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INTRODUCTION 

I, the Chairman, Committee on Public Undertakings having been 
authorised by the Committee to present the Repos:t on their behalf, 
:present this Twenty-second Report on Food Corporation of India. 

2. The Conunittee took evidence of the representatives of Food Corpora-
tion of India on 29 and 30 January, 1981 and Ministry of Agriculture 
(Department of Pood- on 3 February, 1981. 

3. The Committee consida-ed and adopted the Report at their sitting 
held on 23 April, 1981. 

4. The Committee wish to express their thanks to the Ministry of 
Agriculture (Department of Food- and the Food Corporation of India for 
'placing before them the material and information they wanted in connection 
with the emmination of Food Corporation of India. They wish to thank in 
-particular the representatives of the Department of Food and the Food Cor-
'poration of India who ga.ve evidence and placed their considered views be-
fore the Committee. 

NEW DELHI 
April 28, 1981 
'if! ai9akha 8, 1903 (S) 

(vii) 

BA."lSI LAL, 
Chairman, 

Committee on Public Undertakings 



CHAPTER I 

ROLE AND STRUCTURE 

A. Settilll up of F.e.l. 

The Food Corporatioa of India was set up on 1st Janl'ary, 1965. Since 
its inception, work relati11l to imports, internal purchase, sales, storage, 
movement and distribution has been gradually handed over to the Food Cor-
poration of India. Thus with effect from 1st April, 1969, the Food Cor-
poration of India has become the sole agent of the Central Government 
for trading in foodgrains. Since 1977-78, the Corporation has lilso been 
handling exports of foodil'ains. 

1.2 In addition, the Corporation has been entrusted with the purchase of 
foodgrains, pulses and animal foodgrains for the Army Purchase Organisa-
tion from 1969-70. The Corporation has also been entrusted with the 
wholesale distribution of levy sugar. With effect from lst March, 1976 the 
Corporation has been entrusted with the handling of imports and distribu-
tion of fertilizers as 'Principals' on the oosis of ownership of material under 
the administrative guidance of the Department of Agriculture. 

1.3 The main objccts of the Food Corporation of India arc :-
(i) To ensure that the primary producer obtains the minimum 

price that may be announced from time to time and to protect 
.the consumer from the vagaries of speculative trade. 

(i,) To take up state trading in foodstuffs on an appreciable Bcale 
and to build up gradually buffer stocks. 

(iii) To engage itself primarily in the purchase, storage, movement, 
distribution and sale of foodgrains and other foodstuffs. 

(iv) To secure for itself a strategic and commanding position in the 
foodgrain trade of the country. 

1.4 Thc Corporation was expected to secure for itself a strategic and 
commanding pOSition in the foodgrains trade all over the country and to be-
the sole publIc sector purchasing agency to bring in the much needcd disci-
pline in the foodgrains trade. The twin objectives which the Corporation 
sought to serve was to ensure minimum price for the primary producers 
and to protect consumer interest. During examination of FCI (January, 
] 981). the Committee desired to know as to what extent had this role of the 
Corporation been fulfilled. The Managing Director, FCI in evidence suh-
mittcu. "Our own view is that the objectives of the FCI have been fu1:filled 
by anu large ...... So far as the maintaining of the price line in foodgraim 
is concerned, we have done our duty as best as we can. In 1964, we were 
not sclf-sufticient in foodgrains. Today. the position is quite different. Al-
though we along with other public agencies arc procuring about 10% of the 
total production, we have been abJe to stabilise the prices of foodgrains 311 
oYer the country." He added, "According to the policy envisaged for the-

t 
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Corporation in 1964, we have been helping the producer and helping the 
consumer at the same time." This witness further submitted 

........ the situation in the country in 1964 and the situation in 
1980 are not exactly the same. The prima~y duties have be~n 
la.id down, but even at the time when the Blll was presented lD 
the House, it was made clear that it is not commercial. It 
should purchase according to the Government P?licies 
enunciated from time to time. Naturally with the change In the 
agricultural production in the country the role t1rat the Food 
Corporation can play in stabilising and making available the 
food grains to the con~umers actually will undergo a change". 

1.5 Ouring examirration of Department of Food (Feb., 1981), the Sec-
retary of Food Department stated:-

" ...... Section 13 of the Aet provides that the Corporation may 
undertake purchase, storage, transport, distribution and sale of 
foodgrains and other food stocks. As far as the FCI is 
concerned, a.'i it stands today, there is no need for any radical 
change in its structure for achieving these objectives:" 

1.6 The 'Food Corporations Act envisaged setting up of State Food Cor-
porations, State Boards of Manoagement. Advisory Committee. The actual 
position in regard to the setting up and functioning of these bodies is given 
below. 

B. State Food Corporations 
1.7 The Food Corporation Act envisaged setting up of State Food Cor-

porations after consultation with the State Governments with capital partici-
pation by the Central Government and th~ FCI and that the general 
'superintendence, direction and management of the affairs and business of 'a 
State Tiood Corporation shall vest in a Board of Directors which :;hall consist 
of directors appointed by the FCI after consultation with the Central 
'Government and the State Governments. 

1.8 The Committee enquired in how many States the State Food Corpo-
rations had been set up. The representative of FCI s.tatcd in evidence that 
"no such State Food Corporation had been set up so far." As regards the 
'leasons for it, the witness stated that the Act provided that 'the Central 
Govemment after consultation with the Government of a State may do so. 
But the initiatives for that had got to come either from tbe Central or State 
Government'. 

1.9 In this connection, Secretary, Department of Food stated that "State 
Food Corporations/which were envisaged under Section 17 of the Act were 
not formed as the State Governments had not shown much interest in this 
because under this scheme it is more or less 8i creation of the Central Gov-
ernment; it is more or less a nominee of the Food Corporation of India 
nnd the State Governments have got very little power or role to play." 
c. Boards 01 Management lor the States 

).1 (J Section 16( t) of the Act lays down that the Central Government 
may on a request received in this behalf from the State Government or 
Governments concerned or otherwise establish a Board of Management for 
a State or two or more contiguous States if no State Food Corporation 
is functioning in such State or States. 



3 

1.11 Asked in how many States the Boards of Management had been 
established the Corporation informed in a written reply that the Boards of 
Management for the States of Andhra Pradesh and Orissa were established 
on 14th December, 1967 and 23rd March, 1968 respectively for terms of 
2 years in each case. These Boards were set up principally at the request 
of the State Government concerned for ensuring harmonious implementa-
tion of the policies to serve the mutual interest of the Corporation and the 
State Government. The Chairman and Members of the Boards of Manage-
ment in both the cases were appointed by the Board of Directors of the Cor-
poration. After review of the usefulness of the work done by the Boards 
of Management, the ~ourd of Directors approved the proposal for oxten-
sion of term of the Members of Boards of Management in both the States 
for another period of 2 years (till 12-1-1972 for A.P. and till 30-3-1972 
for Orissa). For Orissa, it was further extended for 2 years till 3(}"3-1974. 

1.12 In the case of A.P., it was felt that with the close liaison main-
tained between the officials of the State Government and the FCI in resolv-
ing problems connected with all aspects of the working of the Corporation 
in the State there was no need to further extend the term and in consultation 
with and on the advice of the State Government of A.P., the Board of Mana-
gement was discontinued in 1972. The State Government did not also 
agree to the appointment of even an Informal Advisory Committee in place 
of the Board of M~nagement. 

1.13 As regards Orissa. the Stale Government stopped giving procure-
ment work to the FC! from 1975. It was, therefore, considered th\1t no use-
ful purpose would be served in continuing the Boa,rd of Management in the 
State. On the advice of the Corporation, the Department of Food abolished 
the Board in 1976. 

1.14 In reply to a question whether it would not help to have such 
Boards of management provided the State Governments are also taken 
into confidence while constitutin£ the Board, the Corporation has stated 
in a written reply tbat in both the cases of A.P. and Orissa, the Boards of 
Management were set up with the active participation of the State Govern-
ment officials in the Boards. The FC! has established offices in almost 
every State under Regional administration/Zonal administration and have 
given them substantial operational powers/functions which helped in dealing 
expeditiously problems connected with the FCI operations in the various 
States. There were no specific requests from any of the State Governments 
for the setting of Board of Management. The FCI also did not consider it 
necessary to set up separate Boards of Management, since the formation of 
such Boards was rigid in regard to the composition and functions. 

1.15 In the course of examination of the Ministry, the Committee en-
quired as to wlrat exactly was the hitch in regard to the Boards of Manage-
ment set up in the two States in Andhra Pradesh and Orissa and why were 
they abolished. The Secretary, Department of Food stated "it was given up 
because the States did Dot want them. They found that the Board \WS of 
no use to them because they had no control over the Board." 
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D. Advisory COIIDIIittees 
1.16 In terms of Section 11 of the Act, the Central Government may· 

constitute one more Advisory Committee to advise the Central Govern-
ment or the FCI in regard to any matteli connected with the purpose of the 
Act and as per Section 44(2) of the Act, the Centr .. l Government may make 
rules inter-4lia to provide for the composition of the Advisory Committees. 
and the terms and conditions of service of membefli thereof. The M.D., 
FCI informed the Committee that no rules were framed by the Government 
of India in this regard. It was stated by the Corporation in a reply sub-
mitted subsequently that in December, 1964, the Centra,l Government set 
up an All India Committee of representatives of the trade in foodgrains with 
a view to assisting in creation of a proper climate of opinion and under-
standing among the trading community and the part they had to play in the 
implementation of the national food policy. In May, 1965, the Ministry of 
Food & Agriculture suggested to the Food Corporation of India that this. 
Committee might be converted into an Advisory Committ~ under Section 
11 of the Food Corporations Act, 1964, the officials of the Central Govern-
ment of the Corruruttee being substituted by the officials of the Corpora-
tion. Th~ suggestion came up for consideration at the fifth meeting of the 
Board of Directors held on 21 st May, 1965. The obserV"dtions of the Board 
on the suggestion are extracted below :-

"The Board felt that the trading sector was already well-
organised into various aisociations and other similar bodies in 
different parts of the country and that there was no need to set 
up an advisory body consisting solely of the trading community 
to advise the Corporation. The Board desired that a suggestion 
he made to the Government that the scope of the proposed 
advisory committee be amplified so as to include representa-
tives of producers and consumers as well, so that the com-
mittee as a whole would be representative of producers, 
traders and consumers." 

1.17 The views of the Corporation were accordingly communicat~d to· 
the Ministry of Food & Agriculture. The Government of India reiterated 
their original suggestion indicating, however, that the Committe;! may be 
expanded later as suggested by the Corporation. Accordingly, the Board 
of Directors of the FCl at the meeting held on 30.5.1966 agreed to the pro-
posal of the Ministry of Food & Agriculture that the All rndia Committee 
of representatives of the trade in foodgrains constituted by the ~ntral Gov-
ernment in December, 1964 might be converted into an Advisory Commit-
tee under ~tion 11 of the Act, 1964 the Chairman, Vice Chairman and 
Member Secretary of the Advisory Committee being respectively the Chair-
man, M.D. and the Secretary of the Corporation. Til\! Board also desired 
t.h~.t con~ideration be given to the question of the Corporation establishing 
lta,lson. With other gro~ps such as producers whether by setting up similar 
committees or otherWise. On this basis, the Govt. of India constituted an 
Advisory Committee consisting of the FCI officials and non-officials number-
ing about 2~ (later expanded to 26) representing mostly private trade, rice 
and flour millers on 1-10-1966. The term of office of the non-official mem-
bers was two years. Only one meeting of even this Advisory Committee was. 
held on 18.12.1967. 

1.18 The proceedings of the Committee, howev.;)r, showed that the non-
official members of the Committee, who were representing mostly the trade 
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10tere~ in various State~ were mo~e keen 00 finding out the operational 
-strategIes of the CorporatIon for thelt own benefit than on making construc-
tive Sl.'l!gestions. By and large the Corporation derived very little benefit 
from the deliberations of the Advisory Committee. Jt has been added that 
the Government on 11.9.1968 wanted to know from the Corpuration whe-
ther the term of the office of non-official members should be extended after 
the expiry date of 30th September, 1968 and whether the Committee had 
served the purpose for which it was constituted. In reply to this the Gov-
ernment was informed that th>'! Committee did not scrve the purpose. The 
Fel also suggested abolition of the same. Accordingly, the Government 
Tescinded the notification constituting the committee on 22.11.1968. Apart 
from this, no other Advisory Committee was set up by the Central Gov-
ernment. 

1.19 The Committee enquired whether the structure of the Act, 1964 
did not envisage that the FCI or its agents i.e., the State Corporations/ 
State Boards of Managcmcnt to be the sole public sector procurement 
agency in the country. Thl.! S.:cretary, Deptt. of Food stated; "According to 
us, the answer .... is 'No.' Tht! Act docs not mention that the FCJ or any 
Government A~ency would do the procurement exclusively". Ill' infonn-
ed that the Stale & Civil Supplies Corporations which were public sector 
corporations could also purchase the foodgrains. He further stated:-

"The purchases could be done on two counts; one for the 
Central Pool and the other for the State's own requirements. In 
the Central Pool the purchases could be made by the FCI ('r 
its agents like cooperatives or by the State agencies like MAR-
KFED or RAFED in li'arya-na and Punjab and then these could 
be handed over to the Central Poo1." 

1.20 Askl.!d as to what were the other organisations which procured for 
th<!mselves, the Secretary, Food Deptt. stated: "Fcr the State Pool, the State 
Governments were purchasing carlier and some States are still purchasing. 
The States arc Tamil Nadu, Karnutaka, Orissa, Assam, Bihar etc." Asked 
what was the qunntity in term!' of percentage which they purchased for' 
themselves, the Secre(ary stated, "that is not much". 

1.21 The Committee pointed out that Agriculture being a State subject, 
the involvement of the States in the functioning of the Food Corporation was 
necessary in order to make the Corporation a slIcces·. They enquired in 
what way this involvement had -been secured so far. In a a written reply, 
the Corporation has statcd :--

"The State Govcrnmcnts are closely involved in the functioning 
of thc Food Corporation of India as it is the State Govern-
ment, which dccides the policies and determine the role to be 
played by the Corporation from season to season. Inspite of 
year to year Ituctuation in production, it is mainly Jeft to the 
State Governments to decide the manner of operations and the 
extent to which the Corporation is to be involved in procure-
ment operations. The State Government 'allocates share in the 
procurement of foodgrains to be made by the FCI as also the 
centres at which the Corporation is to operate. 
In the States, Government aj%Cncies like Food & Civil Supplies 
Departments, the Civil Supplie!i Corporation and Cooperative 
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Federations are involved in a big way to participate in procure-
ment operations. For instance in Punjab and Haryana, the two 
largest procuring States, the State agencies have been allotted 
a major share of wheat procurement, for ultimate contribution 
to Central Pool ........ Similarly the State Governments are 
engaged in the distribution of foodgrains within the State, though 
in some of the States the entire public distribution of food-
grains is managed by the FCI, as in West Bengal." 

E. Board of Directors 
1.22 Section 7(1) of the Act lays down that the Board of Directors of 

the Corporation shahl consist of the following, namely:-

(a) A Chairman 
(b) Three Directors to represent respectively the Ministries of the 

Central Government dealing with (i) Food, (ii) Finance, and 
(iii) Cooperation. 

(c) The Managing Director of the Central Warehousing Corpora-
tion as ex-officio,' 

(d) A Managing Director and 
(c) Six other Directors. 

1.23 It came to notice during examination of the Corporation in Jan-
uary 1981 tlrat the Board of Directors consisted only of 6 officials. There 
were no non-officials on the Board. Their term expired in June/Septem-
ber, 1980. The post of Chairman was also vacant from June Jast year. 

1.24 Asked whether there were any representatives of farming com-
munity on the Board, the M.D. stated, "In the past there had been non-
official Directors. This selection is made by the Government. It does not 
say how they should be selected in this matter. There had been representa-
tion given to agriculturists in the past also." The Committee were informed 
by the Secretary, Department of Food that there was no person on the Board 
representing the consumers' Federation or Council nor was there any labour 
representative from the CentrU!l Trade Union Organisations. 

1.25 The Committee enquired whether the State Governments, arc con-
sulted in making a\>pointrnent to the Board, the Secretary, Department 
of Food stated in eVidence that the composition of the Boards of Directors 
was decided by the Central Government. There was no system of consult-
ing the State Governments. Asked further whether there was any bar, the 
witness stated, 'neither there is any bar nor there is any stipUlation. It is 
it prerogative of the Central Government as it stands now.' 

1.26 As regards the reasons for the delay in the appointment of Chair-
man and non-official Directors, the Secretary, Department of Food Stated, 
"it is under consideration of the GQvernment". He added, "the facts re-
garding the post to be filled and the persons to be appointed have. been 
brought to the. notice of Government. It goes to the Appointments Com-
mittee. Nothing has finally emerged." 
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1.27 The Food Corporations Act, 1964 is a comprehensive piece 01 
Union legislation on a concurrent subject. The Act provided for the esta-
blishment of Food Corporations for the purpose of trading in foodgrains 
and other food!>1utfs. The Act extended to the whole of India. The Food 
Corporation of India was set up in January 1965 under the Act. The pri-
mary dut)' of the Corporation was to undct1ake the purcba.~, &10rage, 
movement, transport, distribution and sale of foodgrains and other food-
stuffs. The Corporation was required to act OJI business principles having 
regard to the interest.. of the producer and consumer. The Act enabled 
settiu~ up of State Food Corporations in cODSultation with the States. The 
capitnl of the State Corporations was to be provided by the (~t!ntral Gov-
t..'lnment and the Food Corporation of India. The Boards of ))irectors of 
the State Corporations were to be appointed by the I.~ood Corporation of 
India after consultation with the Central Government and State Gon-rn-
meAt.1l and the Boards were to be guided by such instructions of policy as 
might be given to them by the Food Corporation of India. Tbe Act also 
enahled setting up of a Board of Management for a State or hw or more 
contiguous States havinl! no State Food Corporation. The Board of Mana-
gement was to advice the Food Corporation of India on t:natters referred '0 it and IJerform such other functions as delegated to it by the Corpora-
tion. Thus, the structure of the Act c1earl~; visualises the Food Corporation 
of India to function either by itself or in combination with the Stnte Food 
Corporations/Boards of Management, us tbe sole trader in foodgrains in 
the public sector. This is necessary to realise the avowed objectives of 
securin~ for itself n strategic and commanding position in the foodgrains 
trode ull over tbe country and of bringin2 about the muc,. needed disci-
pline in the trade. Unless tbese are realised neither the interests of the 
producer nor tbe interests of the consumer could be served well. lTnfortu· 
nately. after examining the working of the Food Corporation of India the 
Committee are left with an impression that the Corporation as it i!f 
structured at present would not be able to make much of an impact. 

1.28 In none of the States, the State Food Corporation has been set up 
so far. The Boards of Management set up in 1967·68 in two States, "i7.o, 
Andhra Pradesh and Orissa, were abolished in 1972 and 1976 respectively. 
Some of the States have set up their own Food Corporations. Warehousing 
Corporations, Agro-industries Corporations. Civil Supplies Corporations 
etc. to handle the bpsiness. ThuN, there is at present no unified institutional 
arrangement for the foodstuffs trade in the country. The polides differ from 
State to State. An idea of extent to which the overall interests of the producer 
und consumer hus suffered could be bad from the sncceeding !lections of this 
Report. The Committee feel that the States ought to be actively involved in 
the operations of the FC). In order to make the operations of the Fer more 
effective and purposeful n fresb initiative should be taken by the Central 
Government, to set up the State Food Corporations or the Boards of 
Management in the States. 

1.29 Tbe Act also envisaged constitution of one or more Advisory Com-
mittees to advise the Central (,overnment or the .'CI in regard to any matter 
connected with the purposes of the Act. Rules providing for the compositiOil 
of the Ad"isory Committees and the terms and conditionS of service of 
members thereof, were to be framed by the Central Government. Surpris-
ingly, no such rules have been &amed so far. An All India Committee of 
representatives of the trade in Foodgrains set up in December 1964 was 
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~onverted lIS ,an Advisory Committee for the FC) in October ] 966 mucb 
against the wishes of the Corporation. The Advisory Committee conllisting 
mainl~ of non-official members wbo represented tbe trade. could not serve 
tbe purpose. It was naturally interested ill serving the interest of prh'ate 
trade which tbe Corporation was expected to discipline. The Committee was, 
therefore, wound up in November 1968. During the period of 2 years of its 
existence tbe Committee held onll one meeting. The Corporation goe .. 
without an Advisory Committee for more tban 12 )'ears now. Thus, there 
bas been no such mechanism as envisaged by tbe Act to make the Corpora-
tion continuously responsil'e to the interests of tbe producer and consumer. 
This shows tbat the Corporation is not serious to implement tbe spirit of the 
Act. The Committee are at a loss to understand how an Advisory Com-
Rlitfee consisting mainly of traders came to be appointed for two years in 
the begiRDiDg. By no stretch 01 imagination could it be presumed that the 
IcCI was to serve the interests of tbe traders. The Committee desire that tile 
<-'cntral Government sbould frame suitable rules :.mcl sce Chat the apex level 
advisory committees mainly conllisting of representath'es of the producer 
aDd consnmer are fonned without delay. 

1.30 Tbe Board of Director!> of tbe FCI consists of the Chainnan and 
11 Directors of wbom 5 are officials. The Board, howe,er, ~ocs without the 
<."bail'lllan and six non-official Directors whose terms expired in June/ 
September 1980. The Committee desire that an organisation like tTl having 
huge turnover and Ol)erational dimension sbould not remain without Chair-
man and a number of Directors for such a long time. Thl.' Board as consti-
tuted last did not have on it representatives of consumers' federation or 
council. This deficiency should be made good while filling up the H,cancies. 

1.31 In the earlier years our country was deficient in fooogrnins, but 
has become by and large self-sufficient in the past 5 years or so. Thrre has, 
therefore been a shift from the compulsory levy to support pun'hase opera-
tions and buildin~ ul' of a hull'er stock to take Cllre of c~'djcal chauges. This 
hilS thrown up added responsibilities for the FCI. The Committee are 
inclined to agree with the Mumqdng Director of the Corporation that the 
role and structure of the Corporation hne to be redefined. The Committee, 
however, note the view of the SecretaQ', Department of Food, that the j.'ood 
Corporations Act, 1964 is flexible enough to accommodate the chan~(' that 
has taken place aDd that no radical restructuring of the Corporation \\oold 
be needed. Nevertheless the Committee feel that the matter requires serious 
consideration. The Committee trust that the inadequacies hrought flut and 
su~estiolls gil'en in this Hel)Orl would he the basis for such a consid('ration 
by the Government. 



