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PREFACE 

The Food Corporation of India (FCI) a Statutory Corporation under the Department of Food and 

Public Di tribution, Ministry of Consumer Affairs, Food and Public Distribution was 
established to fu lfi l the objectives of effecti ve price upport operation , distribution of food 
grains throughout the country for public distribution system and maintaining satisfactory level 
of operational/buffer stocks of food grains. 

This Report contain re ul ts of three areas covered m audi t viz. Debt Management, Labour 

Management and Incentive Payments and Implementation of Private Entrepreneurs Guarantee 
(PEG) Scheme in Punjab. These areas were selected due to high cost of working capital in FCI; 
high handling co t of departmental labour and delay in augmentation of storage capacity 

through private participation respectively. 

The audit of debt management revealed that FCI had to pay huge amount of interest on funds 
rai ed from external source , as it did not get the food subsidy reimbur ement in time from the 

Government of India (Gol). FCI also could not recover huge receivables from various 
Ministries, Departments and State Governments, out tanding for a long period of time. The 
labour management in FCI suffered from deficiencie like non-rationali ation of departmental 

labour and non-elimination of proxy labour. FCI also paid huge inadmissible incentive to its 
labour in violation of applicable rules and judicial judgments/directives. The PEG Scheme was 

found to be badly delayed and suffered from lapses in the implementation, resulting in excess 
expenditure. 

This Report also contains, five individual paragraphs (two of which relate to fraudulent 

payments) emerging out of compliance audit. 

This Audit Report on the accounts of FCI for the year ending March 201 6 has been prepared for 

subrnis ion to the Government under Section 19-A o f the Comptroller & Auditor General 's 
(Duties, Powers and Conditions of Service) Act, 1971, as amended in 1984. 

The Audit was conducted in conformi ty with the Auditing Standards issued by the Comptroller 

and Auditor General of India. 
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OVERVIEW 

Thi report contains detailed observations on three areas i.e. Debt Management, Labour 
Management & Incentive Payment and Implementation of Private Entrepreneurs Guarantee 
Scheme (PEG) in Punjab region and five individual observations (two of which relate to 
fraudulent payments amounting to~ 72.28 crore) amounting to~ 2,772.98 crore. 

The total expenditure incurred by FCI increa ed by 35 per cent from ~ 1,05,355 crore to 
~ 1,42,487 crore during 2011 -16; the food subsidy claimed by FCI increa ed by 53 per cent 
from~ 67,694 crore in 2011-12 to~ 1,03,383 crore in 2015-16; the intere t burden on FCI 
increased by 65 per cent from ~ 5,227 crore to ~ 8,647 crore during the period 2011-16. 

Correction to the tune of ~ 1,072 crore as Inter-Head adju tment and ~ 1,976.67 crore as Intra
Head adju tment were carried out in the account at the instance of Audit. 

HIGHLIGHTS 

The major findings in this report are mentioned below: 

Debt Management 

• Subsidy received every year by FCI was lower than claimed for from the Gol. On an 
average only 67 per cent of subsidy claimed was released by the Gol over the la t five 
years becau e of which FCI had to borrow from other costlier means of finance viz. Cash 
Credit (CC), Short term loans etc. resulting in heavy interest burden of~ 35,701.81 crore 
during 2011-16. 

(Para No. 2.3) 

• An amount of ~ 2,897 .17 crore wa outstanding from various Ministries/Departments 
and State Governments. 

(Para No. 2.4) 

• FCI also failed to comply wi th the instructions of the Ministry of Consumer Affairs, 
Food and Public Distribution to conduct efficiency analysis after every two quarters. No 
analytical study was conducted of the monthly Cash Credit used by FCI on the subsidy 
released by the Gol. 

(Para No. 2.9) 

• The risk management policy of FCI al o did not sufficiently address the complex 
financial needs of the Corporation. 

(Para No. 2.10) 
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Labour Management and Incentive Payments 

• Non-rationalization of surplus departmental labour, deployment of costlier labour at 
depots and non-pooling of departmental labour re ulted in exce s expenditure of 

~ 237 .65 crore. 
(Paras No. 3.2.1to3.2.3) 

• The labour at various depots were found, as per records, to be handling very high 
number of bags per day ranging from 998 to 1776 a again t the norm of 105 bags per 
day. This was indicative of existence of proxy labour in depot leading to exorbitant 
incentive being paid to some labourer , a problem which FCI has not been able to tackle. 

(Para No. 3.2.4) 

• lnadmi sible payment worth~ 435.18 crore were made in violation of the applicable 
laws such as The Gratuity Act, 1972, Contributory Provident Fund, Productivity Link 
Incentive and judgement of the Hon' ble Supreme Court on the is ue. 

(Paras No. 3.3.J to 3.3.4 and 3.3.6) 

• Suspected excess payment (~ 12. 12 crore) by way of improbable tack formation, 
treatment of one acti vity (standardization work) a two or three different activities 
(refilling/rebagging and weighment/stacking), exce s certifi cation of refilling work, 
wrong certifi cation of lead di stance etc. were also detected. 

(Paras No. 3.4.1to3.4.4) 

• Deficient controls in the maintenance of booking-cum-output slip at the depot were 
noticed which increased the risk of irregular practices. 

(Paras No. 3.5.1 to 3.5.5) 

Implementation of Private E ntrep reneur G ua rantee Scheme fo r Construction of 
Godowns in Punjab 

• Delay in award of contracts for con truction of godowns to Private Entrepreneurs (PEs) 
led to negligible implementation of the scheme in XI Plan (2007-12). 

(Para No. 4.2.1) 

• A sub tantial quantity of food grains was lying in open areas with State Government 
Agencie (SGA) and hence 4.72 Lakh Metric Tonne (LMT) of wheat valuing 
~ 700.30 crore deteriorated and was declared as non-issuable to Targeted Public 
Distribution Scheme. Moreover, despite huge quantities of wheat lying unprotected in 
Covered and Plinth (CAP)/k:acha plinth capac ity of ix LMT was dehired by FCI in two 
districts during the period September 2012 to March 20 16. 

(Para No. 4.2.2) 

• As ineligible bidder were awarded contracts for construction of godowns, undue benefit 
of~ 2 1.04 crore as rent during the period 20 12-13 to 2015-16 wa pa ed on to the PEs. 

(Para No. 4.3.1) 
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• Handling cost of ~ 9.77 crore was incurred during the period from 2012-13 to 2015-16 
due to talcing over of godowns without railway sidings. 

(Para No. 4.3.2) 

• Incorrect measurement of di tance by Punjab Grains Procurement Corporation Limited 
(PUNGRAIN) and FCI resulted in excess expenditure of~ 8.36 crore on transportation 
of food grains over the excess distance. 

(Para No. 4.3.3) 

Compliance Audit Paragraphs: 

1. Recoveries relating to exce /irregular payments etc. to the tune of ~ 32.1 8 crore were 
made during 2015-16, at the in tance of Audit. 

11. Undue payment of~ 23.02 crore wa made to a handling contractor for fictitious work 
upto 2014-15 due to non-adherence to the provisions of standing in truction /manual 
regarding payment to handling contractor . Internal Audit and Vigilance teams deputed 
ub equently reported fraudulent payment totaling~ 71.75 crore to the same contractor 

and loss of interest of~ 13.39 crore on these fraudulent payments. 

(Para No. 5.1) 

111. Fraudulent excess payment of ~ L4.73 lakh and ~ 37.89 lakh were made to the 
transport contractors on account of payment on higher rate and for bills for longer 
di tance than actual for tran portation of food grain . 

(Para No. 5.2) 

1v. Exce s payment of~ 24.96 crore wa made to the Uttar Prade h Government and its 
Agencies on account of co t of gunny bags and gunny depreciation for procurement of 
paddy and delivery of rice during Kharif Marketing Season (KMS) 2014-15. FCI 
recovered ~ 2.96 crore after Audit pointed out the excess payment and recovery of the 
balance ~ 22.00 crore was yet to be made. 

(Para No. 5.3) 

v. FCI sold wheat to bulk consumers at a rate below cost under open market sale scheme 
during 2013-14 leading to non-recovery to the tune of~ 38.99 crore. 

(Para No. 5.4) 

v1. FCI could not adjust input Value Added Tax (VAT) while malcing payment of output 
VAT due to improper collection/maintenance of Tax documents and made an 
avoidable payment of~ 25.01 crore on account of output VAT in Uttar Pradesh. Non 
refund/adjustment of this avoidable payment also Jed to con equential lo of interest 
amounting to ~ 13.02 crore on credit being availed by FCI. 

(Para No. 5.5) 

Compliance Audit Report on Food Corporation of India -





Chapter-I 

Introduction 

Report No. 18 of 2017 

Thi chapter, provide an overview of Food Corporation of Ind ia (FCI), significant 
fi ndings from audit of Financial Statements of FCI and recoveries at the instance of 
Audit. 

1.1 FCI -An Overview 

FCI, set up under the Food Corporation Act 1964, i the main agency for implementation 
of Food Management Policie of the Government of India (Gol). The primary duty of 
FCI is to undertake procurement, storage, movement, transportation, distribution and saJe 
of food grains. FCI function under the Department of Food and Public Di tribution, 
Mini try of Consumer Affair , Food and Public Distribution (Ministry) to fulfil the 
fo llowing objecti ve of the Food Policy: 

• effective price support operations for safeguard ing interests of the farmer ; 
• di tribution of food grain throughout the country for public distribution system 

(PDS 1
); 

• maintaining sati factory level of operational and buffer stocks of food grains to 
ensure National Food Security. 

1.1.1 Organisational set up 

The overall management of the affair of FCI i vested with the Board of Director 
con i ting of 12 Directors and headed by the Chairman and Managing Director. All the 
Director are appointed by the Gol. The Board, however, presently (February 2017) 
con i ts of only eight2 Director . 

FCI carries out its functions through a country-wide network of offices with Headquarters 
at Delhi, five zona13 Offices, 25 Regional Offices, 169 District Offices and 1,927 depots 
under its control. FCI had 2 1,047 Category I to IV employees and 47,9 12 workers as on 
31 March 2016 which was 57 per cent and 83 per cent of the sanctioned trengths of 
36,982 and 57,498 respecti vely. 

1.1.2 Operational performance 

The operational activities of FCI may be broadly classified under procurement, storage 
and di tribution. 

2 

3 

The system for distribution of essential commodities to the ration card holders through fair price 
shops. 
Presently Board is represented by one Chairman & Managing Director of FCI, two Directors from 
the Ministry, one Director from Department of Agriculture, Co-operation & Farmers Welfare, one
ex officio Director (Managing Director of Central Warehousing Corporation) and one Director from 
Food, Civil Supplies & Consumer Protection Department of Madhya Pradesh, one Director from 
Food, Department of Civil S upplies and Con um er Affairs of Punjab and one No11-of]icia/ Director. 
East, North-East, North, South, West. 
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1.1.3 Procurement 

FCI being the main agency of the Gol for implementation of Food Management Policies 
undertakes procurement of food grains with the broad objectives of ensuring Minimum 
Support Price (MSP) to the farmers and avai lability of food grains to the weaker sections 
at affordable prices. 

Under the existing procurement policy of the Go! , food grains for the Central Pool are 
procured by variou agencies such as FCI, State Government Agencie (SGAs) and 
private rice miller 4

. Procurement of wheat and paddy for the Central Pool is carried out 
on open ended basis at MSP fixed during each Rabi/Kharif crop ea on by the Go! on the 
ba i of recommendation of the Commis ion of Agricultural Co t and Price . FCI aJso 
procures rice obtained out of paddy procured for the Central Pool by the State 
Governments and their agencies under the price support scheme. Paddy and wheat 
procured directly by the State Governments under DecentraJised Procurement (DCP) 
cheme for distribution under Targeted Public Distribution System (TPDS) and Other 

Welfare Schemes (OWS) also form part of the Central Pool. Any surplus stock over their 
requirement is taken over by FCI for the Central Pool and in case of any hortfall in 
procurement against allocation made by the Gol for distribution to TPDS, FCI meets the 
deficit out of the Central Pool. 

Production, mandi arri val and procurement of food grains (wheat and rice) during 
2011-12 to 2015- 16 were a hown below: 

Table 1.1: Year-wise production, mandi arrival and procurement of wheat for the 
Central Pool by FCI and State Government Agencies 

Lakh Metric Tonne (LMT) 

Rabi Marketing Production Mandi Procurement 
season arrival FCI SGAs Total 

(1) (2) (3) (4) (SJ (6)=(4)+(5) 

20 11-12 939.03 324.62 39.74 243.61 283.35 
20 12-13 948.82 404.55 49.93 33 l .55 38 1.48 
20 13- 14 935.06 293. 16 38.95 211.97 250.92 
2014-1 5 958.49 347.22 35.33 244.90 280.23 
2015-1 6 865.26 327.53 29.84 251 .04 280.88 

Total 4,646.66 1,697.08 193.79 1,283.07 1,476.86 

A depicted in the Table above, procurement of wheat by FCI actuall y decrea ed from a 
peak of 49.93 LMT in Rabi Marketing Sea on (RMS) 20 12- 13 to 35.33 LMT in 20 14-15 
and further slipped considerably to 29.84 LMT in RMS 2015-16. At the same time 
procurement of wheat by SGAs was at all -time high in RMS 2012-13 which came down 
to 251.04 LMT in RMS 20 15-16. 

Share of procurement of wheat arrived in mandi during RMS 20 11 -12 to RMS 2015-16 
by different agencie i indicated in the following Chart 1.1 : 

4 Levy rice scheme disco11ti11ued by the Ministry w.e.f. April 2016. 
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Chart 1.1: Share of FCI and State Government Agencies in procurement of wheat for the 
Central Pool during 2011-12 to 2015-16 

As can be seen from the Chart 1.1, 
FCI had a share of only 13 per cent in 
procurement of wheat for the Central 
Pool during 2011-12 to 2015-16. Thus, 
the role of FCI in procurement of 
wheat for the Central Pool is limited as 
87 per cent of the procurement is being 
carried out by SGAs. 

Detai ls of year wise procurement of paddy are given in the following Table 1.2: 

Table 1.2: Year-wise production, mandi arrival and procurement of paddy5 for the 
Central Pool by FCI and State Government Agencies 

(LMT) 

Kharif Production Mandi Procurement 
Marketing arrival FCI SGAs Total Season 

(1) (2) (3) (4 ) (5) ( 6 )=(4 )+(5) 

2011 -12 1,043.20 375.20 91. 10 259.31 350.41 
2012-13 1,030.00 403.34 70.33 270.11 340.44 
2013- 14 1,061.90 399.32 60.30 261.30 321.60 
2014-15 1,054.83 677.63 3.75 419.44 423.19 
2015- 16 1,033.60 521.90 12. 11 329.83 341.94 

Total 5,223.53 2,377.39 237.59 1,539.99 1,777.58 

As depicted in the Table above, mandi arrival of paddy increased from 375.20 LMT to 
677.63 LMT during Kharif Marketing Sea on (KMS) 2011-12 to 2014- 15 and decreased 
to 521.90 LMT during 2015-16. However, procurement by FCI fell considerably from 
91.10 LMT during KMS 2011-12 to 12.11 LMT in KMS 2015-16. On the other hand, 
procurement of paddy by SGAs increased from 259.31 LMT in KMS 2011-12 to 419.44 
LMT in KMS 2014-15 and subsequently decreased to 329.83 LMT in 2015- 16. 

Share of procurement from paddy arrived in mandi during KMS 20 11 -12 to KMS 2015-
16 by different agencies is indicated in the following Chart 1.2: 

5 In terms of rice. 
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Chart 1.2: Share of FCI and State Government Agencies in procurement of paddy 
for the Central Pool during 2011-12 to 2015-16 

As can be een from the Chart 1.2, FCI 
had a hare of onl y 13 per cent in 
procurement of paddy for the Central 
Pool during 2011 -12 to 2015- 16. Thus, 
the role of FCI in procurement of paddy 
for the Central Pool i relati vely small. 

1.1.4 Storage 

Storage plan of FCI has to cater to the storage requirements for holding operational and 
buffer stock of food grajns and also to meet the requirement of TPDS and various 
schemes undertaken by the Gol. FCI stores food grains in own godowns as well as in 
godowns hired from Central Warehousing Corporation (CWC), State Warehousing 
Corporations (SWC), State Government Agencies and Private Parties . 

FCI has a network of l ,927 storage depots with a total storage capacity of 357 .89 LMT 
(March 20 16). The details of storage capacity (owned and hired) during the peri od from 
2011-12 to 201 5- 16 are shown below: 

Table 1.3: FCl 's storage capacity (owned and hired) during 2011-12 to 2015-16 

(LMT) 

Year FCI Total FCI 
Covered Cover and Plinth (CAJ>') 

Owned Hired Total Owned Hired Total 
(1) (2) (3) (4)=(2)+(3) (5) (6) (7)=(5)+(6) (8)=(4)+(7) 

201 1-1 2 130.03 172.1 3 302.1 6 26.37 7.5 1 33 .88 336.04 

201 2- 13 129.96 209.95 339.91 26.37 11.07 37.44 377.35 

20 13- 14 130.03 208.62 338.65 26.38 3.87 30.25 368.90 

2014- 15 127.16 202.02 329. 18 26.02 1.43 27.45 356.63 

20 15- 16 128.05 203.80 33 1.85 26.02 0.02 26.04 357.89 

As depicted in the Table 1.3, the owned Cover and Plinth (CAP) capacity of FCI 
remained tagnant during 20 11- 12 to 2015-1 6 whereas its covered owned capacity 
showed a slight decrease from 130.03 LMT in 20 1 l -12 to 128.05 LMT in 20 15- 16. The 

6 CAP is an improvised arrangement for storing foo d grains in the open, generally 0 11 a plinth which 
is supposed to be damp- and rat-proof The grain bags are stacked in a standard size 0 11 wooden 
dwwage. The stacks are covered with 250 micron Low-Density Polyethylene sheets from the top and 
all four sides. Food grains such as wheat, maize, gram, paddy, and sorghum are generally stored in 
CAP storage f or 6-12 month periods. It is being widely used by the FCI for bagged grains. 
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hiring of covered torage pace by FCI increased from 172.13 LMT in 2011- 12 to 202.02 
LMT in 20 14- 15 and the n rose marginally to 203.80 LMT in 20 15-16. 

A per the standing instructions issued by the Gol, the SGA are required to deliver 
wheat to central pool immediate ly after it procurement unles FCI is unable to accept it 
for reasons which are to be conveyed in writing. Carry over charges ( torage charge and 
interest) beyond 30 June each year shall be payable to SGAs only on that quantity of 
wheat wh ich FCI refuse to accept before 30 June each year. Due to con traint in 
available torage capacity, FCI could not take over s tock of wheat procured by SGA for 
the Central Pool within the prescribed time frame of June of each year. The food grai n 
thu continued to be s tored in the godowns in the SGAs which led to increase in payment 
of carry over charges to SGAs from ~ 1,635 crore in 2011-12 to ~ 3,018.44 crore in 
20 14- 15 for holding of food grains beyond the prescribed time. 

1.1.5 Distribution 

In order to achieve the food security of the country, FCI also undertakes distribution of 
food grain under TPDS/National Food Security Act (NFSA), 2013 and Other We lfare 
Scheme (OWS). The food grains are transpo11ed throughout India and issued to the State 
Government nominees at the rates declared by the Gol for further dis tribution under 
TPDS. FCI, on the instructions from the Go! , also el ls wheat at predetermined prices in 
the open market from time to time to enhance the supply and thereby to moderate the 
open market prices. Wheat and rice are a lso al located to State Governments for retail sale 
through non-TPDS channel under Open Market Sale Scheme (OMSS). 

The a llocation and offtake of food grains (wheat and rice) for the period of five years 
from 20 11 - 12 is ind icated in the following Charts 1.3 and 1.4: 

Chart 1.3: Allocation and Off-take of wheat during 2011-12 to 2015-16 
(LMT) 

436.00 

381.58 3]6.83 

• Allotment 
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..,... 
2011-12 2012-13 2013-14 2014-15 2015-16 
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Chart 1.4: Allocation and Off-take of rice during 2011-12 to 2015-16 
(LMT) 
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As depicted in the Charts above (1 .3 and 1.4), off-take of food grains (wheat and rice) has 
persistently been hort again t the respective yearly allocation throughout the period from 
2011-12 to 2015-16. Against wheat allocation of 1860.27 LMT, 1468.56 LMT was lifted 
during the five years ending 2015-16. Similarly, off-take of rice was 1615.96 LMT 
against an allocated quantity of 1811.33 LMT during the ame period. 

1.1.6 Food subsidy 

The difference between the economic cost (acqui ition cost including incidental 
expenses, administrative overheads, handlings, shortages, etc.) and sales realization at 
Central Is ue Price (CIP) under TPDS and Other Welfare Scheme (OWS) for wheat and 
rice is reimbur ed to FCI a food ub idy by the Gol. In addition, food ubsidy al o 
includes buffer ubsidy for carrying cost of buffer stock maintained by FCI and caITy 
over charge paid to SGAs for stocks held by them beyond the prescribed time frame. 

The details of food ubsidy released by the Gol to FCJ during the la t five year ending 
March 2016 are given below: 

Table 1.4: Details of food subsidy claimed by FCI, subsidy released by the Gol and 
outstanding subsidy during the period 2011-12 to 2015-16 

(~in crore) 
Opening Subsidy Subsidy released during the year Closing Yearly gap Percentage 

balance claimed balance in subsidy of subsidy 
during the For the Against Total reimburse- released in 
year year earlier ment the year 

years incurred 

(2) (3) (4) (5) (6)=(4)+(5) (7)=(2)+(3)-6) (8)=(3)-(4) (9) 

15,668.87 67,693.90 57,11 6.50 2,819.45 59,935.95 23,426.82 10,577.40 84.37 

23,426.82 80,306.14 48,676.02 23,308.98 7 1,985.00 31,747.96 3 1,630.12 60.61 

3 1,747.96 89,41 0.45 66,52 1.43 9,008.54 75 ,529.97 45,628.44 22,889.02 74.40 

45,628.44 1,05,016.10 61,995.35 30,000.00 9 1,995.35 58,649.19 43,020.75 59.03 

58,649. 19 1,03,383.00 66,366.60 45,633.40 I, 12,000.00 50,032. 19 37,01 6.40 64. 19 

A depicted in the Table 1.4, food subsidy released by the Gol to FCI was short of what 

was claimed throughout the period from 2011-12 to 2015-16. The gap of sub idy rel ea ed 
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by the Gol against subsidy claimed by FCI widened fro m < I 0,577.40 crore during 

20 11 -12 to < 37,0 16.40 crore during 20 15-16. 

