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Abbreviations

AeFDS Aadhaar enabled Fertilizer Distribution System
ATL Above The Line

ATM Automated Teller Machine

BAPU Biometrically Authenticated Physical Uptake
BM Bank Mitr

BTL Below The Line

CSC Common Service Centre

DBT Direct Benefit Transfer

FPS Fair Price Shop

GRM Grievance Redress Mechanism

IFFCO Indian Farmers Fertiliser Cooperative Limited
LFS Lead Fertili ser Supplier

LPG Liguefied Petroleum Gas

MDR Merchant Discount Rate

MFMS Mobile Fertilizer Management System

MRP Maximum Retail Price

NEFT National Electroni ¢ Funds transfer

NITI National Institute for Transforming India
NPK Nitrogen, Phosphorus, and Potash

OTP One Time Password

PACS Primary Agriculture Credit Society

PoA Points of Authentication

PoS Point of Sale

SIM Subscriber Identification Module

SMS Short Message Service

TAT Turn Around Time

TPDS Targeted Public Distribution System
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Executive
Summary

MicroSave - Market-led solutions for financial services

Fertili ser subsidy is the second
largest subsidy, after food,
provided by the Government of
India with a budget of INR
70,000 crore ((USD 10896.638
million) in FY 1718. In the
Union Budget 2016-17, the
Indian government proposed to
bring fertili ser subsidy under the
ambit of Direct Benefit Transfer
(DBT) programme to streamline
its distribution.

The government announced
pilots for Aadhaar enabled
Fertilizer Distribution System
(AeFDS) on (28t March, 2016) in
16 districts2 (three additonal
districts were included in pilot
phase on 27 January, 2017)
across India. AeFDS is a modified
subsidy payment system under
DBT scheme where fertiliser
companies will be paid subsidy
only after retailers have sold

Thttp://indiabudget.nic.in/

219 districts are: Una (Himachal Pradesh),
Kishanganj and Begusarai (Bihar),
Hoshangabad (Madhya Pradesh), Karnal
and Kurukshetra (Haryana), Thrissur
(Kerala), Gorakhpur (Uttar Pradesh),
Nasik and Raigarh (Maharashtra), Tumkur
(Karnataka), Rangareddy (Telangana),
Krishna and West Godavari (Andhra
Pradesh), Maldah and South 24 Paraganas
(West Bengal), Narmada (Gujarat), Pali
(Rajasthan), and Dhanbad (Jharkhand)

fertili ser to  farmers/buyers
through  successful Aadhaar
authentication via Point of Sale
(PoS) machines.

On a request from National
Institute for Transforming India
(NITI) Aayog3, MicroSave
conducted a dipstick evaluation in
six districts (Rangareddy, Pali,
Una, Hoshangabad, Krishna, and
West Godavari) where AeFDS
pilot  was running live 4.
MicroSave assessed the aggregate
responses from 1,734 farmers and
200 retailers across six districts
and also conducted in-depth
interactions with the concerned
government officials and district
consultants.

3http://niti.gov.in/

4 At the time of research, AeFDS live
districts were those six districts where
subsidy payment to fertiliser companies
was paid on actual sales realised through
PoS machines. Other 10 districts were dry
run districts where subsidy payment to
fertiliser companies was yet not linked to
actual sdes via PoS.
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Key Objectives

£

The key objectives of the
assessment were to:

1.

Identify issues and
challenges pertaining to
the pilot implementation
in six districts and present
it to the government and
other stakeholders

Provide actionable
solutions to improve
implementation and

identify best practices
Provide the government
with evidences, of what is
working and what is not,
that can aid policy level
decision making

Improve preparedness for
the national roll -out

The report elaborates key findings
of the study on three major
aspects 0O Farmer Readiness,
Retailer Readiness, and
Transaction Status. It also
explains best practices being
followed by districts based on
indigenous wisdom, and captures
lessons learnt from  these
interaction s.

The report also explains the
Targeted Public  Distribution
System (TPDS), which works on a
similar
kindo and has a
rate in terms of its operational

performance as compared to DBT
in fertili sers. Apart from this, the

report provides actionable

solutions for smooth

impl ementation of AeFDS
initiative. The report concludes
with district -wise briefings
encapsulating qualitative insights

from the ground.

principle

of
high
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Key Findings

)

Series of recent
fertiliser reforms
including Neem
coating of Urea,
and stronger
operational
control through
Mobile Fertilizer
Management
System (MFMS)
application has
reduced leakages

MicroSave - Market-led solutions for financial services

1. Series of recent fertiliser
reforms such as Neem coating
of Urea, stronger operational
control through Mobile
Fertilizer Management
System (MFMS) applications,
and the recently launched
AeFDS have strengthened
fertili ser distribution system
and improved its availability
in the market. Retailers and
farmers in all six districts
reported no instances of Urea
shortage in the last two years.
However, we need to discount
the reduced fertili ser demand
due to drought scenario in
thesetwo years.

