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- INTRODUCTION

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

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

3. The Committee considered 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 examination of Food Corporation of India, They wish to thank in
-particular the representatives of the Department of Food and the Food Cor-
:Foration of India who gave evidence and placed their considered views be-

ore the Committee.

BANSI LAL,
Chairman,
Committee on Public Undertakings
New DELHI
April 28, 1981
¥V aisakha 8, 1903 (S) . ' -

(vii)



CHAPTER 1
ROLE AND STRUCTURE

A. Setting up of F.C.L

_ The Food Corporation of India was sct up on Ist Janyary, 1965. Since
its inception, work relating to imports, internal purchase, sales, storage,
movement and distribution has been gradually handed over to the Food Cor-
poration of India. Thus with cffect from Ist April, 1969, the Food Cor-
’poration of India has become the sole agent of the Central Government
or lrading in foodgrains. Since 1977-78, the Corporation has ulso been
handling exports of foodgrains.

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 1st March, 1976 the
Corporation has been entrusted with the handling of imports and distribu-
tion of fertilizers as ‘Principals’ on the basis of ownership of material under
the administrative guidance of the Department of Agriculture.

1.3 The main objects 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.

(it) To take up state trading in foodstuffs on an appreciable scale
and to build up gradually buffer stocks.

(iii) To cngage itsclf primarily in the purchase, st(())?gc, 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 The Corporation was expected to secure for itself a strategic and
commanding position in the foodgrains tradc all over the country and to be
the sole public sector purchasing agency to bring in the much nceded disci-
plinc 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 FCl (January,
1981), the Committee desired to know as to what extent had this role of the
Corporation been fulfilled. The Managing Director, FCI in evidence sub-
mitted. “Our own view is that the objectives of the FCI have been fulfilled
by and large...... So far as the maintaining of the price line in foodgrains
is concerned, we have done our duty as best as we can. In 1964, we were
not sclf-suflicient in foodgrains. Today, the position is quitc different. Al-
though we along with other public agencies arc procuring about 10% of the
total production, we have been able to stabilise the prices of foodgrains all
over the country.” He added, “According to the policy envisaged for the

1
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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 :—

S the situation in the country in 1964 and the situation in
1980 are not exactly the same. The primary duties have becn
laid down, but even at the time when the Bill was prescnted in
the House, it was made clear that it is not commercial. It
should purchase according to thc Government policies
enunciated from time to time. Naturally with the change in the
agricultural production in the country the role that the Food
Corporation can play in stabilising and making availablc the
foodgrains to the consumers actually will undergo a change”.

1.5 During examimation of Department of Food (Feb., 1981), the Sec-
retary of Food Department stated :—

Yoo Section 13 of the Act 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, as it stands today, there is no need for any radical
change in its structure for achieving thesc objectives.”

1.6 The Food Corporations Act envisaged setting up of State Food Cor-
porations, State Boards of Management, 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 the FCI  and that thc general
superintendence, dircction and management of the affairs and business of a
State Food Corporation shall vest in a Board of Directors which shall 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 stated in evidence that
“no such State Food Corporation had been set up so far.” As rcgards the
reasons for it, the witness stated that the Act provided that ‘the Central
Government after consultation with the Government of a State may do so.
But the initiatives for that had got to come either from the 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 intercst in this
because under this scheme it is more or less & creation of the Central Gov-
ernment; it is more or less a nominee of the Food Corporation of India
and the State Governments have got very little power or role to play.”

C. Boards of Management for the States

1.10 Scction 16(1) 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 Statc or two or more contiguous States if no State Food Corporation
is functioning in such State or States.
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I.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 werc cstablished
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 uscfulness of the work done by the Boards
of Management, the Board of Directors approved the proposal for exten-
sion of term of the Members of Boards of Managcment in both the States
for anothcr 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 30-3-1974.

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 comnected 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
agrec to the appointment of even an Informal Advisory Committec in place
of the Board of Management.

1.13 As regards Orissa, the State Government stopped giving procurc-
ment work to the FCI from 1975. It was, therefore, considered that no use-
ful purpose would be served in continuing the Board 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 Statc Governments are also taken
into confidence while constituting the Board, the Corporation has stated
in a written reply that 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 FCI has established offices in almost
cvery 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 ssparate 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 what 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 not want them. They found that the Board was of
no use to them because they had no control over the Board.”



D. Advisory Committees

1.16 In terms of Section 11 of the Act, the Central Government may-
constitute onc more Advisory Committee to advise the Central Govern-
ment or the FCI in regard to any matter connected with the purpose of the
Act and as per Section 44(2) of the Act, the Central Government may rpakc-
rules inter-alia to provide for the composition of the Advisory Committces.
and the terms and conditions of service of members 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 rcply sub-
mitted subsequently that in December, 1964, the Central 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 Ministcy of
Food & Agriculture suggested to the Food Corporation of India that this.
Committce might be converted into an Advisory Committez under Section
11 of the Food Corporations Act, 1964, the officials of the Central Govern-
ment of the Committee being substituted by the officials of the Corpora-
tion. The suggestion came up for consideration at the fifth meeting of the
Board of Directors held on 21st May, 1965. The obscrvations of the Board.
on the suggestion are extracted below :—

“The Board felt that the trading sector was already well-
organised into various associations and other similar bodies in
diffcrent 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
be made to the Government that the scope of the proposcd
advisory committce be amplificd so as to include representa-
tives of producers and consumers as well, so that the com-
mittec as a whole would be represcntative of producers,
traders and consumers.”

1.17 The views of the Corporation were accordingly communicatad to
the Ministry of Food & Agriculture. The Government of India reiterated
their original suggestion indicating, however, that the Committec may be
expanded later as suggested by the Corporation. Accordingly, the Board
of Directors of the FCI at the mecting held on 30.5.1966 agreed to the pro-
posal of the Ministry of Food & Agriculture that the All India Committec
of representatives of the trade in foodgrains constituted by the Central Gov-
ernment in December, 1964 might be converted into an Advisory Commit-
tee under Section 11 of the Act, 1964 the Chairman, Vice Chairman and
Member Secretary of the Advisory Committec being respectively the Chair-
man, M.D. and the Secretary of the Corporation. The Board also desired
that consideration be given to the question of thc Corporation establishing
liaison with other groups such as producers whether by setting up similar
committces or otherwise. On this basis, the Govt. of India constituted an
Advisory Committee consisting of the FCI officials and non-officials number-
ing about 22 (later expanded to 26) representing mostly private trade, rice
and flour millers on 1-10-1966. The term of officc of the non-official mem-
bers was two years. Only one meeting of even this Advisory Committce was
held on 18.12.1967.

1.18 The proceedings of the Committee, however, showed that the non-
official members of the Committee, who were representing mostly the trade
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interest in various States were more keen on finding out the operational
strategies of the Corporation for their own benefit than on making construc-
tive svggestions. By and large the Corporation derived very little benefit
from the deliberations of the Advisory Committee. It has been added that
the Government on 11.9.1968 wanted to know from the Corporation whe-
ther the term of the office of non-official members should be cxtended after
the expiry date of 30th September, 1968 and whether the Committee had
served the purpose for which it was constituted. 1In reply to this, the Gov-
crnment was informed that the Committee did not scrve the purpose. The
FCI also suggested abolition of the same. Accordingly, the Government
tescinded the notification constituting the committce on 22.11.1968. Apart
from this, no other Advisory Committee was set up by the Central Gov-

crnment.

1.19 The Committee enquired whcther the structure of the Act, 1964
did not envisage that the FCI or its agents ie., the State Corporations/
State Boards of Managcment to be the sole public sector procurement
agency in the country. The Sccretary, Deptt. of Food stated; “According to
us, the answer. .. .is ‘No.” The Act does not mention that the FCI or any
Government Agency would do the procurement exclusively”. He inform-
<d that the Statc & Civil SUﬁp]iCs Corporations which werc 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 Statc’s own rcquirements. In
the Central Pool the purchases could be made by the FCI or
its agents like cooperatives or by thc State agencics like MAR-
KFED or HAFED in Haryana and Punjab and then these could
be handed over to the Central Pool.”

1.20 Asked as to what were the other organisations which procured for
themselves, the Sceretary, Food Deptt. stated: “For the State Pool, the State
Governments were purchasing carlier and some States are still purchasing.
The States arc Tamil Nadu, Karnataka, Orissa, Assam, Bihar ctc.” Asked
what was the quantity in terms of percentage which they purchased for
themselves, the Secretary 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  success. They enquired in
what way this involvement had ‘been secured so far. In a a written reply,
the Corporation has stated :-—

“The Statc Governments arc closcly involved in the functioning
of the Food Corporation of India as it is the State Govern-
ment, which decides the policies and determinc the role to be
played by the Corporation from season tc season. Inspite of
year to year fluctuation in production, it is mainly left to the
Statc Governments to decide the manner of opcrations and the
extent to which the Corporation is to be involved in procurc-
ment operations. The State Government allocates share in the
procurement of foodgrains to be made by the FCI as alsc the
centres at which the Corporation is to operate.

In the States, Government agencics like Food & Civil Supplics
Departments, the Civil Supplies 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
cngaged in the distribution of foodgrains within the State, though
in some of the States the entirc 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 shall 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 Warchousing 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 that 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 last year.

1.24 Asked whether there were any representatives of farming com-
munity on the Board, the M.D. stated, “In thc 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 Central Trade Union Organisations.

1.25 The Committee enquired whether the State Governments, are con-
sulted in making appointment 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 therc is any bar nor there is any stipukation. Tt is
a 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 Government”. 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 of
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 foodstuffs. 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 duty of the Corporation was to undertake the purchase, storage,
movement, transport, distribution and sale of foodgrains and other food-
stuffs. The Corporation was required to act on business principles having
regard to the interests of the producer and consumer. The Act enabled
setting up of State Food Corporations in consultation with the States, The
capital of the State Corporations was to be provided by the Central Gov-
ernment 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 Govern-
ments and the Boards were to be guided by such instructions of policy as
might be given to them by the Food Corporation of India. The Act also
enabled setting up of a Board of Management for a State or two or more
contiguous States having no State Food Corporation. The Board of Mana-
gement was to advice the Food Corporation of India on matters referred
to it and perform such other functions as delegated to it by the Corpora-
tion. Thus, the structure of the Act clearly visualises the Food Corporation
of India to function either by itself or in combination with the State Food
Corporations/Boards of Management, as the sole trader in foodgrains in
the public sector. This is necessary to realise the avowed objectives of
securing for itself a strategic and commanding position in the foodgrains
trade all over the country and of bringing about the much needed disci-
pline in the trade. Unless these are realised neither the interests of the
producer nor the interests of the consumer could be served well. Unfortu-
nately, after examining the working of the Food Corporation of India the
Committee are left with an impression that the Corporation as it iy
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 Managemcnt set up in 1967-68 in two States, viz.,
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 pplies Corporations
etc. to handle the business. Thus, there is at present no unificd institutional
arrangement for the foodstuffs trade in the country. The policies differ from
State to State. An idea of extent to which the overall interests of the producer
and consumer has suffered could be had from the succeeding sections of this
Report. The Committee feel that the States ought to be actively involved in
the operations of the FCI. In order to make the operations of the FCI more
effective and purposeful a fresh 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 The Act also envisaged constitution of one or more Advisory Com-
niittees 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. Surpris-
ingly, no such rules have been framed so far. An All India Committee of
representatives of the trade in Foodgrains set up in December 1964 was
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converted 45.an Advisory Committee for the FCI in October 1966 much
against the wishes of the Corporation, The Advisory Committce consisting
mainly of non-official members who represented the trade, could not serve
the purpose. It was naturally interested in serving the interest of private
trade which the Corporation was expected to discipline. The Committee was,
therefore, wound up in November 1968. During the period of 2 years of its
existence the Committee held only one meeting. The Corporation goes
without an Advisory Committee for more than 12 years mow. Thus, there
has been no such mechanism as envisaged by the Act to make the Corpora-
tion continuously responsive to the interests of the producer and consumer.
This shows that the Corporation is not serious to implement the spirit of the
Act, The Committee are at a loss to understand how an Advisory Com-
mittee consisting mainly of traders came to be appointed for two yesrs in
the beginning. By no stretch of imagination could it be presumed that the
FCI was to serve the interests of the traders. The Committee desire that the
Central Government should frame suitable rules and sce that the apex level
advisory commiftees mainly consisting of representatives of the producer
and consumer are formed without delay.

