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INTRODUCTION

I, the Chai.man, Committee or public Undertakings (2016-2019) having

b€€n authorised by lhe Committee to present th€ report on its b€half, present this

Thirtieth Repon on Kerala Stat€ Civil SuPpli€s Cor?oration Limited, based on the

r€pon of the Comptroller and Auditor Ceneral of India for th€ year ended

31 March, 2013 relating to ile Public Sector Undenakings of the state oI Kerala.

The aforesaid r€porl of th€ Conptroller and Auditor General of India were

laid on th€ Thbte of the Hous€ on 10-6-2014. The consideration of the audit

paragqphs included in this repot and the examination of lh€ departnental witn€ss

ln connection th€r€to was made by the Committ€e on Public Underhkings

constituted for th€ y€a.s 2014'2016 atits meeting held on 30-9'2015.

This R€pon was considered and app.oved by the Committee (2016-19) at it5

meeting held on 26rl-2017.

The Committee place on record its appreciation for th€ assistanc€ rendercd

by the Accountant G€neral (Audit), Kerala in the examimtion of the Audil

Paragraphs includ€d in this Repol|

The Committee wishes to express thaDks to lhe officials of the Civil Supplies

Deparlment of the Govemm€nt Secretariat and the Kerala Stat€ Civil Supplies

Corporation Limited fof placing the oaterials and information solicited in

ronn€ction with examinalioD of tbe subject. Tbe Committee also wish€s lo thank

in particular the Secrekries to Gov€mment Civil S'rpplies and Finance

Departrnents and th€ officials oI the Kerala Stat€ Civil SupPli€s CorPoration

Limited who appeared for er'rdence and assisted th€ Committe€ by pla.ing their

Thiruvananthapuram,

26dt April, 2017.

C. DIVAKARA\

Chairnon,

Committee on Public Undertal<tngs.



RSPORT

ON

KERALA STATB CIVIL SUPPLTES
CORPORATION LIMITBD

AUDIT PARACRAPH 4.3 (2012-13)

4.3 CeDtrnlised FrocurcecDt of Elloltial CoE noditiGt

Kerala Stat€ Civil Supplies Co.poration Liinited (Company) was

rncorporal€d in June 1974 with the objecrive of procuremenr and

dislribution of essential commodili€s including food grains so as to e8sur€

their easy availability to lhe public at reasonabl€ prices. The Compary sells

lhese commodities at two differen( rates viz., subsidised mte fixed by lhe

Govcnme and higher rate fixed by rhe Company-'free sale subsidy

rate46 The Compdy follows rh€ sam€ process for procuremenr of
commodilies meant for subsidis€d sale as well as free sale and rhe purchase

The Govemment of Kerata (coK) €xtends financial suppon in the

forn of grants-in-aid (GIA) lo the Company ro comp€nsate rhe loss

suffered due to sale ofessential commodities at subsidised rate.

For distribotion of €ss€nrial commodilies, rhe Compary operared

l3l4 outletslT across rhe Stare (March 20t3). Th€ activities of rhes€ outlers

are co-ordinated and controlled by 56 depots and fiv€ Regional Offices.
Audil w&s conducted during Fhbruary to June 2013 in selected seven

Depolsls and Head Office for scrutiny of records.

Tr'c nrail lrice frxed by rh. Conpa.y for .lbsidiFd and lon,subsidisd
connod cs sold withour qwrily Eslriclion.

4? 906 Mave[ stor.s, 3?0 SuFr Mdkers, t9 P@p]e s Baaes, four ttypr Msker$one
Apna Buaff ed 14 Mobile M.v€li Sr@s

.18 KahrDr, Kozhit.rle, Pllatkad, Kchi,(ollayd, Alappuzha ud (ollsn dcpors.

gaq20n.
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43.2 Prccurement Prccess

The Procurement process of the Company js govemed by the Purchase

Manual (2005) and the Pu.chase Policy (2010) app.oved by coK. The Company
procures essenlial commodities centrally at the Head Office through e tende!
which is a web enabled tendering system.

The various st€ps involved in the procurement process are as undlr:

(i) ReSistration of v€ndors : The prospectlve bidders have to regisEr their

nane with the Company for.aking pa in the e-tenders.

(ii) ksuance of t€nder notice : The purchase division starts thc tendcr

pmcess by uploading of the tender docum€ntsa, with indicative quantity

re4uircmenti in the website wbich consists of two pans viz., lechnical bid and

(iii) Colleclion of Ind€nls : Al1 depots are required 10 submlt their
indents, in the eleclronic indent form created in the websile, for the commoditics
included in the tender prior 10 opening of the e-tender.

(iv) The offer and its evaluation : The vendors have !o indicate rates for
each commodity for each depot and the tolal offered quantily. On an average, one
€-tender covers 18 commodities for 56 depots. Cenerally the vendors quote
different rates for different depots .ccording to locations. To evaluare all lhe offers
received, the Company uses specially designed software namely Leasl Cosl
Solution (LCS).