2. MFMS application and AeFDS
has increased accountability
of stakeholders including
fertili ser manufacturers,
wholesalers, and retailers. It
has also enhanced
transparency with improved
tracking of physical
movement of fertili ser from
manufacturers to farmers.
These steps have helped in
reducing diversion of fertili ser
for other purposes. 31
retailers in Pali, 51 retailers in
Hoshangabad, 1 retailer in
Rangareddy, 131 retailers in
Krishna, 35 retailers in Una,
and 50 retailers in West
Godavari did not board the
MFMS system and also did
not renew their licenses post

5 The objective of the MFMS is to monitor
the movement of the fertiliser from the
manufacturer to warehouse to wholesalers
and from wholesalers to retailers. The
proposed system helps in monitoring the

AeFDS implementation. This
data and anecdotal evidences
suggest that the retailers
relying on pilferage might
have left the system because
of increased accountability
and transparency.

On the supply side, the
groundwork to implement
AeFDS across six districts has
been commendable. Almost
all the retailers (97 percent)

received training and
operational support to
efficiently operate PoS
machines. Network

connectivity measured in
terms of signal strength
visible in PoS machines was

observed as fvery
bars)o at 92 percen

locations. Current form of
grievance redressal (through
informal methods WhatsApp
group) is quick and
responsive; however, national
roll-out of AeFDS requires a
robust  formal grievance
redress mechanism to track
and analyse operational and
technical issues.

On the demand side, farmer
awareness about the new
fertili ser distribution system,

process and requirements was
low and calls for better
communication & 88 percent
of the farmers were unaware
of producing Aadhaar at the
retailer outlet to purchase

fertili ser. They were also
confused about the amount of
subsidy mentioned in the

movement of fertiliser oreceipto nGragevine was rifen d

its stock position at various warehouses,
wholesaler, and retailer. The system also
acts as a tool for government bodies to
track and ensure the timely distribution of

fertilisers t o 1

http://mfms.nic.in_/

that this amount would be
credited to the bank account

of farmers.
far merso


http://mfms.nic.in/
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5.

Approximately 10 percent of
the total transactions are
estimated to

transactionso i e.

else  authenticated  using
his/her Aadhaar, either
during the sale or later for
reconciliation, instead of the

buyer. Retailers cite
unavailability of Aadhaar
with farmers while purchasing
fertili ser, biometric
authentication  errors, and
connectivity/server problems
as major reasons  for
conducting adjusted
transactions.

Average AeFDS transaction
time has significantly
improved to 5 minutes from
10.5 minutes in the initial pre -
pilot phase in Andhra
Pradesh. Successful biometric
authentication  for AeFDS

be
s 0

transactions in first, second,
and third attempts are 35
percénd, d3p pescent, dand 19
pezcent, Eespectively.

Fertili ser retailers are worried
that transactions
authenticated through PoS
may not be feasible during
upcoming  peak
season due to high transaction
time. Assuming 5 minutes of
per transaction time and 10
hours of operation; retailers
can only handle 120
transactions in a day, which is
insufficient to handle rush of
300-500 farmers per day
during peak periods. It is
likely that retailers would
resort to
transacti
load.

onso

AKhar.i

t o

fo

hi gher

ha

MicroSave - Market-led solutions for financial services



Key Recommendations

Average
AeFDS
transaction
time has
significantly
improved to 5
minutes from
10.5minutes
in the initial
pre-pilot
phase in
Andhra
Pradesh.
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Early Checkout System

Although the average transaction
time has reduced to 5 minutes,
retailers can manage only 120
transactions in 10 hours of
operation per day 1 without any
break for lunch or server
problems. Hence, we recommend
a n eaiy check outo sSys
where farmers can pre-
authenticate themselves at
designated Points of
Authentication (PoA) a few days
before they purchase fertiliser.

There can be multiple PoA
counters already existing in

villages such as Comma Service
Centres (CSC), Post Offices, Bank
Mitrs (BMs), Fair Price Shops

(FPS) etc., where farmers can pre

authenticate the transaction using

Aadhaar and book the fertili ser;

thus, reducing the transaction

time on the final purchase day.

Centralised Grievance

Redress Mechanism (GRM)

and After Sale Service

There is a strong need for a
central GRM to record and resolve
operational issues. A robust and

centralised GRM would allow
tracking and analysis of most
frequent issues and structured
approach to resolve them. PoS
vendors also need to provide
adequate number of on-site
service engineers to deal with

issues as they arise. The payment
bfePaf vendors must be linked to
maintenance of PoS machines in
the field.  Though  current

Whatsapp based system provices
qui ck fixes but
tracking, monitoring and

resolving common issues.