1.30 The Board of Directors of the FCI consists of the Chairman and
11 Directors of whom 5 are officials. The Board, however, goes without the
Chairman and six non-official Directors whose terms expired in June/
September 1980. The Committee desire that an organisation like FCI having
huge turnover and operational dimension should not remain without Chair-
man and a number of Directors for such a long time. The 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 vacancies.

1.31 In the earlier years our country was deficient in foodgrains, but
has become by and large self-sufficient in the past 5 years or so. There has,
therefore been a shift from the compulsory levy to support purchase opera-
tions and building up of a buiter stock to take care of cyclical changes. This
has thrown up added responsibilities for the FCI. The Committee are
inclined to agree with the Managing Director of the Corporation that the
role and structure of the Corpouration have to be redefined. The Committec,
however, note the view of the Secretary, Department of Food, that the Food
Corporations Act, 1964 is flexible enough to accommodate the 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
consideration. The Committee trust that the inadequacies brought out and
suggestions given in this Report would be the basis for such a consideration

by the Government.



CHAPTER I Y
PURCHASES

(A) Quantum of purchase r -}

2.1 _The Corporation has been handling procurement of foodgrains at
sup‘ﬁoﬁ'/'{?vy price on behalf of the Government of India/State Governments
in various States. In addition, the FCI accepts deliveries for the Central
Pool from the State Governments/other agencies. The Corporation also
makes commercial purchases for APO. Thus the operations of the FCI fall
under three categories Central, State and Commercial Operations.

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

®
2—148 1.8S/81
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2.3 In the course of examination of the Ministry (February, 1981), the
‘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 grnml
trade all over the country. The Secretary, Department of Food stated:

“What has to be seen is what the FCI’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 purchase

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 millers/
licensed traders.

(ii) Paddy is purchased under different methods viz., price support,
ptod);lcers 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 (including grani) are purchased under
the price support scheme.

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

2.6 According to the FCI the manner of actual procurement is decided
by the State Government and the Corporation has actuglly 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 for the purchase operations. - 5

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

A. System of Procurement wheat and agencies employed during Rabi Marketing

Season 1980-81
g}. Name of the State System of Procurement Agencies
(X
1 2 3 4
T. Blhar . . . Price Support Operation. FCl/State Food Corpo-
t:ion/Bl:har S.W.C.
2. Gujarat Do. State Government.
3. Haryana Do. State Govt./Hafed and

FCI.
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1 2 3 4

4, Mudhya Pradesh Price Support Operation F.CL

5. Mahamshtra Do. State Govt./Co-opesative.

6. Punjab . Do. FCI/State Govt./Mark-
fed/Punsup.

7. Rajasthan Do. FCI and RSWC acting
as agent of FCI.

8. Uttar Pradesh Do. State Govt.JUPCF/FCI/
UPFECC and Agro.
Industries Corpn.

9. West Bengal . Do. FCI

10, Assam . . . Do. FCI/Co-operative

11. Himacbal Pradesh . Do. FCI/Co-operative

12, Jammu & Kashmir Do. State Govt.

13, Manipur Do. FCI

14, Delhi . . Do. FCI

B. System of Rrocuremént and agencies entrusted with procurement of Kharif Cereals

during 1979-80.

Sl.  Name of the State
No.

System of Procurement.

Agencies

1, TamilNadu o« o

2. Pondicherry .
3. Madhya Pradesh
4, Orissa « .
5. Assam - .

o

Mm!pur . ]

7. Arunachal Pradesh

8. West Bengal . .

9.
10,
11,

12,

Glﬁm‘ . .
Maharashtra .

Puniab . . .

Procurement of paddy under sup-
port and levy. The State Gavt.
has imposed 259 transport levy
on-paddy/rice:

Procurement of paddy/coarse

grains under price support for
Central Pool.

Price Suppart Scheme.

Price Support Scheme.

Do.

Paddy is procured under PSS
through Agents. Rice is procured
under millers levy at 459,

Price Support

Price Support Scheme

Not available with FCI
Paddy-Price Suppart Rice-Mil-

lers/Traders Levy 80% for IRS
and 50% for PR-106,

TNCSC (FCI not
field)

FCI/Cooperatives.

in

FCI/Cooperatives.

State Govt.

State Govt.

FCI' (through coopera-
tive societies).

FCI (through Anchal
Samities):

FCI

State Govt.
State Govt. Cooperatives.
State Govt.

Paddy : FCI, State Govt.
Rice : State Govt. .




SLYR Name of the State System of Procureraent Agencies

No.

17. Haryana . . Paddy-price Support Rice-Millers/ FCIfHafed

14,

15.

16.

17.
18.
19,

Traders levy 80% for IR8 and
509 for PR-106.

Uttar Pradesh . Paddy is procured under ‘price 'PCI/State Govt.

support scheme by FCl/State
Govt. Rice is procured by State
Govt. ‘through levy on licensed
dealers/millers at 10% & major
portion is delivered to FCI for
Caentral Pool. Paddy price Support.
No levy on rice.

Rajasthan . . Paddy support price no levy on 'FCI.

rice.

Andhra Pradesh . Paddy is procured directly by FCI/APSCSC.

farmers under price  support
scheme by FCI and APSCSC,
Rice is procured under levy on
millers/dealers at 25% which is
being 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.

Jammu & Kashmir  Price Support State Govt.
Karnataka . Not available with FCI Karpataka C.S.C.

Kerala .

Not available with FCI ‘State Govt.

——

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
rocurement operations and administrative arrangements on a long term

asis.

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

“The FCI itself has not taken any steps to evolve a umified pattern

of procurement all over the country. It is a State subject and
a geutral subject also...... Some States have watered down
the procurement effort. From the Corpordtion’s point of view,
inr 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 exchequer, it s desirable that the State should
procure the maximum quantity of grains from ‘within the State
and the balance from outside. In the pest, India was importin
foodgrains from outside. Today, certain States are “im
foodgrains from other surplus States in the country. We w
certainly welcome that each State is more and more seH-reliant
in food. Under the minimum support price programme, the
policy of thc Govt. of India is that it leaves to States Govern-
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. ments to decide whether they would like to take the assistance

- of the Corporation for undertaking procurement operation$ 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 circumstances, the Corporation
would be able to economically and efficiently discharge the functions assign-
ed under the Act and what steps Government would take in future to sce
that there was measure of continuity in the operation of FCI in various
States. The Secretary, Department of Food submitted :

“By and large, the policy and arrangement have been remaining con-
sistent. Changes do take place occasionally. In the main pro-
curing areas like Punjab, Haryana, U.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 take
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 ap 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 as 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 charge 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 arrangement in our coun-
try was considered at any time after the formation of the Food Corporation
the Managing Director, 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 Purchases

2.12 In reply to a question about the total support price purchases made
during the last three years marketing, the M.D., FCI during evidence gave
the following information:—

(Million tonnes)

Rabi Season 1978-79 1979-80 1980-81
Wheat . . . . 5-48 7 -99ee 5-85¢e
(upto 24-1-1981)
Kharif . 32 2-67 427
Paddy (as rice) (upto 24-1-1981)*

#Kharif procurement is still not over completely.
*4Provisional.
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2.13 Asked how much of it was procured directly from the farmers and
how much was from the farmers cooperatives, the M.D., F.C.I. 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 U.P. was very low. In fact we hardly procured in
U.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....arc 0.81 million tonnes. In 1979-80 it
was 33,000 tonnes and in 1980-81 it was only 10,000 tonnes.”

2.14 The Committee desired to know as to how the farmers were assur-
ed of the support price, the M.D., FCI 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 FCI had received any complaint from farmers about the role of these
commission 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
Kacha 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 incidentat
expenses. ... .. In 1977 (a) Committee under the Chairmanship of Secre-
tary, Expenditure, inquired into the possibility of reducing the incidental
expenses and again recommended Kacha 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 challenged by the farmers.
The Corporation stated in a written reply that in order to eliminate the
chances of committing any deliberate mistakes by the Quality Inspectors,
the squads from Regional, 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 judgment 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 Quality 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 organisation or @
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:

“o So far as taking care of the interests of the farmers is con-

cerned because of the situation that minimum support price con-
cept has come to replace the original concept of procurement
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‘asis, ‘compulsery Tevy basis, the farmer himself has to take care
ofhis-ownmm a competitive economy. The mininrum
support price concept does envisage that the farmer will have
a more important role to play for ‘himself. The producers’
cogperative and the ‘State ‘Governments have a larger role to
play in that.”

PR There can be no alternative in my personal opinion, but
to have 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-
blished.”

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

(Million Tonnes)

1978-79 1979-80 1980-81

Wheat . . . . . 1-66 24 14
Paddy . . . . 026 0-14 075 (Till
Jan., 1981).

2.19 Asked whether it was possible for the FCI to buy more from the
Cooperatives, the M.D., FCI stated that if the arhtiya 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 Governments of Punjab and Haryana while providing for
the functioning of Kacha Arhitya in their market Act, market ‘Committee
rules and market Committee regulation, had envisaged certain very legis-
timate functions to be performed by them. The Kacha Arhtiyas were sup-

ed to clean the grain brought by the farmers. It was the duty of the
E(;scha 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
optional. If you striotly interpret the law nothing stops the procurement
agency from by-passing the Kacha Arhtiya and getting the grains directly
from the preducers is 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: °P

........ 'Under the law, if the producer comes direct, then payment
has to ‘be made only 'to the producer. If the producer comes
through the Kacha Arhtiya, then under the law payment has to
be made to the Kacha Arhtiya and not to the producer.

1 am ‘trying to think whether it is possible 10 amend the rules
in such a way that the payment of sapport price is paid to the
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preducer svea if he comes through the Kacha Arhtiya and Kacha
Artiviya Commission is only paid to the Kacha Arhtiya, That
yequires amendment of the rwles.”

222 The Addl. Secsetary, (Department of Food) stated that in lieu of
the services remdered the Kacha Arhtiyas were charging commission from

the buyers i.e., procuring agencies.

2.23 The Ministry intimated snbse%ucntly that the rate of commission
payable to Kacha Arhtiya in Haryana had been as under:—

From Rate
19-10-1974 . . . . 1:5% of the procurement price.
17-2-1974 . . . . 20% Do.
8-11-1977 . . . . 1-5% Do.
28-11-1978 . . . . 20% Do.
(continuing)

2.24 In Punjab since 1976-77 the commission {»ayable to Kacha Arhitya
had been 1.5% and there had been no change. The Kacha Arhtiyas were
not realising any commission or brokerage from the sellers.

2.25 Addl Secretary, (Department of Food) stated during evidence that
the Ministyr was taking up the matter with the State Government for reduc-
ing the chzr%cés or the commission that they had prescribed for the function-
ing of these Kacha Arhtiyas.

2.26 It is understood that the Export Committee under the Finance
Sccretary 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
commission should not exceed Re. 1/- per gtl. 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-
ernment of India.

2.27 Asked as to what percentage of foodgrains was directly purchased
by the FCI and what percentage it secured from the State Governments and

other agencies, the M.D. FCI stated :—
«“ 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 agencies.
Earlier the position was less for the FCI before the mnimum
support price practice was put into tion. . . .we were shut
out from the procurement operation in 1975-76. The Punjab

Government did not allow us to procure anything.”