CBAPI'ER n 
PURCHASES 

(A~ Qua .. _ of pardlase ~. 

, 

~e Corporation has been handling procurement of foodgrains at 
support/levy price on behalf of the Government of India/State Governments 
in various States. In addition, the FCI accepts deliveries for the Central 
Pool from th~ ~tate Governments/other agencies. The Corporation also 
makes commercial purchases for APO. Thus the operations of the FC} fall 
under three categories Central, State and Commercial Operations. 

2.2 The following table indicates the quantities of wheat, rioe (including 
paddy in terms of rice) and coarse-grains procured by the FeI directly or 
indirectly and tl)e total production in the country during the years 1974-75 
to 1979-80 as furnished by the Corporation:-

2-148 LSS/SI 
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2.3 In the course of examination of the Ministry (February, 1981), tho 
Committee wanted to know whether with only about 10% procurement of 
foodgrains, it could be said that the Corporation had achieved the objective 
of securing for itself a strategic and commanding position in the foodgraina 
trade aU over the country. The Secretary, Department of Food stated:. 

"What has to be seen is what the FCl's share is in the total market-
able surplus and what goes for trading. If you take wheat, the 
statistics show that in respect of wheat, the arrival in the coun-
try is about 31 % of the total production. FCI's share and all 
the agencies' share put together was 18 % of the production in 
the year 1976-77. That means it was more than half of the 
marketable surplus being taken by the Central Pool." 

The witness added that in respect of rice, the marketable surplus 
was 27% of the total production in 1976-77. The procurement was 14% of 
the total production which was about half of the marketable surplus. 

(B) SyStem of parehase 
2.4 In regard to procurement, the following methods are generally adopt-

ed by the Corporation: 
(i) Rice is by and large purchased under levy on licensed milters/ 

licensed traders. 
(ii) Paddy is purchased under different methods viz., price support, 

producers levy, levy on traders, levy on movement and export 
from specific areas, monopoly procurement etc. as per policy 
of the Government. The bulk of procurement of paddy is, 
however, carried under price support as at present. 

(iii) Wheat and coarse-grains (inoluding graui) are purchased under 
the price support. scheme. 

2.5 The commercial purchases for the APO are usually made in the 
regulated mandi$ through open bidding. 

2.6 According to the FCI the manner of actual procurement is decided 
by the State Government and the Corporation has ac1u4lly little to say in 
the matter except in the case of commercial purchase for the APO. However, 
the Corporation gives preference to the appointment' of Cooperatives as its 
agents (or the purchase operations. • ' ,~ 

2.7 The systems of procurement State-wise and the agencies employed 
for the procurement operations during Rabi and Kharif seasons are indicated 
below:-

A. Syrt~m of Procunmenl wlwal tmt:I .nci~1 ~mpl(J]Md during Robl Marbling 
S.IUOII 1980-81 

SI. Name of the State System or Procurement Agencies 
No. 

t 2 3 4 
1. sib8r PrlCO Support Operation. FCI/State FoOd eorpo:. 

~on/B!bar s.w.c. 
2- Gujarat Do. State Government. 
3. Haryana Do. State Govt./Hafed and 

FO. 
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2' 3 4 

4. ~\Pra4eall Price Support Operation P.C.I. 

S. Mab.-sbtrl L>o. State Govt./Co-opecativo. 
6. Punjab. Do. FCI/State Govt./Mark-

fedtpunsup. 

7. Rajasthan Do. FCI and RSWC actina 
as apnt of FCI. 

8. Uttar Pradesh Do. State Govt./UPCF /FCI/ 
UPFBCC and Agro. 
Industries Corpn. 

9. West Bensal . Do. FCI 
10. Assam. Do. FCI/Ce-operative 
11. Himacbal PradeIh . Do. F€I/Ce-oparative 
12- Jammu & Kashmir Do. State Govt. 
13. Manipur Do. FCI 
14. Delbi . Do. FCI 

B. Sy,tem of JrroCIITMIiInt IIIfd 08elldel MInuted with procurement of Khari{ Cereals 
during 1979-80. 

sa. Name of tba Sfate 9yaCem of PrOCW'Clll\CDt. 
No. 

1. TamilNadll... .., TNCSC (FCI not in 
field) 

2. Pondicherry • Procuromcnt of paddy under sup- FCI/CooperatiWlS. 

3. Madhya Pradesh 

4. Orissa 0-

S. IGaam 
6. Manipur 

port and levy. The State Govt. 
bas imposed 2S % transport levy 
oD'paddy/ricc. 

• Procurement of paddy/coarse 
araina under price support for 
Central Pool. 

• Price Support Scheme. 
• 
• Price Support Scheme. 

8. West Bcnp\ • Paddy is procured under PSS 
tbrouah ~nts. Rice is procured 
under mtllen levy at 4S %. 

9. GLijuat • Price Support 
10. Maharubtra • Price Support Scheme 
11. Bihar • • Not availablo with P€I 

FCI/Cooperatives. 

State Govt. 
State Govt. 
PCI' (throuah coopera-

tive societies). 
FCI (tbrouah Anchal 

Samities); 
FCI 

State Govt. 
State Govt. Cooperatives. 
State Govt. 

12. PurUab. • Paddy-Price SupPQrt Ricc-MII· Paddy: FCI, State Govt. 
1ers/Traders Levy 80% for IRS Rice: State Govt. ' 
and 50% for PR .. ·I06. -----------............ --........ --.... ----------------------------



--~~-----------------------------------------stll Name or the State Syitem or,ProGuJeIMld 
No. -------- --------- --------------
17.Haryana Paddy-price SupPOrt R.Jce.MBJera/ 

Traders levy 80 % for IRS aDd 
50% for M-l06. 

14. Uttar Pradesh 

15. Rajll6than 

16. AndhraPradesh 

17. Jammu&ICashmir 
18. ICarnataka 
19. Kerala . 

Paddy is 'proelIftIdunderprice 
support scheme by PCl,lState 
Govt. Rice Is procurcd'by State 
Oovt. 'through levy on lic:rensed 
dealers/millers at 10% '&DUijor 
portion is deliverod to FCI for 
Ccmtral Poo1.1lacIdy price Support. 
No levy on rice. 
Paddy support price no levy on 
rice. 
Paddy is procured directly by 
farmers under price support 
scheme byFC! and A'PSCSC, 
Rice is procured under levy on 
millers/dealers at 25 % whiCh Is 
heiDi collected by FCI and APS-
CSC as per target(DIstrict-wise) 
fixed by State Govt. The procure-
ment of rice is on Central A/c. 
Price Support 

Not available with FC! 
Not available withFCI 

'Pel/State Oovt. 

FCI/APSCSC. 

State Govt. 
Karnataka C.S.C. 
State Oovt. 

2.8 The Corporation has stated in a written reply that due to year-wise 
fluctuations in production and Government policy, It is unable to plan its 
pr~urement operations and administrative arrangemettts' on a 'long term 
basiS. 

2.9 In the courso of examination of FCI, the Committee desired to know 
whether at any stage there was any attempt to 'bring about urriformity in the 
entire system of procurement. The Managing Director, PCI deposed. 

"The FCI itself has not taken any steps to evolve a unified pattern 
of procurement all over the country. It is a State subject .and 
a Central subject also ...... Some States have watered down 
the procurement effort. From theCm:pora'tion!& point of view, 
in order to minimise its own operating cost and to sec that there 
is less burden on the transportation system with the financial 
constraints on the excheqtmJ it is desirable that tlae State should 
procure the maxinmmqu811tity d. grains from 'Witbinthe State 
and the balance from. outside .. In the J?8Bt. India. was j~ 
foodgrains from outside. Today, certain States are "im . 
foodgrains from other surplus St{ltes in the country. We w 
certainly welcome that eaCh State i$ more and mort aeIf-reHltlt 
in food. Under the minimum ~ prk:e~me, the 
policy of the Govt. of India is that it leaves to ,Statos Gcwern-
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ments to decide whether they would like to take the assistance 
. of the Corporation for undertaking procurement operationS or 

not. In the States where we are asked to undertake procure-
ment, we do participate either wholly or partly in the procure-
ment .... " 

2.10 During the course of evidence of Department of Food, the Com-
mittee desired to know how far under these circumstanccs, the Corporation 
would be able to economically and efficiently discharge the functions assign-
ed under tbe Act and what steps .Go~ernment wo~ld take in. fu~ure to. see 
that there was measure of contmulty m the operation of FCI 10 vanous 
States. The Secretary, Department of Food submitted: 

"By and ~arge, the policy and arrangement have been remaining con-
sistent. Changes do take place occasionally. In the main pro-
curing areas like Punjab, Haryana, D.P., Madhya Pradesh and 
Andhra ·Pradesh, more or less the pattern has been set. Only 
in the matter of details year after year, the variation may t~ke 
place. As far as its economy is concerned if you take purely 
its commercial operation then FCI should not have opened a 
purchase centre in an area where there is not much market sur-
plus coming. In actual practice, in order to help the farmer, 
the FCI has to keep a centre open in a place where even 100 
tonnes come. So my view point is that the FCI should have, 
as far a..~ possible, centres in places from where they can pro-
cure a sufficient quantity. The State agencies which have got 
local offices, should take those operations and contribute their 
supply to the central pool in exchange for a commission or 
some handling cbarge should be charged. The approach should 
be to see that the number of centres is kept to a viable limit. 

2.11 The Committee were informed by the FCI that in Australia to 
enable the Wheat Board to effectively market the grain on a nation-wide 
basis, each State has passed suitable legislation accepting the board as a 
Central authority requiring growers to deliver wheat only to the Board and 
the Board is authorised to conduct business within the boundaries of the 
State. Asked whether the possibility of a similar aningement in our coun-
try was considered at an~ time after the fonnation of the Food Corporation 
the Managing Director, FCI in evidence stated that the Australian Board 
was not comparable with the FCI as the former was mainly intended for 
entering the export market. . 

(C) Support Price Purdlases 
2.12 In reply to a question about the total support price purchases made 

during the last three years m·arlreting, the M.D., FCI during evidence gave 
the foDowing information:-

Rabi Season 1978-79 

Wheat S·48 

Kharif 3·2 
p7dd; (as rice) 

.KbarIf procurement ill stl1J not over completely. 
·-ProvIsIonal. 

(Million tonnes) 
1979-80 1980-81 
7·99" S·8S" 

(upto 24-1-1981) 
2·67 4·27 

(upto 24-1-1981)· 
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2.13 Asked how much of it was procured directly from. the farmers and 
how much was from the fanners cooperatives, the M.D., F.e.1. stated: 

" ...... We do not purchase anything directly either in Punjab or 
Haryana. It goes through mandies. We do not classify it as 
direct purchase. So far as wheat is concerned, the direct pur-
chase was 3.54 lakh tonnes in 1978-79. In 1979-80, it was 
0.78 million tonnes and in 1980-81, it was 0.11 million ton-
nes. The reason for steep fall in 1980-81 is because our pro-
curement in V.P. was very low. In fact we hardly procured in 
V.P. In Haryana and Punjab .... there is no direCt purchase 
system at all. Coming to paddy, the figures of 1978-79 direct 
purchase of paddy .... art: 0.81 million tonnes. In 1979-80 it 
was 33,000 tonnes and in 1980-81 it was only tO,OOO tonnes." 

2.14 The Committee desired to know as to how the farmers were assur-
ed of the support price, the "M.D., FC! stated that if the FCI purchased 
through Kacha Arhtiya, the payment was made to the Kacha Arhtiya and 
not to the farmer because the Market Committee requires that every pro-
ducer will sell his produce through the Kacha Arhtiya. Asked whether 
the FC! had received any complaint from fanners about the role of these 
commi8~on agents and whether the FCI had, at any point of time, made any 
effort to get rid of them. The M.D., FCI stated, "the abolition of the 
Kucha Arhtiya has been under discussion for some years now with the Gov-
ernment. In fact it was reviewed, as a part of the reduction, of the incidental 
expenses ...... In 1977 (a) Committee under the Chainnanship of Secre-
tary, Expenditure, inquired into the possibility of reducing the incidental 
expenses I\Ud again recommended Ki<lcha Arhtiya should be abolished. So 
far, I do not think the Government of India has succeeded in persuading 
the State Governments to get the system abolished." 

2.15 The Committee wanted to know what action was taken against the 
Quality Inspectors who some time made deliberate mistakes and in how 
many cases Quality Inspectors' judgment was challeqged by the farmers. 
The Corporation smted 10 a written reply that in order to eliminate the 
chances of committing any deliberate mistakes by the Quality Inspectors. 
the squads from Reaional, Zonal and Head Offices were formed and their 
surprise visits to the purchase points have yielded very good results. Wher-
ever mistakes are committed due to error of judgmCllt necessary action 
against the Quality Inspectors- is taken such as warning, transfer, issue of 
charge sheets etc. 

2.16 In 186 cases, the Quality Inspectors of Punjab, Haryana and U.P. 
were found wrong in judgment. In 32 cases the Qualitr. Inspectors were 
reported to have been caught as a result of surprise viSIts by the Squads 
during Rabi/Kharif procurement operations 1980-81 and necessary action 
was being taken against the delinquent Inspectors. 

2.17 Asked whether the Corporation has created an orFisation or a 
machinery to ensure that no farmer was compared to sell hIS product at a 
lower price than the price fixed by the Government, the M.D., FCI replied 
in the negative. He added: 

.. . . . . . . So far as taking care of the interests of the farmers is con-
cerned because of the situation that minimum support price COll-
cept has come to replace the original concept of procurement 
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tui6,/~ levy basis, 't1!e farmer ~1Mtti1ms to ~ care 
.0£ 'his 'OWn iItren8t in aeompetlUw economy. The 'JIIblidIUID 
support price concept does envisage that the fa~r will have 
a more i~portaIlt rOle to play for bimseJf. 1be prQC!ucers' 
cooperntive and the 'State 'Governments have a larger role to 
PlIlY in 1hnt." 

" ........ There can be no alternative in my personal opinion, but 
m '}lIwe a producer cooperative if you want the farmer to take 
remunerative price. The question therefore is to have a system 
at the grass root level that the producers cooperatives are esta-
bliSbed." 

2.18 The witness gave information regarding purchases of wheat and 
paddy through farmers' cooperatives during the last three years as under:-

Wheat 
Paddy 

1978-79 
1 ·66 
0·26 

]979-80 

2'4 
0·14 

(Million Tonnes) 

1980081 
1 ·4 
0·75 (Till 

Jan., 1981). 

2.19 Asked whether it :was possible for the FCI to buy more from tbe 
Cooperatives, the M.D., PCIstated that if the athtiya. system was abolished 
and that was directly linked with the cooperatives, it might be possible to 
buy more. Additional Secretary, (Department of Food) 'however submitted 
that the two 'State Govermnents of Punjab and Haryana while providing for 
the functioniqg of Kacha Athitya in their market Act, market 'Committee 
rules and mat1<:et Committee regulation, had envisaged certain very legis-
timate functions to be performed by them. The Kacha Arhtiyas were sup-
posed to clean the grain brought by the farmers. It was the duty of the 
Kacha Arhtiyas to ensure that, the grain brought by the farmer was properly 
presented so as to be within the specifications and refractions. They would 
also provide places where the grains could be kept overnight and make 
arrangement for the stay of the farmer in the mandies. All these services 
were, according to the Addl. Secretary of the Ministry, in the interests of 
both the producers as also the procuring agencies. 

2.20 Enquired whether it was . compulsory to pay only to the Kacha 
Arhtias and whether there were any legal restrictions under the existing State 
law to this effect, Addl. Secretary of Department of Food stated "it is 
optiOll8tl. If you strWtly interpret the law nothing stops tbeprocurem.ent 
agency from by-passing the Kacha Arhtiya and getting the grains directly 
from thcprooucers This point has to be conceded." 

2.21 Asked further whether the Ministry had made any study to see 
that the producer was not put to any disadvantage, the Secretary, :Department 
of Food stated: 

......... .'Under the law, if ~he producer comes direct, then payment 
has to:be mrdeonly 'to the producer. If the 'prodUCier COI1'Ie& 
through the Kacba Arhtiya, then under the ·law payment lIasto 
be made to the ]eacha Arhtiya and .not to the producer. 

1 am trying to think wbetherit is possible to amend the rules 
in such a wayth8t the payment of sapportprice is paid to the 



preduoer <eYea if he comes tbFOUIit the ICaCha lulltiya1ft'C1 tciclli 
Aaiitiya Comm.iasion is Gllypailta 6e Kadla Athtiya. That 
tcqum,s amea6nent of ·the Ntes." 

2.22 'I1Ie Addt. Secaeaary, (Departmcntof Food) ·stated that in 1ieu. of 
the scrYiceR reJldem.i the Kacba Arhtiyas were chargiDg commission from 
the 'buymi.e., :pmcuriDgapcies. 

2.23 The Ministry intimated subsequently that the ratedf commission 
payable to Kacha Arhtiya in Haryana had been a. .. under:-

From 

19-10-1974 
17-2-1974 
8-11-1977 . 
28-11-1978 . 
(continuing) 

---... ------
Rate ---------------

1 '5% of the procurement price. 
2-0% Do. 
1'5% Do. 
2'0% Do. 

2.24 In Punjab since 1976-77 the commission payable to Kacha Arhitya 
had beel} 1.5 % and there had been no chan,ge. The Kacha Arhtiyas were 
not realising any commission or brokerage from the sellers. 

2.25 Add!. Secretary, (Department of Food) stated duripg evidence that 
the Millistyr was taking up the matter with tht1State Government for ,reduc-
ing the charges or the conmrission that they had prescribed for the function-
ing of these Kacha Arhtiyas. 

2.26 It is understood that the Export Committee under tbe FiDanci 
Secretary had recommended that the Kacha Arhtiya commission should not 
be paid by the buyers and if this was not acceptable, then in any case, the 
conmlission sho~ld not exceed Re. ] /- per qt1. for wheat and 66 paise per 
quintal for paddy. Asked whether this recommendation has been imple-
mented. the Corporation in a written reply stated that this recommendation 
had not so far been implemented. It was to be implemented by the Gov· 
~mment of India. 

2.27 Asked as to what percent~e of foodgrains was directly purchased 
by the FCI and what percentage it secured from the State Governments and 
other agencies, the M.D. FCl stated :-

co •••••• So far as Punjab and Haryana are concerned .... the last 
two years, FCI had been procuring 25 % of the purchases in 
the minimum support price operations from market while 
75% of the purchases are made through the State aP,lcies. 
Earlier the position WDS less for the Fet before the tnUJ1imum 
support price practice was put into opet!ltion .... we were shut 
out from the procurement operation m 1975-76. The Punjab 
Government did not allow us to procureanytbing." 

2.28 nle Committee were informed that in .Philippinesthe millers 
purchase paddy at a price not lower than the Government support price 
8J1Id .act :as a9IltnlCtOrs ,of the National Grain Authority for milling. The 
Commi.ftee W8J1tedm know whether ttJis armngement could be adapted in 
.our ~OUDtry. 'IJ'lhe :Corp'Ol'fitibn itated ina written reply dmlJ ''these millerS 
~ _umif.ra'ctmi& 'at the National Grain A'IIIhority .. 'nIe atir'e paddy pro-
CUM ~ them isstmed 'Wlidt 'the Wa~tlOuses. Ordy 61 :per ~ fJf the 
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rice 'COVered is delivered to the authority, the rest remains with the mill~rs. 
The NGA is also an enforcing authority and is respon~ible for Iicensmg 
foodgrain traders and as the authority to inspect of grain business estab-
lishments. Food Corporation of India has got no such powers." The cor-
poration added however that in India also the millers act as contractors of 
the Corporation and the millers are also free !to purchas~ on their own jf 
they so desire. The millers do not make heavy purchases as they have 
adequate financial resources. To increase, the involvement of millers as in 
Philippines the FCr has suggested the following measures : 

(i) Financial support be given to the millers for purchase of larger 
quantity of paddy. 

(ii) Millers be induced to utilise the warehousing facilities avail-
able with ewc and other agencies. 

(iii) Statutory obligations be imposed on the millers for milling of 
FCI paddy as contractors. . 

2.29 In this connection, the Secretary, Department of Food in evidence 
said - "wherever they come forward they can be agents. There is no ob-
jection to that. This year for example, Cooperative Marketing Federation· 
which owns mills in Madhya Pradesh are procuring paddy from the farmers. 
They will mill it and hand over rice to the FC!." Asked whether the system 
was being extended to other States, the witness stated that this was the first 
time they were doing on a large scale. This year about 21 lakh toones of 
paddy had been purchased by the Cooperative Marketing Federation owing 
Mills in Madhya Pradesh." 

2.30 Asked whether the Ministry had examined the feasibility of intro-
ducing a similar system about Flour Mills in respect of wheat asking them 
to procure wheat at the support price and then convert it into suji. maida 
and aUa, the Secretary, Food Department stated in reply, "Not at this stage. 
when we are not so sure about procuring foodgrclins." 

2.31 The Committee were informed that in Philippines if the farmers 
deliver their produce to National Grain Authority, the handling institutions 
can also pay to the farmers in kind viz. production inputs or other food-
grains. Asked whether the Food Corporation had at any time considered 
paying the farmers for the price support purchase in kind. as in Philippines. 
The M.D.. FCI stated in evidence that that experiment was tried in the 
beginning of the Corporation and it, was not a success. 

2.32 The Secretary, Department of Food stated that this would not be 
a feasible proposition, the reason being that the Purchase Centres and the 
places where supplies were made, were not always COinciding and they diff-
ered from area to area. 

2.33 Under Section 28 of the Food Corporation Act, the Food Corpora-
tion may lend or advance money to any person engaged in the production 
of food grains upon the security of foodgrams. It is understood that in the 
U.S.A. for most commodities, loans on the basis of target prices. are made 
directly to the producers on the unprocessed commodities and if market 
prices rise above loan lev,els. producers ean pay off their loans and market 
their commodity. If market prices fail to rise above loan levels, 
producers can deliver the commodity to the Commodity Credit Corporation 
and discharge their obligation in full. The Committee enquired whether it 
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woUld not serve the interests of the producers if the U.S.A. system was 
adopted, the M.D. FCI in evidence stated that agricultural credit wouW not 
be the responsibility of the FCI and that "in the matter of loans, when it comes 
to a question of recovery, it becomes difficult." 