1.1.7 Activity wise expenditure of FCI 

For carrying out its operations, FCI requires a considerable amount of fund . The details 
o f activity-wise expenditure incurred are given in the Table be low: 

Table 1.5: Activity-wise expenditure of FCI during 2011-12 to 2015-16 

(~in crore) 

Cost 2011-12 2012-13 2013-14 2014-15 2015-16 
Procurement 87,889.00 1,01 ,923 .27 1,03,947.79 1,06,804.12 I, 16,508.53 
Mill ing charges 730.00 584.2 1 539.24 5 12.79 483.73 
Fre ight 4,9 10.00 7,07 1.86 7,93 1.34 8,939.87 8,046.8 1 
Adrn.ini trative and 11 ,826.00 14,107.65 15,605.7 1 17,977.81 17,447.88 
other expenses7 

incl ud ing interest 
Total 1,05,355.00 1,23,686.99 1,28,024.08 1,34,234.59 1,42,486.95 

As depicted in Table above, total expenditure showed an increasing trend during the 
period 20 11 - 12 to 20 15- 16. This wa mainly due to increase in procurement cost 
registering an increase of< 28,6 19.53 crore i.e . 33 per cent over five years period. The 
major factor contributing to thi s increase in procurement cost was MSP which increased 
by 24 per cent from 20 11- 12 to 20 15- 16, in the case o f wheat. Administrati ve and other 
expenses also increased by 52 per cent in 2014- 15 as compared to 2011 - 12 but later fell 
by three per cent in 20 15- 16 due to decrease in handling expenses. 

FCJ meets it requirements of fund through sanctions/ releases of equity as well as ways 
and means advance and quarterl y release o f subsidy by the Mini try. However, the e 
being not uffic ient to meet the entire worki ng capital requirement, FCI arranges fu nds 
through Cash Credit (Cash credit fac ility is provided by a consortium of 63 banks, led by 
the State Bank of Ind ia. This CC facility is secured by guarantee of the Gol , bearing 
interest rates ranging between 10.0 I per cent and 12 per cent) , short term loans from 
banks and is ue of bond . The sources of fu nds during the period from 2011 - 12 to 20 15-
16 and related matters and audit fi ndings thereon are brought out in Chapter II of this 
Report. 

1.2 Follow-u on revious rformance audits 

A Performance Audi t on " Procurement and Mi ll ing of Paddy for the Central Pool" was 
conducted in 20 14- 15 which was placed in the Parliament on 8 December 2015. In thi s 
Report o f the Comptroller and Auditor General of India (No. 3 1 of 201 5) 17 
recommendations were made. Out of th is, 15 were agreed to by the Ministry. A per 
further information received from the Mi ni try it has started action on 11 
recommendations. In case o f fo ur recommendati ons no action has yet been initiated. 

7 Administrative and other expenses include office rent, power, f uel & electricity, employee 
remuneration & benefits, storage cost, handling expenses, other expenses, depreciation, interest and 
expenses pertaining to prior years (net). 
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Another Performance Audit on "Storage Management and Movement of Food Grains" 
wa conducted in 20 12- 13 which wa placed in the Parliament on 7 May 2013. In this 
Report of the Comptroller and Auditor General of India (No. 7 of 20 13) 12 
recommendations were made. Out of thi nine were agreed to and two were partiall y 
agreed to by the Mini stry. Acti on i yet to be taken by the Ministry. On the basis of this 
Repot1 Committee on Public Undertakings had also given 26 recommendations on which 
the Ministry had furni shed its replies in September 2013 and March 20 15 ; action on 18 
recommendations was initiated and on e ight recommendations action is yet to be taken. 

1.3 Audit of annual accounts of FCI 

Comptroller and Auditor General of India is the sole auditor of FCI and audit of the 
Financial Statements of FCI i conducted under Section 34 (2) of Food Corporation Act, 
1964. Ba ed on audit observations during audit of annual account for the year 201 5- 16 
the Management carried out correction to the accounts to the extent of~ 1.072 crore as 
Inter-Head Adj ustment and ~ 1 ,976.67 crore as Intra-Head Adjustment. 

Significant defi cienc ies noti ced during the audit of fi nanc ial tate ment of FCI for the 
year 201 5- 16 are listed below: 

(i) Long Term borrowings were overstated due to inclusion of ~ 39. 12 crore as 
trade payable for other finances. As the amount was he ld by FC I on behalf of 
employees under contributory welfare scheme, this should have been depicted 
below "Other long term liabilities". This resulted in over tatement of Long term 
borrowings and understatement of "Other long term liabilitie "by ~ 39. 12 crore. 

(ii) The trade payables were overstated due to inclus ion of ~ 55.69 crore be ing 
recoverable from contractor on account of Income tax, Ce and other taxes, 
State and Central tax collection/Non-value added tax (VAT) State Output tax, 
Tax Deducted at Source (TDS) of VAT on purcha e , Service tax on 
transportati on and other . These tatutory dues should have been depicted under 
the head "Other Current liabilitie " and cannot be mingled w ith trade payables. 
Hence, this resulted in overstatement of Trade payables and understatement of 
Other Current liabilities by ~ 55.69 crore each. 

(iii ) The trade payables were overstated due to inclusion o f ~ 46.67 crore being 
Contributory Provident Fund (CPF) part/final payment , interest paid on CPF 
fi nal payment, liability fo r contribution to EPS, li ability for contribution to 
employees' C PF. These li abilities on account of employees' due should have 
been depicted under "Other Current liabilitie -Liab ility fo r Employees" Statutory 
dues. Hence, this resulted in overstatement of "Trade payable" and 
understatement of "Other C urrent liabilities" by ~ 46.67 crore each. 

(iv) The trade payables were overstated due to inclusion of ~ 1,078. 10 crore being 
deposits payable which were not in the nature of trade payables. The e deposits 
payable relate to other contractual obligations which were no longer to be 
inc luded in the trade payables. This should have been shown under the head 
"Other Current Liability". Thi resulted in understatement of "Other C urrent 
Liability" with corresponding overstatement of trade payables by ~ 1,078. 10 
crore. 
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(v) Long term Loans and Advances were overstated by ~ 228.92 crore due to 
inclusion of doubtful claims, whjch resulted in understatement of consumer 
subsidy on food grains reimbursable by Gol, by ~ 228.92 crore. 

(vi) Deposits and Other Receivables were overstated due to inclusion of~ 276.56 
crore being recoverable from Haryana Sales Tax Authorities on account of excess 
of input tax paid over output tax payable in Haryana region which is not 
refundable under Section 20 of the Haryana Value Added Tax Act, 2003 . Besides, 
the chances of its adjustment against future liabi li ties of FCI are also remote in the 
present price mechanism for PDS in which procurement cost is high and sale is at 
subsidized rates. This resulted in overstatement of "Deposits receivables" and 
understatement of "Expenditure" by ~ 276.56 crore. 

(vii) Stores and Spares - Gunnies were overstated due to inclusion of~ 85.56 crore in 
respect of gunny bills received (29 April 201 6) from Director General of Supplies 
and Disposals (DGS&D) upto March 2016. Due to non-issuance of debit inter 
office general Accounts to the Area Offices, thi s head was overstated and 
expenditure was understated by~ 85.56 crore. 

(v iii) Revenue subsidy on food grains was overstated by ~ 265.09 crore being 
unregulari sed transit shortages (Net of gains) as on 3 I March 2016 pertaining to 
the year 2015- 16. Subsidy is not reimbursable on the unregularised shortages. 
This resulted in over statement of "Subsidy on food grains" as well as "Trade 
Receivables" by~ 265.09 crore each. 

(ix) Miscellaneous income included an amount of ~ 433.15 crore on account of 
liabilities written back as they had become ti me barred. As FCI had not framed 
any accounting policy in this regard, as such these should have been d isclosed as 
exceptional item as per Accounting Standard 5. This resulted in overstatement of 
"Other Income" and understatement of "Exceptional Item" by~ 433. 15 crore. 

(x) Employees Remuneration and Benefits were understated due to non inclusion 
of ~ 125.52 crore being short Productivity Linked Incentive provision for the year 
20 14- l 5 and 20 I 5- 16. This resulted in understatement of 'Employees 
Remuneration ' and benefits as well as "Current li abilities" by ~ 125.52 crore. 

(x i) Based on di rections of the Gol, FCI provided for li ability towards gratuity and 
leave encashment on cash basis and the understatement of li abi lity on this account 
to the extent of ~ 2,960.52 crore was di sclosed in Notes to Account. The 
di sclosure fo r departure from Accounting Standard I 5 was deficient to the extent 
that it did not disclose the liabi lity for leave encashment and for terminal benefits 
based on actuarial valuation. 

(xii) The di sclosure regarding Productivity Linked Incentive (PLI) was deficient to the 
extent that it did not disclose that approval fo r extending PU benefit beyond the 
overall max imum cei ling of 50 per cent was yet to be obtained from Department 
of Publ ic Enterprises. 

(x iii) An amount of ~ 2,452.96 crore was receivable from the Ministry of Rural 
Development, Government of India on account of food grains issued under 
Sampoorn Gramin Rozgar Yojna, which was closed on 3 1 March 2008. 
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Internal Control System 

Internal Control System was not adeq uate and commensurate with the size and nature of 

business of the Corporation and it needs to be strengthened in the area of compilation/ 

preparation/ finalization of accounts. Important finding , based on test check are as 

under: 

(i) Non-reconciliation of gunnies amounti ng to ~ 7.45 crore and ~ 9.08 crore 

unloaded at stations under the jurisdiction of the District offices at Rohtak and 

Kamal respectively pertaining to the period from 2009-10 to 2013-14. 

(i i) Non-reconciliation of the fi gures of sundry debtors for issue of food 

grains under Mid Day Meal (MDM) Scheme a appearing in the records of 

Commercial Section of FCI (~ 7.27 crore) and as per trial balance 

~ 4.89 crore). 

(iii ) Inventory includes Goods in Transit of~ 845. 17 crore which were inter-unit 

transfers. However, there does not ex ist a sound mechanism to keep a strict 

watch and control over these goods in transit, as these inter unit stock in 

transit continue to appear in the depot inventory. 

1.4 Areas covered in this report 

The report is not a complete chronicle of the work of FCI but it does throw light on three 
significant aspects of its functioning viz., Debt Management, Labour Management & 
Incentive Payments, and Implementation of Private Entrepreneurs Guarantee (PEG) 
Scheme in Punjab a detailed in Chapters II, III and IV respectively and also contains five 
individual observations (including two ca es of fraudu lent payments amounting to 
~ 72.28 crore) in Chapter V, totaling~ 2,772.98 crore. The observations of audit are based 
on test checks and highlight serious issues on which correcti ve actions, as given in the 
Recommendations, is required to be taken by FCI. Reply of the Management ha been 
received for Debt Management, Labour Management and Incentive Payments and the 
five individual observations (February 20 17). The replies of the Management have 
suitably been incorporated in the report. 
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Chapter-II 

Debt Management 

2.1 Introduction 

FCI procures food grains directly from farmers at MSP8 and aJ o from various State 
Government Agencies (SGAs). The MSP is fi xed by the GoI and sales are realized at 
Central I sue Price (CIP)9

. The difference between the economic cost (acquisition co t 
includ ing incidentaJ expen e , administrati ve overheads, handlings, shortages etc.) and 
sales realization at CTP is re imbursed to FCJ as food subsidy. 

FCI meets its requirement of fu nds mai nl y through subsidy, equity and ways and means 
advances 10 received from the Ministry. However, this is not sufficient to meet FCI's huge 
working capital requi rement and FCI arrange funds through ca h credit, short term loans 
from banks through open tender, and issue of bonds carrying interest. 

The audit covered the area of funds provis ion by the GoI from time to time and debt 
management by FCI during a fi ve year pe riod from 20 11 -12 to 20 15- 16. The examination 
of record at the Mini try and FCI Headquarters at New Delhi, and Zonal (North) Office 
at Noida wa supplemented with field audit in Delhi , Rajasthan and Uttar Pradesh 
Regional Offices of FCI. 

Audit findings 

2.2 Sources of funds 

As quarterly release of sub idy by the Gol is not adequate to meet daily requirements of 
fund particularl y during procurement sea on , therefore, FCJ has to explore alternative 
source to fund its operations. The major source of funds during the past five year were 
as given in the following Table 2. 1: 

8 Minimum Support Price is the minimum price declared for various agricultural produce by Go/ for 
procurement from farm ers, thereby preventing distress sale. 

9 Central Issue Price is fixed by Go/ for wheat and rice below the economic cost for issue to States and 
Union Territories for distribution. 

10 Ways and means advance is a working capital Loan given lo FC/ by the Go/ to meet working capital 
requirement. Normally ii is sanctioned and recovered/adjusted during the same financial year. It 
carries an interest rate equivalent to 364 days average treasury-bill rate. 
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Table 2.1: Sources of funds 
( ~in crore) 

Particulars 2011-12 2012-13 2013-14 2014-15 2015-16 

Equity Capital 2,649.67 2,672.95 2,675.95 2,762.79 2,830 
subscribed by the Gol 
(as on 3 1" March) 
Ways and mean 10,000 10,000 10.000 10,000 20,000 
advance by the Mini Lry (10,000 in April 
(in April) 2015 and 

10,000 in 
January 2016) 

Cash Credit (CC) availed 44,099.55 49,770.99 5 1,28 1.3 1 46,427.10 50,603.03 
from banh as on 3 1" 
March 
Long term bonds (as on 3,9 15 8,914.50 16,914.50 16,121 ** 13.000** 
31' 1 March) 
Unsecured sh on term 13,500 13,080 16,250 28,805 26,375 
loan avai led as on 31 ;i 
March 
Total 74,164.22 84,438.44 97,121.76 1,04,115.89 1,12,808.03 

*Source: Am111af Report of FCI **Bonds pertain to previous years, 110 freslr bo11d issued duri11g tire year. 

As can be seen from above, equity capital increased from ~ 2,649.67 crore to ~ 2,830 
crore during 2011-12 to 20 15- 16 and ways and means advance by the Ministry has 
increa ed to ~ 20,000 crore in 2015- 16. 

FCI also raised short term loans (STLs) through open tender as and when there was 
additional requirement and interest on these STLs ranged between 9.20 per cent and 
10.75 per cent. The hort term loan avai led by FCI increased from ~ 13,500 crore in 
20 11 - 12 to~ 26,375 crore in 20 15- 16. In addition, during 2012- 13 and 2013-14 long 
term bond worth ~ 5,000 crore and ~ 8,000 crore were issued by FCI at an interest rates 
of 8.62 per cent to 9.95 per cent respecti vely and as on 31 March 20 16 the long term 
bonds were to the tune of~ 13,000 crore. 

• Equity Capital 

• Ways and Means 

Cash Credit 

Long Term Bonds 

• Unsecured Short 
Term Loans 

Chart 2.1: Sources of Funds 
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Even though the cash credit was costlier than S TLs, FCJ could not avail STLs because 
of imposition of a condition by the consortium of banks to first exhaust the CC Limit 
and only then utilize the S TLs. Moreover, bonds which were a cheaper source of 
.financing, were not issued by FCI after 2013-14. 

The Management stated (May 2016) that from its point of view, the conditions imposed 
by the consortium on drawal of STL were stringent and have been contested by FCI. The 
hanks, however, contend that the Cash Credit facility extended to FCI is pre-emptive in 
nature i.e. banks have to keep funds ready for use by FCI and stated that FCl's 
requirement of funds was necessitated principally on account of insufficiency of Cash 
Credit, so it is logical and optimal for FCI to raise STL only after exhausting the Cash 
Credit. 

On the matter of i sue of bonds, FCI stated that it require Governmen t guarantee for the 
same and that mobil ization of funds through issue of bonds depends on the rating of the 
entity and/or rating of the instru ment. G iven its mandate, FCI does not generate any 
surplus/profit and getting a good rating for FCl as an entity would be d iffi cult. However, 
rating of the bond in trument is possible on the ba is of Government guarantee, therefore, 
FCI has reque ted the Ministry on several occa ion for providing guarantee to issue 
bonds. 

Audit observed that FCJ had a lso requested the Mini try lo provide adequate funds 
through issue of Government securities and other source . However, ne ither any reply 
was received from the M ini stry nor the request o f FCI wa agreed to by the Ministry 1 in 
response. 

Thu , due lo restrictions impo ed by consortium of bank for utilizing STL and lack of 
permiss ion by Gol to raise bond , FCI had to re ort to co tlier source of financi ng 
through cash cred it at interest ranging between I 0.0 1 per cent and 12 per cent the reby 
resulting in ex tra burden on govern ment exchequer in the form of increased food subsidy. 

2.3 Delayed release of subsidy 

FCI requ ires a considerab le amount of working capita l to carry out its activities . During 
20 11 - l 2 to 20 15-16 the main acti vities of food grai ns procure ment, d istribution and other 
admini strative co ts amounted lo < 1,05,355 crore, < 1,23,687 crore, < 1,28,024 crore, 
< 1,34 ,235 crore and< 1,42.487 crore respectively. 

The primary source of funds for FCT is the food subsidy released by Gol on account of 
the consumer subs idy (wheat, rice), subsidy on coarse gra in and carrying cost of buffer 
tocks (buffer tock held by FCl and reimbur ement o f carryover charges to State 

Government/ Agencies). However, the sub idy re l ea ed every year by the Go I was lower 
than the subsidy claimed by FC I. The Chart 2.2 depicts the increasing subsidy gap, as 
fo llows: 

11 Jn JO correspondences the Ministry did not reply and in one case did not agree. 
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Chart 2.2: Year-wise subsidy claimed/received from Gol 
(~in crore) 
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120000 
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90000 

67,693.90 -----60000 ~ - 66,521.43 61,995.35 66,366.60 
57,116.50 

48,676.02 - subsidy 

30000 
received 
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As can be een from the above Chart, during the period 20 11 -12 to 2015- 16 there wa 
alway a ubstantial gap between the subsidy claimed by FCI and subs idy received from 
Gol due to which FCI had to borrow from other sources resulting in heavy interest 
burden on the exchequer, which i di cus ed in succeeding paragraph . 

Every year the provis ional quarterl y bills of ub idy by FCI, are submi tted to the Gol 
based on the approved Budget Estimate 12

. A per Gol' s instructions, the Mini try is to 
release 95 per cent of the estimated food subsidy to FCI during the re levant fi nancial year 
and ba lance fi ve per cent is to be relea ed after submi ion of accounts of FCI to the 
Parliament. However, the Gol had released onl y 67 per cent of ub idy on an average 
over the last fi ve years due to which FCI had to resort to other co tli er means of fi nance 
viz. CC, Short term loans etc. Though FCI, from time to time, reque ted for additional 
funds from the Ministry but the request wa e ither kept pending with no reply or onl y part 
amount wa received. FCI had al o requested the Ministry ( 17 June 20 16) to permit it to 
rai se funds from financial in titutes like National Bank for Agriculture and Rural 
Development (NABARD), however, the response from the Mini try was sti ll awaited 
(February 20 17). 

The amount of ub iay claimed/received and interest incurred on fi nancing by FCI during 
the peri od 2011-12 to 20 15- 16 is depicted in the fo llowing Table 2.2: 

12 Approved by the Board of Directors (BOD) of FCI except f or first quarter bill (which is submitted 
before the start of the financial year) 
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Table 2.2: Amount financed and interest accrued 

(~in crore) 
Outstanding Subsidy Total subsidy received Amount Interest 
subsidy claimed Agaimt For the Total financed* Incurred 
pertaining during the earlier year 
to previous year years 
years 

(2) (3) (4) (5) (6)=(4)+(5) (7) (8) 
15,668.87 67,693.90 2,819.45 57,116.50 59,935.95 71 ,514.55 5,227.16 
23,426.82 80,306. 14 23,308.98 48,676.02 7 1,985.00 81,765.49 6,392.07 
3 1,747.96 89,410.45 9,008.54 66,52 1.43 75,529.97 94,445.81 7, 190.72 
45,628.44 1,05,016. 10 30,000.00 61,995.35 91,995.35 1,0 1,353.10 8,244.30 

58,649.19 1,03,383.00 45,633.40 66,366.60 I , 12,000.00 1,09,978.03 8,647.56 
Total 35,701.81 

*Excluding equity 

A can be seen from the Table 2.2 above, the outstand ing ub idy pertaining to previou 
year increa ed from~ 15,668.87 crore in 20 11 - 12 to~ 58,649.19 crore in 2015- 16. Thi 
was on account of short release of subs idy by the Gol in each of the years nece sitating 
FCI to rai se funds through intere t bearing loans, bonds etc. The short release of subsidy 
resulted in extra interest burden of ~ 35,70 1.8 1 crore on FCI and an increase in food 
sub idy by an equal amount. Further examination of records in the Department of Food 
and Public Distribution, revealed that though the Ministry did duly incorporate FCI' s 
demand for ubsidy in it budgetary requirements sent to the Ministry of Finance (MoF) 
but the budget allocation by the MoF was con istently low with the gap ranging between 
~ 7 ,348 crore to~ 34,47 1 crore during the period 20 12- 13 to 20 15-16. 

FCI stated (June 2016) that release of lump-sum advance subsidy was largely dependent 
on many factors such as revenue collection of the Government, cash liquidity position, 
budgeta1y provision by the Ministry of Finance and other finan cial commitments etc. 

FCI' reply indicate that short allocation of funds by the MoF towards food sub idy i 
due to competing financial priorities of GoI. This compels FCl to eek financing from 
ex ternal sources (towards worki ng capital) thus inc reas ing the interest burden, which gets 
added to the ex isting ub idy claims thereby inc reasing the claimable subsidy which i 
again fo llowed by further short receipt of subsidy from the Ministry. This vicious cycle 
eve ntually lead to an increa. e in the overall food subsidy burden of the Gol which at 
lea t to the extent of intere t paid for external financ ing wa avoidable if timel y ub idy 
claims were released by the Ministry. 

2.4 Non recovery/ Delay in recovery of dues in respect of food grains supplied to 
various Ministries/Central Public Sector Enterprises (CPSEs) ---

A per instruction of the Ministry (20 November 200 I ), FCT i ues food grains to 
various State Governments under welfare schemes of variou Ministries . FCI ubmits 
bills to the Ministries from time to time as per the respecti ve scheme. Payments are made 
on submission of ori ginal bill s and certificate from the concerned au thorities. 
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However, Audit observed that ~ 2,897. 17 crore was outstanding from various 
Ministries/Departments which compelled FCI to seek external financing and incur an 
avoidable interest burden of~ 1,617.48 crore as detailed below: 

Table 2.3: Interest burden on outstanding dues from various Ministries/CPSEs as 
on March 2016 

Name of 
Ministry/ 
De ........... nt 
Ministry of 
Rural 
Development 
(MoRD) 

Ministry of 
Human 
Resources 
Development 
(HRD) 

Ministry of 
External 
Affairs 
(MEA) 

Central 
Public Sector 
Enterprises 
(CPSEs) 

Details 

Dues pertaining to food grains 
issued during the period 2000-01 
to 2007-08 under welfare 
schemes (Sampoom Gramin 
Rozgar Yojna) to State 
governments authenticated from 
designated officers of State 
Governments. 
Non-settlement of bills of Mid 
Day Meal scheme by various 
State Governments and non
submission of bills by Area 
Managers within the time frame 
stipulated in the guidelines and 
non-reconciliation of outstanding 
amount of FCI and State 
governments' records (North East 
region). 
Outstanding against export of 
wheat issued to World Food 
Programme for supply of biscuits 
to Afghanistan during 2004 to 
2012 from MEA. 
Dues from MMTCu, STC14 and 
PEC 15 for exports proceeds on 
account of disputed claims for 
settlement. 