2.28 The Committce were informed that in Philippines the millers
purchase paddy at a price not lfower than the Government sumn price
and act as contractors «of the National Grain Authority for millmg. The
Committee wanted to know whether this arrangement could be adopted in
our coumtry. The :Corporation stated in a written reply that “these millers
act us vontractors ‘of ‘the National Grain A ity. The entire paddy pr
cured by them is stored ‘with the Waré¢houses. y 61 per cemt of the
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rice covered js delivered to the authority, the rest remains with the millers.
The NGA is also an enforcing authority and is responsible for licensing
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 purchase on their own if
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 FCI 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 CWC 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 FCI.” 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 24 lakh tonnes 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 atta, the Secretary, Food Department stated in reply, “Not at this stage,
when we are not so sure about procuring foodgrains.”

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 coqsid_ered
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 foodgrains upon the security of foodgrains. 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 levels, producers can 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 would 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 FCI had lent or advanced any money to any
person under Section 28 of the FCI Act, the Corporation  intimated that
Food Corporation of India had extended the facility of advancing loans to
cultivators engaged in the production of foodgrains 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-
dertuken 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 and Corporation also faced difliculties in
collection of foodgrains in return for such advances due to various reasons
such a$ 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 thercatfter.

2.35 Asked further whethcr it was obligatory on these cooperative
societies under the terms of loans 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
;he support price. We would not know what they would give to the
armers.”

2.36 He further stated that it was not possible for a Corporation like FCI
to see that the minimum support price reached every farmer in every village.
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 deposed 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 able to say that. The law is standing in the way”. In a subse-
quent note, the FCI intimated that there is a clause in the agrecment with the
cooperatives tirat they are bound to pay in cash to every cultivator fromr
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 When enquired whether the Department of Food had carried out
any survey at any time to assure itsclf 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 FCI while explaining the reasons for stcz:ping the system of giving loans
to the cooperatives, stated that prior to 1976, FCI had been giving advances
to the State procuring agencies/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 State
Agencies/Co-ops. had not adhered to the said condition resulting into
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bleckade of hyge amounts of the FOl. FCI had been requesting the State
agengios /coaperatives for settling the accounts but in vain. As e result of
which the State ‘Goversment guarantees also expmed. The State Govern-
ment were requested to use their good offices for the sett_lemcqt«of accounts.
Despite their efforts, certain accounts had not been finalised till date. This
had burdened the FCI with the interest on the amounts blocked which the
FCI had 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 faced by
the FCI in having 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 FCI 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 FCI could procure. The Secretary, Department of Food, in evi-
dence stated :

“This has not been conceived as yet as a plausible policy. In fact, 1
think, Hon. Members are awarc that even in USA this sort of system
has been started only very recently and my fear is that if this is done,
the foodgrains which are lying with the producer, will not be handed
them over to the Central Pool later on. He may say “I shall not
hand them over”. In fact, that is the experience in USA so far and
the main point here is that while the farmer should be encouraged to
produce more, at the same time the Central Pool must have adequate
stocks. The danger is, if you keep it with the farmer 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-
gramme in the various States. The Committee regret to hear from the
Managing Director, FCI that no initiative was taken by the Corporation to
bring about uniformity. In some States the Corporation is the sole pur-
chasing agency, in some it acts through State agencies and in some it acts
-alo:f with others while in some other States it does not make amy purchase
at all. The procurement policies and arrangements not only differ from
State to State but in each State these also differ from time to time. On
account of the fluctuations and uncertainties the Corporation is evidently
not in a position to plan shead and make suitable mhlstnﬁve arramge-
ments for its operations, which have now become enlarged. If only the
State ¥ood Corporations/Boards of Management were formed as contem-
plated in the Food Corporations Act, this difficalty would not have been

2.41 The annual purchase of wheat, rice and coarse grains by the FCI
were between 81 1akh tonnes and 115 1akh ‘tonmes the period 1975-
80 and 1t was between 8 to 12 per cemt of the total production. The Cor-
‘porafion was not awarc of the extent of the marketsiile surpins ‘during ‘these
years. However, according to the Seorotary, Dopartmient of Food, the
arrivals in the marlwt were 31 ‘cent ©f production for whext and 27 per
«cert for rice in 1976-77. on ¥his statistics he chimed that exciad-
ing coarse grains the purchase of which was not significant, more than half
of the mavketable sowplos of whent amd vice 'was purcitised. The Com-
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mittee suggest that there should be a scientific system of ascertai the
snrphsmdthedahuhonld*behiﬂylgtodm. Ac o the
8 be given the Ammusi
necessary for the €Corporation to have a decisive

2.42 The quantum of the purchase does not impress the Commmittee.
Altho the whole of the wheat and a large past of rice proeured was
ander price support operation, regretably, the direct purchases from: the
producer were negligible. The purchases threuwght 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 negligibly small in the case of 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-
mittee need hardly point out that greater efforts are needed to go in for
more of direct procurement from the producer or from producer coopera-
tives rathcr than through intermediaries so that the benefit could reach the
producer fully. -

2.43 The Committee are anxious to see that the producer actually gets
the minimum support price for his produce. They regret that mo 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 intermediaries 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 ‘katcha artiyas’. The Committee have
been informed that the question of abolishing the infermediaries had been
tuken up by the Central Government 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 FCI 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 al the prescribed rate is made to the 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
Committec understand that the USA loans on the basis of target price are
made 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
obligation in full. The Committee note that the experience of the FCI jn

regard (o_loans advanced in the past on the sec| _foodgrains without
linkingj_.iqt“emgﬂl%pg_rt,muwgﬁng- The Secretary, Depart-
ment of Food, expressed his apprehension about quantum of procurement
for the Central pool being kept up if the USA practice was adopted. Never-
theless the Committee desire that a_beginning should be made at feast in
RRIIC]

—

e , arginal fg 5 I — :

credit institutions. s will go a long way in obviating distress sales and
giving The much_needed halding power for the weaker section of the pro-
duicer. should not be too difficult to ensure that procurement Is madc

upfo the minimum level required, both for buffer and operational stocks.

|
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2.45 At present millers arc engaged as contractors for milling the paddy
procured by the FCI. In order to avoid double bandling the Committee
suggest that gradually there could be a tie-up with the millers in the co-
operative or public sector in the matter of procurenrént under price support
operation, as in Philippines where the millers are stated to purchase 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
the initiative in this 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 1II
DISTRIBUTION
(A) Nature of operations

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 wholesalc 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
Corporsation supplies grains to the State Governments for certain special
schemes such as ‘Food for Work’, Generation of additional employment
opportunities’ in the rural areas and ‘Flood and cyclone relief’ etc. as
per directives of the Govt. of India from time to time.

(B) Issue to Public Distribution 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
crores in 1977-78 the sales had come down from Rs| 2190 crores in 1977-
78 to Rs. 1988 crores in 1978-79. The reduction in sale was attributed
1109“'7681. ’Iogﬁ-take of foodgrains from the public distribution system during

3.3 Asked about the reasons for lower off-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.

(ii) _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 . . . . . . . . 162 R
Wheat . . . .« .« o« . . 155 1539
Rice® . . « « .+ . . . 160 160 -4

3.4 As regards its impact on the FCI, the Corporation stated that,
“the fluctuation in stock-position and off-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 of wheat and rice, all-round better availability,

23



24

removal of inter-state movement restrictions, the off-take was lower al-
though sufficient allotments were made to all the States. If the off-take
of foodgrains for Public Distribution System during 1978-79 had been
maintained at the level of 1977-78, the average stock holding would have
come down by about 1.14 lakhs tonnes. Although by holtﬁng of large
quantities of foodgrain stocks, the FCI has to incur carrying over charges,
storage charges, interest charges etc., yet on the other hand, the huge stock
with the Corporation have given moral streagth to the nation in the time
of severe drought conditions”,

3.5 Asked whether there was any complaint regarding the delay in
su[igly for the public distribution system from any State Government, the
M.D., FCI stated “That goes to thc Central Government and not to us.
We are not awarc of the complaint. We did net have any complaint
befoze the drought of August, 1979. But after the drought started, sudden-
g demand picked up in the interior. It was (in the) tribal belt-Bihar,

rissa, MiP. where the means of communications are very limited.
Therefore, there was difficulty in reach'mg there and meeting their 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 period and was there
no system of releasing stocks for distribution first in first out basis. The
Corporation subsequently stated in a written reply that “the gencral
principle for the release of foodgrains by the FCI 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 in the
open market, the off-take of the foodgrains from storage depots for pub-
lic distribution system had gone down”. The Corporation further statcd
that “though normally efforts are made to issue stocks of foedgrains on the
‘first in first out’ principle, at times because of operational 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. The principle first 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-
terioration (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 stocks which are particularly stored in sub-standard
godowns as also in the open storages although this may not strictly coincide
with the stocks. Since the imported wheat was stored in bins/covered
godowns and the condition of stocks was of A & B category, these stocks
remaincd in storage for longer period”.

3.7. According to the Annual Report of the Corporation for the year
1978-79, confirmation of stock/stored loamed to/held by the other parties
could not be obtamed in certaim cases as these were under reconcilia-
tion. Some of these stocks lying with the third parties were undex dispute.
The Committec enguired as te how much of the stock under the ccnizal
operations were held by the third parties and how much of it was under
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dispute. A representative of FCI stated in evidence that “this relates
mainly to the stocks given by the FCI to the millers for y milli
When we give rice or paddy for milling purposes to the millers, a particu-
lar out turn is fixed and a particular muilling rate is fixed. If 100 tonnes
of paddy are given to them, they are expected to given seventy tonnes 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 Rs. 312.81 lakhs and the value of stocks which had been
disputed was Rs.14 lakhs.

(C) Supplies to Flour Mills

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 quantities of wheat from its depots to the roller flour mills.

In reply of a question a representative of FCI gave the following de-
tails about the total quantities of wheat issued by the FCI to thc Wheat
Flour Mills all over the country :— .

Calender year Total wheat off-take Off-take to the Roller Flour Mills,

1977. . . . 5977 lakh tonnes 27-46 lakh tonnes (balance 32 lakh
tonnes taken by Fair Price
Shops).

1978 . . . . 64-35 lakh tonnes 33:06 lakh tonnes.

1979 . . . . 71-8 lakh tonnes 29-8 lakh tonnes

1980 . . . . 86-4 lakh tonnes 36-3 lakh tonnes

(it varied between 45 to 50 per cent)

3.9 Asked as to what were the restrictions imposed by the FCI 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 flour mills is done under the Roller Flour Mills Control
Order which is administered by the State Governments on behglf 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. owever, such
‘testrictions were withdrawn in November, 1976 by the Department of Food.
Due to rising trend of prices in September, 1979, restrictions were im-
gosed again by the Department of Food on 12th September, 1979. The

tate Governments were asked to fix the Ex-Mill prices of Maize, Suji, re-
sultant atta and Bran. Later on, restrictions on resultant atta and Bran
were taken 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 than the prices fixed at that time.

3.11 Asked whether any restriction was exercised by the Government
on the flour mills 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 the Central Government”.

3.12 Asked whether there was any restriction on the total off-take
by the flour mills, the M.D., FCI 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 allotment 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
casier availability of wheat in the market, many of them did
not lift from the FCI. 1t was found that roughly about 50 per
cent of the capacity was being lifted. When they rationalised
the system, about six months ago, the average off take in
the last three 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. M.D,, FCI stated “We do not investigate it. The
‘Government of India does the investigation. Awvailability of the market
plus the capacity being in excess of the demand. These are the two
reasons.”

3.14 Asked whether the Roller Flour Mills could buy from the
market instead of lifting the stock from the FCI, the F.D. stated that the
flour mills were not allowed to buy from the open market. Only in 1979,
they were allowed to buy 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 permise
sion was withdrawn for some period. Permission was again given to the

urchase of wheat to Roller Flour Mills from the open market from
f-4—l979 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., FCI stated during evidence: *I do not
think there was any”.

3.17 Asked further whether it was possible for the FCI to include &
condition that if the Flour Mills wanted to buy from FCI, they must buy
for all the years and for the requirements from the FCI onltg and not go ta
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 these flour mills only
worked on the wheat allotted by the FCI and had no other sources of get-
ting wheat supply, the witness stated, “we have no mechanism”, Asked
further whether there was any other mechanism, he stated, “The State
Administration through their Inspectors go and check it. There is a State
Governmen! 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 cnd 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 ration 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,
Sir.”