2.34 Enquired whether the FCl had len~ or advanced any money to! any 
person under Section 28 of the FCI Act, the Coryoration intimated that 
F0a? Corporation o~ India had ext~nded the facit.tty of advancing loans to 
cultIvators engaged In the productIon of foodgrams, upon the security of 
foodgrains right in the initial years of its formation i.e. 1964-65 to 1967-68. 
These advances were made to the farmers as a part of the Pilot Scheme un-
dertaken to popularise high-yielding varieties of paddy in the States of 
Andhra Pradesh, Tamil Nadu and Karnataka under which the Corporation 
was to distribute various inputs such as fertilizers, improved seeds, plant pro-
tection chemicals apart from such advances. As the response from the 
cultivators was not encouraging aXid Corporation also faced difficulties in 
collection of food grains in return for such advances due to 'Various reasons 
such as crop failure etc., the Corporation had to ultimately discontinue the 
scheme in 1967-68 itself. No such loaning facilities had been extended to 
farmers under Section 28 of the Act thereafter. 

2.35 Asked further whether it was obligatory on these cooperative 
societies under the terms of loons that they would purchase the foodgrains 
only at the support price and not below that, the MD stated : 

"the obligation was that they would deliver to us the foodgrains at 
the support price. We would not know what they would give to the 
farmers." 

2.36 He further stated that it was not possible for a Corporation like FCr 
to see that the minimum support price reached every farmer in every viUaae. 
Asked further whether the cooperative societies could be bound for giving 
the minimum support price when the FCI advanced them the loan, the wit-
ness stated that if there was any clause in the agreement, in this regard, he 
would verify that. The Secretary, Department of Food depQsed that "so 
far 'as the sale to the Kacha Arhtiya is concerned. . . . .. whether the pro-
ducer gets the amount (support price) or not, that is not known to us .... 
We are not Jble to say that. The law is standing in the way". In a subse-
quent note, the Fel intimated that there is a clause in the agreement with the 
cooperatives that they are bound to pay in cash to every cultivator from 
whom they purchase wheat for the Corporation at the prices fixed by the 
Corporation after applying the prescribed cuts if required and also obtain 
proper receipt from the cultivator in the prescribed form. 

2.37 \\'11en enquired whether the Department of Food had carried ouL 
any survey at any time to assure itself that the producer got the minimum 
support price meant for him, the witness answered in the negative. 

2.38 The M.D., FCI informed that the system of giving loans to the 
cooperatives had been stopped. In a written reply furnished after evidence. 
the Fel while explaining the reasons for stopping the system of giving loans 
to the cooperatives, stated that prior to 197(),-FCI bad been giving advance& 
to the State procuring 8FJ1Cies/cooperatives for financing the procurement 
operation under the State Government guarantee with the condition that the 
unused advances shall be refunded within a specified period. The &aut 
Agencles/Co-ops. bad not adhered to the said condition resulting jnt~ 



blecbdc ·ef hQIe BIIloUDtsm;tiIe FOI. Fel:bad ibeon requesting the State 
aaemiies/cooperatives ,for tetdiDg the aceounts 'but ill wia. ,As a result :of 
wbidl the &ate -Gc!M:r1lJlllmt :pamntee6 also etq>is:ad. 'l'he State GO\lern-
ment were requested to use their good oiices for the set~JJlC~tofaccoun~. 
Despite their efforts, certain accounts had not been finalised till date., ThIS 
had burdened the FCI with the interest on the amounts tMooked whIch the 
FOI tlad to pay to the Banks, In certain cases suits had also been filed 
against the co--ops. and State agencies. In view of the. difficulty fa.cedby 
the FeI inhuving the unused advances refunded,FCI In 1976 decIded. to 
stop financing the procuring agencies/cooperatives who were procunng 
independently. 

2.39 The Committee asked whether the Government had thought of 
linking loans with the support purchase operations of the Fel in consulta-
tion with the agricultural credit institutions sO that when a producer was un-
able to sell his foodgrains at the minimum support price 'after holding for a 
time, the FeI could procure. The Secretary, Department of Food, in evi-
dence stated : 

"This has not been conceived as yet as R! plausiblc policy. I n fact, I 
think, Hon. Members are awarc that even in USA this sort of system 
has been st'arted only very recently and my fear is that if this is done, 
the food grains which are lying with the producer. will not be handed 
them over to the Central Pool la.ter on. He may say "I shall not 
hand them over". In fact, that is the experience in USA so far and 
the IWlin poin~ here is that while the farmer should be encoumged to 
produce more, at the same time the Central Pool must have adequate 
stocks. The danger is, if you keep it with the fa,rmcr or keep it for 
a few months, you may get back your money or may not get back 
the money, but the fact remains that the crop will not be in the 
stocks of the Central Pool." 

2.40 As stated earlier there is no uniform purchase policy or pro-
wamme in the wriousStstes. The Committee regret to hear from the 
Ma~ Director, FCI that no btltiative was taken by the Corporation to 
'brbag about uniformity. In some States the Corporation is the sole pur-
chasing agency, In some it acts through SCate agencies and in some it acts 
Rlo~ "'itb others wbUe In some other States it does not make any purchase 
at aU. The procnrement policies nod &rraJJgemeuts not only differ from 
State to State but in each SCate these also differ from time to 1bne. On 
acc:om of the ftuctuatlons and 1IIICIertaiDtles the 'C~oratiOD 'is e"'dendy 
Dot in a position to plaD ahead and IIIIIke suhable ..... lnlstrative llI'nIIIRe-
ments for its operations, wldcb have DOW become enlarpd. If only the 
State 1·'000 Corporations/Boards of Management were formed as contem-
plated in the Food Corporations Act, this clitliculty would not have been 
eDCOllJltered. 

2.41 The annual purchase of wheat, rice and cORrse grains by the FCI 
were between 81 ll1kh toones and 115 18Ilh ftORMS am .. the period 1975. 
80andtt was between 11 to U perctIlt of the total prodaCtiOll. 'file Cor-
'pordOli was 'IIOt 1IWID'e 'fff 8Ie ~t df the ftuu· ... lhbIe "...aas .... og'these 
years. ;However, .nccnrdlng'to Gte Secrdtary,~nt '''Food, ,the 
smkraIs "n 1he ........ were _~ ~ 'mit ref prGICIuden fer ...... _ 27]K'r 
cedt 1fer rice ,hi 197(;.:7'7 • 'RIftIyiIIg ... this . ShIdstles ·he 'C1IIIIned 6at 'e'JCtlllld-
bag ftlU'le grains the pan!h1l8e of '1'I4lk4II was 'not s ........... , "IlION ' .......... 
Gf 'tile 1IIIIitletabie .. 8DIIphIs of ...... 8Ifd .r.Icrt! "'"'s,......_ Th -c.... 
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~ sagest tht tftere shahl' be a sciellttfie sy .. of 88efttaiDiq the 
sorpI'as and • ..fa sllollht be fairly -:ceo A eQlllP8l'isOlt oJ .. 
parclalses 1riIft tile lIIII[btab18 sarpIU!I S . be .. vo In the A ..... 
Reports of the~. If 15 nec:enary fW .., £brporMfea to "e a dHime 
inhnentitm in th trading of foodarabls, by ..... ap • lent of 
parchase. 

2.4~ De quantum of the parcbase does not impres8 the CGiiliiiitaft. 
AItho_ tile whole of the wheat aud a large paIf of rice proellt'ed· wa, 
under * price 81Ipport operation, regreta~, the dilect pun:bwIeN flooD the 
Itroducer were negligible. 'FIle purchases tbnaglt farmers· cooperadve& 
during the last three years was less Chan 30 per cent o( the total purchases 
in the case of wheat, whereas it was negligibly small in tbe case or paddy. 
During the current year there has been some improvement inasmuch as 7.5 
lakh tonnes of paddy was procured from farmers' cooperatives. The COm· 
mlttee need hardly point out that grea~r efforts are needed to go in fori 
more of direct procurement from the producer or from producer coopera· 
th·es rather than through int~diaries so that the benefit could reach the 
producer fully. _ .. _. 

2.43 The Committee are anxiou" to see that the producer actually gets 
the minimum support price for his produce. They regret that 110 survey 
has been conducted to ascertain how far the primary producer got the 
benefit of the operations of the FCI. When the purchases are made from 
the intemlediaries it was not ensured that the producer got the price fixed. 
For instance, in Punjab or Haryana no purchase is made directly by the FCI. 
The purchases are made through 'katcbs artiyas'. The Committee han 
been informed that the question of abolishing the intermediaries had been 
tuken up by the Central Gonmment from time to time and lately by the 
Minister of Agriculture himself. However, the Committee note the view 
expressed before them that it was not legally compulsory for the FC. to 
procure through the artiyas in Punjab or Haryana. In any case the Com-
mittee desire that it should be ensured by the FCI that the payment for the 
value Ht the prescribed rate is made to th~ producer by the artiyas whenever 
purchases are made through the artiyas. 

2.44 Safeguarding the interests of the producer being one of the im· 
portant obligations of the FCI, especially in the changed context of enhanc-
ed agricultural production, the Committee feel that the Corporation should 
not confine itself to purchase, storage and distribution of foodgrains. The 
Committee understand tbat the USA loans on the basis of target price are 
made directly to the producer on the unprocf:ssed commodity and tha~ if tbe 
market price failed to rise above tile loan level, the producer could deliver 
the commodity to the Commodity Credit Corporation discharging their 
Obligatio. n in full. lbe Committee no!,e thaL~~-i;1ien. c. e ... 9Uhe ... ..F. ~CI.. . ..l!."n 
reJ!ar~UQ loans advanced in the Past cm tht.J:l.« Joodgrains witb!;)."t 
linkjugjt!o the price su~port was not encou~.uinx. The Secretary, Depart-
ment of Food, expressefiis apprehension about quantum of procurement 
for the Centrol pool being kept up if the USA practice was adopted. Never-
thel . Committee de . • Imi should be made at Gnsf m 
the cue of sma an manz:ina) farmers iu concert with the aKInltura) 
credit institutions. This "ill 0 a 10 wa in obviating distress sales and' 
gilin me much need m o,,·er or e wea er seCtion of the ro. 
ducer. !II 0 not be too diftic t to ensure t procurement made 
uiifO the minimum level reqaired, both for lNdfer and operational stocks. 
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2.45 At present millers arc engaged as contntdors for milling the paddy 
procured by tbtl Fel. In order to avoid double bandling the CommiUee 
suggest thut gradually there could be a tie-up with tbe millers in the c0-
operative or public sedor in the matter of procureJdlDt under price support 
operation, as in Pbilippines where the millers are stated to purcbase paddy 
at a price not lower than the Government support price and act as con-
tractors of the National Grain Authority for milling. The Committee desire 
that instead of waiting for the millers to come forward, the FCI should take 
tbe initiative in tbis regard. Taking into account the incidental expenses 
the percentage of paddy to be delivered as! rice could be fixed and the price 
paid on the basis of the support price for paddy. 



CHAPTER UI 
DISTRIBUTION 

(A) Nature of OperatioDS 
3.1 The Corporation arranges issue of foodgrains for the Public Distri· 

bution System to the State Governments, Union territories and other agen-
cies on the basis of allocation made by the Govt. of India. In certain 
States, the Corporation acts as the wholesale agent of the State Govern-
ments and procures and sells the stocks and! or issues the stocks allotted 
from the central pool. It also issues wheat to the Roller Flour Mills as 
per the allocation advised to it by the Govt. of India. In addition, the 
Corporation supplies grains to the State Governments for certain special 
schemes such as 'Food for Work', Generation of additional employment 
opportunit!es' in the rural areas and 'Flood and cyclone relier etc. as 
per directives of tbe Govt. of India from time to time. 
(B) Issae to Public DistrlbatlOD System 

3.2 As stated in the Annual Report of the Corporation for the years 
1978-79 & 1979-80, while the total purchases made by the Corporation 
during the year 1978-79 aggregated. Rs. 2200 crores as against Rs. 1900 
,--rores in 1977-78 the sales had come down from Rsl 2190 crores jn 1977-
78 to Rs. 1988 crores in 1978-79. The reduction in sale was attributed 
lower oft-take of foodgrains from. the public distribution system during 
1978-79. 

3.3 Asked about the reasons for lower dff-take of foodgrains from 
public distribution system during 1978-79 and its impact on the FCI, 
the corporation in a .written reply stated: 

,...., 

(i) The total production of foodgrains in 1977-78 went up signi-
ficantly to the level of 125.6 million tonnes from 111.5 million 
tonnes in 1976-77. 

(iiL Index Number of wholesale prices of wheat, rice and cereal 
group of foodgrains went down during 1978-79 as compared 
to 1977-78, as in shown below:-

(Base 1970-71-100) 

Commodity Year . 
1977-78 1978-79 

Cereals 161 ·2 157 ·4 
Wheat 156·5 153 ·9 
Rice 162·0 160·4 

3.4 As regards its impact on the FCI, the Corporation stated that, 
"the fluctuation in stock-position and oft-take of foodgrains from the Cen-
tral Pool is an usual phenomenon and depends largely on production avail-
ability and prices of fOodgrains. In view of the decline in Index Num-
bers of wholesale prices c:A wheat and rice, aD-round better IlvaUability, 

(23) 
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removal of inter-state movement restrictions, the off-take was lower al-
though sufficient allotments were made to all the States. H the off-take 
of foodgrains for Pub! it.: Distribution SysteJU during 1978-79 had been 
maintained at the level of 1977-78, the average stock holding would have 
come dOWll by about 1.14 lakhs tonnos. Although by holding of large 
quantities of foodgrain stocks, the FCI has to incur carrying over charges. 
storage charges, interest char~es etc., yet on the other han", the huge stock 
with the CorporatiQQ have glven moral strength to the nation in. the time 
of severe drou&ht conditions". 

3.5 Asked whether there was any complaint regarding the uelay in 
supply for the public distribution system from· any Sta1e Government, the 
M.D., Fel stated "That goes to the Central Government and not to us. 
We w:e not a.ware of the complaint. We did net have any complaint 
befote the'drought of August, 1979. But altef: the drought started, sudden-
ly demend picked up in the interior. It was (in the) tribal belt-Bihar. 
Orissa,. M.P~ wbetc the ~ of communications are very limited. 
Therefore, there was diffi.cu1ty in reach~ there and meeting theu: demand. 
By and large there have been on complaints". 

3.6 The Corporation stated that sometimes it has to keep foodgrains 
in its storage for as long as 3 to 4 years or even longer. Asked as to what 
were the reasons for storage of foodgrains for long peqod and was there 
no s.ystem of reU:asing stocks for distribution first in first. out basis. The 
Corporation subsequently stated in a written reply that "the general 
principle for the release of foodgrains by the FCl for distribution is on the 
basis of the age as well as categorisation of the stocks. However, during 
the past few years there had been bumper harvests with the result that the 
Food Corporation of India had to store large quantities much in excess of 
its storage capacity. Due to the abudant availability of foodgrains ill the 
open market, the off-take of the foodgraios from storage depots for pub-
lic distribution system had gone down". The Corporation further stated 
that "though n0rtn.ally efforts are made 110 issue stocks of foqrains on the 
'first in ficst out' principle, ldl tim~s because of operation.al constraints and 
condition of stocks, it becomes necessary to deviate from this. In the case 
of imported, wheat, there are movement problems to the places where the 
Roller Flour Mills are situated. 1be principle mst in first out in issuing 
grains is relevant only for ensuring that the stocks which have been in 
storage for long are issued in the first instance to avoid further deteriora-
tion/damage. The age of the stocks may not always determine rate of de-
terioratioR (although it will be the most important factor). The priority 
for the issue/liquidation of the stocks has therefore, to be in respect of the 
lower category of stactks which are particularly stored in sub-standard 
godowns as also in the opeu storages although this may not strictly coincide 
with the stocks. Since the imported wheat was stored in bins/covered 
godownr. and the condition of stocks was of A & B category, these stocks 
remai.cd in storage for longer period". 

3.7. According to the Annual Report of .. Corporat.ioo for the year 
1978-79, coDfirmati.ca 01 stock/stored 10aeed to/hdd by the 0tber parties 
could oot be obtained in certaiB cases lIS these were under reconcilia-
tion. Some of these sIIocb lying with the thiId "..nics were \tt1Q.er dispWe. 
'I'he COIIIIIlittee eaqtllind as te DOW much of the st0Ck WI.- the ceRal 
operations were held by the third parties and how much of it was under 
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diapute. A representative of FCI stated in evidence that "this relates 
mainly to the stocks given by the FCI to the millers for paddy milling. 
When we give rice or paddy for milling eurposcs to the millers, a particu-
lar out tum is fixed and a particular milling rate is fixed. If 100 tonnes 
of paddy are given to them, they are expected to given seventy 100ncs of 
rice. If they fail to deliver this, then that becomes a dispute. Several 
cases are in the court and are under arbitration". The witness added, 
the total value of stocks held/loaned to the third parties as on 31-3-80 was 
of the order of RI. 312.81 lakhs and the value of stocks which had been 
disputed was Rs.14 lakhs. 

(C) Supplies to Flour MJUs 
3.8 The Roller Flour Mills in all the States are given separate allot-

ments of wheat from the Central Pool. The FCI directly supplied the allot-
ted q.antities of wheat from its depots to the roller flour mills. 

In reply of a question a representative of FCI gave the followin& de-
tails about the total quantities of wheat issued by the Fel to the Wheat 
Flour Mills all over the country :-

Calender year Total wheat off-take OfF-take to the Roller Flour MlUs. 

1977 . 59 ·77 lakh tonnes 27'46 lakh tonnes (balance 32 Iakh 
tonnes taken by Fair Price 
Shops). 

1978. 64 '35 lakh tonnes 33 ·06 lath tonnes. 
1'979. 71 ·8 lakh tonnes 29·8 lath tonnes 
1980 . 86'4 lakh tonnes 36'3 lath tonnes 

(it varied between 45 to 50 per cent) 
------------------------------------------------------

3.9 Asked as to what were the restrictions imposed by the FCl on the 
sale of end products namely maida, Suji etc., the M.D., stated "The FCI 
does not have any control over the distribution of end-products. The licen-
sing of the roller ftour mills is done under the Roller Flour Mills Control 
Order which is administered by the State Governments on beh,1f of the 
Central Government." 

3.10 In a written reply after evidence the Corporation informed that 
restrictions were imposed by the State Governments with regard to pricing 
and distribution of end products of Roller Flour Mills. However, such 
'restrictions were withdrawn in November, 1976 by the Department of Food. 
Due to rising trend of prices in September, 1979, restrictions were im-
posed al!ain by the Department of Food on 12th September, 1979. The 
State Governments were asked to fix the Ex-Mill prices of Maize, Suji, re-
sultant atta and Bran. Later on, restrictions on resultant alta and Bran 
were takcn out. Whole-meal atta was not brought under this Price Control 
Scheme. The distribution of these products was done by the State Gove-
ernments. However, the State Governments of Punjab and Haryana did not 
fix the prices of these products because the market prices prevailing in the 
States were lower tban the prices fixed at that time. 

3.11 Asked whether any restriction was exercised by the Government 
on the flour mms on the selling price, the- Corporation in a written reply 
3-148 LSS/81 
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stated that "the Central Government exercises the restriction on the sale 
prices of end products fixed by the State Governments, as these prices are 
approved by tbe Central Government". 

3.12 Asked whether there was any restriction on the total off-take 
by the flour mills, the M.D., Fe! stated in evidence: 

"The Govt. of India lays down how much allotment should be 
made to the flour mills. They are allowed to lift only as per 
the alIotment made by the Govt. of India." 

He added: 

"The Government of India have rationalised the allotment policy 
considerably now. Before that, the allotment was made in 
relation to the capacity of the flour mill. But because of the 
easier availability of wheat in the market, many of them did 
not lift from the FCI. It was found that roughly about SO per 
cent of the capacity was being lifted. When they rationalised 
the system, about six months ago, the average off take in 
the last thr~ years was taken into account and that was fixed 
as the quota they could lift. Now the quota is being allotted 
on State-wise basis." 

3.13 As regards the flour mills not lifting more than 50% because they 
-could get wheat cheaper In the market, the Committee asked about the 
reassons for this. TIle M.D., PCI stated ''We do not investigate it. The 
{Jovemnlent of India does the investigation. Availability of the market 
plus the capacity being in excess of the demand. These are the two 
reasons." 

3.14 Asked whether the Roller Flour M"tlls could buy frOm the 
market instead of lifting the stock from the FCI, the F.D. stated that the 
flour miDs were not allowed to buy from the open market. Only in 1979, 
they were allowed to ~uy for two months requirements from the markets 

·directly. There was legal restriction by the Central Government. After 
1979, they were not permitted. 

3.15 In a note furnished after evedence the Corporation stated that 
Roller Flour Mills were allowed to purchase wheat in the open market for 
the period from 19-6-1971 to 31-3-1975 except in 1973, when the permi~ 
sion was withdrawn for some period. Permission was again given to the 
furchase of wheat to Roller Flour Mills from the open market from· 
-4-1979 to 31-7-1979. 

3.17 The Committee wanted to know whether there was any Govern-
ment machinery to enforce the restriction that the flour mills should not buy 
from the open market, the M.D., PCI stated during evidence: "I do not 
think there was any". 

3.17 Asked further whether it was possible for the FCI to include i 
condition that if the Flour Mins wanted to buy from FCI, they must buy 
for an the years and for the requirements from the FCI only and noli go tti 
the open market, the M.D. stated in reply, "I will have to think it over". 
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3.18 To question as to how was it ensured that theae lour miDI only 
worked on the wheat allotted by the FC! and had no other sources of get-
ting wheat supply, the witne6s stated, "we have no mechanism". Asked 
further whether there was any other mechanism, he 8I8ted, "The Siatc 
Administration through their Inspectors go and check it. There is a State 
Government Administration which is administering the order." 

3.19 The Committee pointed out that the flour mills were getting wheat 
from Food Corporation at a subsidised price. Subsidy was given by Gov-
ernment on that. If there was no control at 'all on the end products, the 
subsidy benefit would go to the flour mills and not to the consumer for whom 
it was meant. They wanted to know whether the Corporation had ensured 
that the subsidy benefit instead of being retained by the flour mills, went 
to the consumer. The M.D., FCI in reply stated, "We have not done that, 
S· " Ir. 

3.20 The Ministry informed that complaints had been received from 
the roller Bour mills regarding sub-standard supply by FCI. However, 
suitable sampling procedures had been devised and suggested. Asked as 
to what was the sampling procedure devised and whether the Roller Flour 
Mills were satisfied with the procedure devised, the Corporation intimated 
that the sampling procedure regarding the joint sampling by the represen-
tatives of FCI and RoUer Flour Mills in case of. dispute was devised by 
the Ministry during 1979. '!be Corporation further stated that the roUer 
Bour mills are satisfied with the procedure devised and no complaints re-
garding this procedure have been received subsequently. 
(D) Bder Stoek 

3.21 The Corporation stated in a written reply that to meet the situation 
arising out of the crop failure and to maintain the distribution commitments, 
the Government of India asked the Corporation to maintain buffer stock in 
addition to the operational stocks reqUlIed for the normal running of the 
public distribution system.. 