Total 

Amount 
<'In 

crore) 

2,452.96 

326.35 

48.32 

69.54 

2,897.17 

Pending 
since 

2008-09 

2010- ll 

More 
than 10 
years 

Since 
1991 

Avoidable 
interest 

<tin crore) 
1,298.35 

139.59 

68.94 

110.60 

1,617.48 

The Management stated (June and November 2016) that persuasion was going on with 
the Ministry of Rural Development vigorously through the Administrative Ministry and 
that in respect of dues from Ministry of HRD, due to regular persuasion with the Ministry 
of HRD and concerned SGAs, the dues under MDM scheme came down to (291 .34 crore 
as on September 2016. Moreover, in case of North East Frontier (NEF) zane, RO Assam 

13 Metals and Minerals Trading Corporation of India. 
14 The State Trading Corporation of India Limited. 
15 The Project & Equipment Corporation of India Ltd. 
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had reconciled the figures of outstanding dues. It further stated (December 2016) that the 
matter regarding dues from the Ministry of External Affairs was being pursued 
vigorously and the amount of ( 47. 99 crore was receivable as on November 2016. 
Regarding dues from MMTC, STC and PEC it stated that claims were being pursued 
vigorously with these three Central PSUs. 

However, it was noticed by Audit that although the dues from the Ministry of Human 
Resource Development (MoHRD) had come down only by ~ 35.0 I crore, a huge 
outstanding amount of~ 29 1.34 crore ince 20 I 0-1 1 was sti ll pending which needs to be 
recovered. In case of dues from MoRD, the outstanding amount had remained the same 
ince 2008-09. MEA had informed FCI that relevant record bil ls were not traceable and 

had requested FCI to produce duplicate bills and the issue remained unre o lved 
(February 2017). 

Thu , due to short receipt of it dues from Central ministries and Central PSU , FCI had 
to arrange funds from other ource (Ca h Credit/STL) and accordingly made an 
avoidable payment of interest of ~ 161 7.48 crore for the period 20 11 - 12 to 20 I 5- 16 with 
an increa e in the subsidy burden by an equi va lent amount. 

2.5 Non recovery in respect of food grains supplied to various State 
Governments 

Audit observed that~ 47.54 crore wa pending for food grains supplied to various State 
Governments as detailed below: 

Table 2.4: Pending claims from State Governments 

State Amount Pending 
(tin crore) 

Maharashtra 10.00 
Bihar 18.44 (since 1979-80) 
Kerala 4.53 (since 1981-82) 
Assam 14.57 (since 1967 onwards) 

Total 47.54 

The Management stated (November 2016) that the matter was being pursued regularly 
with the Bihar region and that these claims were not reflected in the books of accounts of 
FCI on the ground of being too old. It further stated that in case of Maharashtra, an 
amount of ( 1.38 crore against various parties for non-Lifting of Under Relaxed 
Specifications (URS) rice was subjudice and for the rest of the amount, matter was being 
pursued for early realization. Regarding Kera/a it stated thaI an amount of ( 1.44 crore 
was received from the State of Kera/a as final settlement. Regarding Assam, the 
Management stated (February 2016) that the outstanding amount of ( 14.57 crore was 
not disclosed in the books of accounts, adjusted or written off as bad debts. 

The reply furni shed by the Management indicates that full amount to be recovered from 
the State Governments of A am and Bihar were not shown as recoverab le. Hence, it is 
not clear how FCI proposes to write off such unaccounted amou nts, a fact which is a pre
requisite for claiming subsidy from the Ministry. Moreover, amount-wise, party-wise and 
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year-wise details could not be furnished by FCI. In absence of requisite information , the 
claims of FCI remain unverifiable. 

Due to non/short receipt of its dues from various State Governments, FCJ had to arrange 
funds from other sources (Cash Credit/STL) and made an avoidable payment of interest 
of< 25.16 crore during the period 2011-12 to 2015-16. 

2.6 Dela! in regularisation of storage and transit l_oss_ es _________ __ 

As per the instructions of FCI (3 1 May 2004), the storage and transit losses pending upto 
the period 1999-2000 were required to be brought to zero level and the current losses 
were to be regularized in the foUowing month and were not to be allowed to accumulate 
in any case. Moreover, the concerned zones/regions were given a time frame of three 
months to regularize the cases of storage and transit losses prior to 1990-9 l , as losses to 
the tune of < 35.67 crore were pending regularisaton prior to 1990-91 under different 
zones/regions. However, Audit noticed that an amount of< 24.01 crore (storage loss -
< 14. 77 crore and transit loss - < 9 .24 crore for the period prior to 1990-9 1) remained 
unregularised as on April 2016 which could not be claimed as subsidy. Moreover, full 
details of unregularised storage and transit shortages were not being maintained 
separately by FCI to take a meaningful action to regularize the same. 

The Management stated (June 2016) that cases of regularization were processed 
expeditiously and that these cases were very old and lacked essential information such as 
percentage of loss, name of centres where losses occurred, hence, it would take some 
time to clear the pendency. 

The repl y confirms the fact that FCI records do not contain even requisite details of these 
old cases and, thus, the feasibi lity of regularization of these cases remains uncertain. 

2. 7 Loss of interest on idle funds 

The Board of Directors (BOD) of FCI approved (August 2009) a proposal to raise 
<I 0,000 crore through STLs, in addition to the CC facility. The CC faci lity consortium 
was requested to give its approval on thi s proposal . On the request of FCI, a meeting of 
Standing Committee of CC facility consortium was held on 3 March 2011, wherein FCI 
was permitted to raise STL on unsecured basis . The committee agreed that debit would 
be rai sed by FCI branches in the main account and the amount in excess of< 34,495 crore 
(the then CC ceiling) would be swept from STL account at the end of each day. In the 
meeting (3 March 2011), SBI clarified that as the FCI's requirement of funds was 
necessitated principally on account of insufficiency of CC limit, it was logical and 
optimal for FCI to raise STLs only after first exhausting the CC limit. The conditions of 
raising STLs inter alia included that the tenure of the proposed STLs should be based on 
cash flows and FCI was to raise the amount in tranches based on its cash flows. 

The BOD approved (March 2011) proposal for raising STLs of< 3,800 crore. The bids 
were invited on 4 March 2011 and STLs of < 3,800 crore were availed from seven 
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bank 16
. Simjlarly, FCI availed (September 2011 ) STLs of ~ 2,975 crore fro m four 

banks 17. The amounts o f the e STLs were depos ited (17 March to 23 March 20 11 and 
2 to 9 September 20 I I ) in a separate current account opened with SBI, Industria l Finance 
Branch, New Delhj for onward weeping to the CC account again t excess utilization of 
fund beyond the CC ceiling. Audit observed tha t though the STL of ~ 3,800 crore were 
rece ived by FCI from 17 March 2011 to 3 1 March 2011 , the same were swept to CC 
account belated! y between 2 1 M arch 20 I I and 7 Apri I 20 I I. In respect of STLs of 
~ 2,975 crore availed during September 2011 , an amount of~ 575 crore was received on 
2 September 2011 wherea it sweeping to CC account wa carri ed out on 5 September 
20 I I. Keeping STLs amount idle led to avoidable amount of in terest to the tune of 
~ I 1.27 crore (~ I 0. 78 crore + ~ 0 .49 crore) . 

The Management replied (July 2013) that the utilization pattern of the CC account for 
f uture dates immediately ajier resumption of payments was not predictable with JOO per 
cent accuracy and minor variation of two to three per cent was bound to happen with any 
projection and the Loss of interest on idle f unds was approved by the BOD of FCI 
respectively in April 2011 and September 201 l . The Management further replied 
(July 2014 and November 2016) that it availed STLs in March 2011 due to precarious 
f und position. 

T he reply o f the Manage ment i not tenable as there ex ists a specia lized Funds Division, 
e ntrusted with the responsibili ty of esti mation of funds requirements, however, there wa 
no evidence to show that there was a foo lproof ystem of dail y transmission of fu nd 
util ization fro m field offi ce to FCI Headquarters in o rder to accurate ly project the 
aggregate funds require ment. A a result, the STLs were availed much before the actual 
requirement of fund . Further, as per the te rms and condition there was an enabling 
prov i ion that the loan had to be used within seven days fro m the da te of acceptance of 
the o ffer by FC J. Cons idering thi s margin of seven days, the money received from the 
STL hould have been o ptimall y planned for di sbursement. 

2.8 ent of interest on cash credit 

FCI in truc ted (M arch 201 5 and January 2016) a ll its Zonal Executi ve Directo rs (EDs), in 
respect o f tran fer of day end balance, to nominate an o ffi c ia l o f Assistant General 
Manager level as Nodal offi cer to monitor the bank sta tements of a ll Unit offi ces under 
their region on dail y basi . A lso, instruc ti on were is ued by FCI headquarters to moni tor 
day-to-day end operations of bank accounts within their zone a well as to check 
calcula tion of interest charged by the bank and report instance w here the day end 
balance particularl y credit balance in the bank account of fi e ld offices were not 
trans ferred to the Zonal cash credit account o r the Central CC account, which led to loss 
o f interest to FCI. 

Test check of bank state ments o f cash credit accou nts of Distri ct O ffice, Jaipur (April 
20 I I to March 20 16), Nell o re (2014-1 5 and 201 5- 16) and Zonal Office (East) (January to 

16 Federal Bank, IDBI, Union Bank of India, lndia11 Ba11k, Punjab & Sind Bank, Vijaya Bank and 
Central Bank of India 

17 Federal Bank, HDFC, Corporation Bank and Dena Bank 
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March 2016) revealed that credit balances were not transferred to zonal/central CC 
account on all date . Similar deficiencies were noticed in other zonal/regional/district 
offices also. Non-compliance of the instructions in respect of day to day transfer of end 
balance to ZCC/central CC account led to avoidable interest burden of~ 29 lakh on FCI. 

2.9 Non-compliance of the instructions or the Ministry or Consumer Affairs, 
Food and Public Distribution 

With a view to avoid interest burden by way of release of food sub idy, on monthly basis 
instead of quarterly basis the Ministry issued (August, 2004) in truction to FCI to 
conduct an efficiency anal y is on interest payment to SBI and to carry out analytical 
tudy of the monthly CC limit of the FCI comparing with it ubsidy released by the Gol. 

However, it was noticed in audit that neither any efficiency analy is was conducted nor 
any analytical study done of the monthly CC limit u ed by FCI of the subsidy relea ed by 
the Gol. 

The Management stated (June 2016) that the Ministry was fully aware of interest savings 
that would accrue to FCJ if advance was released quarterly and FCI was apprising the 
Ministry of its level of fund utilization on a daily basis. 

The reply is not acceptable as instructions of the Mini try in respect of conducting 
efficiency analysis and analytical study have not been adhered to by FCI which if 
implemented could have quantifiably determined if there would have been any savings in 
terms of interest payable by FCI had it received the sub idy on a monthly basis from the 
Ministry. This indicates a lackadaisical approach by FCI to approach the issue of 
mounting subsidy burden. 

2.10 load UBC! in Risk Management Polic! or FCI ---------~ 

In a meeting of Board of Director (BOD) held on 26 September 2013, the "Ri k 
Management Policy" of FCI was approved which stated that FCI shall identify the 
possible risks associated with its business and commit itself to put in place a Risk 
Management Framework to address the risks involved on an ongoing basis to ensure 
achievements of the busines objective without any interruptions. The Risk Management 
Policy of FCI was to educate and sensitise the working level personnel on the 
requirement and li sting of the risks and the mitigating measures in place at their 
respective areas of operations. 

Audit noticed instances where there wa shortage of funds even after availing STLs/ ca h 
credit faci lity due to short provision of subsidy by GoI. This resulted in restrictions on 
release of payment for the then ongoing procurements and taking over of the stock. 
However, no details were available to depict as to what specific measures the Corporation 
undertakes to mitigate the ri ks especially of lack of liquidity affecting the procurement 
payments. Moreover, there was no information that FCI has taken steps to sensiti e the 
working level per onnel regarding the listing of risk and mitigating measure in place in 
this area of operation. The policy wa not sufficiently detailed to addres the complex 
financial needs of the FCI. 
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The Management accepted the observation and replied that there had been occasions in 
the past where FCI was constrained to defer payment to its service provider's viz. SGAs 
and millers due to shortage of f unds and even after exhausting the cash credit limit and 
STL source, there was no other mitigating measure to deal with such situation of 
deferring payment to its service providers. 

The Management should, based on a quantifi ed ri sk analysis, consider sui table 
a lternati ves to tide over situations like non-payments for procurement because of sudden 
shortage of funds to guard against the ri sk of hav ing an adverse effect on the supply chain 
of Targeted Public Distribution System (TPDS). 

2.11 Conclusion 

The main reason for indebtedness of FCI was delayed/insufficient release of subsidy by 
the Ministry. This compelled FCJ to secure ex ternal financing by incurring heavy interest 
burden. The short/delayed release of subsidy created a vicious cycle whereby funds taken 
on interest for working capital further increase the claimable subs idy eventually leading 
to avoidable increa e in the overall food subsidy burden of Gol. Further, there was 
pendency in recovery of long outstanding dues from some Central Ministries/Central 
PSUs and State Governments. Moreover, the ri sk management policy of FCI al so did not 
suffi ciently address the complex financial needs of the Corporation . 

2.12 Recommendations 

We recommend, 

(i) The Ministry of Finance may make full allocation on time to the Ministry of 
Consumer affairs, Food and Public Distribution , Department of Food and Public 
Distribution towards the food subsidy component to be given to FCI. 

(ii) FCI may approach the consortium through the Ministry of Consumer Affairs, 
Food and Public D istribution fo r allowing it to utilise short tern1 loan before 
exhausting the cash credit limit. 

(iii) FCI may approach the Ministry of Consumer Affairs, Food and Public 
Distribution again to obtain guarantee for issue of bonds so as to have access to 
cheaper source of finance. 
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Chapter-III 

Labour Management and Incentive Payments 

3.1 Introduction 

The storage and handling operations in FCI owned/hired food storage depots (FSDs) are 
carried out manually through handling labour. The work includes loading in rail 
wagons/trucks, unload ing from rail wagons/trucks, stacking and de-stacking of bags at 
FSDs, shifting of bags withi n the FSDs, re-bagging/filling bags with loose grains and 
standardi ation etc. FCI dep loys labour for handl ing food grains under the following four 
systems: 

( i) Departmental labour system: These workers get a regu lar pay scale besides 
overtime, incentive and other benefits e.g. Contributory Provident Fund (CPF), 
Gratuity etc. 

( ii) Direct payment labour system (DPS): These workers are paid uniform piece 
rate with minimum guaranteed wages even on the days when there is no work. 
They are regular employee of FCI and get benefit of CPF, Gratu ity and Over 
Time Al lowances (OTA). 

(iii ) No work no pay system (NWNP): These workers are entitl ed for piece rate 
earning or daily minimum wages, whichever is higher on ly for the days where 
they are engaged for work. They also get benefit of CPF, Gratuity, OTA etc. 

( iv) Contract labour system: Under thi s system private handling and transport 
contractors are awarded depot wise contracts for handling of food grains. 

The handling operation through departmental labou r is the costlie t as thi s category of 
labour besides earnings wages and other benefits under regular pay scale also earns high 
amount of incenti ve 18

. Departmenta l labour were dep loyed in onl y 145 depots ( 136 
owned and 9 hired depots), DPS in 206 depots, NWNP in 94 depots and Contract labour 
system in remaining depots. Though the departmenta l labour were deployed in only 9.37 
per cent of the total owned/hired FSDs the hand li ng cost through departmental labour 
was 48 per cent of the tota l handling cost in FCI. The total handl ing expenses incurred 
during 20 13- 14 was ~ 3,977 crore (Departmental l abour~ 1,899 crore, DPS~ 825 crore, 
NWNP ~ 39 crore and contract l abour~ 1,2 14 crore). 

Considering the impact of incenti ve payments and high handli ng cost of departmental 
labour, FCI in the past conducted various studies through Bureau of industrial Cost and 
Pric ing (BICP- 1989-90), Mckinsey & Co. (2003), De lhi Productivity Council (2002), 
Saxena Committee (2005), Indian Institute of Management. Ahmedabad, Price 
Waterhouse Coopers (201 3) and Mis Deloitte Touche Tohmatsu India Pvt. Limited 
(Mis De loitte) (2014). Moreover the Parliamentary Standing Committee on Food, 

18 Per Metric Tonne handling cost: Departmental labour (654.00; DPS ( 214.00; N WNP ( 85.00 
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Consumer Affairs and Public Distribution also gave a set o f recommendations in April 
2005 on th is subject. 

Audit was carried out on a test check basi in s ix highest handling cost FSDs and four 
!owe t handling cost FSDs out of 18 FSDs (nine each in West Bengal and Assam Region) 
manned by departmental labour to as ess the actions taken by FCl for deployment of its 
departmental labour in FSDs fo r minimisation of handling co t and idle wages . The 
findings in these two Regions were al o supplemented by audit findings in twe lve top 
most handling cost FS Ds and eight lowest hand ling cost FSDs out of 62 FSDs 19 under 
Haryana, De lhi , Madhya Pradesh and Andhra Pradesh Regional Office o f FCI. The audit 
covered a peri od of three years from 201 2-1 3 to 20 I 4- 15. 

Audit findings 

3.2 Labour management 

3.2.1 Unproductive wages due to non-rationalisation of surplus labour 

FCI Headquarters directed (November 2007) all it Regional Offices to as ess the 
requ irement of departmental labour, based on the average annual turnover of the 
preceding three year and treat the same as sanctioned strength o f concerned FSD. This 
was to make adj ustment of short/surplus labour by maki ng inter-depot, inter-di strict, 
inter-region and inter-zone transfers in the FSDs which were functioning with 
departmental labour. It wa also directed to ensure compliance of the norm of four 
ancillary labour 20 per 5,000 MT covered capacity in the FSDs. The Zonal and Regional 
Offices of FCI were empowered to make the adjustment o f the short/exce s labour by 
making inter-depot and inter-region transfers. 

However, Audit observed that thi s order was not complied with in a number of FSDs in 
various States and no adju tment of urplu departmental labour/DPS from the urplu 
FSDs to the defi cit FSDs s ituated in other regions was done. This led to unproducti ve 
wage payment of ~ 137.99 crore due to non- adj ustment of surplus labour du1ing 
2012- 13 to 2015- 16. 

Moreover, Audit also noticed that no action was taken to rationalise the surplus ancillary 
labour to optimize them to the norm of four ancill ary labour per 5,000 MT covered 
capacity inspite o f repeated instructions from FCI Headquarters and Zonal Offices to its 
Regional Office . The inaction of the M anagement to rationali e the surplus ancillary 
labour also resulted in unproductive expenditure of ~ 33.26 crore during 201 2- 13 to 
2015- 16. 

19 62 FSDs includes 18 FSDs in Haryana Region manned by Departmental labour; 6 FSDs in Delhi 
Region (4 manned by departmental labour and 2 manned by DPS labour); 1 J FSDs in Madhya 
Pradesh Region (6 ma1111ed by deparh11e11tal labour and 5 manned by DPS labour) a11d 27 FSDs in 
Andhra Pradesh Region (I manned by departmental labour a11d 26 ma1111ed by DPS labour. 

20 Ancillary labour has to perform miscellaneous work of unskilled 11ature in food storage depot 
including cleaning of godowns/ wagonltruck, collectio11 of scattered food grains etc. 
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In November 20 15, the Nagpur bench of Hon'ble High Court of Bombay directed FCI to 
transfer the surplus departmental labour to the other FSDs having shortage of labour to 
reduce the handling cost. After seven months of issue of directives by the Hon'ble Court, 
FCI directed (Ju ly 20 16) all its regional offices for rationalisation of labour strength 
through inter-depot, inter-District, inter-region, inter-zone transfers of labour. However, 
no concrete fo llow up action was taken so far on th is aspect (February 20 17). 

The Management stated (No11ember 2016) that labour strength of a depot does not reflect 
requirement of the labour in proportion to the peak work load. 

The reply is not acceptable as Audit worked out surplus labour with reference to 
directives issued by FCl in November 2007 about how to calculate sanctioned strength 
and to make adjustment of short/surplus labour. FCI took no fo llow up action for 
implementation of the directive of November 2007 and it only issued order for 
rationalisation, belatedly on the directions of the Hon'ble Court on which no concrete 
action was taken in the depots. 

3.2.2 Injudicious deployment of departmental labour 

An operational efficiency study conducted by Mis Price Waterhou e Coopers 
recommended deployment of contract labour for handling operations in FCI as it found 
that among al l the labour systems prevailing in FCI, contract labour ystem was the most 
economical. 

It was mandatory to deploy only regular handling workers (v iz. departmental labour, DPS 
labour and NWNP worker ) in certain depots cal led as the notified FSDs. Keeping in 
view the cost economics, it wa. prudent fo r the Management to deploy contract labour at 
least at the non-notified FSDs and railway . id ings owned by railways so as to reduce the 
hand ling cost. 

However, Audit observed that FCT continued to deploy departmental labour at hired 
FSD 21 (three FS Ds in Bihar Region, two FSDs in Assam Region and one Central 
Warehousing Corporation depot at Ba ti in Uttar Pradesh) and four rai lway sidings two 
each in West Bengal and Madhya Pradesh region. The excess expenditure due to this 
deployment from 20 12- 13 to 20 I 5- 16 (upto December 20 I 5) was ~ 50.98 crore. 

Since, there was an overall sho1tage of departmental labour in A. . am Region, it wa 
prudent for the management to transfer the departmental labour to the FSDs where there 
were shortage , vacate the de-notified FSDs operated by DPS labour, engage contract 
labour in the vacated FSDs and transfer the DPS labour to the notified hired FSDs for 
getting the benefits of work done at much lower rates. However, no such optimization of 
labour deployment was found in these FSD /railway idings. 