3.20 The Ministry informed that complaints had been reccived from
the roller flour 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 Roller Flour Mills in case of dispute was devised by
the Ministry during 1979. The Corporation further stated that the roller
flour mills are satisfied with the procedure devised and ng complaints re-
garding this procedure have been received subsequently.

(D) Buffer Stock

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 required 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 3674
1978-79 . . . . . . 110 -86 32-88
1979-80 . . . . . . 7724 4375

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 procurement for public distri-
bution system and buffer stocking was determined by the FCI. 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 u
substantially in the country. We switched over to the mini-
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 purpose 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 Corporation as well as by the Department
of Food. The quantum of foodgrains 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
timc by thc 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 would 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
ige was ud:;ided that in addition to buffer stocks, operational stocks would

a8 under:—

As on Million tonnes
First April . . . . . . . . 3:5t038
First July . . . . . . . . 8-2t0 88
First October . . . . . . . . 55t06-0
First January . . . . . . . . 4:8t05+5

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 thc FCI had ever thought of sel-
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 morc 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 storing. This problem was brought to the notice



of the Government. We had to study the economics of holding these large
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 flour mills should be the same.

(E) Internal Distribution

3.27 In addition to handling the foodgrains on behalf of the Govern-
ment of India, the FCI has also been undertaking issuc 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 fooleains for this work in all the States except in Delhi
and U.P. In case of U.P. and Delhi, stocks are issued as per Central issue
price only without charging any extra incidentals.

3.29 Tn evidence, the M.D., FCI state infer 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 agreement with the FCI for handl-
ing the procurement-cum-distribution work through the FCL
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

ration. We said, connected with the patterns existing in
other States, the West Bengal Government should do the dis-
tribution work themselves. 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 FCL In U.P. in the Kaval cities
Bareilly and Meerut also we distribute but elsewhere the State
Government formally lifts from our godowns 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 esh also we were
doing but we have been recovering the costs of our operations
in all 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 was the FCI charging for issuing
;?&dg'ains to a fair price shop dealer for example in Rajasthan. The M.D,,
stated : —

“For example the central issue price is Rs. 130/- another Rs. 2/- is
added in respect of the extra charges incurred by the Corporation.
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Then in the price of Rs. 132/- administrative charges of the State
Govt. are added before the grain is taken by the retailer. The
retailers add their own margins before releasing the grain to the
consumer.”

3.32 Asked further as to what cxtent entrustment of such functions
to the FCI had detracted from its primary duty. The M.D., FCI 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 sanetion-
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 sec to it that they
concentrate on the procurcment, 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 FCI to undertake responsibilities on behalf of the State Governments
%nd engage in any commercial operations. The Secretary, Department of

ood 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 FCJ 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
FCI could be more fully utilised; secondly many of the Statc
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 mere and more developed, they have stated doing the
work on their own........ So, the State had to be helped in
the earlier stages on the concept of State trading in foodgrains
andhthe FCI 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 discharged by the State authorities who had detailed knowledge and ex-
perience of local requirement. The Committee pointed out that in spite of
the above recommendation, FCI 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 FCI was helping the states.
Why should that profit be lost. .. ... States like Madhya Pra-
desh, Rajasthan, Andhra Pradesh etc. wanted it.” -

) 3.35 The' Committee observed that if the FCI was making a profit on

internal distribution, why not the entire distribution system including issue

ig Og;c ra:;%n shops be taken over by them. The Secretary, Department of
stated:

“I do not agree that the FCI should go in for this activity of internal
distribution. . . . The FCI 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,
t};_g Department of Food in a written reply after evidence stated inter
alia:

“The stocks distributed by the FCI as the agent of the Statc Gov-
ernments are issued at the Ex. FCI own issue prices fixed
by the State Governments concerned. In the case of Central
stocks, the 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 b?; it.
The margins/incidentals allowed to the Corporation vary
the State to State and depend on the extra services rendered
in each State”.

(F) Issue and Retail prices

3.37 The present central issue prices of foodgrains have been stated as
under:—
(Rs./Quintal)

Upto 31-12-1980 From 1-1-1981

Rice
Common . 150 00* 165 -00
Fine . . 162 00* 17700
Superfine . 172 -00* 19200
Wheat . . 130 -00 130 -00
Coarsegrain
i:}vr:r . 96 -00 106 00
Maijze & Ragi J
Milo . . . . . . 70 -00 70 -00

3.38 The Corporation informed in subsequent note that the issue price
of wheat for public distribution has beenbresev?scd to Rs. 145/- per qgtl. and
for Roller Flour Mills for production of wheat products at Rs. 155/- per

qtl. with effect from 1.4.1981.
*Rs. 2/- extra per quintal for parboiled rice.
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3.39 The M.D., FCI stated in evidence before the Committee that there
was difference between the Central issue prico and the State Gowt. retail
price which varied from State to State. He gave the details of such difference
as under:

State Difference between FCI'
Issue price and State

Retail price.

WHEAT
Orissa Rs. 19/- (extra)
Gujarat Rs. 5/- (extra)
Rajasthan . Rs. 11/- (extra)
Andhra Pradesh . Rs. 13/- (extra)
West Bengal Rs. 15/- (extra)
Punjab Rs. 650 (extra)
RICE
Orissa Common variety Rs. 28/- (extra)
Fine variety Rs. 31/- (extra)
Superfine Rs. 31/- (extra)
Gujarat . Common variety Rs. 20/- (extra)
Andhra Pradesh . Common variety Rs. 21/- (extra)
Fine variety Rs. 21/- (extra)
Superfine Rs. 22/- (extra)
W. Bengal Common variety Rs. 19/- (extra)
Fine varicty Rs. 19 -39 (extra)
Superfine Rs. 1976 (extra)
Punjab Superfine variety Rs. 10/- (extra)
U.P. Common variety Rs, 15/- (extra)

3.40 A representative of FCI informed that the difference between FCI
issue price and State Government Retail price was represented by trans-
tion charges, State administration charges etc. and the margin charg-

ed by the FCI was Rs. 2/-. The Committee desired to know whether the
FCI could exercise any control on the margin which the State Government
kept bétween 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 matter and théy
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came to the conclusion that for both wheat and rice the State
Governments should limit their distribution cost to a figure of

t 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 for one reason or another. ...We again wrote to all
the State Ministers of, 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 price for the entire country and
this point was emphasised in very clear cut and explicit Janguage
to all the State Governments. There the matter liess. 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 Asked 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 examined and
§ instruction were given for rectifying the discrepancies. Asked about

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 administrdtive 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 Till 1975-76 targets were fixed &Govemment for the purpose
of procurement under compulsory levy. r switching over to minimum
support approach consequent on enhanced production and availability of
fooggralns targets became irrelevant. The &)mmiuee presume that the
FCI is commifted to purchasing all the grains offered at the minimum price
fixed. The purchase arrangements thus necd a change if the prodacer is
to be assured of minimum price. The buffer stocks to be maintained by
the Corporation also demand suitable storage capacity and scientific preser-
vation techniques being employed. The Committee trust that the FCI

would measure up to the new challenges.

3.44 The annual level of buffer and operational stocks varied from
77.24 Inkh tonmes to 110.80 lakh tonmes and from 32.88 lakh tonnes to
43.25 1akh tonnes respectively during the years 1977—-80. The Corporation
mnainly arranges issue of foodgrains for the Public Distribution System and
of wheat to the Roller Flour Mills as per allocations made by the Govern-
ment. The Committee notc that sometimes stocks are held for 4 years and
even longer. In view of heavy carrying cost of stocks, the Committee sug-
gest that where the buffer stocks are beld beyond a reasonable level the
excess could be disposed of by sale in the open market or the issue price for
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the Public Distribution System slightly lowered so that offtake can be more.
Having regard to all relevent factors the level of buffer stocks should be
carefully determined from 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 on that basis from time to time.

3.45 At present internal distribution of foodgrains issued from the
Central Pool is regarded as the responsibility of the States. The FCI, how-
ever, undertzkes 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 the
procurement for the Central Pool and issue to the States leaving it to them
to organise the distribution.

3.46 The Committee are distressed to note that in some States the retail
price fixed by the States for the ultimate sale of foodgrains 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 Rs. 19 in Orissa, Rs. 15 in West Bengal, Rs. 13 in Andhra:
Pradesh and Rs. 11 jn 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 the quality variations. The Committee have becn in-
formed that neither the FCI nor the Central Government has control over
the retail price fixed by the States. The attempts of the Government to
bring about certain homogeneity 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 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 that
the consumer subsidy of the order of Rs. 300 crores and the buffer stock
carrying cost of about Rs. 260 crores paid annually from the Central Ex-
chequer did not achieve the purpose. The Committee strongly feel that the
whole sale and retail margin should be thc minimum possible. The States
should be persuaded to ensure this.

3.47 The Roller Flour Mills in all the Statcs are given separate allot-
ments of wheat from the Central Pool stock held by the FCI. The annual
offtake by the mills ranged from 27 lakh tonnes to 36 lakh tonnes during
the period 1977--80. This worked out to about 40 to 50 per cent of the
total issues of wheat from the Central Pool. Despite such substantial issues
to the mills, it is surprising that the FCI or the Central Government does
not have much of a control on the pricing and distribution of the end pro-
ducts of the mills viz. maida, suji and atta. It should be noted that wﬁm
is issued at a subsidised price and the Central Government bears the sub-
sidy. It is common knowlcedge that the benefit of the sabsidy goes largely
to the mills rather than to the consumer for whom it is meant. The Com-
mittee would, therefore, suggest a critical study of the position to take
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svitable action to ensure that the consumer actually derives the benefit.
Further, it should be made a rule that if the mills wanted to buy from the
FCI, they must buy for all their requirements from the Corporation only
so that no alibi could be given for charging higher prices for the end pro-
ducts and rigid 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 Rs. 10 more to
the Flour Mills for the supply of wheat to them. If it is not possible to
have a strict check on distribution and price of cnd 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 havin,
an owned storage capacity of about 7.59 million tonnes (covered) an
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. CWC, 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 lakh tonnes.

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

(In lakh tonnes)
Covered Accommodation

Owned by FCI 7587
Hired :

State Government 781

CwC 9-80

sSwC 10-09

Others 58-24

Total . . . 161 -81

CAP

Owned 12-88

Mired 54 -60

G. Total . . 229 -29

4.2 The Corporation stated in a note that with the increased produc-
tion and procurement, acute shortage of space had been experienced 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
starage of foodgrains in open under CAP, both owned and. hired.

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

(lakh tonnes)

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

1975-716 . . . . . 5704 36°10 93-14
1976-77 . . 97-74 5581 153-55
1977-18 . 74 -89 60 -51 13540
197879 . ... 5350 9168 14518
197980 . . . . . 3951 8191 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-
:}uired whether there was imbalance in the availability of storage space and
if so, how the FCI proposed to correct this imbalance. The Corporation
stated in a written reply that the imbalance 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 enhanced 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 u;:r ucing States of Punjab,
Haryana, Rajasthan, Andhra Pradesh. In the coastal areas/ports where
large storage capacity had been constructed due to continued imports, over
the years the capacity became surplus to some extent due to complete stop-
page of imports.

4.6 The FCI 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 be improved. Efforts were also being made to
debire private capacity to the extent possible.



38

(B) Utilisation of capacity

4.7 The utilisation of the storage capacity at the end of each year
during the last five years was as follows :—

Year Percentages

1975-76 . . . . . . . 85

1976-77 . 87

1977-78 . . 67

1978.79 . . 76 (Peak utilisation 81%)
1979-80 . . . . . . . . . 704

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
&ocurement and distribution policy of the Government of India and the

te Governments availability of the infra-structure like transport, labour
etc., and the necessity of keeping stocks in over two thousand centres spread
all over the country. The 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 into
account the peak arrivals. Owing to fluctuations in the actual procurement
the entire storage capacity may not be utilised. In view of these reasons,
unlike in production enterprises, the capacity utilisation of the storage
godowns 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 dehired during 1980-81 and
12 lakh tonnes during 1981-82.*

4.10 Asked further whether FCI let out on hire owned storage spaccs
temporarily to the extent not used by them, the Corporation stated in a
written reply “normally our owned storage space is not let out to other
agencies but during the last year due to under-utilisation in some other
regions, we have hired out FCI's storage spaces to the State Government,
Modern Bakeries and CWC in the States of West Bengal, Orissa and

Further with a view to obtain gainful utilisation of the vacant
ARDC capacity rendered due to movement constraints stoppage of imports
etc., the Corporation had on November, 1980 hired out about 1.5 lakh MT
to the public agencies bringing a saving of Rs. 3.9 lakh in monthly rents.