3.22 The extent of buffer and operational stock held by the FCI at the 
end of the last three years is as under:-

(lakh tonnes) 

Year Buffer Stocks Operational Stocks 

1977-78 96·11 36'74 
1978-79 110·86 32·88 
1979·80 77'24 43·75 

3.23 The Corporation stated that in recent years no targets of procure-
ment have been fixed by the Central Government. The Committee wanted 
to know as to how in that event the level of {'l'ocurement for public distri-
bution system and buffer stocking was dctermmed by the Fc!. The M.D., 
FCI in evidence stated: 

" .... till 1975-76, targets were fixed by Govt. of India for the pur-
pose of procurement. But after that, the production went up 
substantially in the country. We switched over to the mim-
mum support approach. So, for the procurement, the question 
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of fixing the targets did not have the same meaning as stated 
to be in certain years .... We worked out an indicative figure of 
.availability of grain for the rabi season and organised operations 
for the p~ of procurement of grains accordingly. So, to 
that extent It is correct to say that no targets were fixed as such, 
so to say ............ ". 

3.24 Asked whether the reasonableness of the level of stocks had been 
assessed at any time with reference to the actual needs, the Corporation 
stated in a written reply that level of stocks with reference to actual needs 
has continuously assessed by the Coryoration as well as by the Department 
of Food. The quantum of foodgrams and their composition in terms of 
wheat and rice was also adjusted depending upon the stock level of various 
foodgrains. As regards size of buffer stocks, it was also assessed from time to 
time by the Government keeping in view the fluctuations in production and 
requirements of foodgrains. Initially the Government based on the estimates 
of production cosumption and consIdering the constrains of finance, storage, 
turnover etc., decided that in the 4th Plan period buffer stock of 5 million 
tonnes of cereals woul4 be created. Subsequently however with the successive 
increase in the production and continuing improvement in the stock, it was 
decided to increase the targets from 5 to 7 million tonnes. This level of 
buffer stock was again raised to 12 million tonnes in 1976. At that time 
it was decided that in addition to buffer stocks, operational stocks would 
be lUi under:-

AI on Million tonne~ 
FIrst April 3'5 to 3'8 
F1rst July 8·2 to 8·8 
First October 5'S to 6·0 
First January • 4'8toS'S 

This level of buffer stock has again now been raised to 15 million tonnes 
for the 6th Plan period." 

3.25 The M.D., FCI informed the Committee that the Corporation was 
also taking up the export of rice at the present moment for earning foreign 
exchange. The Committee asked whether the Fe! had ever thought of seI-
ling the extra buffer in the home market rather than exporting it outside, the 
M.D., FCI stated. "So long as the rationing system is there, the open market 
sale of grain will only mean that our grain is going to some trader. There-
fore, if the trader buys it, there is no control on it. In a situation where 
the market prices are higher than the issue price which is laid down by the 
Government of India open sales are not going to achieve any desired end. On 
the other hand, there is a demand to give more to the public distribution 
system." , 

3.26 Asked whether the Corporation had worked out the economics of 
holding excessive stock vis-a-vis issuing the foodgrains at slightly lower 
price, the M.D., FCI stated, "we were not holding excessive stock earlier". 
A representative of FCI added, "This position arose in 1976 when we 
had imports and large indigenous procurement. 'The stock level was very 
high and we had problem of ~t('lring. This problem was brought to the notice 



of the Government. We had to study tile economics of boJdiDg these largo 
stocks vis-a-vis issuing them at slightly lower price and as a result of that 
study the Government felt that the issue price from the public distribution 
system and also the roller ftour DlIlls should be the same. 
(E) latemal Distriblltion 

3.27 In addition to handling the foodgrains on behalf of the Govern-
ment of India, the FCI has also been undertaking issue of Central Pool 
stocks to the Fair Price Shops as wholesale selling agent of the State Gov-
ernment in the States of West Bengal, Andhra Pradesh, Madhya Pradesh, 
Rajasthan and Kerala. (In West Bengal the Corporation is also undertak-
ing procurement on behalf of the State Government.) 

3.28 The supply of foodgrains direct to Fair Price shops is also being 
done by the FCI in Delhi and in some selected cities of U.P.-Kanpur, 
Allahabad, Varanasi, Bareilly, Meerut and Agra. The Corporation is charg-
ing certain incidentals towards the extra expenses incurred by it in connection 
with handling of foodgrains for this work in all the States except in Delhi 
and V.P. In case of V.P. and Delhi, stocks are issued as per Central issue 
price only without charging any extra incidentals. 

3.29 111 evidence, the M.D., FCI state inter alia"we have now impres-
sed upon the State Governments that they should take over the responsi-
bility of distribution themselves". 

3.30 Asked further whether it was obligatory on the part of FCI to 
perform this service, the M.D. stated:-

"It is ancillary. So far as West Bengal Government is concerned 
in 1966, they entered into an a~ement with the FeI for handl-
ing the procurement-cum-distribution work through the FCI. 
We had served a notice on the West Bengal Government in 
1977 saying that we would like to terminate the contract be-
cause of the change. in the pattern because every State Gov-
ernment has been adopting the creation of the Civil Supply 
Corporation. We said, connected with the patterns existing in 
other States, the West Bengal Government should do the dis-
tribution work themselve!!. The position in Rajasthan is that 
we allow the shopkeepers to come and draw grains from us. 
In West Bengal, and other areas where we distribute foodgrains, 
it is transported by the FCI. In V.P. in the Kaval cities 
Bareilly and Meerut also we distribute but elsewhere the State 
Government formally lifts from our ~owns but delivery is 
taken by the shopkeepers coming WIth them. This has been 
going on for a long time. We are doing the distribution work 
also in Madhya Pradesh. In Andhra Pradesh also we were 
doing but we have been recovering the costs of our operations 
in aU these States. In the distribution work no losses are in-
curred by the Corporation, excepting that in Delhi where we 
don't recover our costs". 

3.31 In reply to a question as to what Wai the FCI charging for issuinS 
foodarains to a fair price shop dealer for example in Rajasthan. The M.D., 
FCI stated:-

"For example the central issue price is RI. 130/- another Ra. 2/- is 
added in respect of the extra charge8 incurred by the Corporation. 



30 

Then in the price of Rs. 132/- administrative char~s of the State 
Govt. are added before the grain is taken by the retailer. The 
retailers add their own margins before releasmg the grain to the 
cotIsumer." 

3.32 Asked further as to what extent entrustment of such functions 
to the FCI had detracted from its primary duty. The M.D., FC! stated:-

"So far as the State Operations are concerned .... except for West 
Bengal, we have not set up a separate establishment for dis-
charging the functions. In other places, we have not sanotion-
ed separate staff for the purpose of this work. But, I must 
not say it is wholly correct because in Madhya Pradesh 
and at a few other places, we have opened small Depots. It 
is covered by the cost that we are incurring under the charge 
of the State Govt. To some small extent it may be detracting 
from the functions of the Corporation but not as a whole finan-
cially. But also it is not our main function. The Board of 
Directors of the Corporation is anxious to hand over the dis-
tribution work to the State Government and see to it that they 
concentrate on the procurement, development storage, preserva-
tion and All-India policy coordination rather than on the local 
supplying network which at present under the public distribu-
tion system is very much the responsibility of the State Gov-
ernment." 

3.33 During examination of the Ministry, the Committee desired to know 
as to what was the assessment of the Government in regard to the need 
for the FC! to undertake responsibilities on behalf of the State Governments 
and engage in any commercial operations. The Secretary, Department of 
Food stated: 

"We won't take a rigid view of the matter. It depends on the situa-
tion obtaining from time to time. In the past the FCI had 
taken up the work on behalf of the State Governments in many 
places. The idea at that time was. firstly that some' staff of the 
FC! could be more My utilised: secondly many of the State 
Governments were not still ready with their organisations etc. 
to undertake this work. Many of them are not in the stage of 
development to take up the work of procurement or distribu-
tion. Therefore as and when some of the States started be-
coming m~e and more developed, they have stated doing the 
work on their own ........ So, the State had to be ~e1ped in 
the earlier stages on the concept of State tradin~ in foodgrains 
and the FC! staff had to be fully utilised. The FCI had taken 
to this work". 

3.34 In their 12th Report (1971-72), the Committee on Public Under-
takings observed that the Food Corporation should not be saddled with 
duties and responsibilities of internal distribution which should appropriately 
be diScharJte(i by the State authorities who had detailed knowledge and ex-
perience ollocal requirement. The Committee pointed out that in spite of 
th~ above recommendation, FC! was still being saddled with the responsi-
bility of internal distribution. The Secretary, Department of Food stated:-

"I do not know what evidence was given at our meeting there. At 
that time the FCI was making some little profit out of the 
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transactions. It was marginal. The FCr was helping the states. 
Why should that profit be lost ...... States Uke Madhya Pra-
desh, Rajasthan, Andbra Pradesh etc. wan led it." , 

3.35 The Committee observed that jf the FCI was making a profit on 
internal distribution, why not the entire distribution system incIudmg issue 
to the ration shops be taken over by them. The Secretary, Department of 
Food stated: 

"I do not agree that the FCI should go in for this activitv of internal 
distribution .... The FC! should not be allowed to· chew more 
than it can digest. Otherwise. it would become too much work 
for the FCI. If they are, asked to extend their operations fur-
ther and further in the interior areas that will lead to the cost 
element further going up." 

3.36 Asked as to what were the economics of rendering extra services, 
th~ Department of Food in a written reply after evidence stated inter ana: 

"The stocks distributed by the FCI as the agent of the State Gov-
ernments are issued at fte Ex. FCI godown issue prices fixed 
by the State Governments concerned. In the case of Central 
stocks, tho issue price fixed by the State Governments takes 
into account the margins allowed to the Corporation as the 
wholesale selling agents towards the extra cost incurred bh! 
The margins/incidentals allowed to the Corporation vary 
the State to State and depend on the extra services rendered 
in each State". 

(F) 115118 aDd Retail priees 
3.37 The present contral issue prices of foodgrains have been stated as 

under:-
(Rs./Quintal) 

l1Pto 31-12-1980 From 1-1-1981 

Rice 
Common 
Fine 
Superfine 

Wheat 
Coarlepain 

Jowar I 
Bajra . ~ 
Maize &. Ragi J 

Milo 

1 SO-OO· 165 -00 
1620()()· 177 -00 
172 -00. 1920()() 
1300()() 130'00 

96'00 106 -00 

70 -00 70'00 

3.38 The ~ation informed in subsecJuent note that the issue price 
of wheat for public distribution has been revised to RI. 145/- per qtl. and 
for Roller Flour Mills for ~oduction of wheat products at Rs. 155/- per 
qtl. with effect from. 1.4.1981. 

.R~. 2/· e'ttra per quintal for parboiled rice. 
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3.39 The MD., FCI stated in evideac:e before the Committee that there 
was difference between the Central issue price and the State Govt. retail 
price which varied from State to State. He gave the details of such difference 
as undu: 

State 

Orissa 
WHEAT 

Difference betwccn FCI· 
Issue price and State 
Retail Price. 

Gujarat 
Rs. 19j- (extra) 
Rs. SI- (extra) 
Rs. 11 1- (extra) 
Rs. 13/- (extra) 
Rs. 15/· (extra) 
Rs. 6 '50 (extra) 

Rajasthan 
Andhra Pradesh 
West Bengal 
Punjab 

RICE 
Orissa Common variety 

Fine variety 
Superfine 

Gujarat Common variety 

Rs. 28/- (extra) 
Rs. 31 I· (extra) 
Rs. 31/. (extra) 
Rs. 20/. (extra) 
Rs. 211- (extra) 
Rs. 21/- (extra) 
Rs. 22/· (extra) 
Rs. 19/. (extra) 
Rs. 19 '39 (extra) 
Rs. 19 '76 (extra) 
Rs. 10/- (extra) 
Rs. 15/. (extra) 

Andhra Pradesh Common variety 
Fine variety 
Superfine 

W. Bengal Common variety 
Fine variety 
Superfine 

Punjab Superfine variety 

U.P. Common variety 

3.40 A representative of FCI informed that the difference between FCI 
issue price and State Government Retail price was represented by trans-
portation charges, State administration charges etc. and the margin charg-
ed by the FCI was Rs. 2/-. The Committee desired to know whether the 
FC! could exercise any control on the mar~ which the State Government 
kept bttween the issue price and the retail price, the M.D., FCI replied 
in negative. Asked whether under the present arrangement it could be 
said that the interests of the consumers were protected a representative of 
the Ministry stated in evidence: 

"The pattern and quantum of the distribution costs varied widely from 
State to State. In 1977 the Government-the Department of 
Food-tried to see whether some kind of homogeneity if no uni-
formity could be brought about in the pattern and the quantum 
of the distribution costs, which the State Governments have 
been levying for undertakings the supply to the consumer. They 
set up a Committee under the Chairmanship of the Food Secre-
tary which consisted of not only our departmental people but 
also representatives from two surplus States and two deficit 
States. 'That Committee went into the entire maUer and they 



33 

came to the conclusion that for both wheat and rice the State 
Governments should limIt their distribution cost to a figure of 
Rs. 10/- per quintal. This: was suggested as the maximum that 
the State Government should levy. The Committee's recom-
mendation as also the rationale behind this recommendation 
had been forwarded to all the State Governments and the Union 
Territories. Then we began receiving the feed back reports from 
them, each State Government began justifying the charges levied 
by them fgr one reason or another .... We again wrote to all 
the State Ministers o~ Agriculture in the latter part of 1977 sug-
gesting that in the interests of the consumers there should not 
be such a wide varying pattern, especially when the Central Gov-
ernment have fixed a uniform pnce for the entiro country and 
this point was emphasised in very clear cut and explicit ·Ianguage 
to all the State Governments. There the matter lies. We can 
take advantage of the proceedings of the Committee today to 
reiterate, the point that there should not be a widely varying 
pattern in computing their distribution costs by the State 
Governments". 

3.41 Askcd whether the FCI or the Food Ministry had any control in 
fixing the final price for the retailer after the release of the issue stocks, a 
representative of Department of Food stated that they had no control in 
legal sense. 

3.42 The Ministry informed in a note that consumers complaints rega-
rding sub-standard supplies through Fair Price Shops had been eX'amined and 
spot instI,].1ction were given for rectifying the discrepancies. Asked about 
the action taken by the FCI where it was found on inspection that the food-
grains supplied were actually sub-standard the Corporation stated in a writ-
ten reply that the Fair Price Shops were under the administnitive control 
of the State Governments concerned. Consumers complaints regarding sub-
sandard supply through Fair Price Shops were examined by the appropriate 
department of the State Government for suitable action. 

3.43 nil 1975-76 targets were fixed by Govemment for the purpose 
of procurement ander compulsory Ie,),. After swltchiJll!: onr to minimum 
support approach consequent on enhanced production and availability of 
foodgralns targefs became Irrelevant fte Committee presume that die 
FCI is committed to pnrchaslng all the gralns oftered at the minimum price 
fixed. The purchase arrangements thus need " change if the produur Is 
to be assured of minimum price. The huffer fo11ocks to be maintainecl by 
the Corporation also demand suitable storage capacity and scientific preser-
vation tedudques beln2 employed. The Committee trust tlaat the FCI 
would measure up to die new challenges. 

3.44 The annual level of buffer alld operationol stocks varied front 
"77.24 taU tonnes to 110.80 lath tonnes and 'rom 32.88 I .. tolllleS to 
43.25 lakh toanes respectivelY daring the yeas 1977-80. The Corponfton 
mafnJy arralllles LQue 0' food .... ins for the Public Distribution System and 
ef wheat to the RoDer Flour Mills as per .OocatlOll8 lIIIMIe by the Go~ 
mente 'I1le CODUDittee nnte that sometimes stocks are held for 4 yean •• 
even longer. In view of hea-ry carrylag cost of stocks, the Committee All-
'Je'" that where the huffer stocks are held beyond R l'dIonMIe Ie'ftl tile 
elree8S could be dlspMed of by sale In the open lBtIJ'ket 01' tile ... prke far 
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the Public Distribution System slightly lowered so that offtake can be more. 
HaviDg regard to aU relevent factors the level of buffer stocks should be 
carefully determined frolll time to time. The economics of holding exces-
sive stock vis-a-vis the course suggested by the Committee should be work-
ed out and suitable action taken 011 that basis from time to time. 

3.4! At present internal distribution of foodgrains issued from the 
Central Pool is regarded as the responsibility of the States. The FCI, how-
ever, undertakes distribution as wholesale selling agents in West Bengal, 
Andhra Pradesh, Madhya Pradesh, Rajasthan and Kerala. In certain 
places, the Corporation undertakes retail distribution to the fair price shops 
also. The Committee feel that in view of the commitment of the FCI to-
serve the interests of the consumer it could undertake the distribution 
function fully if only there could be a network of State Food Corporations/ 
State Boards of Management as contemplated by the Act. Till such a net-
work is developed, it is prudent for the Corporation to confine itself to tile 
procurement for the Central Pool and issue to the States leaving it to them 
to organise the distribution. 

3.46 De Committee are distressed to note thnt in some States the retail 
price fixed by the States (or the ultimate sale of foodgrains to tbe consumer 
from the Public Distribution System is much higher than the price at which-
the grains are issued from the Central Pool to the States. The ditference 
was as high as Rs. 19 in Orissa, Rs. 15 in West Bengal, Rs. 13 in Andhra· 
Pradesh and Rs. 11 in Rajasthan per quintal of wheat and Rs. 28 in Orissa~ 
Rs. 20 in Gujarat, Rs. 19 in West Bengal and Rs. 15 in u.P. per quintal 
of rice. In some States the retail price seems closer to the open market 
price allowing for tbe quality variations. De Committee bave been in-
formed that neither the FCI nor the Central Government bas control over 
the retaU price fixed by the States. The attempts of the Government to 
bring about certain homogeneity if not unHormity and to peg tbe margin-
between the issue price and the retail price down to lb. 10 seem to have 
failed. Thus, although the procurement price and issue price of Central 
Pool are uniform there Is wide disparity in the final retail price that the 
consumer pays. It cannot, therefore, be claimed that the operation of the 
FCI fully serves the interests of the consumer. It is very unfortunate tbat 
the consumer subsidy of the order of Rs. 300 crores and the btdfer stock 
carrying cost of about Rs. 260 crores paid annuany from the Central Ex-
chequer did not achieve the purpose. The Committee strongly feel tbat the 
wbole sale and retaU margin should be the minimum possible. The States 
should be persuaded to ensure this. 

3.47 The Roller Flour Mills in all the States are given separate allot-
ments of wheat from the Central Pool stock held by the FCI. The annual 
offtake by the mills raJl2Cd from 27 lakh tODIteS to 36 lakh tonnes during 
tile period 1977-80. This worked out to about 40 to 50 per cent of the 
totall8sues of wbeat from the Central Pool. Despite sucb substantial issues 
to the mUis, it is surprisiuK that the FCI or the Central Government does 
not haye much of • control on the pricing and distribution of the end pro-
duds of the mills nz. maida, saji and atta. It should be noted that wheat 
is issued at a subsidised price and the Central Government bears the sub-
sidy. It is common knowledge that the benefit of the sabsldy goes largely 
to tile mUIs ndIer tban to the C8DSlUller for wIIom It Is meant. 'I1Ie COllI-
mittee would, therefore. suggest a critical study of the position to take 
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suitable ac:tion to ensure that the consumer actuaUy derives tbe benefit. 
Further, it should be made a rule that if the mills wanted to buy from the 
FCI, they must buy for aU their requirements from the Corporation only 
so that no alibi could be given for charging bigher prices for the end pro-
ducts and rigid control could be exercised on their distribution and price. 
Such a control is necessary in tbe prel'ailillg situation. The Committee 
welcome tbe recent decision of tbe Go\'ernment to charge Rs. 10 more t& 
the Flour Mills for the supply of wheat to them. If it is not possible t& 
have a strict check on distribution and price of end products, the mills 
should be charged economic price for wheat supplies. 



CHAPTER IV 

STORAGE 

(A) Storage Capacity 

4.1 As on 31 March. 1980 the Food Corporation of India was having 
.an owned storage capacity of about 7.59 million tonnes (covered) and 
1.29 million tonnes (CAP), total about 8.88 million tonnes. Besides its 
own godowns, the Corporation is also making use of the storage capa-
.cities hired from other public sector agencies viz. ewc, SWC, State Govern-
ments and the private parties. The total covered storage capacity, owned 
and hired, increased from 92.06 lakh tonnes to 161.81 lakh tonnes from 
1975-76 to 1979-80. In addition open storage space capacity, owned and 
hired, increased from 19.92 lakh tonnes to 67.48 ~akh tonnes. 

The break up for the year 1979-80 is as follows :-

Covered Accommodation 

o Hned by PCI 

Hired: 
State Government 
CWC 
SWC 
Others 

CAP 

Owned 

Mired 

Total 

G. Total 

(In lakh tonnes) 

75'87 

7'81 
9'80 

10 -()9 

58'24 

161'81 

12'88 
54'60 

229·29 

4.2 The Corporation stated in a note that with the increased produc-
tion and procurement, acute shortage of space had been expcrienced in the 
tecent years especially in some of the surplus State like Punjab, Haryana, 
Andhra Pradesh etc. with the result that the Corporation had to resort to 
storage of foodgrains in open under CAP, both owned and. hired. 

36 
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4.3 The maximum stock held by the Corporation durin8 each of the 
last five years was stated to be as under :-

Oakh tonne.) 

Year Total wheat Total rice Total 
(includina 
paddy in rice 
terms) 

1975-76 57'04 36'10 93 '14 

1976-77 97'74 55'81 153'55 

1977-78 74'89 60'51 135 ,40 

1978-79 53'50 91 '68 145 '18 

1!n9-ao 39'51 81 '91 121 ·42 

4.4 The Committee pointed out that the total storage capacity of 299.28 
lakh tonnes (covered and CAP) owned and hired in 1979-80 was more 
than the total purchases and the stock at the end of the year. This prima 
facie indicated that the storage space was more than adequate. They en-
quired whether there was imbalance in the availability of s~ space and 
if so, how the Fel proposed to correct this imbalance. The Corporation 
stated in a written reply that the imbaJance in the utilisation of the storage 
capacity constructed/acquired had been due to: 

(i) Unpredictable drought conditions in most parts of the country 
during 1979-80 coupled with the enhanQed issued for "Food 
for Work Programme". 