21 Name of Hired FSDs and Railway sidings with departmental labour: (Bilwr-Forbesganj, Munger 
and Raghopur); (Assam-SWC Bongaigaon and Sibsagar Private); (Uttar Pradesh- CWC 
Basti);(West Bengal- Railway Siding Habra and Suri); (Madhya Pradesh-Railhead Gwalior and 
Satna). 
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Thus, injud icious deployment of departmental labour resu lted in avo idab le expenditure of 
~ 50.98 crore. 

The Management while explaining (November 2016) in detail recent steps taken in the 
depots/Railway sidings to curtail the handling cost by making rationalization and 
restoration of contract system stated that they apprehended law and order problems in 
thrusting a unilateral decision on workers who were working under the recognized 
labour system. 

The Management has expressed its inability to implement a practice which is in interest 
on the FCI as well as the Gol, on the ground of probable law and order problems. This 
aspect needs to be addressed proactivel yllegal ly by involvement of the Ministry, FCI and 
Labour, otherwise it will resu lt in recurring avoidable expenditure over the years. 

3.2.3 Non- pooling of the surplus departmental labour 

Mis Deloitte, engaged (20 14) by FCI for conducting comprehensive study on Jabour 
induction and other related issues, recommended (September 20 14) pooling of 
departmental labour in fewer notified FSDs and to operate the vacated non-notified FSD 
with contract labour. Mis Deloitte estimated that this exercise would result in a saving of 
~ 606 crore. The recommendation was accepted (April 2015) by the Board of Directors 
(BOD) of FCI. 

However, during test check Audit observed that the accepted recommendation of Mis 
Deloitte was not followed in Assam, West Bengal and Bihar regions. It led to excess 
expenditure of ~15.42 crore over a period of five months du ring August 20 15 to 
December 20 15. 

Thus, non-implementation of accepted recommendation regarding pooling of surplus 
labour led to excess expenditure of ~ 15.42 crore in Assam, West Bengal and Bihar 
Region of FCI during August 2015 to December 20 15. 

The Management stated (November 2016) that pooling/rationalization of labour strength 
consequent upon exemption granted by the Ministry of Labour & Employment under 
Section 31 of the Contract Labour (Regulation and Abolition) Act in respect of 226 
notified depots will prove that prior to issuance of the said notification it was not feasible 
to deploy contract labour in the depots vacated after pooling of the departmental labour 
system. 

The reply is not acceptable as non-pooling observed in audit was not related to de
notification of notified depots but to already de-notified depots which could be vacated 
by transferring the departmental labour engaged in these depots to notified/other 
departmental labour manned depots. 

3.2.4 Proxy labour 

Though FCI officially does not acknowledge the existence of proxy labour at its depots, 
the Parliamentary Standing Committee on Food, Consumers Affairs and Public 
Distribution had indicated in its report (25 August 2004) about existence of proxy labour 
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in FCI. In reply to the query rai sed by the Standing Committee, the then Managing 
Director of FCT also accepted that it was not possible for a handling labour to handle 600-
700 bags of food grains in a day (as is o ften the case in FCI records). The High Level 
Committee on FCI recommended (January 2015) for fixing a max imum limit on the 
incenti ve per person that would not allow him to work for more than , say, 1.25 times the 
work agreed with him. 

It was noticed in audit that there was an overall increase in the productivity of the gangs 
even though the overall volume of work increased and the numbers of departmental 
labours decreased over the time. This was indicative of existence of proxy labour in the 
depots. Some related important observations are as follows: 

• It was observed from the test check of the output slips of FSDs under West Bengal, 
Assam, Madhya Pradesh, Haryana, Delhi and Andhra Pradesh regions for the 
selected months that there were in tances where the records depicted that handling 
labour carried much more than 600 bags per day of food grains in a day and high 
expenditure was incurred by the respective area office towards incenti ve and over 
time. For instance, on 30 October 2014, Gang No. 15 consisting of s ix handling 
labour worki ng in New Guwahati depot hand led 998 bags of food grains per labour 
(less than two minutes pe r bag) and earned a tota l da ily incentive of< 1,23, 186 (on 
an average< 20,531 per labour). 

• It was also noticed that some of handling labours at Mayapuri, Ghevra and Narela 
depots of North region were suffering from chronic diseases like paralysis, chronic 
heart and kidney disease yet they earned incentive and overtime to the extent of 
< 90,836 to < 3,05,3 1 I during the period from January, 20 16 to March, 20 16. 
Instances of hand ling a, many as 1,350 bags (Area Office Nagaon), 1550 bags 
(FSD Srirampur) and l ,776 bags (FSD Gwalior) per day per labour were found in 
audit. 

• In case of FSD Dimapur, Audit noticed abnormally high incentive being paid to 
labourers. Under Area Office, Dimapur in Nagaland and Manipur Region there are 
five FSDs. The handling work at FSD Dimapur, FCI is done through departmental 
labour and in all other four FSDs, handling work is done through contract labour. 
After comparing the hand ling cost of departmental labour and contract labour 
Audit observed that handling co t of work done through departmental labour was 
abnormall y higher than the similar work done by contract labour. Audit 
examination revealed that in October 2015, 61 labour earned more than< two lakh 
as monthly incentive and the earnings of monthly incentive in respect of two 
labourer were more than < three lakh. lt was also seen that Gang No. 5 which 
consisted of seven labourers handled 8,093 bags (average handling per labour was 
1, 156 bags) on 06 October 20 15. 

Audit analysis revealed that the labour strength at FSD Dimapur came down from 116 to 
97 (from 2013-14 to 20 15- 16) but the excess bags handled went up from 62.90 lakh to 
66.06 lakh (with an abnormal high of 88.1 6 lakh in 2014- 15). The detai ls are given in 
following Table 3. 1: 
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Table 3.1: Labour Strength and bags handled in FSD Dimapur 

Actual Requirement Shord'all No. of No. of bap to be Actual no. of Excess hap lncendve 
no. of of labour .. working handled .. per baphandled baadled earned for 
depart- per -- of days norm of 105 bap bandllng _ ... 

FCJHqn. per day per Hc:ellll hep 
labour labour over norms 

(tlnlakb) 
121 (3) (41=131-(21 (5) (61=12lx(S)xl OS (7) (8):(7).(6) (9) 

11 6 322 206 296 36,05,280 98,94,884 62,89,605 1,234.55 
112 322 2 10 290 34,10,400 1,22,26,805 88, 16,405 1,830.63 
97 322 225 240 24,44,400 90.50.643 66.06.243 1.337.71 

The above anomalie are strong indicator of possibility of engagement of proxy labour, a 
fact on which even the Parliamentary Standing Committee had expressed serious 
concern . 

The Management stated (No l'ember 2016) that wirious preventive measures were taken 
to prevent proxy labour. 

The fact remains that the rate of bags handled per labours remains abnormally high 
leading to the exorbitant incentive being paid to some labourers and FC l is yet to tackle 
the presence of proxy labour in its depots. 

3.2.5 Irregular payment of wages during depot closure 

Cost or handling operations by departmental labour was much higher than that of contract 
labour. Considering this, RO, FCI. Kolkata noaced a tender (August 20 13) for handling 
and transportation work at railway siding Srirampur. Consequently, the FCJ Workers' 
Union served notice or strike to FCI Management and there was no rake movement 
duri ng the period August 20 13 to Apri l 2015 at railway siding Srirampur. There was 
almost zero transaction in the depot during the period January 20 14 to April 20 15 and the 
capacity utilization of the depot was al. o nil. During the prolonged period of 16 months 
the depart mental labour at FSD, Srirampur were kept idle (except on only 20 occasions 
during January 201 4 to April 2015 when labour of Sri rampur depot were deputed to FSD 
Chinsura for un loading of rakes). No action was taken by the Management to ga infu lly 
uti lize the departmental labour posted at FSD, Sri rampur by transferring them within 
Area Office/Region/Zone. Non-util isation of the departmental labour or Sri rampur depot 
during the period January 20 14 to April 20 15 resulted in payment of idle wages 
amounting to~ 5.90 crore. 

The Management stated (November 2016) that during January 2014 to April 2015 no 
operations ll'ere carried out due to FCI ll'orkers union filing industrial dispute case 
before Regional Labour Commissioner, Kolkata. Reply is untenable as the Management 
fa iled to gainf ully utiliz.e the service of The labour by transferring to other depots during 
the strike period but still paid wages for all such days. 
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3.2.6 Booking of departmental labour without adequate work 

Departmenta l labour in FC I are eligible to get Minimum Guaranteed Wages (MGWs) for 
2 1 days in addition to four or fi ve week ly o ffs in a month and attendance allowance for 
the rest of the days in that month in case they re port on duty but are not booked wi thin 
two hours of reporting due to non-avail abi li ty of work in depot. Hence, the gangs were to 
be booked judic ious ly, onl y when there was adequate work e.g. rake load ing, unload ing 
etc., o therwise a higher basic pay, Dearness Allowance (DA) and CPF pay ment had to be 
paid for every extra day of booking over and above the 25-26 days o f booking. 

From test check of output s lips selected on random basis in area offi ces of West Bengal, 
Assam and Bihar, Audit observed that there were num ber of instances when there was 
either no work or very little work, but gangs22 of departmental labour (including ancil lary 
labour) were booked for work . Though the depot managers should have done proper 
anal ysis regarding requirement of booking labour based on receipt and issue operations 
but it was not done and they booked the gangs on days without any work/adequate work. 

The avoidable payment of idle wages from such overbooking of departmen tal labour 
without any work/adequate work, during 201 2- 13 to 2015- 16, worked out to ~ 3.40 crore. 

The Management whi le accepting (November 201 6) the facts stated that placement of 
rakes was not in FCI' s control and Rail way was placing rakes a per its convenience. The 
rep ly of the Manageme nt is indication of the fact that by better co-ordination with 
Rail ways and effic ient manpower planning, idle wages could be reduced. 

3.2.7 Non optimization of short/broken gangs by merger into full strength gangs 

The hand ling labour is required to load, unload food grains bags on or from rail way 
wagons, trucks and other vehicle with stacking/unstacking of the same in the depots. 
Sardar and Manda! do not perform handling work but they get incentive based on the 
overall work done by the handling labourers in a gang. T hus, if the number of hand ling 
labour reduces in the gang. the percentage of incenti ve payout to non-performi ng member 
would ri se as illustrated below in the Table 3.2: 

Table 3.2: Gangs with Sardar and Mandal 
Gang Composition• Non- Performing Performing Minimum Share or Excess 

Performing Labour Labour In share or lncendveor lncendve due 
Labour standard incendveol DOD-performina to DOit-

composidon non- labour Ina standard 
of gang performing standard Piii composition 

labour to total (Jin«"') Le. 1 ~rc111t) 

labour (S)+l(M)+l2 
(pnc111t) (H/L) 

I (S)+ l (M)+ l2( 1-UL) 2 12 12 14.29 14.29 0.00 

I (S)+ l (M)+l l (H/L) 2 11 12 15.38 14.29 I.IO 

I I (S)+ l (M)+S(H/ L) 2 5 12 28.57 14.29 14.29 
*S= Sardar, M=Mandal and HIL=Handling Labour 

22 A Standard Gang consists of I Sardar, I Manda/ and 12 Handling labour 
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Strength of most of the labour gangs in the FSDs reduced considerabl y over the years due 
to vo luntary retirement/superannuation/death of workers and no fre h recruitment was 
made. This re ulted in short/broken gangs and had adver e impact on effic iency and 
producti vity of labour. Hence, a need was felt by both the Management and the workmen 
fo r merger of gangs. Accordingly, both sides signed a Memorandum of Settlement 
(November 2007) regarding merger o f short/broken gangs for making these gangs as full 
strength gangs. 

Audit observed that short/broken gangs were not merged in 23 FSDs in four regions23
, 

after retirements/death of the gang labour. Operations of gangs with reduced strength led 
to payment of higher incenti ves and overtime wages as payment o f incenti ve and OTA 
has direct dependency on the average number of bag handled by handling labour per day 
as illustrated in the Table 3.2 with reduction in number of each handling labour in a gang, 
the hare of incentive to non-performing labour i.e. Sardar and Manda! increases as 
compared to their share in a standard gang. It results in incurring of excess incentive to 
ardar and/or mandaJ. Thus, non-merger of the short/broken gangs by the area o ffi ces 

under the jurisdiction of We t Bengal, Assam, Bihar and Haryana regions resulted in 
avoidable payment of ~ 3.25 crore during the period selected for aud it. 

The Management stated (November 2016) that initially the gangs were not 
merged/reconstituted due to pendency of Court cases. The matter was finally decided in 
August 2013 and immediately after that action was taken. 

The reply is not acceptable as there were numerous cases of non-merger even after 
August 20 13 leading to avoidable payments. 

3.2.8 Non-implementation of biometrics and Closed Circuit Television (CCTV) 
etc. 

Audit observed that there were multiple instances where FCI could not implement 
effi ciency improving technology such as Biometrics, CCTV, Portable bag handling 
y tern in its depots becau e of labour resistance as discus ed below: 

(i) Non-implementation of Bio-Metric Attendance System 

The Parliamentary Standing Committee on Food, Consumer Affairs and Public 
Distribution in its report (2005-06) noted that the suggestions24 of the Committee (2004-
05 Report) to prevent proxy labour in the FCI, were not taken eriou ly. The Committee 

I 

23 4 regions includes: (West Bengal: FSD Srirampur, Chinsurah, OJM ai1d Kalya11i); (Assam: FSD 
Ramnagar); (Haryana: BG Kuruksltetra); (Bi/tar: FSD Pltulwarisltarif, Mokama, Bral11npura, 
Narayanpur Anant, Chanpatia, Forbesganj, Katihar, Belouri, Bhagalpur, Munger, Katarihil/s, 
Darbhanga, Jainagar, Saharsa, Ragltopur, Madhepura, Chapra). 

24 i) Requiring each and every worker to put one's signature and thumb impression as a token of 
attendance; ii) introduction of mechanical gale entry devices, punching card system with thumb 
impression; iii) payment of wages to all workers through cheque as per the provision of Income Tax 
Act; and iv) signing of daily work output slips by each labour at tlte end of the day and 
countersigned by Manda// Sardar/Slted Incharge, would go a long way in curbing incidence of 
proxy labour. 
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was of the view that by not taking any meaningful action to curb proxy labour, FCI was 
trying to institutionalize the syste m. The Committee, therefore, recommended that the 
system o f proxy labour must be abo lished by regulating the attendance system in order to 
prevent further drainage from the exchequer. 

FCI attempted to regulate the attendance system through biometric attendance system at 
the depots. Jn order to regulate the attendance sys tem, the East and North East zones of 
FCI purchased (during March 2006 to July 2009) 150 Bio-metric finger printing 
attendance devices at a to tal cost of ~ 49.20 lakh and installed the same in the FSDs 
s ituated under thei r control. However, even after te n years the Management could not 
make the system operational because of the resistance by the labourers. Similarly, test 
check revealed that the Bio-Metric attendance systems cou ld not be implemented even in 
the FSDs under Area Offices at Mayapuri and Shaktinagar under Delhi region. Aud it also 
noticed non implementation of the bio metric system in e ight FSDs in Madhya Pradesh 
and Andhra Pradesh regions due to reasons such as non-function ing of Bio-metric 
devices, non-delivery of devices, non- linkage with 2G connectivity etc. 

The Management stated (November 2016) that installation of Biometric Attendance 
System was completed in FCI Hqrs and in second phase Biometric Attendance System 
would be implemented in all Zonal Offices, Regional Offices, District Offices and Depots. 

The reply of Management affirms that it could not fully implement Bio Metric 
Atte ndance System in the depots even after ten years of suggestions made by the 
Parliamentary Standing Committee. 

(ii) Non-implementation of CCTV 

In order to augment security surveillance systems in all the FCI owned FSDs, as per 
direct ives of the Ministry, FCI decided (August 20 15) to implement surveillance through 
CCTV cam eras. It was observed that even CCTV cameras installed on pilot basis in three 
FSD viz, Miryalguda [District Office (DO) Nalgonda] , Hanuman Junction (DO 
Vijayawada) and Cherlapally (DO Tarnaka) under Andhra Pradesh region at a cost of 
~ 1. 19 crore were not in working condition since Augu t 20 15. Moreover FCI has not 
done any impact analysis of the effect of CCTV implementation in the depots. 

The Management stated (November 2016) that CCTV cameras were installed in 65 
depots (58 in 2013-14 and 7 in 2014-15) and actions were taken to install CCTV cameras 
in 482 depots (tenders for 457 depots were issued in 2016-17) and approval of competent 
authority was given for 25 depots. 

The reply indicates that CCTV cameras were installed in a small number of depots and 
FCI is now in the process of installing same in other depots. Reply regarding impact 
analysis in depots, where CCTV Cameras were installed was still awaited (February 
20 t 7). 

(iii) Portable Bag Handling System 

Portable Bag Handling System is a Mechanised Conveyer System used for un loading and 
stacking of bags from wagon/ truck with added benefit of time and cost saving. Portable 
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bag handling system (Mechanised system) purchased at Ramnagar (March 2014), Ranchi 
(A ugust 2014), Phulwarisarif (May 2014) and Charrah (May 2014) FSDs under Assam, 
Jharkhand, Bihar and West Bengal regions respectively at a cost of~ 78.85 lakh were not 
put to use at the FSDs on the grounds of labour resentment against the mechanised 
system. Audit further observed that two Portable handling systems procured 
(June/September 2014) by the Andhra Pradesh region at a total cost of~ 15.76 lakh for 
two FSDs were not put to use due to procure ment of the same without ascertaining 
suitability and technical aspect of the systems for handling operations. This resulted in 
infructuous expenditure of~ 94.6 I Jakh and no benefit of modernization accrued in these 
depots. 

The Management stated (November 2016) that portable bag handling system was not in 
operation due to various constraints like too bulky structure to move smoothly inside the 
godowns due to insufficient space. 

The reply of the Management ind icates that no feasibility study was undertaken before 
making investment on portable bag hand ling system which led to infructuous expenditure 
on their instal lation. 

3.3 ~tar benefits extended to labour in violation of existing laws/rules 

3.3.1 Irregular/excess contribution in Contributory Provident Fund 

The Hon'ble Supreme Court laid down the following basic principles of defining "basic 
wages" under sec. 2 (b) of the Employee Provident Fund (EPF) Act in the two 
. d "5 JU gements~ : 

(a) Where the wage is universally, necessarily and ordinarily paid to all across the board 
such emoluments are basic wages. 

(b) Where the payment is available to be specially paid to those who avail of the 
opportunity is not basic wages. By way of example it was held that overtime allowance, 
though it is generally in force in all concerns is not earned by all employees of a concern. 
It is also earned in accordance with the terms of the contract of employment but because 
it may not be earned by all employees of a concern, it is excluded from basic wages. 

( c) Conversely, any puvment by way of a special incentive or work is not basic wages. 

(d) Incentive wages paid in respect of extra work done is to be excluded from the basic 
wage as they have a direct nexus and linkage with the amount of extra output. It is to be 
noted that any amount of contribution cannot be based on different contingencies and 
uncertainties. The test is one of universality. 

The FCI (Contributory Provident Fund) Regulations, 1967 for departmental worker 
engaged in the service of FCI also did not include incentive/OT A under 'Pay' . However, 
in a complete disregard to Hon 'ble Supreme Court Judgements and 'FCI (Contributory 

25 'Bridge & Roof's Co. Ltd. Vs. Union of lrzdia case' (1110911962) and Tl Cycles of India, Ambattur Vs. 
M.K. Guruma11i and Others' (2001 (7) SCC 204). 
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Provident Fund) Regulations, 1967', a Memorandum of Settlement (MoS) dated 24 May 
1984 wa igned between the Management and FCI Workers Union. A per the terms of 
ettle ment, Management decided to treat incentive earned by the departmental workers a 

'earning' fo r the purpose of C PF contribution. A provisions of any regulation, circu lar or 
a ettlement (i ued or settled by an Organization or Institution) cannot override Judicial 
Pronouncement of the Apex Court, the MoS signed by FCI Management wa in violation 
of the provisions of law and judicial pronounceme nt. 

Aud it ob erved during test check that in We t Bengal, As am, Delhi , Haryana, Madhya 
Prade h, Andhra Prade h and Jharkhand26 regions incentive earning of the departmental 
labour were included in "wage /earning" for the purpo e of CPF calculation and FCI 
made an excess contri bution of ~ 2 18.76 crore as employer' contribution during April 
20 12 to March 2016 in violation of the Hon' ble Supreme Court ' Judgme nt . 

The Management stated (No1•ember 2016) that extension of better benefits than the 
statutory provisions was legally valid. 

The reply is not acceptable a better benefit were given only to a selected group o lely 
on the basis of MoS in violation of the Hon 'ble Supreme Court ' judgment on thi i sue. 
Moreover, FCI could not provide any ev ide nce regarding its action being legall y valid 
given the fact that MoS cannot supersede judgment of the Hon'ble Supreme Court. 

3.3.2 Unjustified inclusion of incentives while calculating gratuity 

A per the Payment of Gratu ity Act 1972, gratuity is payable to an employee on 
termination of employment and rendering continuous ervice fo r not less than five years. 
Wage constitutes all e mo luments earned by employee including Dearness Allowance but 
doe not include any bonus, commiss ion, house rent allowance (HRA), overtime wages 
and any other allowance. Moreover, as per the Payment o f Gratuity Act applicable to 
e mployees of FCI, onl y ba ic pay and dearness allowance thereon wa treated a wage 
for computation of gratuity. 

However, Audit observed that incentive wa included as an e lement of wage in case of 
Departmental labour for calcul ation of gratuity and this inclus io n of incenti ve in the 
calcu lation of gratuity payable to departmental Jabo ur re ulted in ex tra expendi ture of 
~ I 0.99 crore in Delhi , Haryana, Madhya Prade h and Andhra Pradesh during 2012-13 to 
20 15- 16. 

The Management stated (November 2016) that benefit extended through bilateral 
settlement over and above statutory requirement was legally valid and was not matter of 
adjudication. 

The reply is not acceptable a better benefit were given only to a selected group in 
violati on of Gratuity Act, 1972. Moreover, FCI cou ld not provide any evidence to its 
claim of its action being legally valid given the fact that an MoS cannot uper ede 
provi ions of an act of Parl iament. 

26 Period from May 2014 to ovember 2015 011/y in case of Jlwrkhand region. 
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3.3.3 Unjustified inclusion of HRA element for the computation of incentive and 
OTA 

As per the incentive scheme framed (May 1999) for the departmental labour working in 
FCI godowns/depot , variou incentive such a handling, height and lead were payable. 
These incenti ves were payable at full wages for the actual number of bag handled, 
stacked or carried , as the case may be, in respective labs of output above norm/datum. 
The Hon' ble Supreme Court of India in its judgment dated 20 July 1990 in Writ Petition 
222 of 1984 held that there hould be parity in wage and fringe benefits of department 
labour across the country on the basis of arbitration award by Justi ce K. K. Mitra. Audit 
ob erved that FCI unjustifi ably included HRA component in the wage for the purpose o f 
calculation of incentive and OTA. Thi wa completely unwarranted a the HRA e lement 
was not to be con idered for the purpose of computation of the Pe1formance linked 
incentive, Leave encashment and Gratuity payable to the departmental labour on 
superannuation . 