Stronger Communication

It was observed that most of the
farmers were not aware of the new
fertili ser delivery system where
they will require Aadhaar to
authenticate  transaction and
purchase fertiliser. Low level of
communication among farmers
leads to malpractices such as
overcharging by retailers and
confusion (such asthe rumour of
the subsidy indicated on receipt
being credited into the bank
account of farmers). Strong
communication  campaign in
vernacular language needs to be
designed to increase awareness
among the beneficiaries.

does

MicroSave - Market-led solutions for financial services
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Background
I

Although the
transaction
time has
significantly
reduced to 5
minutes per
customer,
peak load
management
during
upcoming
Kharif season
would still be
a daunting
task for the
retailers

MicroSave - Market-led solutions for financial services

Fertili ser subsidy in India has
consistently increased in the post-
reforms era, from INR 4,389 crore
((USD 683 million) in 1990-91 to
INR 70,000 crore  ((USD
10896.638 million) in 2017-18,
representing an increase of over 17
times.¢

Economic Survey 2015-16 reports
that fertili ser subsidy is fraught
with leakages and 65 percent of
the subsidy does not reach the
intended beneficiaries?. The recent
policy announcements of the
government to bring fertili ser
subsidy distribution under the

ambit of DBT programme aims to

reduce such leakages. DBT in
fertili ser subsidy is more complex
than DBT in other schemes such
as food subsidy and Liquefied
Petroleum Gas (LPG) due to the
following reasons:

1. Undefined beneficiary
database Presently anyone is
allowed to purchase
subsidised fertili ser.

2. Undefined beneficiary

entittement: There is no
restriction on the quantity of

Shttp://www.faidelhi.org/general/Central
%20subsidy%200n%20fertilisers.pdf
7Economic Survey 201516

4.

10

fertilisers that can be bought
by a customer.

High amount of subsidy that
may burden farmers if asked
to pay upfront. While the
actual selling price of a bag of
Urea hovers between INR
950-INR 1100 (USD 14.78
USD 17.12) a farmer paysINR
295-INR 325 ((USD 4.59-USD
5.06) for the same bag. Hence,
a farmer might find it difficult
to pay INR 1100 (USD 17.12)
per bag before the harvest
season begins.

Varying degree of subsidy for
multiple products and
multiple  fertili ser  plants.
There are more than 75

different  products  under
fertilisers with different
amount of subsidies.

Managing sales of all these
products uniformly under a
single platform makes DBT in
fertilisers a more complex
proposition than subsidy in
cooking fuel, or food, among
others.


http://www.faidelhi.org/general/Central%20subsidy%20on%20fertilisers.pdf
http://www.faidelhi.org/general/Central%20subsidy%20on%20fertilisers.pdf
http://indiabudget.nic.in/budget2016-2017/es2015-16/echapvol1-09.pdf
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Therefore, DBT model in fertili ser
aims to build an efficient and

replicable fertili ser subsidy

distribution model with the

following objectives:

1. To identify the actual
beneficiaries  of  fertili ser
subsidy.

2. To digitalise the sale of
fertili ser through e-POS.

3. To study fertili ser
consumption at farmer level
and bring in rationali sation
via soil health card
recommendation.

4. To track and mitigate over-use
of fertili ser based on sale data.

5. To rationalise the subsidy
payouts to the manufacturers
and thereby reduce fertili ser

subsidy burden on the
exchequer.

6. To understand land holding
detalils, cropping and

cultivation patterns for better
planning of fertili ser demand
estimations.

The government in the first phase
announced AeFDS prepilot for
Urea (that accounts for 71 percent

of total fertili ser subsidies?)
distribution in Krishna and
Godavari districts of Andhra

Pradesh. In the second phase, the
government expanded AeFDS to
17 more districts in pilot mode
including the two districts of pre -
pilot. The findings in the report
pertain to phase Il of AeFDS i.e.
the scaled- pilot.

The project in its nascent stageis
ai med at
record, soil health information
and Aadhaar database to
distribute fertili ser to farmers
using biometric authentication.
The conceptual framework of

8http://www.faidelhi.org/general/Subsidy
%20allocation%202017-18.pdf
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AeFDS i s
Authenticated Physical Uptake
(BAPU) O where the
authenticate  his/her  identity
through Aadhaar at the retail
outlet. This means, that each
fertili ser retailer would have an
Aadhaar enabled PoS device to
authenticate the farmer.

based on

Under the pre-pilot model in
Krishna and West Godavari
districts, the PoS machines,
provided to the fertili ser retailers,
fetched land record details and
corresponding soil health
i nformati on usi
Aadhaar number. Though the
recommended fertili ser quantity,
basis soil health and land holding
was displayed on PoS machine
the farmer was free to buy
whatever quantity he/she desired.
Additionally, the pre -pilot was
designed on fino
where farmers were not denied
sale of fertiliser either due to
failure to produce Aadhaar card
or due to failure of Aadhaar
authentication.