(ii) Inability of the railways to move the foodgrains from Punjab, 
Haryana, U.P. and Rajasthan to the desired extent and to the 
centres in need of grains. 

(iii) Increased off-take on account of Public Distribution System 
leading to appreciable reduction in the over all stock level of 
foodgrains. 

4.5 On the other hand it is stated the Corporation had inadequate 
available storage space particularly in the producing States of Punjab, 
Haryana, Rajasthan, Andhra Pradesh. In the coastal areas/ports where 
large storage capacity had been constructed due to continued unports, over 
the years the capacity became surplus to some extent due to complete stop-
page of imports. 

4.6 The FeI has stated that in order to rectify the imbalance it proposed 
to streamline the utilisation of the available storage capacity by increasing 
the movement ex-North to the deficit states like East Zone so that the utilisa-
tion of covered spaces could bet improved. Efforts were also being made to 
deb ire private capacity to the extent possible. 
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{B) UtUisation 01 capacity 

4.7 The utilisation of the storage capacity at the end of each year 
during the ~ast five years was Iii follows :-

Year Percentages 

1975·76 8S 

1976-77 87 

1977·78 67 

1978·79 7' (peak utilisation 81 rJ 
1979·80 70'4 

4.8 The Department of Food stated in, a note that the utilisation of 
storage capacity, both owned and hired, depended to a great extent on the 
procurement and distribution policy of the Government of· India and the 
State Governments availability of the infra-structure like transport, labour 
etc., and the necessity of kee·pin& stocks in over two thousand centres spread 
all over the country. 1be Corporation had to maintain adequate covered 
storage capacity in various places not only for catering to the public distri-
bution system but also for maintaining buffer stocks. The Corporation bad 
to plan in advance storage capacity for procurement operations taking iilto 
account the peak arrivals. Owing to fluctuations in the actual procurement 
the entire storage capacity may not be utilised. In view of iliese reasons, 
unlike in production enterprises, the capacity utilisation of the storage 
gooowns could not be at optimum levels at all times. 

4.9 Asked about the steps taken by the FCI to improve storage capa-
city utilisation, the FCI in a written reply that with a view to obtain gainful 
utilisation of the capacity a decision had been taken to dehire/release the 
surplus capacity hired from various sources under non-guarantee which had 
been earlier hired in emergent conditions. The Executive Committee took 
a decision to dehire CAP complexes/Air strips on priority basis. A capacity 
of about 16 lakh tonnes was estimated to be debired during 1980-81 and 
12 lakh tonnes during 1981-82.· 

4.10 Asked further whether FCI let out on hire owned storage spaces 
temporarily to the extent not used by them, the Corporation stated in a 
written reply "normally our owned storage sJ)ace is not let out to other 
agencies but during the last year due to under-utilisation in some other 
regions, we have Ilired out FCI's storage spaces to the State Government, 
Modem Bakeries and ewc in the States of West Ben¥al, Orissa and 
Haryana. • Further with a view to obtain gainful utilisatIon of the vacant 
ARDC cl9'acity rendered due to movement constraints stoppage of imports 
etc. the Corporation had on November, 1980 hired out abOut I.S lakh MT 
to the public agencies bringing Ii saving of Rs. 3.9 lakh in monthly rents . 

• At the time of factual verification, the pel informed that against the tal'lCt or 16lakh 
tOnDCS, a capacity of S '22 lakh tonnes coverecf and CAP has been dehired till Peb., 
1980. 
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{C) Cost of Storage 

4.11 According to the FeI, the average cost of storage in the covered 
godowns in respect of owned hired accommodation was as under :-

Year 

1979-80 
J980-81 (R.E.) 
1981-82 (D.E.) 

Owned 

0·26 
0'29 
0'32 

(Tn rupees per quintal per month) 

Hired 

0·32 
0·36 
0'42 

Overall A veraac 

0'30 
0'33 
0'36 

4.12 The Corporation stated that in respect of the owned accommoda-
tion, the average cost has been worked out assumin$ 100% capacity utilisa-
tion. The cost for the Corporation's own godowns !Delude apart from other 
charges notional interest at 6% on the capital investment. 

(D) Storage Loss 
4.13 According to FCI, the quantities and values of the storage losses 

of foOOgrains and their percentage on the quantities sold, for the last five 
years were as under :-

Year Qty. (Iakh) Value %ageon Qty. 
tonnes) (Rs. Cnnes) sold 

1975-76 0'26 3·43 0'3 
1976-77 0'68 9'72 0'7 
1977-78 ] '25 16'79 0-9 
1978-79 1'00 15 '8S 1 '0 
1979-80 2'03 31 'Sl 1'46 

4.14 The main factors responsible for the increase in storage losses 
-inter alia were stated to be :-

(i) Cyclones and floods on account of unprecedented rains; and 
(il) Longer period of storage in view of buffer commitments. 

4.15 According to the FCI, the following quantities of foodgrains were 
damaged due to rams, floods, cyclone etc. and rendered unfit for human con-
sumption during the last four years :-

Ycar 

1976-77 
1977-78 
1978-79 
]979-80 
(Prov.) 

Qty. tonnes damaged 

44126 
46895 

100657 
69896 

Assessed value of 
Joss (Rs. Jakhs) 

368'90 
324'46 
849'93 
570·81 

4.16 The Corporation stated that one of thel major reasons leading to tho 
;aboVl' levels of the damaged stocks has been that from 1976 onwards the 
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Corporation hz.d to resort to large scale CAP storage, due to the serioUJ. 
paucity of storage space progressively encountered with increased levels of 
procurement. Besides, the weather conditions have also been unpredict-
able and eratic in some of the years. Some of the major CAP complexes 
as a result h"ve suffered damages due to cyclones, storms and floods in 
different parts of the country. . 

4.17 In reply to a question, the Corporation stated that the longest 
period for which the foodgrains were under the open storage (CAP) was 
four years. 

4.18 1 he FCI has informed that during the last three years i.e. 1977-78, 
1978-79 and 1979-80 (upto Dec. 1979) there haA1 been 147 caes of. theftI, 
fire, misappropriation, cyclone etc. involving in amount of Rs. 46.50 laths 
as per break-up given below :-

(Rs. in lakhs) 

Year Thefts Fire Mis- Cheat- Cyclone Short- Missing Total Amount 
appro- ing ages cases invol-

1977-78 
1978-79 
1979-80 

(uPto Dec. 
1979) 

Total 

16 
95 
14 

125 

2 
3 
8 

13 

priation 

2 
2 

4 

2 

2 

ved 
Rs. 

24 8'38 
101 33 '05 
22 5 '07 

147 46 '50 

4.19 Out of 147 cases majority of cases related to thefts (125) involv-
ing an amount of Rs. 23.51 lakhS'. In regard to 38 cases of thefts, the 
FCI has stated "FIR lodged. Results of Department enquiry /p<?lice in-
vestigation in progress/awaited". In regard to 83 cases of thefts, it has 
been stated that thefts occurred due to the fact that the Charrah CAP 
storage (in West Bengal) and the Kalyan Air Strip (in Maharashtra) had 
been surrounded by bad characters who came out in the darkness with 
lethal weapons and attacked the CAP storage/Air strip. According to 
the FCI, the thefts are reported to have been eliminated by inducting 
CRPF/SRP. 

There was only o'ne case of cyclone involving a loss of Rs. 4.68 Ja1chs. 

4.20 Asked about the extent of these damages at railways sidings dur-
ing the last three years, the Corporation stated a written repJy that the 
accounts of losses to the foodgrains were compiled region-wise for the 
entire quantity damaged whether in transit at good-shed sidings or in 
FCl's storage p1'emises and no separate figures of damages at railway 
siding only available. 

4.21 Enquired about the extent to which the loss on account of damages 
at the railway sidings could be recovered from the railways, the Corpora-
tion stated that there were two types of sidings (i) within the FCl's depots 
premises and (ii) at the railway goods-shed. For any damage to stocks at 



the goods sbed sidings only, the railway could be Jaeld ~le. Such 
claims formed p~ of the. total claims for ~ ~ iDcludins damaged 
stocks lodged WIth the railways. . 

4.22. The Committee pointed out. that acconting to tho letter issued by 
the Ministry of Agriculture (Deptt. of Food) on 25th April, 1980 the 
Corporaption was required to prescribe limits for ttoraae losses on account 
of factors like loss in weight, deterioration of stocks etc. to be debited to 
<:entral subsidy and get diem approved by the Govt. latest by 30th Sep-
tember, 1980. Tbgr _enquired whether limits for storage losses had been 
fixed. The M.D., FCI stated in evidence, that no norms could be set for 
these losses. The M.D. added : 

"We represented to the Government on this. In fact we had writ-
ten bael( to the Govt. also and pointed out that some of' these 
suggestions may' kindly be reconsidered by the Govt. They say 
unless and until each loss is properly accepted by the Corporation, 
this subsidy will not be paid to the Corporation". 

4.23. During the examination of Dept. of Food, the Committee pointed 
out that acconting to FCI it was not possib1e to fix any limit for storage 
ldss. They asked as to what were the comments of the. Ministry in this 
regard. The Secretary, Deptt. of Food stated that there were certain 
practical difficulties in fixiDg storage norms. There was no doubt about it. 
He added: 

"It is a very difficult proposition-In April 1980 that letter was 
issued. I am in the process of discussion on the matter on a letter 
written by the M.D., FCI ...... 1f for example, it is said that 
nOrIDs have been fixed for losses in Warehousing Act/Rules and 
you follow those norms, then it will lead to a more financial 10lltS. 
I would like that the Committee would give more time on this. It 
is not that simple." 

(E) Additional Storage Construction 
4.24. The Corporation stated that the targets of construction of godowns 

by the FCI for the periods 1974-79 and 1978-83 were 27.00 lakh tOMes 
and 41.15 takh tonnes respectively. The year-wise construction of gcxlowns 
from 1975-76 to 1979-80 were as follows :-

Year Capacity constructed 
(thousand tonnes) 

1974·75 197 ·46 
1975-76 116'25 
1976-77 346 ·67 
1977·78 753'88 
]978·79 641-00 
1979-80 450-00 

4.25. Against a target of 41.15 lath tonnes of storage capaChy during 
1978-83, the capacity actuaUy constructed during the years 1978-79 and 
1979·80 was 10.91 lakh tannes. 
4-148 LSS/81 
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Asked about the reasons for slow progress of stora&e construction work, 
the Corporation explained the following difficulties : 

(i) Since all the new godowns centres are to ru provided with 
railway siding facilities and as the railway had ~ntly insisted 
on th~ provision of facility for full rake si!ling, the planning 
had got rather protracted. 

(ii) The land acquisition proceedings particularly, where private 
ownership are concerned had been ratherprotrac!ed and even 
loading to litigation in courts in certain cases. 

(iii) Sporadic shortages and unprecedented steep escalation in cost 
of essential buildini materials affecting the pace of progress. 

4.26. The MiIl1stry stated in a note that the Gorporation had under-
taken a storage construction progr~ of 2.8 million tonnes of storag;! 
capacity at an estimated outlay of Rs. 161 crore5 with the assistance from 
the World Bank in June, 1978. The project was scheduled for completion by 
the end of 1982-83. Asked whether the progress of construction had been 
according to schedule, the Corporation stated in a written reply that under 
the Second Foodgrains Storage Project the break-up of the storage capacity 
to be constructed with the assistance of the World Bank was "as under :-

(a) Conventional OocSowns . 
(b) Flat Bulk Warehouses . 
(c) Multifunctional Port Installations 

TOTAL. 

23 ·00 lakh tonnes 
4 ·20 lakh tonnes 
o '90 lakh tonnes 

28 ·10 

4.27. Against the programme indicated above, a capacity of 7.75 lath 
tonnes of conventional godowns had been realised upto September ~o 
while works on buffer godowns were in various stages of progress in as 
many as 27 centres. The progressive expenditure made on this project was 
around Rs. 48 crores upto November 80. 

4.28. The Corporation stated that despite problems connected with land 
acquisition, construction materials etc. the programme would be substantially 
completed within the scheduled period. 

4.29. The Committee suggested that in future FCI should construct go-
downs only at the rail-heads so that wagons could be moved through sid-
ings to the godowns and handling o~rations could go on under all con-
ditions of weather. The Managing Drrector, FCI stated in evidence that 
their policy was to go for all rail fed construction but th~re was a 'problem 
in some of the heavy congested areas. He added, "the Railways are 
insisting that we should construct only full train sidings and not even half-
train sidings. All the god owns that we have constructed under the World 
Bank Project are all fully rail-fed godowns. . ." 

4.30 Storage of foodgrains has assumed enormous importance in the 
context of the eubanced agrkuItural production in recent years and the 
need to maintain huge bder stocks for balaaelng the supply witlaoat being 
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afteeted by the level of production which still largely depends on tile \' .. -
ries of the weather. Though there is adequate storage space avaUable at 
C~:::t, a large part of it is hired. As the cost 01 hiring is stated to be, 

. dum that of owued accommodatioD, it is necessary to reliDfllIish the 
hired private accommodation. The CommjUwa, however, DOte dlat the 
COnstructioD of godOWDS by the FCI is proceeding at a slow (*:e. 'I1Iis 
should be speeded up. IacideDtally, the Committee desire that ia futurO 
godOWDS sIaould be constructed as far as possible at the rail IIeads 10 that 
raHway WagoDS could be moved through sidings to the powns and hand-
ling operations could go OD under aU cODditioDS of weather. 

4.31 Tile average utilisation of storage space was as low as 70.4 per 
cent during 1979-80. This has undoubtedly caused an avoidable increase 
in the overhead costs of the Corporation. Storage losses touched an all 
time high of 2.03 lakh tonnes valued at Rs. 31.51 aores doriRg the year 
1979-80. A number of cases of theft and misappropriation have also been 
reported. The Committee desire that proper precaution should be taken 
against losses and damages and the stock should invariably be held in 
covered accommodation and well guarded. 

4.32 There is reportedly imbalance in the availability of storage space. 
The FCI has storage space at places more than what is needed and at other 
places inadequate space. This imbalance should be corrected early on 8 
plaDned basis UDder a time-bound programme. This agaid is tied up with 
the question of uniformity in procurement pOlicies and distribution arroge-
meDts in all the States. 

4.33 The Committee would suggest that for ensuring a scientific and 
safe storage of foodgrains and monitoring the utilisation of the powns as 
well as undertaki~ constructioD/reDovatioD programmes, 'storage' should 
be treated as a distinct activity of the FC. and it shoald be PDt uncler the 
charge of a competent and well qualified Executive. He could be a func-
tional Director of the Board of the Corporatioo. 



A.Costs 

CHAPTER V 

COSTS AND SUBSIDY 

5.1 The purchases and issues are made at the prices fixed by Govern-
ment. The incidental expenditure incurred by the Food Corporation of 
India for handling foodgrains for the public distribution system broadly 
comprise the procurement incidental born at the time of procurement and 
incidentals incurred on the movement, storage and distribution of the Fains. 
The CQ.rporation is also maintaining buffer stocks of foodgraios and incurs 
th~ carryina charp on them. -

5.2 The following tables indicate the average procurement costs of 
wheat and rice incurred by the Corporation including the charges paid to 
other agencies (All India) from 1977-78 to 1980-81 as furnished by the 
Fcr:- . 

(I) What 

1. Obligatory charges (Mandi 
charges, cost of lunnies and 
sales tax). 

2. Storage &: Interest charges • 
3. Handling charges (Mandi labour 

&: forwarding charges &: inter-
nal movement etc.) 

4. Establishment charges 
5. Others (Misc. items), Bank 

Commission etc. 

TOTAL: 

(II) Rlu 

1. Obligatory charges (Mandl 
charges, cost of gunnies &: Sales 
Tax) 

1977-78 

11'76 
2'07 

2'76 
0'96 

0'07 

17·62 

5'91 
2. Storage &: Interest charges .} 
3. Handling charges (Mandi labour 

&: forwardiDg chal'lCS &: Inter-
nal movement etc.) . . 1 ·54 

4. Establishment chal'les 0'40 
5. Others Misc. Items (Bank 

Commission etc.) 

TOTAL: . 7'85 
44 

1978-79 

11'97 
2'38 

3'33 
1 '05 

0'09 

18'82 

7'55 
0·95 

0'40 

8'90 

Rate : Rs./Qt1. 

1979-80 
(R,E) 

13·34 
2 -OS 

3'87 
1 '05 

20'34 

9 '12 
0'15 

0'86 
0·39 

0'09 

1980 81 
(BE) 

14·07 
2'50 

3·06 
1 '01 

20·64 

9 '19 
0'15 

0'92 
0'45 

0'09 

10 '61 1M11: 10'80 
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S.3 The average storaee, awvement and distribution costs (Distribution 
incidentalS) 'ffi. 1uintal of sales with item-wise break-up i'Bcurred by the 
FCI from 19 7-7 to 1980-81 were as under:- . 

R. •• lQtl. of Sales 

1977·78 1918·79 1979·80 1980-81 
(lUl) (BE) 

SlorGge DUtrlbution and Movenwnt 
etc. 

FreiJht . " '17 8·37 8'92 10'24 
Interest 4'65 8'70 5'54 S'S4 
Transit cl Storage Loss I '27 3 -OS 2 '19 2'46 
Storale charles 0'89 1-80 1 ·67 2'00 
Handlinl e~penses Ilt the 10-

downs 1 ·31 1 '49 1 '46 1'46 
Administrative Overheads 2·54 1 '67 1 '60 1 '71 

TOTAL : 14'83 25'08 2J ·38 23 ·41 

Note: The fiaurcs Cor 1978.79,1979·80 (RE) and 1980-81 (BE) are baaed on a1loc:ation 
of common costs between distribution and buffer .tocks OPerations and as 
such arc not comparable with the fiaurcs of oarHer years. The comparablo 
distribution coats for 1978·79 on the earlier halil would be RI.14 ·34 pOt' 
qubltal. 

5.4 Asbd as to what efforts had been made ~ the FCI to reduce 
the obligatory charges the Corporation intimated that the GoverDlDCllt of 
India had set up an Expert Committee to examino the way~ and means. of 
reducing the cost of buffer stocks of food grains. The Committee made the; 
following recommendations :-

(i) Mandi charges should not be fixed ad valorem but at a fixed 
rate per quintal. 

(ii) 'The market fee should be fixed at a level not higher than 
to Re. J /- per quintal for wheat andy 66 paise per quintal for 
quintal in the case of paddy. 

(iii) 

(iv) 

Since the Kacb,a Arhtiyas are requu-ed to re. service to 
the sellers, their. commission sho. uld form. part of the procure-
ment price and it should not be charged from ~ buyers. If 
this i5 not possible at least the commission should be restricte4 
to Re. 1/- per quintal for wheat and 66 peise per quintal for 
paddy. 
The agency of pucca Arhtiyas which is DOt obIiptory sbould 
be. eliminatea. If the State Govt. wish to =y Pucc;a 
Arhtiyas, their commission should not ~ char t'rom the 
Fel as part of procurement incidentals fOf the stocks/lUlTen-
dered for the Central Pool. 

(v) Since any tax on foodgrains affects the poorer and weaker 
sections of the society most adversely, the purchase tax/sales 
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tax on foodgrams should be brought down from the present 
level of 4% by/or 2%. 
The establishment charges levied by the State Governments 
and their procuJ,"ing agencies, which have been rising over the 
years, would bear reduction in view of the successive increase 
in the overall quantum of purchases of foodgrains. The estab-
lishment charges could be restricted to 50 paise per quintal of 
wheat and rice. 

5.5 In a subsequent note, the Corporation informed that this is a 
matter for consideration by the ~partment of Food. 

5.6 The Corporation has given the break-up of these procurement in-
cidentals and handling cost for 1974-75 and 1980-81 (B.B.) as 
under ;-

Procurement incidentals 
Handling cost 

TOTAL : 

1974-75 

Wheat Rice 

8·94 7'21 
14'57 14·57 

23'51 21 ·78 

(RI./quintal 

1980-81 (B.E.) 
--------

Wheat Rice 

20·64 10'80 
23 ·41 23·41 ._--
44·05 34·21 

5.7 Asked about the reasons for huge increases in the procurement 
and handling charges incurred by the Corpn. from Rs. 23.51 per quintal 
for wheat and Rs. 21.78 for rice in 1974-75 to Rs. 44.05 for wheat and 
Rs. 34.21 for rice in 1980-81 (B.B.), the Corporation stated in a written 
reply that the procurement incidentals for wheat for 1974-75 was Rs. 
8.94 per quintal when substantial purchases of wheat were made through 
traders' levy. For levy stocks collected by the State Governments and 
surrendered to Central Pool during 1974-75, mandi charges, establishment 
cost, interest charges and purchase tax amountin& to Rs. 8.95 .per quintal 
were not payable as these charges were not actually incurred. The pur-
chases made in the subsequent years were not through traders' levy and 
all these charges were therefore, incurred in these years. The incidental 
charges payable to the state agencies were settled by the Govemment of 
India on the basis of the various elements of costs incurred by them. The 
increase in procurement incidentals for rice from Rs. 7·21 per quintal in 
1974-75, to Rs. 10.80 per quintal in 1980-81 (B.B.) was mainly due to 
increase in 81JD.D.y cost. 

5.8 1be handling cost for public distribution system estimated for 
1980-81 (B.B.) at Rs. 23.41 per quintal of sales was on the revised basis 
of allocation of common costs between the distribution and buffer open-
tions as indicated by the Government of India. The handling cost for 
1980-81 (B.B.) worked out on the basis of the earlier method of allocation 
of common cost would come to Rs. 15.66 per quintal. According·to FCI, 
there had not been any appreciable increase in the handling cost incurred 
during 1980-81 (B.B.) VlS-a-vis 1974-75. 
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5.9 According to FCY, the average procurement incide'ntals incurred 
on procurement of wheat and paddy/rice by the FCI on its direct procu-
rement and those payable to State Governments and their agencies during 
1976-77 to 1980-81 were as under :-

I. For FCrs own procurement. 
(I) Wheat 

(ii) Paddy 

n. For procuremenJ mode by the 
State Govts. and tlrelr agencies 
and procurement/or the Central 
Pool. 

(i) Wheat. 

(ii) Paddy. 

(iii) Rice 

1977-78 1978-79 

13'81 13·90 

11·90 

18'50 20·16 

15'54 

7'85 8·90 

1979-80 

14'.58 

14'40 

20·10 

17·86 

10'13 

(Ra./quintaO 
1980-81 

16 '71 
(R.E.) 
16 '62 
(R.E.) 

23 '51 
(R.E.) 
20·85 
(B. E.) 
9'91 

(R.E. 