Audit noticed in selected FSD under West Bengal, Assam, Delhi, Haryana, Madhya 
Pradesh and Bihar regions and ANZ Yizag that FCI made unju tifi ed payment of 
~ 11 8.84 crore during 20 12- 13 to 2015-16 by including HRA for computation of 
incentive and OTA. 

The Management stated (November 2016) that the Departmental as well as DPS workers 
were being paid OTA as per the MO U reached with labour Union in furtherance to the 
provisions of Shop and Establishment Act irrespective of the fact whether the 
establishment of FCJ was given exemption by the respective State Government from the 
OTA provisions of the said Act. 

The Management reply is not tenable a it could not furnish any records on legal validity 
of the action other than the ettlement with labour union. Thus, allowing different rate of 
HRA ( I 0, 20 and 30 per cent) in different location for computing incentive resulted in 
different payment of incentive for same work, which al o defeat the concept of equal 
pay for equal work and is contrary to the ibid judge ment of the Hon 'ble Supreme Court. 

3.3.4 Non-consideration of Mandal as handling labour 

As per Circu lar i ued (May 2002) by FCI on the dutie of Sardar 27 and Mandal 28
, 

when there is no weighment work in the depot, the M anda] has to work a part of gang 
and perform duties o.· handling labour. With introduction of weighment of bags through 
electronic weighbridges in the FSD there was no need of the Manda! during weighment 
and as per description of dutie prescribed by FCI, the Manda] had to work a a handling 
labour. Further, M/ Deloitte also recommended for review of the role of Manda! in 
view of introduction of weighbridge in the FSD and the same was approved by the 
Board of Director of FCI in the meeting held on 8 April 2015. 

27 Sardar is a leader who exercises adequate control over gang and coordinates and supervises the 
various steps of operations. 

28 Manda/ has duty to weigh the food grains bags and in absence of weighment he has to work as a 
part of the gang. 
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However, it was observed that Mandal s working in the FSD equ ipped w ith electronic 
weighbridges were not considered as hand ling labourers in line w ith the duties defined in 
the letter issued in M ay 2002. It was noti ced in Area office , Patna and FSDs under 
A sam, West Benga l, Haryana, Delhi , Madh ya Pradesh reg ion and Dimapur that FCI 
paid < 58.82 crore during 20 12- 13 to 20 I 5- 16 to such Mand al , who should have been 
con idered as handl ing labour fo r the purpo e o f calcu lati on of incenti ve earnings per 
labour. Thus, non-cons iderati on of the Manda! as handling labour in line with duties of 
Manda!, defined by the Management resulted in unjustified payment of incentive to 
Manda! . 

The Management stated (No 11ember 2016) that duty of Manda/ is supervisory in nature 
and in absence of manual weighment, the Manda/ works as a part of the gang and 
performs duties of handling labour which does not mean that he has to give output as 
required by the handling workers of the gang. 

The Management reply i not acceptable a the FCI circular (13 May 2002) on the duties 
of Sardar and Mandals, c learly stated that when there wa no weighment work in the 
depot, the Manda! had to work as pan o f gang and perform duties of handling labour. 
Thus, by not ins isting on the specified work output by the Manda! in depots where there 
was no manual weighme nt resulted in undue ex tra payment of < 58.82 crore. 

3.3.S Unjustified payment of 'A' area rates to DPS labours working in 'B' and 'C' 
areas 

In exerc i e of the power conferred by the Gol , Mini try of Labour & Employment 
(MoL&E) periodically revi ses the rates of variable dearness allowance en the ba i of 
increase in the average Consumer Price fndex (CPI). Accordingly the mi nimum 
guaranteed wages are also revised every six months. The rates revised are based on the 
areas viz., area ' A ', ' B ', 'C' 29

, notified by the Gol. 

As per Memorandum of Settlement (Augu t 2012) between the Management and 
workmen repre ented by FCI Workers U nion over revi ion of wages to DPS workers, it 
was agreed that Min imum Dail y Wages o f 'A' area as notified by Gol shall be paid to the 
labours as base througho ut the country irrespecti ve of the category of station of posting. 

Audit ob erved that con equent upon ex tend ing the 'A' area rate aero s the country, the 
increa e in dai ly wages to DPS labours in Madhya Pradesh and Andhra Pradesh region 
ranged between< 44 to< 56 for FSD at ' B' area and< 85 to< 110 for FSD at 'C' area. 
An amount of <59.22 crore was paid to the workers on account of this increase from 
April 20 12 to March 2016. Since the rates as decided by the Gol are based on the average 
CPI and revi sed every six months, ex tending 'A' area rate uni form ly across the country 
wa not justified. The decision of extending 'A' area rates uniforml y across the country 

19 Area 'A' and Area 'B ' comprise all the places as specified in the annexure, to Notification of 
Government of India in the Ministry of Labour and Employment No. S.O. 131 (E) dated 13'1' January 
2009, as such areas and includes all places within a distance of fift een kilometres from the periphery 
of a Municipal Corporation or Municipality or Cantonment Board or Notified Area Committee of a 
particular place. Area 'C' shall comprise of all the other place not mentioned in Areas 'A' and 'B' of 
the annexure and to which the Minimum wages Act 1948 (11 of1948) extends. 
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al o defeated the very purpo e of Gol decision to noti fy the area a. 'A ', 'B ', 'C' and the 
payment of~ 59.22 crore wa completely unjustified. 

The Management stated (November 2016) that FCI Workers Union vehemently opposed 
applicability of different minimum daily wages in respect of DPS Labour employed in 'A', 
'B ' and 'C' Areas and resorted to agitation in the form of go slow/ refusal to work/direct 
action w.e.f 22 March 2011, demanding application of rates of minimum daily wages 
notified by Col in respect of 'A' areas uniformly across the country. It also stated that the 
Labour Unions by dint of their very strong bargaining power, took dual benefit of higher 
central government minimum wages as compared to FCI minimum wages when the FCl 
came under the purview of Minimum Wages Act and uniform applicability of 'A' areas 
rate throughout the country. 

Evidently, FCI due to strong bargaining power of labour union fajJed to enforce the 
requisite revi ed rates of variable DA notified by the Go l. 

3.3.6 Unjustified payment of Productivity Linked Incentive (PLI) to labours 

Consequent upon the approval of Gol for implementation of the new PLI Scheme in FCI 
from 2010- 11 onwards, it wa decided by FCI (August 20 15) to release the PLI for the 
year 20 I 0-11 to 20 13- 14 at the revised rate of 15 per cent of the Ba ic Pay plus Industrial 
Dearne Allowance (IDA) or Central Dearne Allowance (CDA), a the ca e may be. It 
wa to be given to all the e ligible employees below Board level and Departmental/Direct 
Payment System labourers. 

Audit noticed that there wa an already prevailing scheme of incenti ve for departmental 
labours in FCI whereby the departmental labours were paid incenti ve for the quantum of 
work done over and above the fixed norms30

. Therefore, the departmental labour hould 
not have been paid PLI as thi s would entail payment of incentive for the same activities 
on which incentive had already been availed by them during the year. 

Audit noti ced that in West Bengal, Assam, Madhya Prade hand Andhra Prade h regions, 
inadrrus ible PLI amountjng to ~ 27.77 crore was paid in addition to payment of 
incentive to departmental and DPS labour during 2012- 13 to 2015- 16. 

The Management stated (November 2016) that incentive wages is different from PL/. 

The Management's reply does not address the fact of giving two different benefit to the 
departmental workers for the arne work. 

3.3.7 Irregular retrospective payment towards arrears relating to OT A and HRA 

The wage structure of the departmental workers in FCI was revi ed after obtajning 
approval from BOD in its meeting held on 05 May 20 14. The said wage revision was 
made applicable w.e.f. 01 January 201 2. Though the BOD did not give any approval for 

30 The incentive is payable if the work exceeds the general norms of output which was 105 bags for 
handling, I 0 bags height for stacking and 66 feet ill case of lead distance. 
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payment of arrears of OTA and incentive in Lhe instruction issued on 16 May 20 14, 
however, on the ground that in the pa l uch arrear payment was made, some of the 
region made payments toward. arrears o f incentive and OTA without specific approval 
of FCL Later the BOD gave post facto approval for making payment of arrear of 
incentives and OTA w.e.f 0 I January 20 12. Audit noticed in two Area Office under 
Delhi Regional Office that~ 2. 17 crore was paid to the departmental labour on account of 
arrears of OTA. Moreover, no ju ti fication for payment of arrears to departmental 
labourers, except on basis of past practices, was found on records. 

Similarly, as per the circular on wage revision, the departmental workers, not provided 
with accommodation, were to be paid HRA at the rate of J 0 to 30 per cent at par with 
FCI/Central Government Employees. Audit observed that at JJP depot under West 
Bengal region, HRA arrears of~ 5.7 1 crore for the period of 01 January 201 2 to 3 1 May 
2014 wa paid to 582 labourer in Augu t 20 14. The payment was not in order a HRA 
wa to be paid prospectively to Central Government employees and Central Public Sector 
Enterprises employees as per implementation of Central Pay Commission 
recommendations and Department of Public Enterprises guideline re pectively. Thus, 
unwarranted benefit of~ 7.88 crore by way of OTA and HRA arrear was given to the 
departmental labour. 

The Management stated (November 2016) that there was no agreement with any Labour 
Union on the basis of which the payment of arrears of OTA and incentive wages for the 
intervening period was excluded in the past. In view of the conventions and precedence, 
BOD with its judicious mind approved the payment of arrears to the departmental 
workers upon their wage revision w.e.f OJ January 2012. 

The reply of management is not acceptable as continuation of allowing benefits onl y on 
the ground that the same were given in the past cannot be accepted a a valid ground for 
extending undue financial benefit to a e lect group of employees. 

3.3.8 Excess incentive payment due to non-implementation of 135 bag handling 
norms for incentive payment 

Consequent upon finalization of bipartite settlement on wage rev1s1on between FCI 
Management and FCI Worker's Union, revision was made (May 1999) to the piece rate 
incentive cheme in respect of departmental labour and a new scheme was introduced 
with effect from 01 April 1998. This incentive scheme, inter-ali a, included norms for 
unification of output of 70 and 105 bag in respect of handling bags above 66 kg and 
bag below 66 kg respectively. 

Subsequent to an International Labour Organization (ILO) recommendation to reduce the 
ize of food grains bags to 50 kg each, FCI implemented the 50 kg bag norm. Therefore, 

a need was felt to have separate handling norms for handling 50 kg bag by the 
departmental labour. For thi purpo e, a tudy was entrusted to Delhi Productivity 
Council (DPC) to suggest incentive wages scheme for the departmental labour, which 
suggested (2002) a norm of 155 bags per labour per shift which was not accepted by 
labour unions. To explore the poss ibility of implementation of findings of the DPC, 
Saxena Committee was constituted. Based on the findings of the Saxena Committee, the 
Incentive Wages Scheme was framed by FCl adopting the norm of 135 bag per worker 
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per day, which was c irculated (December 2005) to the fie ld units and was to be made 
effective from 01December2005. However, it also could not be implemented as labour 
unions raised industrial dispute. 

Audit noticed that though the weight of a bag got reduced from 66 kg to 50 kg but the 
number of bags beyond which incenti ve was to be paid remained unchanged at 105 bags 
per worker per day. Thus, even though the overall workload was reduced because of 
hand ling of Jes er weighing bags the incentive was continued to be paid at the pre-revised 
norm. To ascertain the impact of thi s on the incentive amount, an exercise was made by 
Audit to calculate the incentive amount on 135 bags norm ba i . Based on three months' 
daily hand ling work done in three FSDs under Assam region and one depot under West 
Bengal region, it was observed that the labourers earned 8.40 per cent higher incentive 
due to continuation of the earlier norms. Considering the variance in earnings found from 
analysis, the extra incentive payment was worked out to~ 53.85 crore in Assam and West 
Bengal region during 2012- 13 to 20 15- 16. 

The Management stated (November 2016) that incentive scheme circulated on 
15 December 2005 had to be kept in abeyance due to operation of Section 33 of 
Industrial Dispute Act. Hon'ble Tribunal had passed the award in ID case no. 1951201 1 
in favour of FCI and the same has been implemented. Recovery of excess incentive wages 
paid during the intervening period is in progress as per the age profile of the workers 
concerned. 

However. the status of recovery of excess incentive payment on the basis of 135 bags 
norm was till awaited (February 2017) and thus remains un verifiable. 

3.4 Irregularities leading to undue/ex~ ~yments to labour 

The following suspected excess payments of incentives, wages and OTA to departmental 
labour were noticed in the selected FSDs under West Bengal, Assam, Delhi , Haryana, 
Madhya Prade h, Andhra Pradesh, Bihar and Nagaland and Manipur regions: 

3.4.1 Improbable stack formation depicted in records leading to higher incentives. 

The formation of a standard stack of food grains is done in such a manner that at the 
bottom there are seven rows of bags. Each row is created by placing 12 units of two bags 
of grains perpendicular to each other. The maximum height of the stack allowed is 24 
layers. 

Scrutiny of 254 booking cum output slips issued at FSD Dimapur for October 2015 for 
11 gangs revealed that these slips indicated that on 20 October 2015 the Gangs No. 9 and 
I 0 were building the same stack (D/5, Shed 11) on the same day. 

However these obvious anomalies were not detected by shed/depot in-charge at FSD 
Dimapur and inadmjssible incentive was paid accordingly for building the above 
improbable stack formation. 
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The Management stated (November 2016) that stack formation in FSD Dimapur was 
raised beyond 24 layers due to space constraint. Further in actual operation not all the 
available stacks are for receipt only but also under issue operation. 

The Management reply is not related to the objection as it has not furnished reply to the 
observation regarding bui lding the same stack (0 /5) on the same day by two different 
gangs. 

3.4.2 Incorrect certification of Refilling/Standardisation work 

As per clause 13, Part-TI of Model Tender Form for the handling contracts, refi lling work 
includes fi ll ing gunnies with loose grains to a prescribed we ight, stitching and stacking 
in ide the godown. Similarly, as per the incentive scheme framed (May 1999) by FCI for 
the departmental labour working in its godowns/FSD, standardisation work includes 
carrying the standard ised bags to weighi ng scales and stacki ng upto a pre cribed height 
or loading into wagons/trucks. Since rebagging/refilling work was categorised under 
standardisation for the purpose of handling norms for incentive, hence refilling/rebagging 
work includes filling gunnies with loose grains including weighment, stitching and 
stacking inside the godown. 

Audit observed from output slips for the months of January 20 13, February 2014 and 
April 20 14 to March 20 15 in respect o f New Guwahati depot that it treated 
refilling/rebagging, and weighment/stacking of the refi lled bags as two separate activities 
instead of treating the entire activity as one in line with the incentive scheme. It also paid 
incentive, taking these as two separate activities. 

Similarly, it was also observed from the output slips of FSD, Hojai and Assam State 
Warehousing Corporation, Haibergaon under Area Office Naogaon for the 
period of three years ending 20 14- 15 that depot incharge incorrectl y certified 
standardisation/refil ling/rebagging, weighment and stacking of the standardisedlrefilled 
bags of paddy as three separate activities instead of treating the entire activity as one 
acti vity in line with the incenti ve scheme. 

Even though no separate incentive (except height incentive) was payable for the stacking 
of the refil led bags, but , Area Office Guwahati and Area Office Nagaon incorrectly 
allowed such handling incentive of ~ 4.25 crore for the above mentioned period. 

3.4.3 Excess certification of refilling work 

Total number of bags recorded in the booking cum output slips should tally with the 
number of bags as reflected in monthly stock account and other records maintained by the 
depot/Area Office. Audit cross veri fied the booking cum output sl ips with the monthly 
stock account maintained by Area Office/FSDs under Assam region for the period during 
20 12-1 3 to 20 14-15 and observed that the number of bags depicted against the refilling 
work, as certified by the depot/shed in-charges in the booking cum output sl ips did not 
tally with the monthly stock account for gunny bags. There was a difference of 38.23 
lakh bags between the two sets of records. Further analysis revealed that th is was due to 
excess certification at FSD, New Guwahati, Hojai, Nagaon and Durgapur. This, excess 
certification of refi ll ing works by the depot/shed in-charges under As am and We t 
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Bengal region resulted in excess payment of incenti ve amounting to < 7.63 crore for work 
which was not perfo rmed . No action for recovery of < 7.63 crore wa initiated 
(January 201 7). 

Beside , on the ba is of another audit observatio n about exce payment of < 3.30 crore 
in New Guwahati depot, CMD o f FCI advi ed the General Manager (GM) of As am 
Region/Executive Director of North East Zone to take immediate action and recover the 
excess payment of incenti ve amounting to < 3.30 crore from the departmental labour. The 
Assam region tarted the recovery proce in August 20 16 i.e. after 17 months; recoveri es 
were stil l to be made (January 20 17). 

The Management stated (November 2016) that at the time of unloading of rakes or during 
issue/dispatch operation many bags were generally received in cul, torn and loose 
condition which were being used after minor repairing and by refilling the loose grains 
for which no separate gunnies were issued from gunny account. These were very common 
in depot operations as such the refilled bags rejlec1ed in labour output slip may not be 
tallied with gunny account. 

The reply of Management i not acceptable a it does not explain as to why uch high 
quantity of 38.23 lakh bags would be required for refilling and the GM of Assam has 
accepted the irregularitie and ordered for recovery of excess payment on thi account. 

3.4.4 Wrong certification of lead distance 

FCI directed (January 20 14) for taki ng tep · to en ure accurate recording of the lead 
distance travelled by the labourers fo r the purpo e of calculation of the incenti ve wages 
since mis-application o f lead clause would escalate handling cost. Proper depot layout, 
sound stack plan, mention of stack number in output s lips, verification of position of 
tack as mentioned in output slips with the depot layout, mapping of depot layout in 

Financial Accounting Package (FAP) for automati c incentive calcul ation i an important 
internal control tool to check misapplication of lead incenti ve. 

Test check of records revealed wrong certification of lead distances by FSD 
Jhinjhirapool. West Bengal region and FSD New Guwahati , Assam region which resulted 
in exce payment of lead incenti ve of< 23.82 lakh for the elected peri od. FCI Area 
Office Port Depot under We t Bengal Region issued a circular dated 11 November 2003 
which stated max imum lead of 148 feet whereas Audit fo und case of allowing 166 feet 
or more in many cases which resulted in allowing I 00 percentage (beyond 165 feet) of 
wages con idered fo r lead incenti ve in place of allowing 50 percentage ( 132- 165 Feet) of 
wages considered for lead incenti ve. Similar instances were al o observed in FSD 
Guwahati . 

The Management stated (November 2016) that some lead has to be allowed to the 
departmental labour to expedite the handling operation. 

The reply is not tenable a inadmi sible excess lead distance was being allowed as a 
result of which excess incenti ve wa being paid to the labourers. 
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3.4.5 Payment of excess wages/overtime wages/incentive 

• A per the FCI Headquarters circular dated 11 June 1991 and letter dated 30 April 
J 996 on Minimum Guaranteed Wages (MGW), if there was no work in the depot, 
the maximum allowable wage would be 25126 days of MGW and attendance 
aJlowance for the re t of the day of the month . However, it was ob erved that 
though there was no transaction in the FSD Srirampur for a prolonged period of 
16 months during January 20 14 to Apri l 20 15 (except 20 days in 16 months when 
labour were ent to FSD, Chinsura fo r un loading of rake ), the labourers were 
booked for almost all days of the month (ranging from 26 to 3 1 days). Despite 
knowing the fact that there was labour problem in FSD Srirampur, the Area 
Office, Hooghl y allowed wages to them beyond MGW days (i.e. 25126 days). 
Thus, booking of departmental labour without requirement resulted in excess 
payment of~ 37.98 lakh during the above mentioned period. 

• Aud it noticed from output s lip of Mokama (October 20 14) and Chin urah 
(M arch 20 15) under Bihar and West Bengal regions that departmental labour 
were allowed overtime hours without requirement resulting in OTA payment of 
~ 5.65 lakh. Similarl y, over-booking of labour during overtime and unjustified 
recording of time on work s lip without suffi cient requirement resulted in excess 
pay ment of OTA to the tune of ~ 17.90 lakh during May 2014 in FSD Rohtak 
under Haryana region. 

• Attendance summary re ports and earni ng reports generated th rough FAP for the 
month of May 20 13 relating to FS D, Chinsurah revealed that departmental labour 
of all the gangs were present and drew wages for 3 1 day . However, the output 
slips for the ame month indicated that the departmental labour were not present 
on all the days of the month . T his shows that the shed in-charges of FSD, 
C hinsurah prepared mi leading output slips by marking absent the departmental 
labour to facilitate more incenti ve on account of increase in per capita output. 
Manipu lation of the output slip by the shed in-charges o f FSD, C hinsurah 
re ulted in excess payme nt of handling incentive amounting to ~ 5.41 lakh for the 
month of May 201 3. 

The Management in respect of Area Office Hoogly stated (November 2016) that these 
issues require report f rom Area Office Hooghly which was sought. Jn respect of Mokama 
depot under Bihar Region, the Management stated that necessary recovery for the excess 
overtime hours without any requirement on the several occasions was made. Jn respect of 
Haryana reg ion, management stated that no incident of excess OTA payments was 
noticed. 

The Management reply in respect of Haryana region was not acceptable as the records 
c learly indicate exce OTA wa allowed to the Department Labour . 

3.4.6 Incorrect entry of data on attendance in F AP 

If a departmental labour wa booked on a non-paid holiday, it was to be entered in the 
FAP as ' B' i.e. booked on non-paid ho liday, o therwise it was to be entered as ' D' i.e. 
Attendance day. Further, if ' H ' (i.e . holiday) or ' W ' (on work) was entered in Financial 
Accounting Package, departme ntal labour would get full wages for those days. 
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Audit cro s verified the attendance heets and booking-cum-output slips certified by the 
depot incharges o f Hoj ai, Itachali , Senchowa and ASWC, Haibergaon under Assam 
region wi th entries made in the FAP for the period of three years ending 20 14-15 and 
found that though the departmental labour were entitled fo r onl y attendance al lowance on 
2 1 occa ions, area offi ce, Nagaon while proce s ing payment through FAP marked the 
labours a on 'work' (W) or on ' holiday' (H) re ulting in payment of full wage for that 
days. Due to making wrong entries of atte ndance in FAP by the area offi ce, Nagaon, the 
departmental labour though not booked during non-paid holidays were paid wages 
instead o f attendance allowance which resulted in excess payment of wages of 
~ 14.73 lakh. 