*At the time of factual verification, the FCI informed that against the target of 16 lakh
tonnes, & capacity of 522 lakh tonnes covered and CAP has been dehired till Feb,,
1980.
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{C) Cost of Storage

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

(In rupees per quinta] per month)

Year Owned Hired Overall Average
1979-80 . 0-26 0-32 0-30
1980-81 (R.E)) . 0-29 0-36 0-33
1981-82 (B.E.) . 0-32 0-42 0-36

4.12 The Corporation stated that in respect of the owned accommoda-
tion, the average cost has been worked out assuming 100% capacity utilisa-
tion. The cost for the Corporation’s own godowns include 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 foodgrains and their percentage on the quantities sold, for the last five
‘years were as under :—

Year Qty. (lakh) Value %age on Qty.
tonnes) (Rs. Creres) sold
1975-76 . . . . . 026 3:43 0-3
1976-77 . . . . . 0-68 972 07
1977718 . . . . . 125 1679 09
197879 . . . . . 100 15-85 1-0
1979-80 . . . . . 2-03 31-51 146

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
(ii) Longer period of storage in view of buffer commitments.
4.15 According to the FCI, the following quantities of foodgrains were

damaged due to rains, floods, cyclone etc. and rendered unfit for human con-
sumption during the last four years :—

Year Qty. tonnes damaged Assessed value of
Joss (Rs. lakhs)
197677 . . . . . . . 44126 368 -90
1977-78 . . . . . . . 46895 32446
1978.79 . . . . . . . 100657 84993
1979-80 . . . . . . . 69896 570 -81
(Prov.)

4.16 The Corporation stated that one of thel major reasons leading to the
;above levels of the damaged stocks has been that from 1976 onwards the
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Corporation hzd to resort to large scale CAP storage, due to the serious
paucity of storage space 'grogwssively 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 rcsult have suffered damages due to cyclones, storms and floods in

ditferent 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
our years.

4.18 The FCI has informed that during the last three years i.e. 1977-78,
1978-79 and 1979-80 (upto Dec. 1979), there had been 147 cases of thefts,
fire, misappropriation, cyclone etc. invofving in amount of Rs. 46.50 lakhs

as per break-up given below :—

(Rs, in lakhs)
Year Thefts Fire Mis- Cheat- Cyclone Short- Missing Total Amount
appro- ing ages cases  invol-
priation ved
Rs.
1977-78 16 2 2 1 1 2 -— 24 8-38
1978-79 95 3 2 —_ — — 1 101  33-05
1979-80 14 8 — — — — — 22 507
(upto Dec.
1979)
Total 125 13 4 1 1 2 1 147 46 50

4.19 Out of 147 cases majority of cases related to thefts (125) involy-
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/police 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 one case of cyclone involving a loss of Rs. 4.68 lakhs.

4.20 Asked about the extent of thesc damages at railways sidings dur-
ing thc last three years, the Corporation stated a written rcply 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
FCI's storage premises 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 FCI's depots
premises and (i) at the railway goods-shed. For any damage to stocks at
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the goods shed sidings only, the railway could be held responsible. Such
claims formed part of the total claims for transit losses including damaged
stocks lodged with the railways. o o ' '

4.22. The Committee pointed out that according to the letter issued by
the Ministry of Agriculture (Deptt. of Food) on 25th April, 1980 the
Corporaption was required to prescribe limits for gtorage losses on account
of factors like loss in weight, deterioration of stocks etc. to be debited to
Central subsidy and get them approved by the Govt. latest by 30th Sep-
tember, 1980. They enquired whether limits for storage losses had been
fixed. The M.D,, 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 back 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 Deptt. of Food, the Committee pointed
out that according to FCI it was not possible to fix any limit for storage
loss. They asked as to what were the comments of the Ministry in this
regard. The Secretary, Deptt. of Food stated that there were certain
%racﬁgslddiﬁiculties in fixing storage norms. There was no doubt about it.

e 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...... If for example, it is said that
norms have been fixed for losses in Warchousing Act/Rules and
you follow those norms, then it will lead to a more financial losf.
1 would like that the Committee would give more time on this. 1t
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 tonnes
and 41.15 lakh tonnes respectively. The year-wise construction of godowns
from 1975-76 to 1979-80 were as follows :—

Year Capacity constructed
(thousand tonnes)
197475 . . . . . . . . . 197 -46
1975-76 . . . . . . . . . 11625
1976-77 . . . . . . . . . 346 67
1977-78 . . . . . . . 753 -88
1978-79 . . . . . . . . . 641 00
1979-80 . . . . . . . . . 450 -00

4.25. Against a target of 41.15 lakh tonnes of storage capacny during
1978-83, the capacity actually constructed during the years 1978-79 an
1979-80 was 10.91 lakh tonnes.

4—148 1.89/81
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Asked about the reasons for slow progress of storage construction work,
the Corporation explained the following difficulties :

(i) Since all the new godowns centres are to be provided with
railway siding facilities and as the railway had recently insisted
on the provision of facility for full rake siding, the planning
had got rather protracted.

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

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

4.26. The Ministry stated in a note that the Corporation had under-
taken a storage construction programme of 2.8 million tonnes of storage
capacity at an estimated outlay of Rs, 161 crores 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) Conventjonal Godowns . . . . . . . 23-00 lakh tonnes

(b) Flat Bulk Warehouses . . . . . . . 4-20 lakh tonnes

(c) Multifunctional Port Installations . . . . . 0-90 lakh tonnes
TOTAL . . . . . . . . . 28-10

4.27. Against the programme indicated above, a capacity of 7.75 lakh
tonnes of conventional godowns had been realised upto September 80
while works on buffer godowns were in various stages of progress in as
many as 27 centres. The progressive e:g;enditure 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 thro:fh sid-
ings to the godowns and handling operations could go on under all con-
ditions of weather. The Managing Director, FCI stated in evidence that
their policy was to go for all rail fed construction but there 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 godowns 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 enhanced agricultural production in recent years and the
need to maintain huge buffer stocks for balancing the supply without being
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affected by the level of production which still largely depends on the vaga-
ries of the weather. Though there is adequate storage space available at

resent, a large part of it is hired. As the cost of hiring is stated to be

i than that of owned accommodation, it is necessary to relinquish the
hired private accommodation. The Committee, however, note t the
construction of godowns by the FCI is proceeding at a slow pace. This
should be speeded up. Incidentally, the Committee desire that im future
godowns should be constructed as as possible at the rail heads so that
railway wagons could be moved through sidings to the godowns and hand-
ling operations could go on under all conditions of weather.

4.31 The 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 crores during 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 a
planned basis under a time-bound programme. This again is tied up with
the question of uniformity in procurement policies and distribution arrange-
ments in all the States.

4.33 The Commiittee would suggest that for ensuring a scientific and
safe storage of foodgrains and monitoring the utilisation of the godowns as
well as undertaking construction/renovation programmes, ‘storage’ should
be treated as a distinct activity of the FCI and it should be put under the
charge of a competent and well qualified Executive. He could be a func-
tional Director of the Board of the Corporation.



CHAPTER V

COSTS AND SUBSIDY
A. Costs

5.1 The purchases and issues arc 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 grains.
The Corporation is also maintaining buffer stocks of foodgrains and incurs
the carrying charges on them.

5.2 The following tables indicate the average procurement costs of
wheat and rice incurred by the Corporation including the char%es paid to
%tétlat agencies (All India) from 1977-78 to 1980-81 as furnished by the

() Wheat Rate : Rs./Qtl.

1977.78 1978-79 197980 1980 81
(RE) (BE)

1. Obligatory charges (Mandi
charges, cost of gunnies and

sales tax), . . . 1176 1197 1334 1407
2. Storage & Interest charges . 207 2-38 208 2-50
3. Handling charges (Mandi labour
& forwarding charges & inter-
nal movement etc.) . 276 3-33 387 306
4. Establishment charges . . 096 1-05 105 1-01
5, Others (Misc. items), Bank
Commission etc. . 0-07 0-09 —_ —
TOTAL : . 17-62 18 -82 20-34 20-64
(#) Rice
1, Obligatory charges (Mandi
charges, cost of gunnies & Sales
Tax) . . . . . 591 755 912 919
2. Storage & Interest charges . 095 0-15 0-15
3. Handling charges CMan?flabour
& forwarding charges & Inter-
na] movement etc.) . . 1-54
086 092
4, Establishment charges . 040 0-40 0-39 0-45
5. Others Misc. Items (Bank
Commission etc.) . — _ 0-09 009
TOTAL : . . . 785 890 10-61 Yij  10-80

44
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5.3 The average storage, movement and distribution costs (Distribution

incidentals)

uintal of sales with item-wise break-up incurred by the

FCI trom 1977-78 to 1980-81 were as under:—

Rs./Qtl. of Sales

1977-78 1978-79 1979-80 1980-81

(RE) (BB)
Storage Distribution and Movement
elc.

Freight . 417 8-37 892 10-24
Interest . . . 465 8-70 5-54 5-54
Transit & Storage Loss . . 127 305 219 246
Storage charges . . . 0-89 1-80 1-67 200

Handling expenses at the go-
downs . . . 131 1-49 1-46 146
Administrative Overheads . 2-54 1-67 1-60 1-71
TOTAL : . . . 14 -83 25-08 21 -38 23 -41

Note : The figures for 1978-79, 1979-80 (RE) and 1980-81 (BE) are based on allocation
of common costs between distribution and buffer stocks operations and as
such are not comparable with the figures of earlier years. The comparable
distribution costs for 1978-79 on the earlier basis would be Rs. 14 -34 per
quintal.

5.4 Asked as to what efforts had been made by the FCI to reduce
the obligatory charges the Corporation intimated that the Government of
India had set up an Expert Committee to examine the ways and means of
reducing the cost of buffer stocks of foodgrains. The Committee made the
following recommendations :—

()
(i)

(iii)

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

The market fee should be fixed at a level not higher than
to Re. 1/- per quintal for wheat andy 66 paise per quintal for
quintal in the case of paddy.

Since the Kacha Arhtiyas are required to render service to
the sellers, their commission should form part of the procure-
ment price and it should not be charged from the buyers. If
this is not possible at least the commission should be restricted
to Re. 1/- per quintal for wheat and 66 paise per quintal for
paddy.

(iv) The agency of pucca Arhtiyas which is mot obligatory should

)

be eliminated. If the State Govt. wish to. employ Pucca
Arhtiyas, their commission should not be char, from the
FCI as part of procurement incidentals for the stocks/surren-
dered for the Central Pool.

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 foodgrains should be brought down from the present
level of 4% by/or 2%.

(vi) The establishment charges levied by the State Governments
and their procuring 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 Department of Food.

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

(Rs./quintal

1974-75 19;&—81 (B.E)
_Wheat Rice Wheat Rice
Procurement incidentals . . 894 7-21 20-64 10-80
Handling cost . . . . 1457 14-57 23-41 2341
TOTAL : .~ . . 2351 2178 44 -05 3421

5.7 Asked about the reasons for huge increases in thc procurement
and handling charges incurred by the Corpn. from Rs. 23.51 per quintat
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.E.), 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 amounting 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 Government 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.E.) was main?y due to
increase in gunny cost.