5.10 Whereas the procurement incidentals incurred by the FCI on 
its direct procurement of wheat and paddy for Central Pool during 1978-
79 to 1980-81 ranged from Rs. 13.90 to Rs. 16.71 and from Rs. 11.90 
to Rs. 16.62 respectively, the procurement incidentals paid to State 
Governments and their 'agencies for the stocks of wheat and paddy ranged 
from Rs. 20.16 to 23.51 and Rs. 15.54 to RI. 20·85 (BE) respe<:tively. 
The Committee asked about the reasons for the hiJdter incidentals of the 
State Governments and their agencies. The M.D., PCI in evidence stated 
that in the case of mandi labour, forwarding charges ~d a few other items. 
there was a difference of the order of RI. 2/- per qwntal. Other statutory 
levies were common for both. 

5.11 The CorpoJ:ation stated in a subsequent note that in regard to 
wheat, the fiFes of the procurement incidentals payable to the State 
Governments and their a&encies and the procurement incidentals incurred 
by FCI on its direct procurement are not strictly comparable. The inci-
dentals allowed to other procuring agencies include their establishment 
cost, interest charges, storage charges, Dank commission etc. These ele-
ments of chars:s incurred by the FCI on its own pr~ment are included 
in its distribution activities separately. The gunny cost and the purchase 
tax are obligatory/compulsory charges applicable equally for all the agen-
cies and the question of comparability for these items need not arise. 

5.12 The variation between the procurement chargee incurred by the 
FCI and those paid to the State Governments aro on account of the varia-
tion in the rates of labour contracts, internal movement charges etc. The 
variation is also due to the areas/mandis from whcro the procurement 
is made by the FCI as compared to tho State Government/agencies. 

5.13 In reply to a question, the Corporation furnished the foUowina 
details of the difference item-wise) in the proc1D'CJDent cost of wheat and 
rice from State to State for the year 1978-79 :-
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1. Purchase Tax 
2. Forwarding charges & intemal 

Movement 
3. Stomp charges 
4. Administration charaes 
5. Gunny . 

TOTAL : 

Punjab 

0'92 

0'75 
S·35 

7·02 

(Rate Ill. per quintal) 

Haryana 

1-16 

1 ·25 
5·62 

8'03 

U.P. 

5'40 

0·83 
,0'35 
2,00 
4'25 

12'83 

5.14 Asked about the main reasons for the difference in the procW'o-
ment cost of wheat and rice in the States, the Corporation stated in a 
written reply as under :-

(i) The procurement charges for rice are lower than those of 
wheat. This is so because the wheat is procured directly 
from the mandie8 and all the elements of cost from the mandi 
stage to bring the stocks to the FCI godowns/rail headl! name-
ly, the mancli charges, mandi labour, internal movement, 
temporary stom~e, interest charges, etc. are included in the 
procurement incidentals. On the other hand, the rice is 
purchased from the millers under Levy OrdeI'6, issued by the 
State Governments at the prOCUI'ement prices declared by the 
Govt. of India. Levy prices for rice include the element of 
mandi charges, mandi labour and other charges leviable at 
the paddy stage. 

(ii) Also for wheat purchases, the purchase/sales tax applicable 
is payable and included in the procurement incidentals, where-
as in some States purchase/sales tax is payable at the paddy 
stage and is included in the levy procurem~p.t price. The 
clement of purchase/Sales Tax, therefore, does not appear as 
a separate charge for rice. 

5.15 The Committee observed that the procurement and handling cost 
for foodgrains procured throu~ the State Governments were higher than 
the cost of the FCr and adlDlttedly there was no compulsiOn on the FCI 
or the State agencies procuring for the Central Pool to effect economy on 
overheads as the entire expenditure incurred was reimbursed as consumer 
subsidy by the Centre. They desired to know whether there was no in-
built incentive for economy in operations, the Secretary, Department of 
Food answered in tbe affirmative. 

5.16 Asked how it could be ensured that the subsidy was restricted 
to the minimum that was necessary, the witness stated. "the whole seheme 
is such that the corporation is supposed to work on a no profit no 1056 
basis". 

5.17 The Committee pointed out that in one of the reports submitted 
by the Committee appointed by the Government of India to examine ways 
and means of reducing the costs, it was observed that the procurement 
incidentals charged by the State Government fonned about 17% of the 
procurement price of wheat. The~ high incidentals showed that some of 
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the surplus States were resortibg to various fiscal levies which were tanta-
mount to internal export dutiC6 to mobilise resources at the cost of the 
Central Government and the consumers in other States. They enquIred 
what action had reen taken by the FCI in this regard. The M.D., FeI in 
evidence stated : 

"We do not come into the picture. It is for the Govt. of India 
to pursuade the State GOIVcrnments ..... , .. we have no locus. standi 
........ we are only the vehicles for paying the administrative 
charges." 

He added : 
"These charges are determined by the Govt. of India in consulta-
tion with the State Govts. Meetings are held by the Govt. of India 
with the Governments of PU'njab and Haryana. NatW'ally we are 
also consulted and we give our views on them, but then it is 
mainly for the Govt. of India." 

5.18 During the examination of Department of Food, the Committee 
enquired whether Government had studied the impact of imposition of 
fiscal levies by surplus States. and taken up with the . Govts. concerned. 
The Secretary Department of Food stated that :-

"There are two areas in which these fiscal levies come. One is the 
system of market levies in the regulated markets. The other is 
the sales tax. By the rules framed under State Acts, market com-
modity fees are levied in the regulated markets, The Government 
of India have taken up the issue with the two States of Punjab and 
Haryana that these mandi charges should not be excessive. There 
is an increase of Mandi charges by some other State Governments 
, , . ,The Mandi charges are borne by the purchasing agencies, 
those who procW'e. Whoever goes to mandi to purchase has 
to pay that charge. This market fee was increased from two to 
three per cent. The traders themselves went to the Court, nnd 
the Supreme CoW't finally struck down the increase because the fee 
has to be commensurate with the services rendered. Frankly 
speaking the Central Government has no control over this fee that 
is levied under the State Act. Then comes the sales tax. Sales 
tax again is imposed by State legislation; they can levy any amount 
under their own Act. But in 1976 an amendment was made in the 
Central Sales Tax Act by which sates tax leviable . in respect of 
wheat, paddy and rice could' not exceed four percent ........ " 

(B) Admlnltdndive overbeaR 
5.19 The_ total administrative overheads (including staff cost) incurred 

by the Corporation durinR 1977-78, 1978-79, 1979-80 and those estimated 
for 198()"'81 (R.B.) and 1981-82 (B.B.) are as under: 

(RI. Crora) 
Year Staff Staff Other Total 

strength cost Admn. cost 
1977·78 67,283 57,56 8'63 66·19 
1978·79 73,699 6S'16 8·44 73·60 
1979-80 73,640 71·64 9,33 80·97 
1980-81 (R.E.) 73,428 74'74 9'46 84·20 
1981-82 (B.E.) 73,428 78'50 9,40 87·90 
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5.20 The Ministry has stated that inter alia the following economy 
measures hllve been taken by the FeI to reduce the administrative 
expenses :-

(i) A ban on overtime work imposed in all the offices aDd no 
overtime work is to be resorted to except for operational and 
other unavoidable exigencies. 

(ii) The procedure f<?r th~ rc-imbursement of medical expenses 
had been streamhned and tighte!!ed. 

(iii) The level of officers who would be entitled to travel by Air 
had been raised. 

(iv) Display of provisional advertisement had been completely 
stopped. 

(v) A 20% cut has been made in the office and residential tele-
phone. 

(vi) A system of reporting the details of the actual expenses in-
curred every month by the Regions/zones has been introduc-
ed and a close watch IS being kept on ,the trend of expen-
ses. 

5.21 The staff strength of the Food Corporation of India (both sanc-
tioned strength and staff in position) during the last five years was as 
under :-

Year Sanctioned strcnath Staff in poaitlon 

.A!J on 31-3-1976 69,296 51,475 
As on 31-3-1977 78,047 63,057 
As on 31-3-1978 91,776 67,283 
As on 31-3-1979 94,544 73,699 
As on 31-3-1980 85,676 73,640 

5.22 Asked about the justification for the increase in staff strength in 
1978-79 over the position in 1977-78 especialy in view of the reductiob 
in sales, the Corporation stated in It written reply that the increase was 
mainly due to the increase in the storage cap8C1ty, maintenance of large 
buffer stocks and for looking after the procurement, preservation and issue 
operations of the Corporation. 

5.23 The Committee enquired about the reasons for having sanctioned 
strength much more than the actual strength. The M.D., FCI stated in 
evidence, "rn December 1978 the M.D. passed an order. No recruitment 
is to be made at entry level. So, we are not allowed to fill the posts", 
He further stated that these problems had been studied !?y the internal 
officers' committee and it was felt the PC! could curtail fillIng up of posts 
as per the requirements. 

5.2~ In reply to another question the Corporation stated in writ;inl 
that "action is, however, being taken to issue proper sanction to adjust 
the staff strength according to the requirement of each region", 
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S.2S The s~ cost per tonne the volume of operations in the Corpora-
tion has been stated as under : - . . 

Year (RI. per tonne) 
1976-77 . 
1977-78 • 
1978·79 . 

17·36 
18'72 
21·52 

5.26 Asked about the reasons for increase in staff cost per tonne from 
Rs. 17.36 in 1976-77 to Rs. 21.52 in 1978-79, the Corporation stated in 
a writ~n reply as under :-

"The staff cost comprises the salaries, wages and allowances, 
contribution and welfare expenses of the staff ~mployed. The staff 
cost ~r tonne has been worked out by dividing the total expenditure 
on account of staff salaries etc. by the volume of operations re-
presented by half of purchases and sales plus mean stocks handled 
during the year, The staff cost per tonne of the volume of opera-
tions worked out in this manner is only a rough and ready method 
of assessing staff cost over a period of time. This does not 
however take into account the nature of the operations, 
pattern of procurement, 9lld the comparative administrative effort 
involved in performing the different operations. In 1978-7~, the 
purchases of paddy by the Corporation were 26.22 lakh tonnes 
against 10.40 lakh toones only in 1977-78. Thus, the purchases 
of paddy (for which the effort involved was much larger) was about 
2i times in 1978-79 as compared to 1977-78. It is also to be 
stated that irrespective of the quantity of grains stored or handled, 
a certain level of staff for manning the storage godowru. would 
always be necessary. Again, the Corporation: has been constructing 
and hiring more of covered godowns and transferring the stocks from 
the open storages to the covered godowns. The manpower require-
ment for the covered storage is larger than the open storage". 

5.27 The Committee pointed out that the staff was surplus was clear 
from the fact that the volume of operations handled in terms of tonnes per 
employee had come down from 462 in 1976-77 to 411 in 1978-79. 
They asked about the reasons for this fall. The Corporation stated : 

"The quantity handled per employee depends on staff strength and 
the volume of operations. The voluJDe of operations is dofined 
as 'half of purchases and sales plus mean stQCk'. While the staff 
strength dunng the year increased on account of increased storaged 
capacity with the FCI, the volume of operations especially the 
sales and the mean stock during the year came down. Since certain 
level of staff is required to man the storage capacity, thtJ volume of 
operations handled (tonnes) per employee during 1978-79 was lower 
than the previous year". 

5.28 In reply to a question the Ikpartment of Food stated in a note 
that the .iustification for the level of staff is reviewed every year and before 
the Kharif and Rabi seasons. The staffing norms have also been examined 
and reviewed by Internal Committees of senior officers for laying down 
norms for depots, district offices, port offices etc. The staff ins~on unit 
of the Ministry of Finance has also sometime back reviewed the staft strength 
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of the Head Office and has made recommendatio'os for prescribing stalf" 
norms for depots. 

(C) CoDtract LabOllr 

5.29. The Corporation has informed that the work of handling of 
foodgrains is done by (1) Contract Labour, (2) Departmental Labour 
and (3) Direct Payment System. 

The per Juintal cost of handling foodgrains stocks by the departmental 
labour as w 1 as contract labour varies from place to place as per a few 
instan~ quoted by the FCI: 

Year Name or Name of the Name of Depot System of Cost per 
the Zone Region handling Qtl.(Rs.) 

1978-79 East Zone Orissa Cuttack Departmental 1 -OS 
" Orissa (I) AnIul Contract 0·19 

(Ii) Rupaa Contract 0'21 
West Bcnpl JIP Departmental 1'88 
West Bcnpl Mohish-pota Contract 0·34 
JM (PO) Cal. 
JM (PO) cal. Broo\dyn Departmental 2·96 

" Narayanapur Contract 0'56 

5.30. In the course of the evidence, the M.D., FCI informed that the 
departmental labour cost per tonne in the Delhi region in 1978-79 was 
Rs. 6.32 and the contract labour cost per tonne was Rs. 3.92. In 1979-80 
the departmental labour cost was Rs. 6.83, while the contract labour cost 
was Rs. 4.52. Thus the departmental cost as per the audited accounts was 
Rs. 2.30 costlier than the contract labour. 

5.31. The Committee enquired as to how the FCI ensured that their 
contractors paid to the contract labour according to what they had quoted 
in their contract. The M.D., FCI stated in reply:-

"Our tender form does provide the obligation on the contractor to 
pay the minimum wage. Our tender form also provides that he 
shan make the contribution on their behalf to the provident fund 
and meet al1 the statutory obligations. There is a model tender 
form and he signs the contract on that basis ..... we take an 
reasonable and legally available precaution to see that the con-
tractor fulfils his obligations." 

5.32. Enquired about the comparative economics of engagement of 
labour contract system vis-a-vi$ departmC?ntal labour, the Corporation 
stated in a written reply that there had been persistent demands from the 
labour to abolish contract system and to engage labour on departmental 
basis and also to conven the labour presently working under direct 
payment system to Departmental labour. 

The Corporation further stated that:-
"The work of the FCI fluctuates in volume in different places at 
different points of time depending on procurement, movement and 
off-take of foodgrains. In that context, introduction of departmen-
talisation by its nature is not conducive to the efficient working of 
the FCI. 
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Our experie:oce of departmentaJ,isation of labour and ~bolition of con-
tract labour system so far has been that it has led to indiscipline, 
defying of working norms and other instructions of Management 
which has resulted in (i) enormous increase in the labour cost of 
FCI adding to the handling cost directly; (ll) abnormally low out-
put in most of the depots; and (iii) high proportion of idle 
labour ..... . 

Under the Direct Payment System the genral experience has been 
that the labourers are ill-disciplined and they could not ~ controlled. 
There were instances when the labourers under the Direct Payment 
System refused to carry out the instructions of the Depot Incharge 
and worked according to their own convenience, resulting in dis-
lucation of normal operations." 

. 5.33. The Corporation stated that on a comparative study made of the 
cost of handling uDder these systems, it was found that the cost of handling 
under departmental system and under direct payment system had been very 
high compared to engagement of labour undc?r the contract labo'ur system. 

5.34. On the suggestion of the Committee tha.t the Corporation should 
encourage formation of cooperative societies of workers, the M.D., FCI 
stated during evidence : 

"I have myself talked to them. If you form. a co-operative society 
the leader of the union loses his position. So he does not want to 
do it. Second reason they say is that they are not litera~e enough 
to run the societies properly. So they want direction from some-
body else· So the Societies are not being formed." 

5.35. In a post evidence reply, the Corporation stated that the workers 
were being encouraged to form comparative societies with several conces-
sions so that they could take handling contracts in the depots. 

D. Storage and Tnmsit Losses 
5.36. The following storage and transit losses were incurred by the FCI 

during the years 1977-78 to 1980-81 (R.E.): 

Year Quantity 

1977-78 3 ·01 
1978-79 3·05 
1979-80 4-91 
1980-81 (R.E.) .:~ 3·48 

(Qty. in lakh tonnes) 
(Value in Rs. Crores) 

Value Yollae orLoases 
on Purchase &: 
Sales 

41 ·3S 1'2 
44'23 1 ·3 
72·92 1·99 
SS'IS 1 -3 



55 

5.37. The main reason for the ma.rked increase in transit and storage 
losses in 1979-80 are stated to be (i) driage due to long storage in the 
case of paddy and (ii) increase in volume of off-take of the grains in 
1979-80. The issues of wheat had increased hom Rs. 984 crores in 
1978-79 to Rs. 1130 crores in 1979-80. Similarly the issues of rice had 
increased from Rs. 380 crores in 1978-79 to Rs. 720 crores in 1979-80. 
A representative of FCI stated in evidence that the paddy shortage had 
been very high to the extent of 6 to 7 per cent. The Corporation is 
reported to have taken several steps to avoid incidence of losses in storage 
and transit. 

5.38. In reply to a question about the total voalue of ]OSS in transit by 
rail for the last three years, the FCI informed the Committee in a written 
reply that it was 1.76 lakh tonnes in 1977-78, 2.08 lakh tonnes in 1978-
79 and 2.88 lakh tonnes in 1979-80. The road transit losses were also 
included in this as no separate account was maintained. A repNficntativc 
of FCI stated before the Committee that the transit losses depended on 
the volume. As a percentage on quantity moved, during 1977-78, it was 
0.96 per cent, in 1978-79, 1.27 per cent and 1979-80 it was 1.47 per cent. 
In reply to a question about the amount recovered from the Railways, the 
witness stated that it was to the extent of Rs. 42.95 lakhs in 1978-79 and 
Rs. 39.32 lakhs in 1979-80. . . 

5.39. The Corporation has intimated that the following amount has 
been written off on account of transit lorses :-

1977-78 
1978-79 
1979-80 

Qty. written oft' 
(in tath tonnca) 

0·27 
0'24 
0·01 

It has been stated that road transit loss is not written off but is required to 
be made good by the handling and transit contractors. 

5.40. Asked whether the FCI had pressed their claims with the Rail-
ways for the losses, the M.D., FCI stated in evidence that the FCI was not 
permitted to file suits against the Railways because there was a decision 
of the Government that between two public institutions litigation should 
not be resorted to and as far as possible, arbitration must be pursued. The 
Railways were entirely protected by the Railways Act. 

5.41. According to the letter dated 18th September, 1980 of the Deptt. 
of Food the FCI was to complete investigation of the remaining pending 
cases of transit losses pertaining to the earlier years within a year latest by 
30th September, 1980. The Committee enquired whether the FCI had 
investigated those cases. The M.D., FCI in evidence, stated :-

"It is not a one time operation. Investigation is a continuous pro-
cess. After it is adequately proved, if there is a claim apinst the 
Railway, the claim has to be pressed against the Railway. It is 
not a one time operation. It is a continuous process." 

5.42. The Corporation has stated that it has not been able to obtain 
"Oear Railway Receipts" from the Railways for the movement of food-
grains all over the country. At present nearly 75% of the FC! Traffic 
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was getting boOked under 'said to contain' RRs. This had caused difficul-
ties to the Corporation for fixing responsibility for transit shortages which 
were not accepted by the Railways on account of the qualified RRs. 

However, at the ten stations in Punjab and Haryan~ (namely) Moga. 
Bho&tanwala, Khanna, Jagraon, NabhaJ Patiala, Kapurthala. Tarantaran 
Kaitltal and Kurukshetra) the FCI is getting clear RRs to the extent of 
79.04% (based on the data between January and Oct. '80) for which 73 
Tally Clerks werc provided by the Railways at the cost of FC! which 
worked out to approximately Rs. 58,000/- per month. 

5.43. During examination of the Ministry, the Committee pointed out 
that the practice of the Railway~ of granting only 'said to contain' Railway 
Receipts left a 100pho1e which could be exploited even by the officials of 
the FCI taking no responsibility for shortages. They enquired whether 
the question of givin$ clear receipt was taken up with the Railways and if 
so what were the objections of the Railways and how did the Ministry 
propose to meet -them. In a written reply, the DePtt. of Food stated :-

"The Department of Food and the FCI have been continuously pur-
suing the matter with the Railway Board with a view to getting clear 
Railway Receipts for consignments of sponsored foodgrains booked 
on th~ Railways. The reaction of the Railway Board has been that 
as per Railway Rules in force the Railways were not obliged to 
issue clear RRs. or specify the number of articles in the Railway 
Receipts in the case of consilPl:ments comprising a large number of 
articles loaded by senders which cannot be readily counted by the 
station staff. 
According to the Railways since the loading of sponsored foodgrains 
is in rake loads and is spread over a larg9 number of loading sta-
tions and the fact that the loading is sporadic and seasonal, the Rail-
ways do not consider it feasible to provide additional statI for short 
durations at different locations to enable proper tallying of bags td 
issue clear RRs. They have, therefore, suggested the following two 
courses: 
(i) If the FCI are w:illing to bear the cost of additional staff 

required for issue of clear RRs., the Railways will have no 
objection to the same. 

or 
(ii) The FCI could fix their own seals/padlocks on the loaded 

covered wagons at the loading points. 
The stand of the Railway Board has since been examined by the 
FCI and the Department of Food. Although it is not mandatory as 
per Railway statute/that Tally clerks should be posted at all places 
at the customer's eXpense, at present the FCI is already paying for 
73 Tally aerIes at nominated stations which was agreed upon some 
years ago. However, either because such clerks were not in position 
at the loading points or at least on the days when the concerned 
train raka; were despatched, the issue of clear RRs. has not been 
100% even at the instant stations. 
Keeping in view this experience as well as the fact that if the 
Railway's proposal (regarding provision of additional staff) is 
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a~pted it would result in enormous expense, it bas been decided 
that on an experimental basis, the FCl should attempt putting its 
own seals in addition to the Railway's seals at certain selected 
loading points. 

The FC! has also been directed to intensify surprise checks by 
special squads as wcll as through inspections conducted by the 
concerned zonal as well as Headquarters otl1ces with an eye to pin-
point thc problcm locations which may bc indulging in less loading 
or less accounting of bags at the destinations and take necessary 
remedial action." 

E. Subsidy 

5.44. The issue prices fixed by Govt. do not cover full costs Incurred by 
the Corporation in the procurement, movement, storage and distribution. 
Thc difference between the economic cost of foodgraills and their issuc 
price is re-imbursed to the FCI as subsidy. The Corporation is also carry-
ing buffer stock of foodgrains, on behalf of the Govt. and the carrying 
charges of these buffer stocks are also re-imbursed by the Govt. to thc 
Corporation. 

:5.45. The back-up of consumer subsidy and carrying cost of the buffer 
stocks for 1977-78 to 19RO-81 (R.E.) is as under: 

1977-78 1978-79 

Amount : Rs./crores 
Rate: Rs./qtl. 