The Management stated (November 2016) that all the district offices under Assam region 
were instructed to tally attendance and output slips with FAP figures. Further, recovery 
had also been ordered 0 11 the basis of audit observation. 

The Management had accepted the comment. However, the recovery detail were 
awaited (February 2017). 

3.4.7 Unwarranted deployment on holidays 

To minimi e the handling costs, departmental labour were to be engaged on holidays onl y 
when there was adequate work (such a loading/unloading of rakes) to j u ti fy the ir 
deployment. Depot manager deployed the departme ntal labour on holidays w ithout 
suffic ient requirement in di strict office at Kurukshetra, Kamal and FSD Rohtak under 
Haryana region and Mokama depot under Bihar region. This unwarranted deployment of 
departmental labour on holidays resulted in avoidable payment of OTA of ~ 72 lakh . 

The Management stated (November 2016) that labourers always demand prior written 
intimation fo r probable rake placement 0 11 holidays. 

A Audit observation pertains to non-railway work on Sunday and holidays the 
management reply is not acceptable. 

3.5 Lack of mper controls in the maintenance of booking-cum-out ut sli s 

Booking-cum-output slip is a vital document, ince incenti ve a well a overtime wages 
are being paid to the departmental labour solely on the basis of particul ars recorded in the 
booking-cum-output slip. Therefore, it is e sential to accurately record all the particulars 
required to be mentioned in the booking-cum-output slip for correct com putation of the 
incenti ve and overtime wages. However, the fo llowing seriou deficienc ies were noticed 
in booking-cum-output slips in re pect of elected FSDs. 

3.5.1 Shed and stack number not being mentioned on the output slips 

A. per rule. the layout of the stacks along with the stack number is to be mentioned on 
the booking-cum-output lips. However, it was observed that out of 2,2 12 output s lips 
selected for rev iew in respect of New Guwahati de pot, no tack number was mentioned in 
147 output slips. Similarl y, no stack number/ layout was mentioned in any of the output 
s lips of FSD, Chin urah (427 output s lips) and FSD Srirampur (476 output sl ips) under 
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West Bengal region. ln respect of fo ur FSDs for a selected month under Haryana reg ion, 
it was observed that stack number was not mentioned in 276 output s lip out of 325 slips 
while shed number was not mentioned in any of the output sli ps. ln respect of output slips 
selected for review in FSD M ayapuri under Delhi region and five selected depots in 
Andhra Pradesh region, no stack number was mentioned in output slips. Moreover, 
number of mismatch between the total number of bags recorded in output slip and records 
maintained in District Office/Depot (Movement Di vision) were observed in Bihar and 
West Bengal Region and Nagaland and Manipur Regions. 

[n absence of Stack number on the booking-cum-output s lip the identity of the bags 
cannot be ascertained and th us, the principle of First-In -First-Out cannot be followed 
while issuing the stock, increas ing the ri sk of o lder grain lying for a longer time in 
storage leading to deterioration. Moreover, lead di stance based incenti ve payment also 
cannot be verified in such cases. 

The Management stated (November 2016) that the details of food grains available 1n 
FSD was maintained in stack ledger and shed ledger. 

The Management repl y is not acceptable as shed and stack number should be invariably 
mentioned on the output slips, to capture documentation of work done to make accurate 
payments. 

3.5.2 Acceptance of unsigned output slips for processing of incentive 

As per the recommendations of the Standing Committee on Food, Consumer Affairs and 
Public Distribution (25 August 2004) for the prevention of proxy labour and letter issued 
(March 2015) by the FCI, dail y output slips were to be mandatorily signed by each labour 
at the end of day and the same was a lso to be counters igned by the Sardar/ Mandal/shed 
in-charge. However, it was observed from the test check of the output slips at selected 
FSD31 that none of the output slips was s igned by the sardar/manda l/ labour. 

In absence of relevant signatures the work done by labour remained uncertified . However 
the slips were being used to process payment, increa ing the risk of ex tra/undue payment 
to labour. 

The Management stated (November 2016) that signing of output slips by Sardar, Manda/ 
and Labours could not be implemented on account of resistance f rom the Un.ion as well 
as operational difficulties. 

The Management has thus accepted that it could not take required administrative action 
for prevention of proxy labour due to re istance by un ion a fact that indicates urgent need 
for corrective action in thi s area. 

31 Selected FSDs- West Bengal-5 , Bilzar-1, Assam-5, Andhra Pradesh-5, Madhya Pradesh-5, 
Haryana-5, Nagaland-1 and Dellzi-5. Tota/-32. 
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3.5.3 Internal audit of Booking-cum-output slips and related payments 

As per in tructions issued by FCI, audit of booking-cum-output slips and related 
payments such as incentive, overtime wages etc. thereof was to be conducted every three 
months. The objective of the direction was to find out irregularities/malpractices in the 
payment of incentives and overtime wages. However, it wa observed that no such 
separate audits were conducted to ensure that there were no irregularities/malpractices in 
the payment of incentives and overtime wages. 

The Management stated (November 2016) that there was full-fledged internal audit and 
physical verification section in FCI which conducts audit of all the operations of FCI 
including the booking slips of labour and other related documents on regular basis. 

The reply is not tenable as FCI could not provide any evidence to substantiate the above 
observations. Moreover, during audit of field offices, the Management could not furni sh 
any aud it report of output slips. 

3.5.4 Opening balance of bags not mentioned on output slips: 

Opening balance of bags and layout of the stack should be invariably mentioned on the 
output s lips in case the depot intends to accommodate further rece ipt in the ex isting stack, 
so as to ensure whether height of stack a mentioned on the booking-cum-output s lip was 
correct. However, test check of output slips in the selected FSD revealed that the 
opening balance of bags and layout of the stacks was not mentioned. 

As the stack detail s were not mentioned on the output slip it creates a risk of labours 
adding bags to an already ex isting stack (below 24 layers) rather than creating a new 
stack for storage of freshl y arrived bags, a practice which entitles them to higher height 
incentive. 

The Management stated (November 2016) that day to day building up of a particular 
stack together with opening balance as well as closing balance of a particular stack was 
maintained in the stack ledger in the particular shed. 

The reply is not acceptable as FCI has not provided any documentary evide nce to 
substanti ate its reply. 

3.5.5 Mandatory details about ancillary labour not being mentioned on output 
slips 

As per recommendations of the Standing Committee on Food, Consumer Affairs and 
Public Distribution (25 August 2004) and Jetter issued (March 2015) by the FCI, absence 
and presence of ancillary labour was to be mandatoril y marked in booking-cum-output 
slips. However, it was observed that attendance of ancillary labour was not recorded on 
any of the output slips. In absence of marking for attendance in the output slips the 
physical presence of the ancillary labour could not be verified and there was no evidence 
to verify whether they actually worked on those days in the respective depots. 
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The Management stared (November 2016) that physical presence of the ancillary labour 
in the depots was being ensured by the Manager (Depot/Shed In-charges) by way of their 
attendance in the morning and regular checks during the working hours. 

The reply i. not acceptable as FC I fa iled to provide any documentary evidence co 
. ubstantiate its reply, and the audit observation is ba ed on FCJ' s records. 

3.5.6 Physical proof of attendance not being maintained 

As per the recommendations of the Standing Committee on Food, Con umcr Affair and 
Public Distribution (25 Augu t 2004) departmental labour should give attendance by 
putting signature or thumb impression in the attendance register. However, it was 
ob erved that ignature / thumb impre ion of the labour \.Vere not obtained, as required. 
Moreover, it wa also noticed that out of 325 output lips rev iewed under Haryana region, 
only in 158 booking-cum-output slips time had been found recorded. Further the 
mandatory gang output records and consolidated figures of output were also not being 
mentioned on the output slips. In ab ence of record ing of time on output sl ips, the 
correctness of time based incentive/OT payments could not be vouched safe in audit. 

The Management stated (November 20 16) that attendance of labourers were being 
ensured by the concerned depot in-charges by way of their entries in the attendance 
registers. 

The reply is not acceptable as FCI fa iled to provide any documentary evidence to 
substantiate its reply. Moreover, records clearl y indicated a position which is contrary to 
FCI' reply. 

As i evident from the above observations it i clear that there were major lapses in 
maintaining the mandatory detail s on the output slips such as shed and stack number, 
signature of the labours, details of labour, opening balance of bags, etc. The e 
deficiencie have significant impact on overall expenditure related to incentive, OTA, etc. 
on the handling operations as the output slip is the only original record of the quantum of 
work performed by the labourers. As the output slips form the very basis on which the 
payment to labour is calculated, the deficiencies rai se a . erious doubt on the correctne 
of the incentive/OTA payment made to the labour. 

3.6 Conclusion 

The labour management practices 1n FCI depots were fo und to be defi cient wi th poor 
administrati ve controls resulting in payment of idle \.Vages, inadmi sible incentive 
payments in violation of ru les. FCI has not been able to tackle the problem of proxy 
labours in its depots. Moreover, FCI paid huge inadmiss ible incentives to departmental 
labour in violation of CPF Act, Gratuity Act and Judgment/di recti ves of the Coutts. 
Further. de ficient controls in preparation of primary records related to work done by 
labour created an unacceptable risk of excess overtime/incen ti ve payment. 
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We recommend, 

(i) Pooling of departmental labour in fewer FSDs and conduct handling operation of 

the vacated FSDs through contract labour. 

(ii) Incenti ve norm and methodology fo llowed for working out incenti ve and other 
statutory dues e.g. CPF, Gratuity should be compliant with extant acts/rules and 

judicial directives/j udgments . 

(iii) Action for elimination of proxy labour by: 

a) Ensuring proper documentation of prescribed detail s in the Booking cum 
Output slips. 

b) Expediting install ation of Biometric Attendance System and CCTV 

installations. 

c) Incorporating automated red fl ag indicators in Financial Accounting Package 

for suspected abnormally high claims towards incentives and OTA. 
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Chapter-IV 

Implementation of Private Entrepreneur Guarantee 
Scheme for Construction of Godowns in Punjab 

4.1 Introduction 

Gal introduced the Private Entrepreneur Guarantee (PEG) scheme for augmenting the 
food storage capacity through private partic ipati on in the XI fi ve year plan (2007- 12). 
The cheme was finali sed in con ul tation with Central Warehousing Corporation (CWC) 
and the State Warehousing Corporations (SWCs). The storage capacity envisaged to be 
created by private parti cipation was to be hired by FC I wi th guarantee ranging for period 
of even and ten years, through CWC/SWCs at the rates fi nal ized by High Level 
Committee (HLC) through a tendering proce s by nodal agency32

. 

A capacity of 49.99 Lakh Metri c Tonne (LMT) was to be con tructed in Punjab region 
under the PEG scheme. PUNGRAfN33 was nominated as nodal agency by the State 
Government for c reation of storage capacity under the scheme through Private 
Ent.repreneur (PE ). The ~~down . un?er . the scheme were to be con s~ructed withi~ a 
penod of one to two years· after fina li at1on of agreement for constructi on of re pecttve 
godown . 

T he audit was conducted with a view to a sess effecti veness of the scheme and whether 
the cheme was implemented as per applicable provisions. 

Audit covered four e lected di stricts of FCJ, i.e. Faridkot, Sangrur, Moga and Kapurthala, 
which constituted 17. 11 LMT (39 per cent) of the total 43.49 LMT capacity constructed 
in Punjab as on 3 1March 20 16. Audit was conducted from 18 Apri l 20 16 to 15 Ju ly 2016 
at Regional Office FCI, Punjab and elected four Di tri ct Office covering the period of 
fi ve years from 20 11 -12 to 2015- 16. A total of 26 out of 77 godown (34 per cent) in 
elected districts were covered in audit. 

Audit findings 

4.2 Achievement of Objectives'O...._ _______ ~~~-~---------' 

4.2.1 Delay of five to seven years in augmentation of storage capacity 

As against the approved capacity of 49.99 LMT, a capac ity of only 45.29 LMT 
(192 godown ) wa sancti oned and awarded for construction of godowns in Punjab 
during the period 2009-10 to 2015- 16 as detailed in the following Table 4. I : 

32 Jmpleme11ti11g Agency to get godowns constructed from private entrepreneurs. 
33 Punjab State Grains Procurement Corporation Limited. 
34 One year in case of godown without railway sidings and two years for godowns with railway sidings. 
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Table 4.1: Awarded capacity for construction of godowns during 2009-10 to 2015-16 
under PEG Scheme 

Year Awarded Capadty No. of godowns (inLMT) 
2009- 10 0.56 4 

20 10-l I 0.94 6 

2011- 12 40.26 165 

2012- 13 0 0 

20 13- 14 1.26 7 

20 14- 15 2.27 10 

20 15- 16 0 0 

Total 45.29 192 

As depicted in the Table 4. 1, the bulk of contracts for capacity creation were awarded in 
2011 - 12, after a gap of three years from inception of the scheme. 

Capacity of 43.49 LMT (185 godowns) had been taken over till 3 1 March 20 16. The 
remaining capacity 1.80 LMT (seven godowns) was in various stages viz. under 
construction, completed and yet to be taken over (3 1 March 20 16). The storage capacity 
constructed and taken over during 20 l0-11 to 20 15-16 is depicted in the Chart 4. 1: 

Chart 4.1: Storage capacity constructed and taken over 

Capacity taken over (in LMT) 

20 

15 

10 

5 
1.49 1.94 0.90 

0 

2010-11 and 2011-12 2012-13 2013-14 2014-15 2015-16 

It may be seen that the pace of implementation of scheme wa negligible in XI plan and it 
improved during 20 12- 13 and 20 13- 14, re ulting in godowns being taken over after a 
delay of two to seven years ince the introduction of the scheme. The delay in 
construction of godowns under the scheme was primarily attributable to delays in award 
of contract for construction of godowns to PE . Audit ob erved that the reasons for delay 
in award of contract were frequent change regarding storage capacity requi red, changes 
in guarantee period first from five to seven years and then to ten years due to poor PE 
response and delay in identification of district-wise storage needs. These factors led to 
delays in implementation ranging from five to seven years. 
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4.2.2 Continued storage of central pool wheat stock at Covered and Plinth 
(CAP)35/Kacha Plinth due to delays in storage capacity creation 

The PEG Scheme 2008 was launched to enhance covered storage capacities a the 
CAP/Kacha torage i prone to damage and deterioration of stock and is not an optimum 
storage method. However, as on 3 1 M arch 201 6 in Punjab, 53.56 LMT of wheat stock 
was lying in CAP/Kacha Plinth/Mandi with SGAs/FCI and 4.72 LMT of wheat valuing 
~ 700.30 crore got deteriorated which wa declared as non-issuable to TPDS (March 
201 6) as it wa stored in open areas. 

Delays in implementation of the PEG scheme resulted in huge stock of wheat being kept 
in CAP/Kacha plinth by State Agencie /FCI. Such stock increased fro m J 03.36 LMT in 
2011 - 12 to 132.68 LMT in 20 12- 13; it was onl y from 20 l 3- l4 onwards that it started 
decreasing after taking over of the godowns under the scheme. The total covered storage 
capac ity increased fro m 73.84 LMT (20 11 - 12) to 102.29 LMT (2015- 16). The FCI hired 
torage capacity wa at a peak at 52.48 LMT in 201 2- 13 which decreased in 20 15- 16 to 

39.26 LMT due to dehiring of ex isting godowns by FC I. 

Audit noticed in the two e lected district at Sangrur and Faridkot that capacity of onl y 
12.94 LMT was taken over under PEG Scheme even though the central pool wheat stock 
with FCVState Agencies lying in ope n/kacha plinth was much higher at 14.40 LMT 
valuing ~ 2,4 13.04 crore36 at the end of RMS (Rab i Marketing Season) 2015 (30 June 
20 15). Moreover, despite huge quantitie of wheat lyi ng unprotected in CAP/kacha p linth 
a capacity of six LMT was dehired by FCI during the period September 20 12 to March 
201 6 in these district . Thus, in both these districts, a ignificant quanti ty was lying in 
CAP/kacha plinths, exposed to the vagaries of weather. 

Audit found that while on one hand FCI was taking over the storage capacity under PEG 
cheme but at the ame time it de-hired its ex isting hired capacity of PSWC37 even 

though large quantity o f central pool wheat stock was being stacked in C AP/Kacha plinth 
rendering it vulnerable to deterioration due to conditions such as rain , rodent, birds etc. 

4.3 Implementation of Scheme 

4.3.1 A ward of contracts to ineligible private entrepreneurs 

C lau e 17 o f PEG Scheme 2008 provided clear specification for construction of 
godowns and these specifications were to be part of tender document. The clause K of 
Schedule 1 o f Model Tender Form (MTF) for godown hired under I 0 year guarantee 
cheme prescribed the requirement of land for construction of conventional type storage 

godown as: 

a) Fir t 5,000 MT Capacity= 2.0 acres; 

b) Further 1.7 acres additional land will be required for every increa e of 5,000 
MT capacity. 

35 Covered and Plinth ref ers to the outdoor stacks of bagged grain, which is covered with some 
waterproof material. 

36 Calculated on the basis of acquisition cost of wheat ( \' 16,757.20 per MT) in the Punjab f or the year 
2014-15. 

37 Punjab State Warehousing Corporation. 
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Audit noticed in four selected di stricts that out of capacity of 17. 11 LMT con tructed 
under PEG Scheme, 1.35 LMT (7 godowns) hired under seven and ten years guarantee 
scheme were constructed by PEs on plots which were short of area ranging between 0 . 17 
acre to 0.83 acre than the specified area. Con truction o f godowns on under ized plot of 
land i a major deviation which not only affects the operational acti vities and quality of 
storage of food grains but is also in violation of the minimum laid down requirement of 
land , which wa a prerequisite for qualifying in technical evaluation of bids. Moreover, 
these ca es were not even put up to the HLC by FCJ for appropriate penal action for 
deviating fro m the condition of MTF. A these bidder did not fulfil the prerequi ite 
condition laid down in MTF, the award of contracts for construction o f these godowns to 
ineligible bidders was irregular. As the FCI paid an amount of~ 21 .04 crore as rent to 
these PEs during the period 20 I 2- 13 to 201 5- 16 undue benefit was passed on to the PEs 
who were ab initio ineligible for the award of contract. 

4.3.2 Construction of godown in contravention of conditions laid down in PEG 
Scheme and MTF 

Clau e I I . I of PEG Scheme 2008 and clau e 23 of MTF provided that all godowns of 
25,000 MTs or above capacity will preferably be Rai lway siding godowns. Audit noticed 
that 18 godowns of more than 25,000 MT each (with an aggregate capacity of I 0.68 
LMT) were taken over even though they were not con tructed at railway idings. 
Takeover of godowns without rai lway siding resulted in two additional labour operations 
viz. unloading and tacking in godown and further de tacking and loading into trucks fo r 
onwards movement toward railhead. Hiring of godowns (above 25,000 MT) at sites 
without railway siding would cause recurring financial burden on FCI due to additional 
loading and unloading operation till conclusion of the contract. The financial implication 
of extra handling cost was ~ 9. 77 crore during 20 I 2-13 to 2015- 16. 

4.3.3 Extra expenditure due to incorrect measurement of distance of godowns 
from railheads 

In terms of PEG Scheme, PE were to specify the distance of the godown from the 
railhead which constituted an important factor for evaluating the financial bid and award 
of contract by HLC. As per records, the godowns were taken over by FCI after in pection 
by a committee of officers of FCI. However, it was noticed in Audit that in 74 per cent 
cases the actual distance of the godowns from the rai lhead was different from what was 
specified by PEs in the bid documents. Out of 154 godowns taken over under PEG 
scheme, excess distance ranged from + 0. I km to + 7. 1 km in respect of 114 godowns. 
The committee which performed the physical in peccion before taking over the godowns 
did not diligently measure the actual di stance. Due to wrong mea urement of distance by 
PUNGRAIN and FCI at the initial stage, FCI had to pay more for the transportation for 
the excess distance and incurred excess expenditure of ~ 8.36 crore38 as given in the 
following Table 4.2: 

38 Calculated at the rate of seven paisa per quintal per km, as per normalizing factor stipulated in the 
MTF. 
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Table 4.2: Statement showing payment of transportation for the excess distance 
(~in crore) 

Name of scheme Total Godown having Range of distance Excess payment 
god owns distance variation variance (km)-" due to distance 

variation 
I 2 3 4 s 

I 0 years guarantee 97 69 0. 1 to 7. 1 5.26 

7 years guaranLee 57 45 0.5 lo 3.9 3. 10 

Total 154 114 0.1 to 7.1 8.36 

Later (October 2015/January 20 16) the variation in di stance from godown to rai lhead was 
reas essed by the Regional offi ce committee and financial impact due to change in the 
distance was worked out in respect o f those godown where di stance was beyond eight 
km and deduction in rent wa impo ed for that part of distance. Though recovery of 
~three crore in respect of 46 godown (which were beyond eight km) was imposed for 
the period 201 2- 13 to 201 5- 16, but no recovery was impo ed in respect of those case 
where other di crepancies were noted and the overall distance was within eight km. The 
remaining amount of~ 5.36 crore was still recoverable from the PEs. 

4.3.4 Deficient clause for payment of Service Tax 

As per Modal Tender Form (MTF) for inviting tender under PEG (Private Entrepreneurs 
Guarantee) scheme, the rate for storage charges/rent was inclusive of the e lement of 
service tax. However, the MTF did not specify e ither the proced ure for ensuring payment 
o f service tax by PEs to the authorities concerned or requirement of production of 
documentary evidence to FCI. Audit further noticed that the agreement executed between 
FCI and PUNGRAIN, did not include the clause that rent was inclu ive of service tax . 

During scrutin y of records in three district offices of Faridkot, Moga and Sangrur it was 
noticed that capacity of 2,63,900 MT under the seven year guarantee scheme was taken 
over by FCI through PUNGRAIN . Godown rent ranging from~ 124.1 7 lakh per month 
to~ 127.7 1 lakh per month (inc lusive of service tax) was paid to PUNGRAIN during the 
peri od August 20 12 to March 20 16. However, the godown rent was released to 
PUNGRATN without obtain ing any supporting documents for payment of service tax of 
~ s i x crore by the PEs to the concerned taxation authority. 

Regional Office, FCI, Punjab stated (October 20 16) that the rent was paid to private 
investors by FCI through PUNGRAIN inc lusive of service tax and it was for 
PUNGRAIN to ensure that such depo it was made by the pri vate entrepreneur to the 
concerned tax authoriti es. The Management a lso referred the issue of service tax to 
PUNGRAIN (July 20 16) to ensure that service tax obligation was met by the 
entrepreneur. Reply/action taken by PUNG RAIN was awaited (December 20 16). 