5.8 The ha'ndlinﬁs cost for public distribution system estimated for
1980-81 (B.E.) at Rs. 23.41 per quintal of sales was on thec revised basis
of allocation of common costs between the distribution and buffer opera-
tions as indicated by the Government of India. The handling cost for
1980-81 (B.E.) 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.E.) vis-a-vis 1974-75.
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5.9 According to FCI, the average procurement incidentals 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 :—

(Rs./quintal)
1977-78 1978-719 1979-80 1980-81

1.  For FCI's own procurement.

(i) Wheat . . . 13 81 1390 1458 1671
. (R.E.)
(ii) Paddy - 11-90 14-40 16 62

(R.E.)

II.  For procurement made by the
State Govts. and their agencies

and procurement for the Central
Pool.
(i) Wheat . 1850 2016 20-10 23-51
o o (R.E-)
(ii) Paddy . . . . —_ 15-54 17 -86 20-85
) (B.E.)
(iii) Rice 7-85 8-90 1013 991
(R.E.

5.10 Whercas 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 Rs. 20.85 (BE) respectively.
The Committee asked about the reasons for the higher incidentals of the
State Governments and their agencies. The M.D., FCI in evidence stated
that in the case of mandi labour, forwa.rdinf charges and a few other items,
there was a difference of the order of Rs. 2/- per quintal. Other statutory

levies were common for both.

5.11 The Corporation stated in a subsequent note that in regard to
wheat, the figures of the procurement incidentals payable to the State
Governments and their agencies and the procurement incidentals incurred
by FCI on its direct procurement are not st.rictl{ comparable. The inci-
dentals allowed to other procuring agencies include their establishment
cost, interest charges, storage charges, bank commission etc. These ele-
ments of charges incurred by the FCI on its own procurement are included
in its distribution activities separately. The gunny cost and the purchase
tax are obligatory/compulsory ch%rlfes 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 charges incurred by the
FCI and those paid to the State Governments are on account of the varia-
tion in the rates of labour contracts, internal movement charges etc. The
variation is also due to the arcas/mandis from where the procurement
is made by the FCI as compared to the State Government/agencies.

5.13 In reply to a question, the Corporation furnished the followi

details of the difference itcm-wise) in the grocmement cost of wheat an
rice from State to State for the year 1978-79 :—
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(Rate Rs. per quintal)

—— —— ———— —

Rice Punjab Haryana U.P.
1. Purchase Tax . . —_ — —-S-T;O—”
2. Forwarding charges & internal
Movement . . . . 092 1-16 0-83
3. Storage charges . . — - 0-35
4. Administration charges . . 075 125 2-00
5. Gunny . . . . . 5-35 562 425
TOTAL : . . . 7-02 803 1283

5.14 Asked about the main reasons for the difference in the procure-
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 thc wheat is procured directly
from the mandies and all the elements of cost from the mandi
stage to bring the stocks to the FCI godowns/rail heads name-
ly, the mandi charges, mandi labour, internal movement,
temporary storage, interest charges, etc. are included in the
procurcment incidentals. On the other hand, the rice is

 purchased from the millers under Levy Orders, issued by the
State Governments at the procurement 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 purchascs, 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 procurement price. The
clement of purchase/Sales Tax, therefore, does not appear as
a separate charge for rice.

5.15 The Committze observed that the procurement and handling cost
for foodgrains procured through the State Governments were higher than
the cost of the FCI and admittedly there was no compulsion on the FCI
or the State agencies procuring for thé Central Pool to effect economy om
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 the affirmative.

5.16 Asked how it could be ensurcd that the subsidy was restricted
to the minimum that was necessary, the witness stated, “the whole scheme
{)s such that the corporation is supposed to work on a no profit no loss

asis”,

5.17 The Committee pointed out that in onec 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 ocurement
incidentals charged by the State Government formed about 17% of the
procurement price of wheat. Thes: high incidentals showed that some of
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the surplus States were resorting to various fiscal levies which were tanta-
mount to internal export duties to mobilise resources at the cost of the
Central Government and the consumers in other States. They enquired
what action had been taken by the FCI in this regard. The M.D., l-QCI in
evidence stated :

“We do not come into the picture. It is for the Govt. of India
to pursuade the State Governments. . ... ... 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 Punjab and Haryana. Naturally 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 bornz by the purchasing agencies,
those who procure. 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, and
the Supreme Court finally struck down the increase becausc 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 Sales tax leviable in respect of
wheat, paddy and rice could not exceed four percent........ »

(B) Administrative overheads

5.19 The total administrative overheads (including staff cost) incurred
by the Corporation during 1977-78, 1978-79, 1979-80 and those estimated
for 1980-81 (R.E.) and 1981-82 (B.E.) are as under :—

(Rs. Crores)
Yoar Staff Staff Other Total
strength cost Admn. cost

1977-718 . . . . . 67,283 57-56 863 66-19

1978-79 . . . . . 73,699 65-16 8 -44 7360

1979-80 . . . . . 73,640 71-64 9-33 80-97
1980-81 (R.E) . . . . 73,428 7474 946 84 -

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 have been taken by the FCI to reduce the administrative
expenses :-—

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

(ii) The procedure for the re-imbursement of medical expenses
had been streamlined and tightened.

(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.

) Ah 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-
:ligged strength and staff in position) during the last five years was as
er :—

Year Sanctioned strength Staff in position
As 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 reduction
in sales, the Corporation stated in a written reply that the increase was
mainly due to the increase in the storage capacity, 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 haﬁp‘& sanctioned
strength much more than the actual strength. The M.D,, stated in
evidence, “In 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 by the internal
officers’ committee and it was felt the FCI could curtail filling up of posts
as per the requirements.

5.24 In reply to another question the Corporation stated in writing
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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5.25 The staff cost per tonne the volume of operations in the Corpora-
tion has been stated as under :— '

Year (Rs. per tonne)
197677 . 1736
1977-78 . 1872
1978-79 . 2152

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

“The staff cost comprises the salaries, wages and allowances,
contribution and welfare expenses of the staff employed. The staf
cost per 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 rcady 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, and the comparative administrative effort
involved in performing the different operations. In 1978-79, the
purchases of paddy by the Corporation were 26.22 lakh tonnes
against 10.40 lakh tonnes only in 1977-78. Thus, the purchases
of paddy (for which the effort involved was much larger) was about
2% times m 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 godowns 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 karger 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 employeec depends on stafl strength and
the volume of operations. The volume of operations is defined
as ‘half of purchases and sales plus mean stack’. While the staff
strength during the year increased on account of increased storaged
capacity with the FCI, the volume of operations especially the
s and the mean stock during the year came down. Since certain
level of staff is required to man the storage capacity, the volume of

operations handled (tonnes) per cmployee during 1978-79 was lower
than the previous year”.

5.28 In reply to a question the Department of Food stated in a note
that the justification 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 semior officers for laying down
norms for depots, district offices, port offices etc. The staff inspection unit
of the Ministry of Finance has also sometime back reviewed the staff strength
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of the Head Office and has made recommendations for prescribing staff'
norms for depots.

(C) Contract Labour

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 quintal cost of handling foodgrains stocks by the departmental
labour as well as contract labour varies from place to place as per a few
instances quoted by the FCI:

Year Name of Name of the Name of Depot  System of Cost per
the Zone Region handling QtL.(Rs.)
1978-79 . East Zone Orissa Cuttack Departmental 105
” Orissa (i) Angul Contract 0-19
(ii) Rupsa Contract 0-21
West Bengal JJP Departmental 188
West Bengal  Mohish-pota Contract 0-34
JM (PO) Cal.
JM (PO) Cal. Brooklyn Departmental 296
» 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
shall make the contribution on their behalf to the provident fund
and meet all the statutory obligations. There is a model tender
form and he signs the contract on that basis.....we take all
reasonable and legally available precaution to sce that the con-
tractor fulfils his obligations.”

5.32. Enquired about the comparative economics of engagement of
labour contract system vis-a-vis departmental 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 convert 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-

:;ﬁs;téin by its nature is not conducive to the efficient working of
e .
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Our experience of departmentalisation of labour and abolition 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; (ii) abnormally low out-

put in most of the depots; and (ili) 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 be 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-
location of normal operations.”

. 5.33. The Corporation stated that on a comparative study made of the
cost of handling under 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 under the contract labour system.

5.34. On the suggestion of the Committee that the Corporation should

encourage formaiion 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 rot want to
do it. Second reason they say is that they are not literate enough
to run the societics properly. So they want direction from some-
body else- So the Socicties 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 Transit Losses

5.36. The following storage and transit losses were incurred by the FCI
during the years 1977-78 to 1980-81 (R.E.):

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

Year Quantity Value %age of Losses
on Purchase &
Sales
1977-18 . . . . . 3ol 4135 12
1978-719 . . . . 305 4423 13
1979-80 . . . . . 491 7292 1-99
1980-81 (R.E.) . . L 3:48 55-15 13




55

5.37. The main reason for the marked 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 from 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
re[:lorted to have taken several steps to avoid incidence of losses in storage
and transit.

5.38. In reply to a question about the total value of loss 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 representative
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 losses :—

Qty. written off
(in lakh tonnes)

1977-78 . . . . . . . . . . . 0-27
1978-79 . . . . . . . . . . . 0-24
1979-80 . . . . . . . . . . . 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 against 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
“Clear Railway Receipts” from the Railways for the movement of food-
grains all over the country. At present nearly 75% of the FCl 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 Haryana (namely) Moga,
Bhogtanwala, Khanna, Jagraon, Nabha, Patiala, Kapurthala, Tarantaran
Kaithal and Kurukshetra) the FCI is gefting clear s 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 FCI 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 Railways of granting only ‘said to contain’ Railway
Receipts left a loophole which could be exploited even by the officials of
the FCI taking no responsibility for shortages. They enquired whether
the question of giving 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. 1In a written reply, the Deptt. of Food stated :—

“The Department of Food and the FCI have been continuously put-
suing the matter with the Railway Board with a view to getting clear
Railway Receipts for consignments of ;{onsored foodgrains booked
on the 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 consignments comprising a large number of
articles lo:éled 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 largg number of loading sta-
tions and the fact that the loading is sporadic and scasonal, the Rail-
ways do not consider it feasible to provide additional staff for short
durations at different locations to enable proper tallying of bags to
issue clear RRs. They have, therefore, suggested the following two
courses :

(i) If the FCI are willing 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 Clerks at nominated stations which was agreed upon some
years ago. However, either because such clerks were not in position
at the %oading points or at least on the days when the concerned
train rakes were despatched, the issuc 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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accepted it would result in enormous expense, it has becn decided
that on an experimental basis, the FCI should attempt putiing its
own seals in addition to the Railway’s seals at certain selected
loading points.

The FCI has also been directed to intensify surprisc checks by

special sguads as well as through inspections conducted by the

concerned zonal as well as Headquarters offices with an eye to pin-

point the problem locations which may be indulging in less loading

or less accounting of bags at thc destinations and take necessary

remedial action.”
I, Subsidy

5.44. The issuc prices fixed by Govt. do not cover full costs incurred by

the Corporation in the procurcment, movement, storage and distribution.
The difference between the economic cost of foodgrains and their issue
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 arc also re-imbursed by the Govt. to the
Corporation.

5.45. The back-up of consumer subsidy and carrying cost of the buffer
stocks for 1977-78 to 1980-81 (R.E.) is as under:

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

1977-78 1978-79 1979-80 1980-81

Amount Rate Amount Rate Amount Rate Amount
(RE)

(i) Consumer Subsidy 299.95 27:19 295-45 2978 324:15 24-68 455 - 7
(ii) Carrying cost of

BufTer Stocks . 263.00  23.62 262.77 24-58 265-30 2501 178 02
Handling gift food-

grains . . 1-05 248 573

Net despatch* money

carnced . . (-)0-08

Total : . . 56392 560 70 59518 63372

Note : *Minus indicates gain.

5.46. The Corporation has furnished the following information zbout
the consumer subsidy per quintal of wheat and rice scparately for the years
1977-78, 1978-79 and 1979-80:

(Rs. per gtl)

1977-78 1978-79 1979-8

Wheat 3163 3272 28-14
Rice 921 19 -06 1771

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

5—148 LSS/8!
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increase in the procurcment price of wheat by Rs. 2.50 per quintal from
Rs. 110.00 per quintal to Rs. 112.50 per quintal in Rabi 1978 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 1978. ‘The per quintal subsidy
on wheat was relatively higher, as the gap between the procurement price
and the issue price was wider than rice.