1979-80 

Amount Rale Amount Rate Amount Rate 

(i) Consumer Subsidy 299.95 27 ·19 295·45 29·78 324·15 24'68 
(ii) Carrying cost of 

BulTer Stocks 263.00 23. 62 262. 77 24 '58 265 ·30 25 -01 
Handling gift food-
grains 1 ·05 2'4!l .5 ·73 
Net despatch· money 
earned . (- -)0 '08 

Total: . 563·92 560 ·70 595 ·II! 

Note: .Minus indicates gain. 

1980-81 

Amount 
(RE) 

455 . ~ 

1711-02 

633·72 

5.46. The Co~poration ~'as furnished the f~llowing informatio!1 :;.bout 
the consumer subSidy per ljumtaJ of wheat and nce separately for the years 
1977-78, 1978-79 and 1979-80: 

(RI. pl:l" 'I'I.) 
1977-7!! I 97t!-79 1979-8 

Wheat .'1 '63 32 ·72 28 '14 
Ricc 9 ·21 19 ·06 17 ·71 

5.47. Asked about the reasons for the increase in the subsidy niles for 
wheat and rice in 1978-79, the Corporation stated that (i) there was an 

5-148 LSS/81 
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increase ill the procurement pri.ce of wheat: by Rs. 2.50 per quintal from 
Rs. 110.00 per quintal to Rs. 112.50 per quintal in Rabi IY78 and (ii) there 
was increase of Rs. 8.00 per quintal In the procurement price of paddy 
(Rs. 12.00 per quintal for rice) in Kharif 1971). The per quintal subsidy 
on wheat was relatively higher, as the gap between the procurement price 
and the issue price was wider than rice. 

5.4B The increase in carrying charges in 11)79-1:>0 as ..:ulUparcd to 
.l9n-79 has been stated to be due to the increase in the i.nterest charges 
and grain shortages especially in paddy and rice due to longer storage. 

5.49 The important social obligation of the f'CI is to protect the pro-
ducer and the consumer from exploitation by the trader. The Index of 
eflkiency of the Corporation is the extent to which this obligation has heen 
discharged by it. It is not exactly an edifying spectacle that has emerged 
out of the examination of the Committee. However, it is equally important 
to ensure the cost efficiency of the Corpo!ation as the overhead cxpell5es of 
the Corporation is borne ultimately by the tax-payer. The difi"erence between 
the final cost of foodgrains to the Corporation and tbe issue price is reinl-
bursed by the Central Government as consumer subsidy. Tbe carrying cbarges 
of the butler ~1ocks are also reimbursed fully by the Government. 'Jbe total 
payment was of the order of Rs. 589 crores representing Rs. 324 crores of 
consumer subsidy and Rs. 265 crores of carrying cost of buffer stocks during 
1979-80. The consumer subsidy per quintal of wheat was Rs. 2H.14 nnd of 
rice was Rs. 17.71. Tbe carrying cost of buffer stocks was Rs. 25.77. The 
Committee are concerned that the cost per quintal including tbe cost of retail 
distribution appears to exceed 75 per cent of the llric" paid to tbe producer. 
A large part of it is subsidised bJ the Central (;overnment. Yet tbe consumer 
has to pay a heavy price. 

5.50 Wbeat is now elltirely procured under price support operation. The 
procurement incidentals of the FC] jumped from Rs. 8.95 in 1974-75 to 
Rs. 20.34 in 1979-80. Tbe Committee have been informed tbat the cost WitS 
less wben the procurement was largely made througb traders' levy. For 
levy stocks coUected by the State and surrendered to tbe Central Pool during 
1974-75, mondi charges, establisbment cost, interest charges and purcbase 
tax were not payable. The Committee note that tbere is 11 tendency on the 
part of tbe surplus States to impose a variety of fiscal levies in the shape of 
mandl charges, market fee and sales/purcbase tax which load tile procure-
ment cost. Tbese vary from State to State. An Expert Committee set up by 
the Central Government bad inter alia recommended that the mandi charges 
be fixed not ad valorem but as a specific rate per guintal, tbat the market fee 
and tbe katcba artiyos' commission be fixed at a level not bigher than Re. 1/-
per quintal, and that tbe purchase/sale tax be reduced from .. per cent to 2 
l)er cent. Tbe Committee desire that these should be considered for secllring 
tbe consent of the States in the overall interest of tbe consumer. 

5.51 As mentioned earlier in this Report, the f'CI uses the agency of the 
States for procurement. Tbere is stated to be a diJference of about Rs. 2 
between tbe procurement cost of the Corporation and tbat of the States, tbe 
former being lower. There Is scope 'or reduction in the expenses incurred by 
the States on behalf of the FCI and which are reimbursed in full. The Com-
mittee feel that either these should be reimbursed at a fixd rate per quintal 
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all8lysed and appropriate action taken in consultation with the State 

-concerned. 

5.52 There is also scope for rednctioa ill the expenses of the FCI 
through rationalisation of purchase and handling of foodgrains, economising 
on administrative overheads and cutting down storage and traasIt losses. 
The Committee suggest that instructions recently issued to the Corporation 
iln the matter of clallniq cOD8lllDer subsidy and reimbursement of carrying 
cost of buffer stocks shoDld be rigidly enforced. Admittedly, at present lllere 
is no inbuilt compulsion for economy in tbe operations 01 the FCI. A system 
of incentives for economy and disincentives for extravagence should be 
evolved in consultation with the Comptroller and Andltor General 01 India. 
The Committee expect the FCI to fandlon truly on business principles, as 
laid down in the Act. Incidentally, the Committee snggest that the handling 
contracts should be taken out 01 private hands and elltrnsted to lahour 
cooperatives, failing which the work shonld be either departmentallsed or a 
-system of cUred payment to the labourers Introduced. The Committee are 
lIot in favour 01 private intermediaries. 



(A) Profit/Loss. 

CHAPTER VI 

WORKING RESULTS 

6.1 The paid-up capital of the FCI was Rs. 237.88 crores as on 31st 
March 1980. Loans from Government aggregated Rs. 259.74 crores. 
Bank overdraft was Rs. 2033.58 crores. Apart from Central and State 
Operations as discussed earlier, the Corporation is also performing certain 
commercial operations like purchases for the Army, running of processing 
units, production of Balahar etc. The total purchases during the year 
1979-80 were of the order of Rs. 2104.53 crores and sales Rs. 2225.01 
crores. 

6.2 The working results of the three operations for the years 1975-76 
to 1979-80 are as belOw : 

Year 

1975-76 • 
1976-77 . 
1977-78 
197~79 • 
1979-80 

Central operations 
Volume of operations 

----
Sales Averase 

Buffer 
(Lakb tonnes) 
83·72 22'56 
78'37 109·60 

110 ·31 117 '48 
99'21 106 ·91 

131 ·35 106'06 

Consumers' 
subsidy inc1u 

ina buffer 
(Rs./lakhs). 

29771'72 
45214'25 
56392·40 
56069 ·66 
59517·74 

The Central operations are carried on no loss-no profit basis. 

1975-76 
1976-77 • 
1977-78 
1978-79 
1979-80 

COMmncilll operatlolU (includinl State operations) 

Sales 

(Lakh tonnes) 

24·29 
23'41 
26·63 
14'82 
24·48 

Profit 

(Rs./lakbs) 

273 'S3 
209,38 
218·58 
162'92 
78'26 

The profit represents the net profit of the FCI before taxation. 

6.3 The details of commercial operations furnished by the FCI showed 
that on procurement and distribution of rice and distribution of Central 
Pool Stocks of wheat, rice and coarse grains in certain States as agents of 
the State Governments resulted in loss to the Corporation. Supply of 
pulses, 8l'am, gram ~roducts and animal food to Army Purchase Organisa-
tion resulted in loss m all these years except in the year 1977-78. Some of 
the process plants operated by the FCr also disclosed losses. 

60 
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6.4 Asked whether all the commercial operations performed by the 
FCI were strictly covered by the provisions of Food Corporation Act, :l re-
presentative of the FeI stated : "It is an ancmary functlon." 
(B) Modena RIce MIDI 

6.5 The Food Corporation of India initiated a programme of setting 
up of 24 rice miUs of 4 tonnes per hour capacity for processing of paddy. 
Subsequently one more indiaenous rice mill of 2 tonnes per hour capacity 
was added to the programme in 1971. 

6.6 All the 2S Modern Rice Mills were completed and commissioned for 
miIlin~ by the end of 1976-77. The parboiling facilities were available in 
20 IJ!I.lls upto 1979-80. At present parboiling facilities are being provided 
in 3 other mills and 2 mills are meant for raw rice milling only. The 
capital cost of aU the mills at the end of 1979-80 was Rs. 483.27 lakhs. 

6.7 The attainable capacity for all the 2S mills is 4,41,000 tonnes per 
year. The actual quantity of paddy milled. in all the 2S mills for the 
years 1976-77 to 1979-80 was ac; under: 

Year 

1976-77 
1977·78 
1978·79 
1979-80 

·against attainable capacity of 3,4S,OOO tonnes. 

Quantity of Average capa· 
paddy milled city utilisation 
2 '19 lath tonnes 64% 
I ·93 laleb tonnes 44 % 
1 'S7 lakb tonnes 36% 
J 'OS lakh tonne. 24 % -

6.8 Asked about the reasons for decrease in percentage capacity utili-
sation, the Corporation stated in a written reply that the total down time in 
the mills during 1977-78 was 1,10,787 hours which increased to 1,22,686 
hours during 1978-79. As such the percentage capacity utilisation decreas-
ed from 44% during 1977-78 to 36% in 1978-79. 

6.9 In reply to a question as to whether there was non-availability of 
paddy for these mills at any time, the Corporation stated in a note that 
there was non-availability of paddy for miUs and the total down time for 
non-availability of paddy in 1978-79 and 1979-80 was as under: 

No.ofboura 
Year mills remain Capacity 

closed . not utili8cd 
1978·79 10,824 hrs. 32,472 MT 5'7% 
1979·80 . 7,196 hra. 21,588 MT 3'8% 

6.1 0 Asked about the difficulties in running the rice m.i1Is to full capa-
city, the Corporation stated that the main difficulty was power shortages, 
power breakdown and labour problems. Sometimes difficulty was alro 
experienced in procuring proper spare parts for repairs of mills from local 
markets and abroad. The variety of paddy and its quantity also affected 
production results and input/output ratio of MRMS. 

6.11 In reply to a question, the Corporation informed that in 1978-79, 
the rice mills dosed for 28,828 hours on account of power cut resulting in 
loss of 86,484 MT paddy processi'ng (15.14%). In 1979-80, 36,004 hours 
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were lost due to power cut thereby 1,08,012 MT paddy prooessing was 
lost (19.02%). Further, ill 1978-79, 21,924 hours, i.e., 913 mandays we~ 
lost as against 1929 mandays available (11.5 % ) . In 1979-BO, 44,880 
hours were lost, i.e., 1870 mandays, as against 7885 mandays available 
(23.7%). 

6.12 The Committee pointed out that according to tbe Original Project 
Report, the return on capital was expected to be 41.37%, 23.78% and 
12.06% at 100%, 70% and 50% capacity. The mills, however, incurred 
total loss of Rs. 12.19 lakhs in 1977-78, Rs. 49.21 lakhs in 1978-79 and 
Rs. 18.13 lakhs in 1979-80. Enquired about the reasons for the losses 
5utIered by the rice mills, ~he Corporation stated in a written reply that the 
main fac~or for losses was due to underutilisation of capacity which was 
interlinked with th~ problems of power shortages, frequent breakdown 8Rd 
labour troubles etc. Some of other reasons were :-

(i) Increase in staff cost consequent upon revision of pay scales, 
enhancement of dearness allowance etc. 

(ll) Increase in rates of electricity, fuel, rubber rolls, stores and 
spares ~c. 

(iii) Increase in the handling charges payable to handling contt:ac-
tors. 

6.13 Asked as to what measures had been taken by the FC! to improve 
the worlring of the mills and what had been its etIect on the working 
results. the Corporation informed that certain steps had been taken to "im-
prove the working of the rice mills. According to Fey, as a result to 
these measures. there was improvement in 1980-81 (April-November) 
over the corresponding period of 1979-80. The paddy processing figures 
for these periods were «1,349 aJid 71,4S2 tonnes ,es~vely. 

(C) Sa.dry Debton 
6.14 The outstandings due to the Corporation at the end of March 

1980 were as undCl': 

1. Department of Food 
2. Department of Apiculture 
3. Ministry of Rural Reconstruction • 
4. Other Deptt. of Government of India 
S. Government of India undertakinas 
4S. State GMoemment and State orpnisations : 

(I) For foodgraina operationS. • 
(ii) For fertilizers suppliee apinat Letters of Credits • 

7. Others 

Less provision for doubtful debts 

Net duee 

Amount 
(In crores of Rs.) 

177'07 
70'33 

136·63 
9'34 
1·92 

35·78 
1·42 

20-08 

4'2·" 
H;9 

449·88 



'3 
The analysis of the debts is as liven below : 

Outstandiq for less than 6 months . 
Outstanding for mon: than 6 months 

AMount 
(In crorcs of Rs.) 

268'84 
183 ·73 

4~2'57 

6.15 .AccoI\ling to FCI, the outstandings of the State Governments and 
organisations were Rs. 42.68 crores as at the end of November, 1980. 

6.16 Asked about the reasons for the largo amounts of outstandings of 
the State Governments particularly of Governments of Bihar ilDd Maha-
rashtra in whose cases the outstandings stood at Rs. 14.19 crores and Rs. 
8.53 crores respectively as on November, 1980, the Corporation stated in 
a nQte that the State Governments disputed the outstanding'S and had also 
put forth their own counter claims. The Government of India has con-
stituted committees to settle the disputes in regard to Bihar, Maharashtra 
And West Benlt81. The Committee had already submitted its report in res-
pect of West bengal and Maharashtra. While decision of Government of 
India had been communicated in respect of West BeI128l, the decision of 
Government of India was still awaited in respect of Ma"ha.i:ashtra Committee 
Report. 

6.17 The Corporation bas further stated that considerin~ the difficulties 
which were being experienced by the Corporation in relisabon of the out-
standings, the Corporation pursuaded the Government of India to introduce 
a uniform system of pre-payment for realisation of the cost of grains suppli-
ed to all the State Governments. The system came into effect from 
1-5-1975. The dues from the State Governments as on 1-4-1975 stood at 
Rs. 81.92 crores. With the introduction of the pre-payment system, the 
current oustandi'ngs as on 31-3-1979 and 31-3-1980 stood at Rs. 31.27 
crores and RI. 35.18 crores. 

6.18 In reply to a question the Corporation furnished the following de-
tails of the outstandings of Rs. 22.78 crores recoverable from 'others' as OD 
31.3.1979: 
--------Othei parties Food A/c. Fertilizer Ale. Total 
-------

(Its. In lakbl) 
<a) Roller Flour Milts 1~'2S U9·25" 
(b) Rice Mills 338·52 338'52 
(e) Other parties 546·98 1233·10 1780-08 

Total: 1044·" 1233 ·10 2277·85 

6.19 The Corporation stated tbat amount of Rs. 12.33 ~ under 
fertilizer account and representing the cost of fertilizers had since been re-
COWI'ed and efforts were being made to liquidate outstandings dues under 
Food Ale. 



(D) Monitol'iDi 
6.20 The Committee desired to know about the system of Central 

monitoring in the PCI for having complete control over procurement, stocks, 
movement and issues on a continuous basis in order to crorrect imbalances. 
if any, without any loss of time. The M.D., FCI in evidence stated: 

"We have more than one organised system of control. We have in 
the Head Office a Control Room. It receives the information 
of various types. Similarly, in the zonal offices also, there are 
control rooms which are functioning for the purpose of collect-
ing infonnation. The Control Room has been in operation for 
many years and in each of these offices, one officer has been 
nominated for the purpose of coordinating all the infonnation 
and despatching it to the higher levels." 

6.21 Asked about the method of information to these offices, the wit-
ness stated: 

"So far _as procurement is concerned, the daily requirements of 
procurement are receive<t by tt'>lex and telegram in the Control 
Room during the seaSOn and afterwards the periodicity is re-
duced. Then, in the case of stocks, we get fortnightly telexes 
and telegrams from the Regional Managers indicating the total 
stock position. In the case of issues, we have fortnightly telexes 

. and telegram received from the zonal offices. We have also 
the storage capacity figures which are given every month by 
the Regional Managers on a monthly basis. In addition, we 
have staff matters. We have a monthly report from each re-
gional office of the sanctioned staff. strength." 

E. Annual Accounts 

6.22 Section 35 of the Food Corporation Act, 1964 lays down that a 
Food Corporation shall, as soon as possible after the end of each year, 
submit to the Central Government an annual report on the working and 
affairs of the Corportaion and the Central Government shall, as soon as 
may be after the receipt of such report, cause such report and the audit 
report together with any comments thereon or supplement thereto by the. 
Comptroller and Auditor General of India to be laid before both Houses 
of Parliament. 

6.23 The accounts of the FCI for the years 1978-79 an4 1979-80 had 
not been placed before Parliament till 30-1-1981"'. The Committee desired 
to know as to when the FCI accounts for the year 1978-79 were prepared, 
when they were placed before the Board of Directors and when they were 
finalised. The M.D., FCI submitted that the annual accounts of the Cor-
poration for the year 1978-79 were approved by the Board of Directors on 
the 15th November, 1979 and were sent to the Director Audit within a 
day or tw~ for obtaining his comments. They got the comments of the 
Director of Audit in August 1980 and these were now under print and would 
be traiDllDitted to the Government shortly for placing before the Parliament. 

.At the time of factual verification, the FCI informed that the Annual RepOrt for thl' 
year 1978-79 was plaoed before the Parliament on 25 February, 1981. 
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6.24 As regards the accounts for 1979-80, the M.D., FCI, stated that 
these had been approved by the Board of Directors in December 1980 and 
had sent to the Director of Audit. 

6.25 The Committee are also informed that now the Corporation had 
a system with the Audit to have concurrent audit to save time. The M.D., 
FCI assured the Committee that for the year 1980-81 they would try tllcir 
best to finalise the accounts as earJy as possible. 

6.27 The operations of the FCI fall into three categories viz. Central, 
State and commercial operations. As already observed by the Committee, 
on the Central operations there is scope for neither loss nor gain, the 
difference between the cost of sales and issue price for the public distribu-
tion system as well as the actual carrying cost of buffer stock being fully 
reimbursed by the Government. Though overall there is no loss oa the 
other two operations, the FCI has incurred losses on its operations on be .. 
half of a few States and on the supply of pulses, gram, gram products and 
allimal food to the Army Purchase organisation. Some of the process 
Plants operated by the Corporation have also disclosed losses. Such losses 
should not normally arise. The Committee desire that in future the finan-
cial results of the three operations should be clearly brought out in the 
Annual Reports of the Corporation. 

6.28 The, Committee would like to make a mention of the working of 
the 25 modern rice mills run by the FCI. The capital cost of the miD' was 
Rs. 483.27 lakhs. The utliisation of these mills during 1977-80 was only 
to the extent of 24 to 44 per cent of the substantially derated capacity. 
These mills have incurred losses of the order of Rs. 69.53 lakhs during this 
period. The Committee desire that the scheme of setting up of the rice 
mOls and the operation of the scheme should be investigated to see whether 
there was anything conceptually wrong with the scheme as such and if not, 
what ails these milJs. On the basis of the findings appropriate actiou should 
be taken. 

6.19 The bank overdraft was of the order of Ks. 2033.58 crores as 0* 
the end of March 1980. The Committee "ave indicated earlier the steps 
that conld be taken to improve the ways a~d 'IdtIans position and redoce th 
casb credit. It is a matter of concern that'the outstanding dues to the C0r-
poration were RB. 451.57 crores of whieh RB. 183.73 crores were moni 
than six mouths old. There should be stricter credit control. 

6.30 There has been undue delay in presenting of Annual Report of 
the Corporation to Parliament. 'Ibe reports for the yean 1978-79 and 
1979-80 have not yet been presented until January 1981. Soch delays 
should be avoided lu future. Parliament. which authorise! subsidies 01 the 
order of RB. 600 crores 1UIIl1UIIIy, would esped tile IceoaBU of die FCI hi 
time. The Committee would soaest that Govenuaeat might consider .. 
amendment to tbe Food Corporations Act to make it lncombeal oa tbe 
Corporation to finalise the accounts aDd get them aadited wlthia 6 IIIOIIths 
of the dose of a fmancial year as in the case of a Government Compaay. 
NEW DELHI; BANSI LAL 

Chaimutn 
A pril 28, 1981 Committee on Public UndertDklng$ 
Vaisakha 8, 1903(SY-



APPENDIX 

Sumtrrll'Y 01 Conclusloru/~dDtions 01 the Committee on Publi( Undertakings 
Contained In the Repol't. 

S1. No. Reference to 
Para No. Sumniary of Conclusions/Recommendation 
m the RepOrt. 

(I) (2) 

1. 1 '27 

(3) 
j 

The Food CorPoration Act, 1964 is a comprehensive Piece of 
Union leaislation on a concurrent subject. The Act provided 
for the establishment of Food CorPorations for the purPose of 
trading in foodgrains and other foodstuffs. The Act extended 
to the whole of India. The Food Corporation of India was set 
up in January 1965 under the Act. The primary duty of the Cor-
Poration was to undertake the purchase, storage, movement, 
transport, distribution and sale of foo<!grains and other food-
stuffs. The CorPoration was required to act on business principles 
having roprd to the interests of the producer and consumer. 
The Act enabled seUin, uP of State Food CorpOrations in 
consultation with tho States. The capital of the State Corpo-
rations was to be provided by the Central Government and the 
Food Corporation of India. The Boards of Directors of the State 
CorpOrations were to be appOinted by the Food Corporation of 
India after consultation with the Central Government and State 
Governments and the Boards were to be auided by such instructions 
of pOlicy as miaht be Jiven to them by the Food CorPoration of 
Indja. The Act also enabled sellina up of a Board of Manage-
ment for a State or two or more contiauous States havina no 
State Food Corporation. The Board of Management was to 
adVise tbe Food Corporation of India on matters referred to it 
anQ perfor'Wch other functions as Jeleaated to it by the CorPo-
ration. p.s. 'the structure of the Act clearly visualises the 
Food CorpOtatNn of India to function either by itself or in combi-
nation with the State Food CorPCJrations/Boards of Mana&e-
ment, as tho sole trader in foodgrains in the public seclor. This 
is nccesoary to realise the avowed objectives of securing for itselr 
a Itrateaic: and commandina PoSition in the foodarains trade tllJl 
OWl' the countrY and of brlngina about the much needed discipline 
in tho trade. Unlea. these are realised neither the interests of tho 
PrOducer nor the interests of the \:OIlsumer could be .erved well. 
UDfortunatoly, aftcr oxaminiD, tile workin. of the Fcod Corpo-
ration of India the Committee are left with an impression that 
the CorPoration as it iii structured at Present would not be able 
to make much of an imPact. 
In nODe of the States, the State Food CorpOration has been set UP 
so far. The Boards of Manaaement set uP in J967-68 in IWO 
States, viz., Andhra Pradesh and Orissa, were abolished in 1972: 
and 1976 respectively. Some of the States have set up their own 
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Food CorpOrations Warchouainl, CorpOrations, Aaro-industriea 
CorpOrations, Civil Supplies CorpOrations etc. to handle the 
business. Thus, there is at presen t no unified institutional 
arranlement for the foodstuffs trade in the country. The policies 
differ from State to State. An idea of extent to which the overaU 
interests of the producer and consumer has sufi'ered could be had 
from the succeeding sections of this Report. The Committee 
feel tllat the States ought to be actively in~olved in the operation 
of the FCI. In order to make the operations of the FCl more 
effective and purposeful a fresh initiative should be taken by the 
Central Government, to set up the State Food CorPorations of 
the Boards of Management in the States. 

