and Origo are also
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starting their own financing arms
to finance farmers in areas where
banks and financial institutions
don’t have operations. “The finane-
ing business lends itsell to the
other services offered. Since we al-
ready have a network in place and
the colluteral is in our warehouses,
we are leveraging our existing as-
sets to add an additional revenue
stream,” says Amith Agarwal, di-
rector, StarAgri,

These organised players form less
than 5% of the total market, with
the government making up for
three-fourths of the market. While
some of them are creating infra-
structure in places where there
are good oceupancy rates and are
setting up smart mandis, most of
them are leveraging the existing
infrastructure to improve the
efficiency of warchouses and reduc-
ing wastage.

By straddling procurement, test-
ing, logistics and financing, the
companies are now generating
additional revenue streams to im-
prove their returns in a business
that is more or less commoditised.
As post-harvest management ser-
vices move to being more organ-
ised, it would only mean more op-
portunities for these companies,
helping them sustain their current
growth rates. ©
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