5.48 The increasc in carrying charges in 1979-80 as  compared to
1978-79 has been stated to be due to the incrcasc in the interest charges
and grain shortages especially in paddy and rice due to longer storage.

5.49 The important social obligation of the FCI is fo profect the pro-
ducer and the consumer from exploitation by the trader. The Index of
efficiency 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 Corporation as the overhead cxpenses of
the Corporation is borne ultimately by the tax-payer. The difierence between
the final cost of foodgrains to the Corporation and the issue price is reim-
bursed by the Central Government as consumer subsidy. The carrying charges
of the buffer stocks are also reimbursed fully by the Government. The 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. 28.14 and of
rice was Rs. 17.71. The carrying cost of buffer stocks was Rs. 25.77. The
Comnmittee are concerned that the cost per quintal including the cost of retail
distribution appears to exceed 75 per cent of the price paid to the producer.
A large part of it is subsidised by the Central Government. Yet the consumer
has to pay a heavy price.

5.50 Wheat is now entirely procured under price support operation. The
procurement incidentals of the FCI jumped from Rs. 8.95 in 1974-75 to
Rs. 20.34 in 1979-80. The Committee have bheen 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 during
1974-75, mandi charges, establishment cost, intercst charges and purchase
tax were not payable. The Committee note that there is a tendency on the
part of the surplus States to impose a variety of fiscal levies in the shape of
mandi charges, market fee and sales/purchase tax which load the procure-
ment cost. These vary from State to State. An Expert Committee set up by
the Central Government had inter alia recommended that the mandi charges
be fixed not ad valorem but as a specific rate per guintal, that the market fee
and the katcha artiyas’ commission be fixed at a level not higher than Re. 1/-
per quintal, and that the purchase/sale tax be reduced from 4 per cent to 2
per cent. The Committee desire that these should he considered for securing
the consent of the States in the overall interest of the consumer.

5.51 As mentioned earlier in this Report, the FCI uses the agency of the
States for procurement. There is stated to be a difference of about Rs. 2
between the procurement cost of the Corporation and that of the States, the
former being lower. There is scope for reduction in the expenses incurred by
the States on behalf of the FCI and which are reimbursed in foll. The Com-
mittee feel that either these should be reimbursed at a fixd rate per quintal
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or limited to the average cost of the FCL The State-wise position may be
analysed and appropriate action taken in consultation with the State

<concerned.

5.52 There is also scope for reduction in the expenses of the FCI
‘through rationalisation of purchase and handling of foodgrains, economising
on administrative overheads and cutting down storage and transit losses.
The Committee suggest that instructions recent:‘y issued to the Corporation
iin the matter of claiming consumer subsidy and reimbursement of carrying
cost of buffer stocks should be rigidly enforced. Admittedly, at present there
is no inbuilt compulsion for economy in the o})eralions of the FCI. A system
of incentives for economy and disincentives for extravagence should be
-evolved in consultation with the Comptroller and Auditor General of India.
The Committee expect the FCI to function truly on business principles, as
laid down in the Act. Incidentally, the Committee suggest that the handling
contracts should be taken out of private hands and entrusted to Iabour
‘cooperatives, failing which the work should be either departmentalised or a
system of direct payment to the labourers introduced. The Committee are
aot in favour of private intermediaries,



CHAPTER VI
WORKING RESULTS
(A) Profit/Loss.

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 :
Central operations

Volume of operations Consumers’
Year subsidy inclu
Sales Average ing buffer
Buffer (Rs./lakhs).

(Lakh tonnes)
1975-76 . . . . . 8372 22-56 29771 72
1976-77 . . . . . 78 -37 109 -60 45214 -25
1977-78 . . . . 11031 117 -48 56392 -40
197879 . . . . . 99 -21 106 -91 56069 -66
1979-80 . . . . 13135 106 -06 5951774

The Central operations are carried on no loss-no profit basis.
Commercial operations (including State operations)
Sales Profit

(Lakh tonnes) (Rs./lakhs)

1975-76 . . . . . . . . 2429 27353
1976-77 . . . . . . . . 2341 20938
197778 . . . . . . . . 2663 21858
1978-79 . . . . . . . . 14-82 162-92
1979-80 . . . . . . . . 24 48 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, gram, gram products and animal food to Army Purchase Organisa-
tion resulted in loss in all these years t in the year 1977-78. Some of
the process plants operated by the FCI also disclosed losses.
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6.4 Asked whether all the commercial operations performed by the
FCI were strictly covered by the provisions of Food Corfomtion Act, a re-
presentative of the FCI stated : “It is an ancillary function.”

(B) Modern Rice Mills

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

6.6 All the 25 Modern Rice Mills were completed and commissioned for
milling by the end of 1976-77. The parboiling facilities were available in
20 mills 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 all the mills at the end of 1979-80 was Rs. 483.27 lakhs.

6.7 The attainable capacity for all the 25 mills is 4,41,000 tonnes per
year. The actual quantity of paddy milled in all the 25 mills for the
years 1976-77 to 1979-80 was as under:

Year Quantity of Average capa-
paddy milled city utilisation
1976-717 . . . . . . . . 2-19 lakh tonnes 64%
1977-78 . . . . . . . . 193 lakh tonnes 4%
1978-79 . . . . . . . . 1-57 lakh tonnes 36%
1979-80 . . . . . . 1:05 lakh tonnes 4%

—

*against attainable capacity of 3,45,000 tonnes.

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 cafacity 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 mills and the total down time for
non-availability of paddy in 1978-79 and 1979-80 was as under:

No. of hours
Year mills remain Capacity

closed not utilised
1978-79 . . . . 10,824 hrs. 32,472 MT 57%
1979-80 . . . . . 7,196 hrs. 21,588 MT 38%

6.10 Asked about the difficulties in running the rice mills to full capa-
city, the Corporation stated that the main difficulty was er shortages,
power breakdown and labour problems. Sometimes di%ty was also
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 closed for 28,828 hours on account of power cut resulting m
loss of 86,484 MT paddy processing (15.14%). In 1979-80, 36,004 hours
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were lost due to power cut thereby 1,08,012 MT paddy processing was

lost (19.02%). Further, in 1978-79, 21,924 hours, i., 913 mandays were

lost as against 7929 mandays available (11.5%). In 1979-80, 44,880

lzggr; qw)ere lost, i.e., 1870 mandays, as against 7885 mandays availablc
JJ70).

6.12 The Committee pointed out that according to the 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
suffered by the rice mills, the Corporation stated in a written reply that the
main factor for losses was due to underutilisation of capacity which was
interlinked with the problems of power shortages, frequent breakdown and
labour troubles etc. Some of other reasons were :—

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

(ii) Increase in rates of electricity, fuel, rubber rolls, stores and
spares etc.

(iii) Increase in the handling charges payable to handling comtrac-
tors.

6.13 Asked as to what measures had been taken by the FCI to improve
the working of the mills and what had been its . on the working
results, the Corporation informed that certain steps had been taken to im-
prove the working of the rice mills. According to FCI, as a result to
these measures, there was improvement in 1980-81 (April—November)
over the corresponding od of 1979-80. The paddy processing figures
for these periods were 81,349 and 71,452 tonnes respectively.

(C) Sundry Debtors

6.14 The outstandings due to the Corporation at the end of March
1980 were as under:

Amount

(Incrores of Rs.)

1. Department of Food . . . . . . . . . 177 -07

2. Departmentof Agriculture . . . . . . . . 70-33

3. Ministry of Rural Reconstruction . . . . . . . 136 -63

4, Other Deptt. of Government of India . . . e . . 934

5. Government of India undertakings . . . . 1-92
6. State Government and State organisations :

(1) For foodgrains operations . . . . . . . . 35-78

(i) For fertilizers supplies against Letters of Credits . . . . 142

7. Others . . . . . . 20-08

452 -57

Less provision for doubtful debts . . . . . . . 269

Net dues . . . . . . . . . . . 449 .88
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The analysis of the debts is as given below :

Amount
. (Incrores of Rs.)
Qutstanding for less than 6 months . . . . . . . 268 -84
Outstanding for more than 6 months . . . . . . . 18373
45257

6.15 Accotding 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 large amounts of outstandings of
the State Governments particularly of Governments of Bihar and 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 naqte that the State Governments disputed the outstandings 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 Bengal. The Committee had already submitted its report in res-

t of West Bengal and Maharashtra. While decision of Government of

dia had been communmicated in respect of West Bengal, the decision of
Government of India was still awaited in respect of Maharashtra Committee

Report.

6.17 The Corporation has further stated that considering the difficulties
which were being experienced by the Corporation in relisation 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 oustandings as on 31-3-1979 and 31-3-1980 stood at Rs. 31.27

crores and Rs. 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 on

31.3.1979:

Other parties Food Alc. Fertilizer Alc. Total
’’’’’ (Rs. in lakhs)
(8) Roller Flour Mills . ... 1mas — 15925
(b) Rice Mills . . S ass - 33852
() Other parties . . . %4698 123310 178008
Total: . . . . . . 10475 123310 227785

6.19 The Corporation stated that amount of Rs. 12.33 crores under
fertilizer account and representing the cost of fertilizers had since been re-
covered and efforts were being made to liquidate outstandings dues under

Food A/c.



(D) Monitoring

620 The Committee desired to know about the system of Central
monitoring in the FCI 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 information. 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 information
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 requircmenfs of
procurement are received by telex 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 Recgional 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 ecvery 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. Anmual Accounts

6.22 Scction 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 tolfether 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 and 1979-80 bhad
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 two 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 trainsmitted to the Government shortly for placing before the Parliament.

*At the time of factual verification, the FCI informed that the Annual Report for the
year 1978-79 was placed 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 Committce are also informed that now the Corporation had
a system with the Audit to have concurrent audit to save time. The M.D.,
FC] assured the Committec that for the year 1980-81 they would try their

best to finalise the accounts as early as possible.

6.27 The operations of the FCI fall into thrce 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
differehce 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 on 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
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 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 mills 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 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
mills 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 mills. On the basis of the findings appropriate action should

be taken.

6.29 The bank overdraft was of the order of Rs. 2033.58 crores as at
the end of March 1980. The Committee “ave indicated earlier the steps
that could be taken to improve the ways and ‘mieans position and reduce the
cash credit. It is a matter of concern thatthe outstanding dues to the Cor-
poration were Rs. 452.57 crores of which Rs. 183.73 crores were more
than six months old. There should be stricter credit control.

6.30 There has been undue delay in presenting 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 ammually, would expect the accounts of the FCI in
time. The Committee would suggest that Government might consider am
amendment to the Food Corporations Act to make it incumbent on the
Co:gomtion to finalise the accounts and get them sudited within 6 months
of the close of a financial year as in the case of a Government Company.

NEw DELHI; BANSI LAL
Chairman
April 28, 1981 Committee on Public Undertakings

Vaisakha 8, 1903(S)
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Summary of Conclusions| Recommendations of the Committee on Public Undertakings

Contained in the Report.

S1. No.

Reference to

Para No.

Summary of Conclusions/Recommendation

in the Report.
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The Food Corporation Act, 1964 is a comprehensive piece of
Union legislation 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 foodgrains and other food-

stuffs. The Corporation was required to act on business principles
having regard to the interests of the producer and consumer.

The Act enabled setting up of State Food Corporations in

consultation with the 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 guided by suchinstructions
of policy as might be given to them by the Food Corporation of
Indja. The Act also enabled setting up of a Board of Manage-
ment for a State or two or more contiguous States having no

State Food Corporation. The Board of Management was to

advise the Food Corporation of India on matters referred to it

and perform guch other functions as Jdelegated to it by the Corpo-

ration, JMws, the structure of the Act clearly visualises the
Food Corpocatiwn of India to function cither by itself or in combi-
nation with the State Food Corporations/Boards of Manage--
ment, as the sole trader in foodgrains in the public sector. This
is neceseary to realise the avowed objectives of securing for itself”
a strategic and commanding position in the foodgrains trade alp
over the country and of bringing about the much needed discipline

in the trade. Unless these are realised neither the interests of the

producer nor the interests of the consumer could be served well.