J. 1 '29 The Act also envisaged constitution of one or more Advisory 
Committees to advise the Central Government or the FCI in 
regard to any matter connected with the purposes of the Act. 
Rules providing for the composition of the Advisory Committees 
and the terms and conditions of service of members thereof, were 
to be framed by the Central Government. Surprisingly. no such 
rules have been framed so far. An All India Committee of 
representatives of the trade in Foodl1'ains set up in December 
1964 was converted as an Advisory Committee for the FCI in 
October 1966 much against the wishes of the CorPoration. The 
AdVisory Committee consisting mainly of non-official members 
who represented the trade, could not serve the purpose. It was 
naturally interested in sjrving the intert'st of Private trade which 
the CorPoration was expCCted to discipline. The Committee was, 
therefore, wound uP in November 1968. Durin, the f!eriod of 2 
years of its existence the Committee held only one meeting. The 
Corporatron goes without an Advisory Committee for more than 
12 years now. Thus, there has been no such mechanism as 
enVisaged by the Act to make the Corporation contil1lcnly 
responsive to the interests of the producer and consumer. lhis 
shows that the CorpOration is not serious to implement tte Spil ie 
of the Act. The C.ommittee are at a loss to understand how an 
Advisory Committee consisting mainly of traders came to be 
aPPointed for two years in the beainninl. By no stretch 01 
imagination could it be presumed that the FCI was to serve the 
interests of the traders. The Committee desire that the Centra1 
Government shoUld frame suitable rules and sec that the apex 
level advisory committees mainly consisting 01 representatives of 
the producer and consumer are formed without delay. 

4. 1 ·30 The Board of Directors of the FCI consists 01 the Chairman and 
II Directors of whom S are otlcials. The Board, however. 
iCes Without the Chairman and lix non-official Directols whose 
terms expired in June/SePtember, 1980. The Committee deI~ 
that an organisation like FCl havinl hu,e turnover and oPerational 
dimension should not remain without Chairman and a number 01 
Directors for such a lon, time. The Board as constituted last 
did not have on it rePretcntatives of consumers' federation of 
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council. . This deficiency should be made good while flUin, uP the 
vacancies. 
In the earlier years our country was deficient in foodsrains, but 
has become by an" larae self-sufficient in the past S years or so. 
There has, therefore been a shift from tl\c compulsory )e~ to 
SuPPort purchase oPerations and building uP of a buffer .tock to 
take care of cyclical changes. This has thrown uP added res-
ponsibilities for the PCl. The Committee are inclined to agree 
with the Managing Director of the CorPoration that the role and 
structure of the Corporation have to be redefined. The Committee, 
however, note the view of the Secretary, Department of Food, 
that the Food Corporations Act, 1964 is ftexible enough to 
accommodate tbe change that has taken place and that no radical 
restructuring of the Corporation would be needed. Nevertheless 
the Committee feel that the matter requires serious consideratio'1. 
The Committee trust that the inadequacies brou.sht out and 
suggestions given in this Report would be the basis for such a 
consideration by the Government. 

As stated earlier there is no uniform purchase policY or programme 
in the various states. The Committee regret to hear from the 
Managing Director, PCI that no initiative was taken by the Cor-
poration to bring about unifOrmity. In some States the Corpora-
tion is the sole purchasing agency. in some it acts through State 
agencies and in some it acts along with others while in some otber 
States it does nM make any purchase at all. The Procurement 
policies and arrangements not only differ from State to State 
but in each State these also diffcr from time to time. On account 
of the fluctuations and uncertainties the Corporation is evidently 
not in a position to plan ahead and make suitable administrative 
arrangements for its oPerations, which have now become enlarged. 
If (I)l1)Y the State Food CorPorations/Boards of Management were 
formed as contemplated in the Food Corporations Act, this 
difficulty would not have been encountered. 

The annual purchase of wheat, rice and coarse arains by the FCI 
were between 811akh tonnes and 11 S lakh tonnes during the period 
1975-80 and it was between 8 to 12 per cent of the total production. 
The Corporation was not aware of the extent of the marketable 
surplus durlng these years. However, according to the Secretary, 
Department of Food, the arrivals In the market were 31 per cent 
of production for wheat and 27 per cent for rice in 1976-77. 
Relying on this statistics he claimed that excluding coarse grains 
the purchase of which was not signiftcant, more than half of the 
marketable surplus of wheat and rice was purchased. The 
Committee suggest that there should be a scientific system of 
ascertainine the surplus and the data should be fairly uptodate. 
A comparison of the purehases with the marketable surplus shoUld 
be given in the Annual RePorts of the FCI. It is necessary for the 
CorPoration to have a decisive intervention in the tradina of 
foodarain8 by steppjna uP the level of purchase. ------------------
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The quantum of the purchase does not imPrCas tbe Committee. 
Although the whole of the wheat and a large part ofrk:e procured 
was un~r the Price sUPPort operation, regrctably, tbe dinc:t. pUr-
chases from the producer were nealible. The PUrChases through 
farmers' cooperatives during the last three years was less than 
30 per cent of the total purchases in the case of wheat. 
whereas it was nealigibly small in the case of paddy. During 
the current year there has been some improvement inasmuch as 
7 '5 Iakh tonnes of paddy was procured from farmers' cooperatives. 
The C'-ommittee need hardly Point out that areater efforts are 
needed to go in for more of direct Procurement from the producer 
or from producer cooperatives rather than throuab. intermediaries 
so that the benefit could reach the Producer fully. 
The Committee are anxious to sec that the producer actually get 
the minimum support Price for his Produce. They regret that 
no survey has been conducted to ascertain how far the primary 
Producer got the benefit of the operations of tbe PCI. When the 
purchases are made from the intermediaries it was not ensured that 
the producer got price fixed. For instance, In Punjab or 
Haryana no purchase is made directly by the FCI. The purchases 
aTe made through 'katcha artiyas'. The Committee have been 
informed that the question of abolishing the Intermediaries had 
been taken up by the Centrd Government from time to time and 
lately by the Minister of Asriculture himself. However, the 
Committee note the view eXPressed before them that it was not 
legally compulsory for the FCI to prOCUTe through the artiyas in 
Punjab or Hary;:na. In any case the Committee desire that it 
should be ensured by the FCI that the payment for the value 
at the prescribed rate is made to the producer by the artiyas 
whenever purchases are made through the artiyas. 
Safeguarding the interests of the producer being one of the imPOrt-
ant obligations of the Fel, esPeCially in the chan&cd contCllt of 
enhanced agricultural Ploduction, the Commtittee feel that the 
Corporation shoUld not confine jtsell to purchase, storage and 
distribution of foodgrains. The Committee understand thlll in 
the USA loans on the basis of target Price are advanced directly 
to the producer on the unprocessed commodity and that if the 
market price failed to rise above the loan level., the Producer 
could deliver the commodity to the Commodity Credit CorPoration 
discharging their obiiaation in full. The Committee noto tbat the 
experience of the FC! in rcaard to loaDS advanced in the past on 
tbe security of foodgrains without linkina it to the Price SuPport 
was not encouraging. The Seclctary, Department of Food, 
exprcssod. his apPrehension about quantum of PrOcurement for 
tho Central Pool beina kept up if the USA practice was adoPted. 
Neverthaless tbe Committee dosirc that a boginnJng should be 
made at least in the case of small and marainal farmars in concert 
with the aaricuitural credit institutions. This wiJlIQ a long way 
in obviating distress aales and aiving the much nceded holdin8 
Power for the weaker section of the Producer. It should not be 
too di1Bcult to ensure that procu.remcnl is made uPto the minimum 
levol required, both for bu1l'er and operationalltoc:b. 
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At present millers are enpaed as contractors for millina the paddy 
procured by the FCI. In order to avoid double handlina the 
Committee sugest that gradually there could be a tie-up with 
the millers in the cooperative or public llCCtor in the matter of 
procurement under price support operation, as in Philippines were 
the miller are stated to purchase paddy at a price not lower than 
the Government support price and act as contractors of the Natio-
nal Grain Authority for milling. The Committee desire that 
instead of waiting for the millers to come forward, the FCI should 
take the initiative in this regard. Takina into account the inciden-
tal expenses the percentage of paddy to be delivered as rice could 
be fixed and the price paid on the basis of the support price for paddy. 
Till 1975-76 targets were fixed by Govemmt'llt for the purpose of 
procurement under compulsory levy. After switching over to 
minimum support approach consequent on enhanced production 
and availability of foodgrains targets became irrelevant. The 
Committee presume that the FCI is committed to purchasing all 
the grains offered at the minimum price fixed. The purchase 
arrangements thus need a change if the produce is to be assured 
of minimum price. The buffer stocks to be maintained by the 
Corporation also demand suitable storage capacity and scientific 
preservation techniques being employed. The Committee trust 
that the FCI would measure up to the new challenges. 
The aonuallevel of buffer and operational stocks varied from 77'24 
lakh tonnes to 110 ·80 lakh tonnes and from 32'88 lakhs toones to 
43 ·25 lakh tonnes respectively during the years 1977·80. The 
Corporation mainly arranges issue of foodgrains for the Public 
Distribution System and of wheat to the RoUer Flour Mills as 
ret' allocations made by the Government. The Committee note 
that sometimes stocks are held for 4 years and even longer. In 
view of heavy carrying cost of stocks, the Committee suggest that 
where the buffer stocks are held beyond a reasonable level the 
excess could be disposed oC the sale in the open market or the 
issue price for the Public Distribution System slightly lowered so 
that offtake can be more. Having regard to aU relevant factors 
the level oC buffer stocks should be carefully determined from time 
to time. The economics of holdina excessive stock! vis-a-vis 
the course suaested by the Committee should be worked out and 
suitable action taken on that basis from time to time. 
At present internal distribution of foodarains issued from the 
Central Pool is regarded as the responalbillty of the States. The 
Fel, bowever, undertakes distribution as wholesale sellina agents 
in Welt Benpl. Andhra Pradesh. Madhya Pradesh, Rajas than 
and 1C.cnJa. In certain places, the Corporation undertakes retail 
distribution to the Cair price shops also. The Committee feel 
that in view of the commitment for the FCI to serve the interests 
of the consumer it could undertake the distribution Cunction fully 
if only there would be a network of State Food Corpora tional 
State Boards of Management as contemplated by the Act. Till 
such a network is developed, it i8 prudent for the Corporation to 
confine it8elf to the procurement for the Central Pool and iIIUC to 
the States leavilll it to them to opise the distribution. 
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The Committee are distressed to note that in some States the retail 
price fi.~ by the States for the ultimate sale of foodirains to the 
consumer from the public Distribution System is much higher than 
the price at which the grains are issued from the Central Pool 
to the States. The difference was as high as RI. 19 in Orissa, 
Rs. 15 in West Bengal, Rs. 13 in Andhra Pradesh 8Ild Rs. 11 in 
Rajasthan per quintal of wheat and Rs. 28 in Orissa, RI. 20 in 
Gujarat. RI. 19 in West Bengal and Rs. IS in U.P. per quintal of 
rice. In some States the retail price seems closer to the open market 
price aUowing for the quality variations. The Committee 
have been informed that neither the FCl nor the Central Govern· 
ment has control over the retail price fixed by the States. The 
attempts of the Government to bring about certain homogcniety 
if not uniformity and to peg the margin between the issue price and 
the retail price down to Rs. 10 seem to have failed. Thus, although 
the procurement price and issue price of Central Pool are uniform 
there is "ide disparity in the final retail price that the consumor 
pays. It cannot, therefore, be claimed that the operation of the 
FCl fully serves tbe interests of the consumer. It is very unfortu-
nate. tbat the consumer subsidy of the order of RI. 300 crores 
and tbe buffer stock carrying cost of about RI. 2.6{) crores paid 
llDDuaily from the Central Exchequer did not achieve the purp,>s:. 
The Committee stroniIY feel that the whole sale and retail maraia 
should be the minimum possible. The States should be pcrsuad; j 
to ensure tbis. 

The Roller Flour Mills in all tbe States are given "parate allot-
ments of wheat from the Central Pool stock held by the FCI. Til: 
annual offtake by the mills ')anacd from 27 lakh tonnes to 361ak~1 
tonnes duriaa the period 1977-80. This worked out to about 40 
to SO per cent of the total issues of wheat from the Central Pool. 
Despite such substantial issues to the mills, it is surprising that 
the PCI or the Central Government docs not have much of a cont. 
rol on the pricina and distribution oC tbe end product, of the mills 
viz:. maida, Iqji and atta. It should be noted that wheat is issued 
at a subsidised price and the Central Government bears the 
subsidy. It is cornmon knowJedge that the benefit of the subsidy 
gOCII largely to the mills rather than to the consumer for whom 
it is meant. The Committee would, therefore, iUlFSt a critical 
study of the position to take suitable action to ensure tbat the 
consumer actually derives the benefit. Further, it should be made 
a rule that iC the m\lls wanted to buy from the PCI, they must 
buy for all their requirements from the Corporation only 80 that 
no alibi could be given for charaing higher prices (or the end 
products and rlaId control could be exercised on their distribution 
and price. Such a control is necessary in the prevailing situation. 
The Committee welcome the recent decision of the Government 
to charge a .. 10 more to the ftour mills (or tbe .upply of wbeat 
to them. If it ia not possible to bave a strict check on distribution 
and price of end products the mills should be char,ed economic 
price for wheat supplfel. 
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Stora", of foodarains has assumed enormous importana: in the 
context of the enhanced agricultural Production in receDt years 
and the nood to maintain huae buffer Btocks for balancing the 
supply without beinl affected by the level of Production which 
still largely dePends on the vaaarles of the weather. Thouah 
there is adequate storage space available at present, a larJe part 
of it is hired. As the cost of hiring is stated to be higher than that 
of owned accommodation, it is necessary to relinquish the hired 
private accommodation. The Committee, however, note that 
the construction of godowns by the FCI is proceeding at a 
slow paa:. This shoUld be sPeeded uP. Incidentally, the Com-
mittee desire that in Cuture godowns should be constructed as far 
as possible at the rail heads so that railway wagons could be 
moved through sidings to the godowns and handling operations 
could 10 on under all conditions of weather. 

The average utilisation of storage space was as low as 70·4 Per 
cent during 1979·80. This has undoubtedlY caused an avoid-
able increase in the overhead costs of the CorPoration. Storage 
losses touched an all time high of 2 '03 lakh tonnes valued at Rs. 
31 '51 crores during the year 1979·80. A number of cases of 
theft and misappropriation have also been reported. The Com· 
mittee desire that proper precaution should be taken against losses 
and damages and the stock should invariably be held in covered 
accommodation and We'll guarded. 

There is reportedly imbalance in the availability of storage space. 
The FCI has storage space at places more than what is needed and 
at other places inadequate space. This imbalance should be 
corrected early on a planned basis under a time-bound programme. 
This apin is tied uP with the question of uniformity in procure-
ment policies and distribution arrangements in all the States. 

The Committee would suggest that for ensuring a scientific: and 
safe storage of food grains and monitoring the utilisation of the 
godowns as well as undertaking construction/renovation Program. 
mes, 'storage' shoUld be treated as a distinct activity of the FCI 
and it should be put under the charge of a competent and ".0 
qualified Executive. He could be a functional Director of the 
Board of the Corporation. 

The imPortant social obligation of the FCI is to plotect the 
producer and the consumer from exploitation by the trader. 
The index of efficiency of the Corporation is the extent to which 
this obligation has been discharged by it. It is not exactly an 
edifying spectacle that has emerscd out of the examination of 
the Committee. However. it is equally important to .ensure the 
cost efficiency of the CorPoration as the overhead expenses 
of the CorPoration is borne ultimately by the tax-payer. The diffe· 
rence between the final cost of foodgrains to the Corporation 
and the issue Price is reimbursed by the Central Government as 
consumer subsidy. The carrying charges of the buffer stocks are 
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also reimbursed fully by the Government. The total payment was 
of the order of &S. 589 crares represcmtin. RI. 324 crares of con-
sumer subsidy and RI. 265 crores of carryin, COlt of buffer stocks 
during 1979-80. The consumer subsidy per quintal of wheat was 
&S. 28 -14 and ofrice was RI. 17 '71. The carrying cost of buffer 
stocks was RI. 25 '77. The Committee are concerned that the 
cost per quintal includin, the cost of retail distribution appears 
to exceed 75 per cent of the price paid to the producer. A lar;e 
part of it is subsidised by the Central Government, Yet the 
consumer has to pay a heavy Price. 

Wheat is now entirely procured under price suPpOrt oPeration. 
The procurement incidentals of the FCI jumped fro'm Rs. 8,95 
in 1974-75 to Rs. 20 '34 in 1979-80. The Committee have been 
informed that the cost was less when the procurement was largely 
made through traders' levy. For levy stocks collected by the 
State and surrendered to the Central Pool durin. 1974-75, mand; 
charges, establishment cost, interest charaes and purchase tax 
were not payable. The Committee note that there is a tendency 
on the part of the surPlus Stales to impOse a wriety of fiscallevi08 
in the shape of mandi charges, market fcc and sales/purchase tax 
which load the Procurement cost. These vary from State 
to State. An expert Committ« set up by the Central Government 
had intt!r alia recommended that the mandi cbaraes be fixed 
not ad valorem but as a spcocjfic rate per quintal, that the 
market fee and the katcha artiyas' commission be fixed at a 
level not higher than Re.l/- pCl quintal, and that the purchase! 
sale tax be reduced from 4 per cent to 2 per cenl. The 
Committee desire that th~ie shOUld be considered for securing the 
consent of the States in the overall interest of the consumer. 

As mentioned earlier in this Report, the FCI U8CS the agency of the 
States for procurement. There is stated to be a difference of 
about RI. 2 between the procurement cost of the CorpOration and 
that of the States, tbe former beln, lower. There is SCOPe for 
reduction in the expenses incurred by the States on behalf of tho 
FC! and which are reimbursed in full. The Committee feel that 
either these should be reimburse<l at a fixe<I rate Per quintal or 
limited to the averaac cost of the FCI. The State-wise Position 
may be analysed and appropriate action taken in consultation with 
the State concerned. 
There is also scope for reduction in the exPenses of the FCI 
through rationalisation of purchase and handlin, of foo<!grains. 
economising on administrative overheads and cut.ting down 
storage and transit losses. The Committee suggest that inBtruc-
tions recently issued to the Corporation in the matter of claiming 
consumer subsidy and reimbursement of carrying oost of buffer 
stocks shoUld be rigidly cnforocd, Admittedly, at Present there 
is no imbuilt compulsion for economy In the OPerations of the 
FCI, A system of incentives for economy and disincentivc:s for 
extravasence shoUld be evolved. in consultation with tnc ComPtrol. 
ler and Auditor General of India. The Committee expect the FCJ .. 
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to function truly on business principles as laid down in the 
Act. Incidentally, the Committec' suggest that the handling 
contracts should be taken out of private hands and entrusted to 
labour cooperatives. failing which the work should be either 
departmentalised or a system of direct payment to the labourers 
introduced. The Committee ace not in favour of privatc inter-
mediaries. 
The 'operations of the FCI fall into three categories viz. Central, 
State and commercial operations. As already observed by the 
Committee, on the Central operations there is scope for neither 
loss nor gain, the difference between the cost of sales and issue 
. price for the public distribution system as weH as the actual carry-
ing cost of buffer stock being fully reimbursed by the Govern-
ment. Though overall there is no loss on the other two oPerations, 
the FCI bas incurred losses on its operations on behalf of a few 
States and on the supply of pulses, gram, gram products and 
animal food to the Army Purchase Organisation. Some of the 
process Plants operated by the CorPOration have also disclosed 
losses. Such losses should not normally arise. The Committee 
desire that in future the financial results of the three operations 
should be clearly broulht out in the Annual Reports of the 
CorPOration. 
The Committee would Iilec to make a mention of the workin, of 
the 25 modem rice mills lun by the FCI. The caPital cost of the 
mal1s was Rs. 483 '27 lakhs. The utilisation of these mills during 
1977-80 was only to the extent of 24 to 44 per cent of the substan-
tially derated capacity. These mills bave incurred losses of the order 
of RI. 69 '53 lakhs during this period. The Committee desire 
that the scheme of setting up of the rice mill' and the oPCll'8tiaB 
of the scheme should be investipted to see whether daere was 
anYthing conceptually wrong with the scheme as IUch and if not, 
what ails these mills. On the basis of the findinls appropriate 
action should be taken. 

27. 6·29 The bank overdraft was of the order of Rs. 20033 '58 crorea 
as at the end of March 1980. The Committee have indicated 
earlier the steps that could be talecn to improve the ways and 
means pOSition and reduce the cash credit. It is a matter of 
concern that the outltandin& dues to the CorPOration were RI. 
452 '57 crores of which Rs. 183 '73 crores were more than six months 
old. There should be stricter credit control. 

lS. 6·50 Thtft has been undue delay in Presentinl of Annual Report of 
the Corporation to Parliament. The rePorts for the years 1978-
79 and 1979..80 have not yet been presented until January 1981. 
Such delays should be avoided in future. Parliament, which 
authorises subsidies of the order of Rs. 600 crores annually, would 
expect the accounts of the FCI in time. The Committee would 
IIJIICSt that Government miaht consider an amendment to the 
Food Corporations Act to make it incumbent on the CorPOratiOll 
to finalise the accounts and act them audited within 6 months of 
the close of. financial year as in the case of a Government Com-
pany. 

MGIPP.-t48 LSS/Bt-t30S-6-6-81. 
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