(v) Preparalion of purchase plan I After opening thc lender, considering
the rate quoted, the quantity offered by the vendors and rhe requirements in depots
as extracted from the e tendering website, MIS division prepares a 'purchase plan
for each commodiry by uploading the above delails in LCS.

(vi) Finalisalion of purchase ptan : Head Office Managemenr Comminee50
(HOMC) decides the quantiry to be purchased for eeh depot and fianalises fie
purchase plan. The purchare decision is placed in the next meeting of Bollrd of Dircctors
(BoD) for radfication.

50

Tender node, tems and coditions. schedules fr qualily sFciticarlo.i ofrer sheet,
d..l@rion, fom of wduly, etc.

CbnsisL\ of tunclional h.ads of difeEnt dlvnions eicepl lntemat Audir.
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Audit analysed procuremenl of 22'r essential commodities tbrorgh

43 elenders noabd during the period ion April 2010 io March 2013 from lhe poi of

view of objecliyily, cosr eff€ctiveness and qoalrty asp4ts and tle findings are dis.ussed jn

the succeedins paragraphs.

4.33 Audit Findings

Audit noticed ihai $ough the ConPany inviied open tenders throtrgh cl€ctronic

mode, finalisation of lh€ tendets and selection of successful bidders lacked obj4ttulv as

4.3.3. L- Post tender neqotiation without ftcoding rcason

The tendering system in the Company envisaged complet€ lranspdenov bv rvoiding

scope for subj€clive d€chion making. Po$ tender negotiations and changing t\e price,

quantity and depols oftercd viliate tranlparen:y as the bidd€rs get a chance {o amend th€ir

bids md forn cartels ajier knownrg $e rates quoled by other bidders Hence the BoD had

limited (March 2010) the post tender negolialions to certain specific siiualions like:

. when there is faliing irend in the prices of a commodi.y in the markel,

. when lhe yariation in pric€s ohained in p€sent Lnder compar€d with

that of previous tender fof a commodily is disproponionate to lhe

conrsponding change in prices reportsd in newspapers, etc., to lhe

disadvanrage of ile Company,

. when therc is tlide gap in lh€ range ol prices in the LCS a')d

' wheD lh€ tolal quantly offered by lhe suppliers ts less than the

requiremetu.

Further, Purchas€ Manual of lhe company also restricts the negotiations

with lhe lowest biddels. Negotialions with other bidden are permitted ontv if
rhe expecled results are not achieved in negotiations with lowest suppli€rs.

B€nsalgre bold, Blackerm sshe! (whole) Bletg.d split (wi$ hush lhctgrm dhal
(sdhed), Lobia,G.dngrm, C€nsan dhal, Pcas dhal,Tqtdhal, Toddhd f.lka qualit.
whie lobia, chilics, Conander. Cuenc€d, FenuEE l, MDslad, BodhM ncc, Jav. ricq
KDNa rice, Man. rice, Ra*/.i& tnd sugd.
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Audi(. however, noticed rhat th€se reskicrions were not followed by the
HOMC. The Company followed a system of posr tender negoriarions which
gav€ anple scope for albitrariness and subj€ctiviry at difterenr slages.

Audit found ftat HOMC wirh respect to seven commodiries in
43 e terders floated during the period covered in audir, finalised 60 per cenr of
tenders after negodations with supptiers inctuded in LCS, as detailed b€lowi

Tablc 4.15 : Pinalisatio! of tcDdorr rtrd ncgotistion! coDductcd

sl.
No.-

Cornmodity

Bengal gram bold

Chillies

Black gram whole 39

4o

4 Creen B.am

Matta rice unda sonex

Sugar

39

t67
h Our ot 43 e-tcn.le^ ca e,t ror dirkg he pedotl JotO )7rJ. nii^ter or
Dmes these seven ..ommoditjes werc inctuded in tendery is shown against eachcornmodity - 

ll
Audit noticed that reasons for resorting ro negoriarions wcre not recorded

in 55 cases our of 167 negotiarions conducred.

4.3.3.2-Revision ofntes and offeted quantity dudng negotiations

Audil test checked 20 negoriations wilh 22 suppliers in l0 e renders for th€
seven commodities our of rhe 43 e,tenders to assess the negotialioD process and its
impact. Audir scrutiny reveated the followirgl
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. Bidders got in to LS bv quoting lowest rate in anv one of the 56 depots

HOMC permr{ed these supPliers to revise their rates' increase the offered qu'nlitv

and number of depols during negotiadons Hence th€ share of suppliers in the

LCS was increased to 233 per €erl' on average' in $e final purchase plan and m

one case offered quantitv increased up to 550 Perc€nt in the final purchas€ plan-