Unfortunately, after examining the working of the Fcod Corpo--
ration of India the Committee are left with an impression that

the Corporation as it is structured at present would not be able

to make much of an impact.

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, viz., Andhra Pradesh and Orissa, were abolished in 1972
and 1976 respectively. Some of the States have set up their own

66



67

)

¢3)]

@)

1-29

Food Corporations Warehousing, Corporations, Agro-industries
Corporations, Civil Supplies Corporations etc. to handle the
business. Thus, there is at present no unified institutional
arrangement for the fooastuffs trade in the country. The policies
differ from State to State. An idea of extent to which the overall
interests of the producer and consumer has suffered could be had
from the succeeding sections of this Report. The Committee
feel that the States ought to be actively involved in the operation
of the FCI. In order to make the operations of the FC1 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.

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 Foodgrains 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 sgrving the interest of private trade which
the Corporation was expected to discipline. The Committee was,
therefore, wound up in November 1968, During the period of 2
years of its existence the Committee held only onc meeting. The
Corporation 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 contimcusly
responsive to the interests of the producer and consumer. This
shows that the Corporation is not serious to implement tke spiris
of the Act. The Committee are at a loss to understand how an
Advisory Committee consisting mainly of traders came to be
appointed for two years in the beginning. By no stretch of
imagination could it be presumed that the FCI was to serve the
interests of the traders. The Committee desire that the Central
Government should frame suitable rules and see that the apex
level advisory committees mainly consisting of representatives of
the producer and consumer are formed without delay.

The Board of Directors of the FCI consists of the Chairman and
11 Directors of whom 5 are officials. The Board, however,
goes without the Chairman and six non-official Directois whose
terms expired in June/September, 1980. The Committee desire
that an organisation like FCI having huge turnover and operational
dimension should not remain without Chajrman and a number of
Directors for such a long time. The Board as constituted last
did not have on it representatives of consumers’ federation of
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council. - This deficiency should be made good while filling up the
vacancies.

In the earlier years our country was deficient in foodgrains, but
has become by and large self-sufficient in .the past 5 years or so.
There has, therefore been a shift from the compulsory levy to
support purchase operations and building up of a buffer stock to
take care of cyclical changes. This has thrown up added res-
ponsibilities for the FCI. 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 Committce,
however, note the view of the Secretary, Department of Food,
that the Food Corporations Act, 1964 is flexible enough to
accommodate the 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 consideration.
The Committee trust that the inadequacies brought 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, FCI 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 other
States it does not 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 uncertaintics the Corporation is evidently
not in a position to plan ahecad and make suijtable administrative
arrangements for its operations, which have now become enlarged.
If only the State Food Corporations/Boards of Management were
formed as contemplated in the Food Corporations Act, thls
difficulty would not have been encountered.

The annual purchase of wheat, rice and coarse grains by the FCI
were between 81 lakh tonnes and 115 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 during 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 significant, more than half of the
marketable surplus of wheat and rice was purchased, The
Committee suggest that there should be a scientific system of
ascertaining the surplus and the data should be fairly uptodate.
A comparison of the purchases 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 trading of
foodgrains by stepping up the level of purchase.
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The quantum of the purchase doesnot impress the Committee.
Although the whole of the wheat and a large part of rice procured
was under the price support operation, regretably, the direct. pur-
chases from the producer were neglible. The purchases through
farmers® cooperatives during the last threc years was less than
30 per cent of the total purchases in the case of wheat,
whereas it was negligibly small in the case of paddy. During
the current year there has been some improvement inasmuch as
75 lakh tonnes of paddy was procured from farmers® cooperatives.
The Committee need hardly point out that greater efforts are
needed to go in for more of direct procurement from the producer
or from producer cooperatives rather than through 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 the FCI. When the
purchases are made from the intermediarics it was not ensured that
the producer got price fixed. For instance, in Punjab or
Haryana no purchase is made directly by the FC1. The purchases
are made through ‘katcha artiyas’. The Committee have been
informed that the question of abolishing the intermediaries had
been taken up by the Centr:1 Government 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 FCI to procure 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 FCI, especially in the changed context of
enhanced agricultural production, the Commtittee feel that the
Corporation should not confine itself to purchase, storage and
distribution of foodgrains. The Committee understand thut in
the USA loans on the basis of target price are advanced dircctly
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 obligation in full. The Committee note that the
experience of the FCI in regard to loans advanced in the past on
the security of foodgrains without linking it to the price support
was not encouraging. The Secietary, Department of Food,
expressed his apprehension about quantum of procurement for
the Central pool being kept up if the USA practice was adopted.
Nevertheless the Committee desire that a beginning should be
made at least in the case of small and marginal farmers in concert
with the agricultural credit institutions. This will go a long way
in obviating distress sales and giving the much needed holding
power for the weaker section of the producer. It should not be
too difficult to ensure that procurement is made upto the minimum
level required, both for buffer and operational stocks.
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At present millers are engaged as contractors for milling the paddy
procured by the FCI. In order to avoid double handling the
Committee suggest that gradually there could be a tie-up with
the millers in the cooperative or public sector 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. Taking 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 Government 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 annual level of buffer and operational stocks varied from 77-24
lakh tonnes to 110 -80 lakh tonnes and from 3288 lakhs tonnes 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 Roller Flour Mills as
per 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 of 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 all relevant factors
the level of buffer stocks should be carefully determined from time
to time. The economics of holding excessive stock vis-a-vis
the course suggested by the Committee should be worked out and
suitable action taken on that basis from time to time.

At present internal distribution of foodgrains issued from the
Central Pool is regarded as the responsibility of the States. The
FCI, however, undertakes distribution as wholesalc 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 for the FCI to serve the interests
of the consumer it could undertake the distribution function fully
if only there would be a network of State Food Corporations/
State Boards of Management as contemplated by the Act. Till
such a network is developed, it is prudent for the Corporation to
confine itself to the procurement for the Central Pool and issue to
the States leavinjg it to them to ol_lanise the distribution.
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The Committee are distressed to note that in some States the retail
price fixed by the States for the ultimate sale of foodgrains 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 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
QGujarat, 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 the quality variations. The Commitlee
have been informed that neither the FCI nor the Central Govern-
ment has control over the retail price fixed by the States. The
attempts of the Government to bring about certain homogeniety
if not uniformity and to peg the margin batween the issue price and
the retail price down to Rs. 10 secem 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, thercfore, be claimed that the operation of the
FCI fully serves the interests of the consumer, It is very unfortu-
nate that the consumer subsidy of the order of Rs. 300 crores
and the buffer stock carrying cost of about Rs. 260 crores paid
annually from the Central Exchequer did not achieve the purpos:.
The Committee strongly feel that the whole sale and retail margin
should be the minimum possible . The States should be persuad: ]
to ensure this.

The Roller Flour Mills in all the States are given szparate allot-
meats of wheat from the Central Pool stock held by the FCI. Ti:
annual offtake by the mills Jranged from 27 lakh tonnes to 36 lak)
tonnes during the period 1977—80. This worked out to about 40
to 50 per cent of the total issues of wheat from the Central Pool.
Despite such substantial issues to the mills, it is surprising that
the FCI or the Central Government does not have much of a cont-
rol on the pricing and distribution of the end products of the mills
viz. maida, suji and atta. It should be noted that wheat is issued
at a subsidised price and the Central Government bears tho
subsidy. It is common knowledge that the benefit of the subsidy
goes largely to the mills rather than to the consumer for whom
it is meant. The Committee would, therefore, suggest a critical
study of the position to take suitable action to ensure that the
consumer actually derives the benefit. Further, it should be made
a rule that if the mills wanted to buy from the FCI, they must
buy for all their requirements from the Corporation only so that
no alibi could be given for charging higher prices for the end
products and rigid 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 Rs. 10 more to the flour mills for the supply of wheat
to them, If it is not possible to have a strict check on distribution
and price of end products the mills should be charged economic

price for wheat supplies.
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Storage of foodgrains has assumed enormous importance in the
context of the enhanced agricultural production in recent years
and the need to maintain huge buffer stocks for balancing the
supply without being affected by the level of production which
still largely depends on the vagaries of the weather. Though
there is adequate storage space avajlable at present, a large 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 pace. This should be speeded up. Incidentally, the Com-
mittee desire that in future 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 go on under all conditions of weather.

The average utilisation of storage space was as low as 704 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 203 lakh tonnes valued at Rs.
3151 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 well 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 again 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 foodgrains 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 well
qualified Executive. He could be a functional Director of the
Board of the Corporation,

The important social obligation of the FCI is to protect 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 emerged out of the examination of
the Committee. However, it is equally important to .ensure the
cost efficiency of the Corporation as the overhcad 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 Governmeni 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 Rs. 589 crores representing Rs. 324 crores of con-
sumer subsidy and Rs, 265 crores of carrying cost of buffer stocks
during 1979-80. The consumer subsidy per quintal of wheat was
Rs. 28-14 and of rice was Rs. 17-71. The carrying cost of buffer
stocks was Rs. 25-77. The Committee are concerned that the
cost per quintal including the cost of retail distribution appears
to exceed 75 per cent of the price paid to the producer. A large
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 from Rs, 8.95
in 1974-75 to Rs. 2034 in 1979-80, The Committeec 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 during 1974-75, mand;j
charges, establishment cost, interest charges and purchase tax
were not payable. The Committee note that there is a tendency
on the part of the surplus States to impose a variety of fiscal levies
in the shape of mandi charges, market fee and sales/purchase tax
which load the procurement cost. These vary from State
to State. An expert Committee set up by the Central Government
had inter alia recommended that the mandi charges be fixed
not ad valorem but as a specific rate per quintal, that the
market fee and the katcha artiyas’ commission be fixed at a
level not higher than Re.1/- per quintal, and that the purchase/
sale tax be reduced from 4 per cent to 2 per cent. The
Committee desire that th3se 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 uses the agency of the
States for procurement. There is stated to be a difference of
about Rs. 2 between the procurement cost of the Corporation and
that of the States, the former being lower. There is scope for
reduction in the expenses incurred by the States on behalf of the
FCI and which are reimbursed in full. The Committee feel that
either these should be reimbursed at a fixed rate per quintal or
timited to the average cost of the FCI. The State-wisc position
may be analysed and appropriate action taken in consultation with
the State concerned. N

There is also scope for reduction in the expenses of the FCI
through rationalisation of purchase and handling of foodgrains,
economising on administrative overheads and cutting down
storage and transit losses. The Committee suggest that instruc-
tions recently issued to the Corporation in the matter of claiming
consumer subsidy and reimbursement of carrying cost of buffer
stocks should be rigidly enforced. Admittedly, at present there
is no imbuilt compulsion for economy in the operations of the
FCI. A system of incentives for economy and disincentives for
extravagence should be evolved in consultation with tne 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 are not in favour of private inter-
mediaries.

25. 6-27 The operations of the FCI fall into three categories viz. Central,
State and commercial operations. As aiready 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 well 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 PCI has 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 brought outin the Annual Reports of the
Corporation.

26, 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
mills was Rs, 48327 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 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 mills 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 mills. On the basis of the findings appropriate
action should be taken,

27, 629 The bank overdraft was of the order of Rs, 2003358 crores
as at the end of March 1980, The Committee have indicated
earlier the steps that could be taken to improve the ways and
means position and reduce the cash credit, It is a matter of
concern that the outstanding dues to the Corporation were Rs.
452 -57 crores of which Rs, 183 *73 crores were more than six months
old. There should be stricter credit control,

28. 6-%0 There has been undue delay in presenting 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
suggest that Government might consider an amendment to the
Food Corporations Act to make it incumbent on the Corporation
to finalise the accounts and get them audited within 6 months of
the close of a financial year as in the case of a Government Com-

pany.
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