ng

The pre-pi | ot funder 6és
appointed MicroSave as the nodal
agency to assess the outcome of
this pre-pilot and we found several
challenges  affecting  smooth
implementation of AeFDS. These
primarily included inadequate
training of field functionaries,

high transaction time, delayed
deployment of PoS devices,
technology  and connectivity

issues, and database Aadhaar,
land records and soil health card)

i nt egr atintegrationf a r me rchallendea n d

Micro Saveb s policy and
operational level
recommendations were

incorporated in the phase Il of
AeFDS i.e.pilot that started from

fiBi

f

ar

deni
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first week of October, 2016, across
17more districts of the country.

One of the significant
modifications in AeFDS pilot

framework was to simplify the

process by delinking the soil
health card and land record
databases and use only Aadhaar

database for authenticating
transactions. This modification

was introduced basis our pre-pilot

learnings of a) high transaction

time due to coordination with

three different kind of databases
(land record, soil health card, and
Aadhaar) at the same time and b)
incomplete digitisation of land

and soil health card databases.
DBT in fertili sers from its early
days in Krishna and West
Godavari has matured into a more
robust system and is expected to
expand to every state by end of FY
2017-18.

12

In January 2017, MicroSave was
asked by NITI Aayog to conduct a

dipstick evaluation of AeFDS pilot

in four districts & among the 17
new districts & along with Kris hna

and West Godavari to assess
implementation issues and

challenges.

The four new districts included in
the assessment were Rangareddy
(Telangana), Pali (Rajasthan),
Una (Himachal Pradesh), and
Hoshangabad (Madhya Pradesh).
Over a threeweek-long study,
MicroSave engaged with all the
key stakeholders responsible for
successful execution of AeFDS
pilot and evaluated the end users

(both retailer and buyer) and
di strict admi
readiness.

The key actionable solutions
proposed by MicroSave for
further improvement in the

system have been detailed in the
forthcoming sections of the report.

MicroSave - Market-led solutions for financial services



Methodology
I

MicroSave  conducted  mixed
method research (both qualitative
and quantitative) and adopted a
consultative approach for
designing the study and research
guestionnaires. The quantitative
research was conducted with both
farmers/buyers and retailers to
gain in depth understanding of the
AeFDS implementation process.

Farmers were randomly selected
from the ret aitd
conduct the interviews. MicroSave
also conducted in-depth
gualitative interviews with other
stakeholders such as district
government officials, fertili ser
company representatives, and
district consultants who are
directly responsible for
implementing the new system on
the ground.

Sampling of Retailers

As the sowing season was at its

January 2017 were excludedfrom
the list and the remaining retailers
were included. According to the
average number of transactions
conducted per month, remaining
retailers were divided into
following three categories:

1. Category A: >100
transactions

2. Category B: 50-100
transactions

e3r &ategotyo c &t i o160
transactions

A total of 200 retailers and 1,734
farmers were surveyed and
additionally, qualitative in -depth
interviews were conducted with 69
retailers and 75 farmers.

Districts No. of No. of
retailer s farmers

descent in some districts, it was

important to understand the

number of transactions at each of

the retail locations to ensure we

could meet our designated sample

of farmers doing live transactions.

Krishna 47 395
West 39 354
Godavari

Rangareddy 39 311
Pali 23 235

Una 28 221
Hoshangaba 24 218

d

TOTAL 200 1,734

Therefore, retailers with less than
30 transactions in the month of

MicroSave - Market-led solutions for financial services
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Respondent Profile

Farmer Profile

Ov

Ov

Out of the total 1,734 farmers
surveyed, 65 percent were
land owners and 21 percent
were sharecroppers. Around
one-sixth or 14 percent of the

total farmers were both
sharecroppers and
landowners.

96 percent of the total
respondents interviewed
bought fertili sers for

themselves, while remaining 4

percent of respondents bought

fertili ser on behalf of other

buyers/farmers.

The average land size of all the
farmers surveyed was 6.5
acresand averageexpenditure

of INR 5,363 (USD 83.46) was
made on  purchase  of
fertili sers.

Ov

Ov

14

Retailer Profile

62 percent of the 200 retailers
surveyed were private retailers
and remaining 38 percent of
retailers were co-operatives
who were also involved in
additional activities such as
sale of bulk farm produce,

seeds procurement, banking
services etc.
On an average, retailers

clocked fertili ser sales worth
INR 1.06 crore (USD 0.165
million) in the year 2016, with
82 percent of these sales being
carried out in cash.
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