Not in isting on proof of payment for service tax before relea e of full payment was an 
obvious control weakness. 

39 Calculations based 011 actual difference i11 cases of each godo w11. 
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4.3.5 Avoidable payment of supervision charges to PUNGRAIN in contravention 
of scheme 

According to te rms of PEG scheme, godowns hired by PUNGRAIN for FCI from PEs 
were of two kind viz. lease on ly and lease with services. There were three components of 
charges payables under the scheme as under: 

Component A - Rental for godowns; 
Component B - Preservation , Maintenance and Security (PMS) ; and 
Component C - Supervision Charges. 

For Lease with Services godow ns the charges for component ' A ' and ' B ' were to be paid 
via PUNGRAIN to the PEs whereas the supervision charges were retained by 
PUNGRAIN. For the Lease only godowns, only component ' A ' was payable through 
PUNGRAIN to PEs while component 'B' and 'C ' were retained by PUNGRAIN. While 
the PMS charges were fi xed in October 20 LO at the rate of< 1.60 per quintal per month , 
the superv ision charges were to be ca lcu lated at the rate of 15 per cent of the amount of 
rent being paid to the PEs. 

Aud it observed that FCI paid superv ision charges to PUNGRAIN at 15 per cent of the 
composite rate (Rent plus PMS). This was apparently based on the decision of the BOD 
in Januar y 20 lO. However, th is decision of BOD was contradictory to the extant 
provision contained in the scheme approved by Gol whereby 15 per cent was to be 
calculated on ly on the rent amount. No reasons for such deviation were found on records. 

Audit observed in selected four DOs at Faridkot, Kapurthala, Moga and Sangru r that for 
6.12 LMT capacity on Lease and Services basis under PEG Scheme, FCI released 
payment to PUNGRAIN on account of supervision charges based on incorrect 
calculations resulting in extra expenditure to the tune of< 3.30 crore. 

4.3.6 Non-exclusion of service tax from godown rent for payment of supervision 
charges 

The MTF for in viting tender under PEG scheme for construction of godown for FCI 
under seven years guarantee scheme stipu lated that rate for storage charges/rent wi ll be 
inclusive of the e lement of service tax in financial bid . Further, clause 1 of agreement of 
guarantee between FCI and PUNGRAIN stipula ted that FCI wi ll make such payment of 
storage charges to PUN GRAIN on the bas is of payment made by them to PEs for renting 
of godowns and expenses on food grai ns, preservation, security (pre-determined by FCI) 
a long with 15 per cent superv ision charges on godown rent. C lause 5.4 of agreement of 
guarantee between FCI and PUNGRAIN also s tipulated tha t all the terms and conditions 
laid down in the scheme for construction of godown for FCI-Storage req uirement through 
PEs shal l be part of this guarantee. 

Audit observed that the rate quoted by the PEs were inclus ive of service tax. 
Accord ingly, the supervision charges at the rate of 15 per cent were payable to 
PUNGRAIN which were to be worked out by reducing the e lement of service tax from 
the godown rent. 
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However, it was noticed in audit that three district offices40of FCI paid supervis ion 
charges to PUNGRAIN at the rate of 15 per cent of godown rent without reducing the 
service tax e le ment. An inadmi s ible payment of~ 90.06 lakh on account of supervi sion 
charges had been made to PUNGRA IN in re pect of 21 godowns in Faridkot. Moga anu 
Sangru r District Offi ces during August 20 12 to March 20 16. 

4.4 Operational Issues 

4.4.1 A voidable expenditure on storage charges and carry over charges 

FCI a. well a State Government Agencies (SGA ) procure wheat from mandi ~ for 
Central Pool. As per the stand ing instructions issued by the Go!, the SGAs are required to 
deli ver wheat to central pool immediately after its procurement un less FCI is unable to 
accept it for reasons which are to be conveyed in writing. Carry over charges (storage 
charges and interest) beyond 30 June each year sha ll be payable to SGAs on ly on that 
quantity which FCI refuses to accept before 30 June each year. 

Audit ob erved in four selected DOs that 714740 MT of wheat was short delivered by 
SGAs up to the cut off date of 30 June during the respecti ve wheat procurement seasons 
2013- 14 to 20 15- 16. 

Audit observed that due to shortfa ll in di rect deli very of wheat, capac ity of owned/h ired 
godowns remained unutili sed fro m Jul y to October (up to nex t procurement season). 
However rent was paid for such godowns and FCI incurred storage charges of ~ 14.29 
crore (at the rate ~ 67.60 per MT per month on hired space) for four month in respect of 
hired capacity which remained unutilized due to short deli very of wheat by SGAs to FCI. 

Audit also observed that though the quant ity o f 7 . 15 LMT was short de li vered by SGAs, 
FCI sti ll paid avo idable storage and interest charges to the tu ne of ~ 54.33 crore in respect 
of this tock beyond 30 June which was kept with the SGAs. 

4.4.2 on recovery of abnormal storage loss at economic cost 

As per para 9 .2 of PEG Scheme, the re ponsibility of maintenance of godowns would lie 
with the CWC/SWC to whom supervis ion charge will be payable. C lause 4 of the 
Agreement between P UNGRAJN and FCI in respect of godowns hired under PEG 
scheme provided that if the storage loss is beyond the pennjss ible limit as per FCI norms, 
PUNGRAIN shall be respons ible for the same and recoveries for such unj ustified losses 
shall be affected from it by FCI. In addition, it was also stipul ated that PUNGRAIN shall 
be ful ly responsible fo r any loss caused to the stock of FCl while in its custody on 
account of pil fera~e, theft or misappropria ti on for which recove rie will be made from it 
a t economic costs 1 of the relevant year in which such misappropriation/ theft took place. 

Test check o f 153 cases of abnormal storage lo 42of FCI Punjab Region, revealed 
storage lo s of 1,824.84 MT ri ce valuing~ 45.79 crore in PEG godowns duri ng 2013- 14 
to 20 15- 16, out of which abnormal/unjustified storage losses of 538.66 MTs (29.52 per 

4° Faridkot, Moga and Sangrur. 
41 Cost of grain plus Procurem ent Incidentals = Acquisition Cost; and Acquisition cost plus 

Distribution Cost =Economic Cost. 
41 Loss in weight beyond the prescribed norms of storage loss fixed by Government of India. 
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cent) of rice wo1th ~ I 6.96 crore were observed. However, recovery of only ~ 13.55 crore 
at standard rate43on account of abnormal storage loss in rice from defaulting agencies was 
made resulting in ha rt recovery of abnormal storage loss amounting to ~ 3.4 1 crore. 

Audi t noti ced that FCl made recovery on the bas is of standard cost as agai nst the required 
economic cost. As the standard rate onl y included procurement cost plus incidental 
expenses while economic cost also inc luded other important e lements such as 
administrative overheads, storage charges, handling charges etc., the amount of abnormal 
shortage was short recovered to the ex tent of~ 3.4 1 crore due to incorrect application of 
standard rate of recovery instead of economic rate. 

4.4.3 Improper planning in taking over of godown 

C lause 3 1 of the PEG scheme provided that FCl wi ll have freedo m to choose a date of 
taking over the godown within s ix months of the completi on of the godown and the 
guarantee period will start from the date o f taking over the godown. Audit noti ced that 
District Offi ce, FCI, Ferozepur took over the capacity of 2.9 1 LMT on guarantee basis 
under PEG Scheme at the end/after close of RMS 2012- I 3. As the PEG godowns were 
not being utilized on account of takeover of godown at the end of the season, FCI shifted 
1,79,7 15 MT of stock from SGAs godown to PEG godowns to utili ze the PEG godowns 
and DO, FCI Ferozepur incurred an expenditure of~ l.65 crore towards transportation o f 
food grains. This was completely unnecessary as the grains were stored in SGAs godown 
for which FCI was already paying renta l. 

Similarly, SSB Warehousing Complex godown of 36,307 MT capacity was taken over by 
DO, FCI, Kapurthal a on guarantee basis on 25 June 20 15 i.e. almost at the end of RMS 
2015- 16. Utili zation of godown from Jul y 201 5 to December 20 15 remained very low 
between 13 per cent and 46 per cent. During thi s period FCI paid ~ 85.62 lak.h towards 
rent, PMS and superv ision charges. Audit observed that as per C lause 3 1 of PEG 
Scheme, takeover of godown could have been postponed till the end of December 2015. 
Thus taking over of godown at the end of RMS 2015- 16 resulted in suboptimal utilization 
of godown and avoidable expenditure of~ 85.62 lakh towards rent, PMS and supervision 
charges. 

RO, FCI, Punjab stated (October 2016) that as per Clause 31 of the MTF, PUNGRA IN, 
after satisfying itself that the godown had been completed as per specification and terms 
and conditions of the contract, will take over the godown within one month of completion 
of the godown in all respects and the guarantee period will start from the date of taking 
over of the godown. Since, the work of construction of this godown was awarded on 
2 June 2014 and the godown was completed on 25 May 2015, therefore the godown. was 
taken over within one month f rom the date of its completion. as per the provisions of 
MTF. 

Reply of the Management is not acceptable, as Clause 3 1 of PEG Scheme clearly 
stipulates that FCI will have freedom to choose the date o f taking over of godown within 
six months of completion of godown, a provision which was not ava iled which led to 

43 Average Acquisition Cost. 
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exce s expenditure of ~ 85.62 lakh towards rent, PMS and uperv1s1on charges from 
July 20 15 to December 2015. 

4.4.4 Non recovery for short supply of wooden crates in godowns 

Preservation arrangement in godowns include stacking of stock on wooden crates, as 
wooden crates keep the stock fi ve inches high from the fl oor and provide constant 
c irculation of air under the bags. Further, in case o f an y leakage in the godown, it protects 
the lower layer of the stacks from damage which otherwise could become unfit for human 
con. umption. As per pecificati on laid down in MTF, 2,880 wooden crates were required 
in a godown having capac it y of 10,000 MT. 

Audit noticed that a godown constructed by M is MK Stores, Malerkotl a havi ng capacity 
o f 42,650 MTs in Sangrur District was take n over on 29 Jan uary 20 13. As per 
specification laid down in MTF, 12,284 wooden crates were to be provided by the 
PUNGRAIN against which onl y 2,300 wooden crate were provided thereby re ulting in 
short uppl y of 9,984 wooden crates. Similarly, capacity of 2.41 LMT in 12 godowns was 
taken over in DO Faridkot under PEG Sche me and the godowns were taken over with 
shortfa ll of wooden crate. required unde r the provisions o r MTF. Based on the rate of 
recovery of ~ 0.37 per quintal per month approved by BOD in case of non-provision of 
wooden crates, the amount on account or short supply or wooden crates for the period 
February 20 13 to May 20 16 worked out to ~ 55.48 lakh which needed to be recovered 
from PUNGRAIN. 

The observations were issued to the Ministry in September 20 16; reply wa awaited 
(February 2017). 

4.5 Conclusion 

The implementation o f the PEG scheme was negligib le in the initi al years and even after 
seven years, full capacity had not been taken over. The operati on of the cheme also 
uffered fro m various lacunae such as payment o f service tax to private partie without 

ensuring its remittance to Government, vari ation in distance from godown to railheads, 
award of contracts to ineligible bidders and improper utili sation o f owned/hired storage 
space. 

4.6 Recommendations 

We recommend that, 

(i) The remain ing storage capacity may be expeditiously taken over while complying 
with the provisions, specially re lated to plot size of godown and d istance from 
railhead. 

(ii ) FCl should impleme nt appropriate controls to ensure that all statutory taxes/dues 
are paid by the PEs before payme nt i released for tho e services . 

(iii ) T he storage req uirement needs to be rev iewed from time to time to have a realistic 
assessment ba ed on stock position lying in CAP/Ope n and Kacha plinths. 

(iv) FCI should recover the exce s payment made under this scheme from 
PUNGRAIN/ PEs. 
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Chapter-V 

Compliance Audit Paragraphs 

Audit is conducted in accordance with the principles and practices enunciated in the 
auditing standards issued by the C&AG. The audit process starts with the asses ment of 
risk of the Mini try/Department a a whole and each unit ba ed on expenditure incurred, 
criticality/complex ity of acti vities, level of delegated financial powers, assessment of 
internal controls and concerns of stakeholders. Previous audit findings are also 
con idered in this exerci e. Based on thi ri k asse ment, the frequency and extent of 
audit are dec ided. An annual audit plan is form ulated to conduct audit on the basis of 
such ri sk asses ment. 

After completi on of audit of each unit, In pection Reports containing audit findings are 
issued to the head of the unit. The units are reque ted to furn ish replies to the audit 
finding within one month of receipt of the Inspection Report. Whenever replies are 
received, audit findings are either ettled or further action for compliance is advi ed. The 
important audi t observations ari sing out of these Inspection Reports are issued separately 
as draft paras to the heads of the Administrative Ministrie I Departments for their 
comments and processed for inclusion in the Audit Reports. 

FCI ha 2 16 audi table units out of which 8 1 units were planned and audited during the 
year 20 15- 16. The Management recovered an amount of~ 32. L 8 crore ( I 07 .82 per cent) 
during 20 15- 16 at the instance of Audit as detailed below: 

Table 5.1: Recoveries by FCI at the instance of Audit 

Objection in brief and period to which it pertains Status of Recovery (tin lakh) 

Pointed out by Amount 
Audit Recovered 

Excess payment of wages on account of non-adoption of 50.24 38.36 
attendance a llowance system. 

Irregular payment of Incentive due to payment of 70.30 11.74 
Incentive to the junior departmental labour based on the 
basic pay of the senior departmental labour. 

on-recovery of cost of food grain due to down 97.26 90.82 
gradation o f stock. 

Non recovery of weighment charges. 22.98 20. 18 

Excess payment of transportation charges on custom 14.88 1.24 
milled rice to State agencies. 

Non-recovery of depreciated cost of g unnies from the rice 5.68 1.10 
millers. 

Falsification o f records with unreali stic stack plan 1.30 1.30 
resulted in excess payment of earnings to Direct Payment 
System labour at Doharia. 

Compliance Audit Report on Food Corporation of India -



Report No. 18 of 2017 

Objection in brief and period to which it pertains Status of Recovery Ct in lakh) 

Pointed out by Amount 
Audit Recovered 

irregular payment of interest free advance to contractor. 1.72 1.74 

Excess payment on transportation of rice. 3.52 3.52 

Excess payment to State Government and Agencies for 103.00 103.00 
co t of gunny in Wheat of RMS 20 I 5- 16. 

Loss due to allowance of new rate of gunny of KM S 12.36 12.36 
20 14- 15 for gunny u!.ed pertaining to old season. 

Irregular payment of VAT on gunny depreciation. 6.86 6.86 

Excess payment lo State Government and agencies on 313.00 296.00 
account of cost of gunny and gunny depreciation in 
CMR. 

Non recovery of tacking and weighment charges on 1.23 1.23 
replacement of BRL rice due to delay in replacement of 
substandard rice by State Agencies/Millers. 

Excess payment to State Agencies on account of storage 76.00 180.27 
gain on wheat procured under central pool during RMS 
2007-09 lO 2009- J 0. 

Excess payment to State Agencies on account of payment 9.42 15.85 
of inadmissible incidentals on direct delivery of wheat. 

Exces payment of torage charges paid to Punjab Stale 806.26 806.26 
Warehousing Corporation. 

Excess payment due to non-recovery on account of once 266.08 266.08 
u ed gunny bags used in procurement of wheat by State 
agencies during RMS 2012-1 3 to 2014- 15. 

Exce s payment on CMR delivered under relaxed 242.08 25 1.77 
specifications by State Agencie of KMS 2005-06 and 
2006-07. 

Loss due to arbitrariness in making recoveries in respect 67.00 419.16 
of hort direct delivery of wheat RMS 20 I 0-1 I. 

on recovery of ~ 24 1.90 lakh due to revi ion of final 241.90 266. 11 
rates of RMS 2007-08. 

Short recovery due to wrong payment of storage charges 38 l.41 381.41 
on revision of final rates of RMS 2005-06 and 2006-07. 

Excess payment due to non-recovery of value cul on 9.24 10.8 1 
relaxation in specification on CMR KMS 2006-07 and 
2008-09. 

Excess payment towards handling charges to Mis 181.25 31.15 
Krishnapatnam Port Company Ltd. on export of wheat. 
The objection pertains to May and June 2013. 

Total 2,984.97 3,218.32 

Significant compliance audit observations are as fo llows: 
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5.1 Fraudulent payment off 71.75 crore to a Handling Contractor 

Undue payment off 23.02 crore was made to a handling contractor for fictitious 
work during 2014-15 due to non-adherence to the provisions of standing 
in tructions/manual regarding payment to handling contractors. Internal Audit 
and Vigilance teams deputed subsequently reported fraudulent payment totaling 
f 71.75 crore to the same contractor and loss of interest off 13.39 crore on these 
fraudulent payments. 

As per guidelines and manual of FCI the following controls/checks are required to 
be adhered to: 

• Budget demand in any individual head more than or equal to 120 per cent of 
last three years average actual expenditure in that head as per accounts, 
requires justification; 

• Expenditure would be monitored by controlling offices through monthly as 
well as quarterly returns; 

• Contracts awarded would have been audited by the Zonal audit team within 
three months of award of contract; 

• A Monthly Stock Account (MSA) Statement would be prepared by each Food 
Storage Depots (FSDs) (opening stock, closing stock, receipt and issue in 
terms of number of bags and quantity) for every operation done in a FSD 
under a handling contract; 

• Contractor would be required to submit work slips containing date of 
operation, name of godown/shed, particulars of operation performed and 
number of bags/quantity handled information in support of the bills for work 
done; 

• Payment should be authorized after cross checking the accuracy of work slips 
issued; and 

• Area Manager should organize occasional surprise checks at various 
operational points for finding out whether fictitious work slips have been 
issued. 

Audit found that at District Office (DO) Banderdewa in Arunachal Pradesh non
observance of the aforesaid instructions and lack of monitoring led to fraudulent 
payment to a contractor. The details are as under: 

• DO Banderdewa, has operational activities in 1244 FSDs having total capacity 
of 23,200 MT. During the test check of records it was observed that for 
handling food grains in 11 FSDs, eleven contracts (during December 2012 to 

44 FSD Pasighat, Daporijo, Ziro, Kharsang, Deomali, Tezu, Roi11g, A11i11i, Seppa, Tawang, 
Bhalukpong and Banderdewa. 
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August 2015) were awarded to four45 contractors. The handling cost of DO 
Banderdewa during the period from 2010-11 to 2012-13 was f 1.75 crore, 
f 3.85 crore and f 4.65 crore for the respective years. However , Audit found 
that the handling cost from 2013-14 showed exponential growth in 2014-15 
and stood at f 22.10 crore and ~ 26.30 crore respectively, which were much 
higher than the previous three years period (from 2010-11 to 2012-13). As, 
this increase was not attributed to any increase in storage capacities of these 
FSDs it necessitated fu rther examination by Audit. 

• Dur ing 2014-15, f 25.69 crore was paid to four contractors for handling food 
grains of 1,87,807 MT in respect of ten46 FSDs. Audit observed that out of this 
f 25.69 crore, while three47 contractors were paid f 1.26 crore for handling 
88,541 MT food grains in four FSDs, one contractor namely Mis Sehee Donyi 
Enterprise (Mis SDE) was paid a huge sum of f 24.43 crore for handling 
99,266 MT in six FSDs. The payment to Mis SDE comes to f 2,461 per MT, as 
compared to f 142 per MT to the other contractors, which was without any 
basis and was an indicator of fraud. Based on the differential rate off 2,319 
per MT Cf 2,461 per MT - f 142 per MT) fraudulent excess payment of 
approximately f 23.02 crore48 was made to Mis SDE. 

• Further examination of records (four available bills) of Mis SOE during the 
period December 2014 and January 2015 revealed huge variations between 
bags handled as per MSA and work slips certified by depot-in-charge as given 
in the following Table 5.2: 

Table 5.2: Variations between work slips issued and MSA for receipt and issue49 

(Figures pertain to no. of bags) 
Depots where Receipts Issues 
M/sSDEwas 

As per work Asper Variation As per work Asper Variation 
handling 

contractor slips MSA slips MSA 
certified by certified by 
the depot the depot 
Incharge Incharge 

(1) (2) (3) (4)=(2-3) (5) (6) (7)=(5-6) 
Kharsang 2,i.5,425 0 2,25,425 1,37,255 17, 172 1,20,083 
Deomali 2,4C',845 18,935 2,2 1,9 10 1,71,487 17,062 L,54,425 
Roing 1,84,495 9,489 1,75,006 1,02,465 7,800 94,665 
Tezu 2,66,995 17,384 2,49,611 2,07,686 25,042 1,82,644 

Total 9,17,760 45,808 8.71952 6,18,893 67,076 5,51 ,817 

45 Mis Sehee Donyi Enterprise (six contracts), Mis B.B. Enterprise (three contracts), Mis Meena 
Traders (one contract), and Mis PNP Enterprises (one contract). 

46 Record of FSD, Bhalukpong was not made available to Audit despite multiple correspo11dences with 
FCI. 

47 Mis P.N.P. E11terprises, Mis Meena Traders a11d Mis B.B. E11terprises. 
48 Excess payment: 99,266 MT x ~ 2,319 per MT=~ 23.02 crore; 

~ 2461 per MT- ~ 142 per MT= ~ 2,319 per MT. 
49 Work slips only f or f our depots were made available by the DO Ba11derdewa. 

- Compliance Audit Report on Food Corporation of India 



Report No. 18of2017 

From the Table 5.2, it can be seen that there was huge variation between 
receipt/issue number of bags between the work slips issued and MSA. Audit also 
found that 6,18,893 bags were depicted as issued in the bills submitted for claiming 
handling charges which exceeded even the total annual allotment of l ,89,726 bags50 

for the entire year 2014-15. These exorbitant bills were passed for payment, without 
cross-checking and verification by DO resulting in undue payment to contractor for 
fictitious work. 

• Audit analysis also revealed that the records exhibited unrealistically high 
utilisation of godowns at Deomali, Roing and Tezu ranging from 336 per cent to 
915 per cent of godown capacity (only in 13 days) which was practically not 
possible. Audit found that these bills were prepared by the contractor based on 
the certification done by the depot-in-charge who had certified the exorbitant 
quantity handled as correct without any cross checking. 

• It was also observed that not only payments were made on fictitious bills but 
majority of the payments were made as advance to Mis SDE for six handling 
contracts. As there was no provision for interest free advances; these were 
shown accounted as "handling expenditure" instead of as "advance to 
contractor'' thus concealing the nature of payment. 

• Audit also found that, while submitting the revised budget for 2014-15 and 
original budget for 2015-16 proposals for contract labour handling expenses, 
DO Banderdewa depicted deflated figures of ~ 1.02 crore and ~ 1.22 crore for 
2013-14 and 2014-15 in the budget head, even though the actual expenditure 
incurred was much higher at ~ 22.10 crore and ~ 26.30 crore, respectively. 
Moreover, the cash credit limit of DO Banderdewa was increased from ~ 0.20 
crore to~ 0.70 crore in a phased manner by Zonal Office without assessing the 
actual requirement which inter alia facilitated DO officers in making high value 
fraudulent payments. Further, monthly and quarterly expenditure statements 
and records related to review of contracts by FCI were not found available. 

These frauds by delinquent officials and Mis SDE could not be prevented at an early 
stage as Headquarters/Zonal/Regional office of FCI failed to review regularly the 
actual expenditure to budget proposals submitted by DO Banderdewa. Moreover, 
implementation of internal controls like monitoring of monthly or quarterly 
returns, MSA, review of contracts by FCI etc. were found lacking. Further, increase 
in cash credit limit without assessing the actual requirement was unjustified, and 
thus, controlling office' s failure to exercise regular checks before making payment 
and relaxation in application of internal controls led to fraud of such a magnitude. 

50 Excess bags issued i11 comparison to allotment 6,18,893 - 1,89,726 = 4,29,167. 
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After fraudulent payment was pointed out by Audit in February 2016, FCI deputed 
its internal audit team and ZO vigilance team. However , the FCI team was not able 
to get access to all the documents/information due to missing voucher files and non-

maintenance of vital records/registers at DO and FSDs. These teams however, found 

(May 2016) fraudulent payments totaling f 71.75 crore (upto 2015-16) made to Mis 
SDE (including f 23.02 crore pointed out by Audit) and loss of interest of f 13.39 
crore on these payments resulting in loss off 85.14 crore to FCI. The Management 
in its reply (August 2016) while confirming excess payment of f 71.75 crore 
inter-alia indicated about the suspension and initiation of disciplinary proceedings 
against the Area Manager, Manager (Accounts), Manager (General) and two other 
officials, reduction in Cash Credit limit, engagement of Chartered Accountants/Cost 
and Management Accountants firms for physical verification and initiation of 
investigation through CBI, Guwahati. 

The Management, though, had initiated disciplinary action against the delinquent 
officials of DO, Banderdewa, yet the recovery of loss off 85.14 crore is still pending 
(February 2017). 

The matter was reported to the Ministry in December 2016, reply was awaited 
(February 2017). 

5.2 Fraudulent ayments of' 52.62 lakh to Contractors 

Fraudulent excess payment off 14.73 lakh and f 37.89 lakh were made to the 
transport contractors on account of payment on higher rate and for bills for 
longer distance than actual for transportation of food grains. 

As per prescribed procedure, each bill received in area office of FCI needs to be 
scrutinized by an officer of the level of Assistant Manager (Depot). The bill is then 
sent to the District Manager who cross checks it to ensure that the calculations of 
each item of operation have been correctly shown in the bill. Thereafter, the bills are 
passed for payment by certifying that the rates charged in the bill are reasonable, 
legitimate and in accordance with the sanction. However, during audit of Area 
Office Banderdewa, FCI, it was observed that the procedures were not complied 
with leading to fraudulent excess payment off 52.62 lakh in the following cases: 

(A) Area Office, Banderdewa, FCI appointed (October 2014) Mis Sehee Donyi 
Enterprises (Mis SDE), Itanagar (Contractor) as Road Transport Contractor (RTC) 
on spot quotation basis, to transport food grains /allied material etc. from the 
Railhead (RH) Harmutty to Food Storage Depot (FSD), Pasighat at the rate of 
f 14.78 per Metric Ton (MT) per kilometre (km). The appointment was purely on 
temporary basis till RTC was appointed on ad hoc or regular basis. 

Compliance Audit Report on Food Corporation of India 



Report No. 18 of 2017 

Later in December 2014, Regional Office, Itanagar invited tenders for appointment 
of RTC on ad hoc basis. In this exercise, the existing contractor (Mis SDE) became 
the successful bidder and was appointed (6 May 2015) as RTC on ad hoc basis for 
the above mentioned route at the rate oft 9.86 per MT per km for a period of six 
months with right of extension for another three months. 

Audit observed (December 2015) that earlier spot contract (temporary basis) was 
not terminated before awarding the contract on ad hoc basis to the same contractor 
(6 May 2015). Though, as per appointment letter the date of commencement of the 
new (ad hoc) contract period was to be reckoned from the date of joining of the 
Contractor, it was noticed that joining report of the Contractor was tampered with 
at the Area Office by overwriting and changing the date of joining from 11 May 
2015 to 11 June 2015. Moreover, the Contractor preferred his claim at higher rate 
i.e. at t 14.78 per MT per km for the work done between 16 May 2015 and 30 May 
2015 and the Area Office also paid the bills at the earlier rate oft 14.78 per MT per 
km instead of restricting the payment at t 9.86 per MT per km i.e. the rate for new 
ad hoc contract. This resulted in excess payment oft 14.73 lakh as a direct result of 
tampering of the joining report date. 

(B) In another instance, FCI appointed (October 2014/May 2015) Mis SDE and 
Mis T. K. Agency for transportation of food grains /allied materials etc. from RH 
Harmutty to FSD at Pasighat, Daporijo, Dhemaji and North Lakhimpur. As no 
electronic weighbridge was available at that point of time at RH Harmutty, 
contractors were allowed to transport the food grains from RH Harmutty to the 
designated depots via weighbridge at FSD, Banderdewa. The distance from RH 
Harmutty to FSD Banderdewa was nine km and the contractor had to undertake to 
and fro journey of 18 km to weigh the food grains on a weighbridge at FSD 
Banderdewa. 

In order to reduce the transportation cost for extra distance, the Area Office, hired 
(March 2015) a private electronic weighbridge near RH Harmutty for weighment 
purpose. Hence, the extra journey of 18 km was not required to be performed by the 
contractors for weighment of food grains after March 2015. 

Audit scrutiny of transportation bills of Mis SDE and Mis T K Agency revealed that 
though the contractors claimed transportation charges for actual distance/more 
than actual distance in various bills from RH Harmutty to FSD at Pasighat (215 
km), Daporijo (356 km), Dhemaji (92 km) and North Lakhimpur (27 km) for food 
grains transported during March 2015 to October 2015, the Area Office while 
passing the bills inexplicably increased the distance reckoned for the 
paymenUallowed the excess distance claimed by nine km over and above the actual 
distance. This resulted in fraudulent excess payment amounting to t 36.42 lakh to 
Mis SDE and t 1.47 lakh to Mis T. K. Agency. 
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Both the above cases occurred as proper controls regarding checking the bills for 
accuracy and compliance with rules were poor at Area Office Banderdewa. 
Moreover, Audit observed that the very same officials who were involved in the 
process of hiring of nearby weighbridge at RH Harmutty actually passed the bills by 
increasing the distance as if the contractor had made trips to the weighbridge at 
FSD Banderdewa. This act has clearly benefitted the contractor without any 
justification. 

On the basis of above mentioned audit findings, the matter was investigated 
(March/April 2016) by a Committee formed by FCI, Zonal Office, Guwahati and it 
found that the facts and figures mentioned in the audit findings were correct. The 
Committee after investigation recommended for recovery of~ 51.15 lakh ~ 14.73 
lakh plus ~ 36.42 lakh) from Mis SDE and~ 1.47 lakh from Mis T. K. Agency and 
also recommended for stringent administrative action against Area Manager and 
other officials, who were involved in the act with mala-fide intentions. However, 
neither any recovery was made nor any administrative action was taken against the 
officials involved. 

The Management accepted (September 2016) the audit observations. However, the 
amount was yet to be recovered. 

The matter was reported to the Ministry in October 2016, reply was awaited 
(February 2017). 

5.3 Ex~ payment of f 24.96 crore to Uttar Pradesh Government and its 
~ __ Agencies 

Excess Payment of~ 24.96 crore was made to the Uttar Pradesh Government and 
its Agencies on account of cost of gunny and gunny depreciation for procurement 
of paddy and delivery of rice during KMS 2014-15. FCI recovered' 2.96 crore 
after Audit pointed out the excess payment and recovery of the balance 
~ 22.00 crore was yet to be made. 

The Gol, fixes the rates to be reimbursed by FCI to State Governments and its Agencies 
for the Custom Mi lled Rice (CMR) de livered for each marketing eason. During Kharif 
Marketing Season (KMS ) 2014- 15 the rates for a gunny bag and gunny depreciation per 
bag were ~ 86.46 and~ 33.99 respectively. 

On request of the Government of Uttar Prade h, the Gol vide it letter dated 06 January 
2015 permitted use of unuti lized (leftover) gunny bags and High Density Polyethylene 
(HDPE) I Polypropylene bags which were purchased by the State Government for Rabi 
Marketing Season (RMS) 20 12-13, KMS 2012- 13 and RMS 2013- 14 for procurement of 
paddy and delivery of rice for KMS 20 14-15. 
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Audit observed in Regional Office, FCI Lucknow that the State Government did not 
indent for supply of any gunny bag for KMS 2014- 15, as sufficient unuti lized gunny bags 
of earlier crop years were avai lable with it. The total procurement of rice for KMS 20 I 4-
15 was done in unutilized gunny bags of earlier years for which the requisite permission 
was also granted by the Gol. It was, however, noticed that the State Government and its 
Agencies ' claims were paid by FCI at gunny cost and gunny depreciation at the rates 
applicable for KMS 2014- 15, even though the gunny bags in which Custom Milled Rice 
(for KMS 20 14-15) was delivered pertained to earlier years. This resulted in excess 
payment to the extent of ~ 24.96 crore. On being pointed out by Audit, recovery of only 
~ 2.96 crore was affected by Area Office, FCI Faizabad. However, recovery of 
~ 22.00 crore was yet to be made from State Government and its Agencies. 

The matter was reported to the Ministry in October 20 16; their reply was awaited 
(February 20 I 7). 

5.4 Sale of wheat to bulk consumers below cmt under open market sale scheme 
in Pjmjab 

FCI sold wheat to bulk consumers at a rate below cost under open market 
sale scheme during 2013-14 leading to non-recovery of cost to the tune of 
~ 38.99 crore. 

The Gol allocates wheat for tender sale through Food Corporation of India (FCI) to bulk 
consumers and smal l pri vate traders in domestic market under Open Market Sales 
Scheme (OMSS) at predetermined prices. The Reserve price for sale of wheat under 
OMSS is fixed by the Cabinet Committee of Economic Affairs (CCEA) after considering 
the suggestions of the concerned Departments/ Ministries and on the basis of the draft 
note submitted by the Ministry. FCI undertakes sale of wheat and rice under OMSS 
trictly as per the allocation and guidel ines prescribed by the GoI. 

Based on the directions of the Ministry (August 2012), a High Level Committee of FCI, 
communicated (September 20 12) rates for tender sale to bulk consumers/private trader 
from FCI godowns under OMSS in Punjab region. Further, the Ministry, allocated 
(July 2013) 85 LMT of wheat for tender sale to bulk consumers and 10 LMT of wheat for 
sale to small private traders from FCI godown in Punjab and Haryana for the period up to 
March 2014. The wheat was sold at a reserve price at~ 1,500 per quintal. 

The Ministry stated (November 2016) that reserve price of ( 1,500 per quintal was 
arrived at after taking into account, inter alia, the following: 

(i) The economic cost of wheat for 2013- 14 of ( 2,010.22 per quintal was not 
considered for fixing of reserve price on the ground that it would be inflationary. 
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(ii) The MSP ofll'heat of ( 1,350 per quintal of RMS 2013-14 was not con idered as i1 

ll'Ould be too low. 

(iii) Further, private players had bought wheat at the rate of ( 1,500 per quintal even 

with bonus declared in Madhya Pradesh and Rajasthan. 

Audit noticed that the fixation of reserve price for sale of wheat in open market was made 

on the basis of market price prevai ling in only two States i.e. Madhya Pradesh and 

Rajasthan though the market price of wheat in the domestic market (September 20 12) 

was more than ~ 1,500 per quintal in most of the States except ome places at Uttar 

Pradesh, Haryana and Bihar. Thus, not only was the ample size restricted to only two 

States, the reasons for choosing these two particular States were not elaborated. 

Audit fu rther found that in re. pon. e to Inter Ministerial con ultation, the Department of 

Expenditure had suggested to fix the reserve price of wheat for open market at MSP plus 

statutory taxes; which was approximate l y ~ 1,550 per quintal. Regarding the proposal of 

fixing the reserve price on the basis of MSP plus statutory taxes, the records indicated 

that there was no specific rejection I acceptance of the proposal. Incidentally the element 

of statutory taxes was included in the reserve price in the previous two schemes fo r sale 

of wheat in open market. However, it was only in 2013- 14, that the reserve price was 

fixed without including the State-wise statutory taxes; for uch exclusion, no sound 

ju ti fication was found on record. 

Department of Expenditure had also suggested that in order to meet the objective of 

contain ing inflationary conditions, the price may be fixed ju<;L below the market price and 

proposed for a committee to be nominated to fix the reserve price on the basis of 

prevai ling market prices. However, the suggestion of nomination of a committee to fix 

the reserve price of wheat for sa le of wheat in open market was rejected by the Ministry 

on the ground that there were substantial price variation within the State as well as across 

different States. 

Audi t noticed that ample size to determine market price of wheat was restricted to the 

market price prevailing in onl y two State . This deci ion is to be seen e pecially in light 

of the fact that to counter the . uggestion of Department of Expenditure, the Mini try in it 

own internal note dated 20 September 2013 stated that there wa . ub LanLial variation in 

price of wheat between States and across different States. Thus, dependence of the 

Ministry on data of only two Stales to fix Reserve price Jacked justification. The Ministry 

should have considered market price of at least the major wheat procuring State to arri ve 

at the reserve price. 
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Thus, non-consideratio n of the Department of Ex penditure ' s suggesti on by the Min istry 

eventuall y led to non-recovery o f cost (MSP plus Statutory taxes) incurred by FCI from 

sale o f wheat in open market to the ex tent of ~ 38.99 crore51
. 

5.5 Excess payment of~ 25.01 crore of output Value Added Tax 

Food Corporation of India could not adjust input Value Added Tax while 
making payment of output Value Added Tax due to improper 
collection/maintenance of input Value Added Tax documents and made an 

avoidable payment of ~ 25.01 crore. Non refund/adjustment of this avoidable 

payment also led to consequential loss of interest amounting to ~ 13.02 crore on 
credit being availed by FCI. 

Food Corporation of Ind ia (FCI) pays Va lue Added Tax (VAT) on purchase I sale o f food 

grains in Uttar Pradesh (UP) as per provisions of UP VAT Act, 2008. As per the 

provis ions o f the Act, credit of the full amount of input tax wi ll be allowed when the 

purcha ed goods are resold. FC I had al o issued instructions (July 2005) that the input tax 

i to be adjusted agajnst the output tax reali zed on sales made out or stock purchased 

within the State. 

In UP. the formalities dealing with payment of VAT re mained decentral ized up to June 

2011 , i.e., there was separate Tax payer Ide ntification Number (TIN) for each District 

Office (DO) of FCI. However, with e ffect from I July 201 1, FC I decided to change thi s 

sy te rn and switched over to centrali zed mode, which warranted the DOs o f FCI in UP to 

surre nde r their TIN and transfer the value of stock held by them to the TIN number of 

Regional office (RO), Lucknow, UP. The transfer of value of stock was treated as sale, 

thus, attracting the incidence of output VAT. Th is output VAT in respect of food stocks 

of UP, however, was to be ful ly adjusted with the payment already made by FCI on 

account o f input VAT, with no further outgo on account of the former. 

Scrutiny of records revealed that the food stock as o n 30 June 20 11 in respect o f seven 

DO 52 of UP wa trans ferred to TTN of RO, Lucknow attracting an amount of 

~ 50.66 crore on account o f output VAT. The input VAT against output VAT, however, 

could onl y be claimed by FCI onl y to the extent of~ 25.65 crore due lo improper/non 

51 ~467 per MT X 8.35 LMT=~899.45 Lakh. 
~467 per MT=lO X (1550 per quintal - ~ 1503.30 per qui11tal (average sales realization)). 

52 Agra, Bulandshahar, Faizabad, Hapur, Moradabad, Saharanpur and Varanasi. 
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maintenance of input VAT document53 containing details of the purchaser, description, 

quantity and value of good , amount of va lue added tax paid etc. Consequently, FCI had 

to make an avoidable payment of~ 25.0 I crore on account of output VAT as the whole 

amount of input VAT could not be adjusted from output VAT. 

While accepting the audit observations, the Management stated (January 2015) that short 

availability of input VAT at the time of centralization was introduced due to i) Non

consideration of opening Input Tax Credit (ITC) of ( 31.84 crore available at RO level at 

the time of decentralization in 2008; ii) ITC utili:ed on sale of Ex-UP stock in some of the 

DOs during dece11trali:ed period and iii) Non filing of proper VAT return due to non 

a\'Clilability of tax invoices in some of the DOs. To overcome the above issues, the 

decision of recentralization of VAT mechanism at RO level was taken by FCI ( l July 

201 I ) and remedial action is being taken to gel disallowed ITC through filing revised 

returns etc. to the concerned authorities. 

The reply of the Management is not acceptable as transfer of value of the stock held by 

the DOs at the time of centralization in July 2011 was treated as sale and attracted 

incidence o f output tax which shou ld have been adjusted with the input tax on the value 

of the same quantity of food grains at that point of time. Further, non-consideration of 

opening ITC during decentralization in 2008 or utili zation of ITC on sale of ex-UP stock 

by DOs during decentralization has no bearing on non-adjustment of VAT at the time of 

re-centralization in July 20 11. The Management's reply that proper VAT returns were not 

filed due to non availability of tax invoice in ome of the DOs indicates non-availabi lity 

of proper documentation which resu lted in non-adjustment of output VAT of 

~ 25.0 I crore against the input VAT. 

Thus in the absence of proper maintenance of important VAT adjustment related 

documents for claiming of the credit (benefi t ) of Input VAT, FCI not only made 

an avoidable payment of~ 25.0 I crore to the VAT authorities of Uttar Pradesh but al o 

suffered consequential loss of interest of ~ 13.02 crore54 on an equi valent amount of 

credit being avajled by FCf for its day to day functioning (March 20 16). Moreover, FCI 

has not yet been successful in getting the refund of the avoidable amount of~ 25.0 I crore 

of output tax paid, even after a lapse of five years. 

53 Form VA T - XVIII (Tax Invoice). 
54 Calculated 011 the due amou11t of ~25.01 crore for the period from July 2011 to March 2016 at rate 

of interest for cash credit limit availed by FCI. 
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The matter wa reported to the Ministry m October 20 16, reply was awaited 
(February 2017). 

New Delhi 
Dated: 05 June 2017 

New Delhi 

Dated: 06 J une 2017 

)w/~~ 
(ASHUTOSH SHARMA) 

Principal Director of Commercial Audit 
and ex-officio Member, Audit Board-IV, 

New Delhi 

Countersigned 

(SHASHI KANT SHARMA) 
Comptroller and Auditor General of India 
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List of Abbreviations 

SI. Term used in Report Description 
No. 

A 
l. ASWC Assam State Warehousing Corporation 

8 
2. BOD Board of Directors 

c 
3. C&AG Comptroller and Auditor General of India 
4. CAP Covered and Plinth 
5. cc Cash Credit 
6. CCEA Cabinet Committee of Economic Affairs 
7. CCTV Closed Circuit Television 
8. CDA Central Dearness Allowance 
9. CIP Central Issue Price 
10. CMD Chairman & Managing Director 
I l. CMR Custom Mi lled Rice 
12. CPF Contributory Provident Fund 
13. CPI Consumer Price Index 
14. CPS Es Central Public Sector Enterprises 

D 
15. DA Dearness Allowance 
16. DCP Decentralised Procurem~nt 
17. DGS&D Director General of Supplies and Disposals 
18. DO District Office 
19. DPC Delhi Productivity Council 
20. DPS Direct Payment Labour System 

E 
2 1. ED Executive Director 
22. EPF Employee Provident Fund 

F 
23. FAP Financial Accounting Package 
24. FCI Food Corporation of India 
25. FSD Food Storage Depot 

G 
26. GM General Manager 
27. Gol Government of India 

H 
28. HDPE High Density Polyethylene 
29. HLC High Level Committee 
30. HRA House Rent Al lowance 
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I 
3 1. IDA Industrial Dearness Allowance 
32. ILO Industrial Labour Organization 
33. ITC Input Tax Credit 

K 
34. km Kilometre 
35. KMS Kharif Marketing Season 

L 
36. LMT Lakh Metric Tonne 

M 
37. MEA Ministry of External Affairs 
38. MGWs Minimum Guaranteed Wages 
39. MOCAF&PD Ministry of Consumer Affairs, Food and 

Publ ic Distribution 
40. MoF Ministry of Finance 
4 1. MoHRD Ministry of Human Resources Development 
42. MoL&E Ministry of Labour & Employment 
43. Mo RD Ministry of Rural Development 
44. MoS Memorandum of Settlement 
45. MOU Memorandum of Understanding 
46. MSA MontWy Stock Statement 
47. MSP Minimum Support Price 
48. MT Metric Tonne 
49. MTF Model Tender Form 

N 
50. NAB ARD National Bank for Agriculture and Rural 

Development 
51. NEF North East Frontier 
52. NFSA National Food Security Act 
53. NWNP No Work No Pay 

0 
54. OMSS Open Market Sale Scheme 
55. OTA Over Time Allowance 
56. OWS Other Welfare Schemes 

p 
57. PDS Public Distribution System 
58. PE Private Entrepreneurs 
59. PEG Private Entrepreneurs Guarantee Scheme 
60. PLI Productivity Linked Incentive 
61. PMS Preservation, Maintenance and Security 
62. PSU Public Sector Undertaking 
63. PSWC Punjab State Warehousing Corporation 
64. PUN GRAIN Punjab State Grains Procurement Corporation 

Ltd 
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R 
65. RH Railhead 
66. RMS Rabi M arketing Season 
67. RO Regional Office 
68. RTC Road Transoort Contractor 

s 
69. SBI State Bank o f India 
70. SDE Mis Sehee Donyi Enterprises 
7 I. SGA State Government & Agenc ies 
72. SGAs State Government Agencies 
73. STLs Short Term Loans 
74. swc State Warehousing Corporation 

T 
75. TDS Tax Deducted at Source 
76. TIN Taxpayer Identification Number 

I 77. TPDS Targeted Public Distribution System 
u 

78. UP Uttar Pradesh 
79. URS Under Relaxed Spec ifications 

v 
80. VAT Value Added Tax 

z 
8 1. zcc Zonal Cash Cred it 
82. zo Zonal Office 
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