Consequently, a few suppliers comered lhe entir€ purchase orders with the result

that onty ?7 Per cent of the suPpliers appearing in the l'CS could get purchase

orders after negotiations

' Though these negotiations were conduct€d for reducing the quoted ral€s

of the commodities. the financial berefit was negligibte and ranged from

0.09 per cen! to 382 per cent of lhe total purchase order value Thus' HOMC

vitiated the oblectit lty of rhe erendertng process for a meagt€ margin

Governm.nl, endorsing lhr rcptv ot rhe company staleo (January 2014) lhal

all the vendon who quatified in ihe tender and becam€ L1 in anv of the clepois

were invired for negotialions and allowed to quote for more depots lt claimed that

the jncrease of 233 Per cenl (average) in the shar€ of suppliers in the ordered

quantity after negotiation and reducing of fte number of suPpliers to 77 per cent

from the LCS !o final purchase plan showed efficiencv of negotiations The fac!

howeve., remained that the Company invited a supplier for negoliation who was

Ll in any one of the depots, and 
'llowed 

to quole for d€pots wher€ he was not Ll

This tantamounled !o manipulatiol and vitiation of entire tendering process'

4. 3. 3. 3-Negotiation e\/ith bidders othet than k'west

The ComPany, at the time of pr€Paring of LCs' considered quantity ind€nted

and upload€d in the e-tendering website bv depols Audil noiiced that' in many of

the cas€s, this quandtv was higher than the actoal requirement assessed bv HOMC

during evaluation of tender. This has r€sulled in certain suppliers with higher rat€s

but more qumlity getling into LCS who otheNise would have been left oul had

rhe LCS be€n prepared based on actual requirement For instance Dharani Sugars

and Chemicals I-imited had quoted higher mtes for procurement of sugar but
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entered into LCS due to higher quanrity rhan required giver for Feparation of
LCS and was invited for negoriarion. During negoliarion ihe supplier reduced

meagre amouDt rangirg from two ro rhree paise pcr kitogram from the iowesi
quoted rate of other suppliers and bagged purchase orders valuing { 4.86 crore in

4.3.3.4-Negodanon with bidde nor in LCS

Audit found that purchase orders were issued ro bidders who were nol
setecred by LCS, bur through negotialions.

HOMC held negotiarions wirh ltree bidders 'who pinicipated in rhe iender
(8650/2011-t bur did not find a place in rhe LCS and were awarded purchase

Ord€n (Pos) valuing 11. 22 crore for purchase of rice.

Govemment replied with regard to above deficiencies that regulations were
followed by the Company in all the e-renders floated during rhe audil period. Ir
was also replied that all the suppliers who panicipated i! the
Tender No. 86502011-t were called for regotialjon for better resuh.

Th€ reply was not acceptable. lnviring d_ll the bidders for negotiation was
gross violadon of the sancdty of the lender procedure. The Company violated irs
own purchase manual and did not restrict negotiations wilh lhe lowesr bidders.

4.3.3.s-Dnect purchases from prducing centres and locat taden

Par8ilel ro e-tendering, the Company used ro depure officiats ro producing
c€ntr€s outside Kerala for coliecring b€lter offers which are also considered atong
wjth e-tenders. In additio!, the Regional Managers (RMs) were also dir€.ted to
coue€t offers from authentic local sources to compare rates r€ceived in e,tenders.
Thfu was envisaged as a means to currail rhe unhealthy pracdces such as

formation of cartels. sysrematic elimination of new suppliers and suppiy of low
quality commodiaies at high rales, etc., by existing suppliers. However, Audit
found that these checks were not at all effective as the same vendoG who
participated in $e e-tender bagged r}|e orders for direcr purchase also_ Thus, out
52
53

No.865CV20ll(6).nd 865U2011(8)
sl.Arlonys Modcd Rie Mill.Nihana TradB sd Ktrnhi Nmal Mrketnp Linrr!
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of 107 purchase orden valuing {4219 crore issued as Parl of th€ iniliative to

procure commoditi€s direcdy, 46 puchase ordeN valuing ill56 crore were

issued to suppliers who were alr€ady registered with the Company Fudher' out

of these 46 POs, suppliers who won 13 POs had also panicipated in the sarne

lend€r hrou8h e tendenng routE and obained POs under rwo routes {e-Fnder

route and direct procurement route)

As this resulted in submission of multi tenders by the same bidders'

collecrion of oft€n for direcl pro(uremenr should be Irom new supPliers onlv

Covernment stated that the inte&on of the Company was to make more

competition in lhe lender and 10 ensure comP2;sn of the rates rEceived with

mandi rates. However, the Company should not have obtained offers ftom

4.3.3.6-Evaluaion of Connercial b;ds of biddels who did not qualify in

technical evaluation

The e-tender invited by the Company had two pans viz ' technical bid and

cornjnerctal bid. The dulv frlled up render do€umenls and Eamesr Money D€posil

(EMD) together with other documents constitute technical bid The bidders are

required to submir EMD separatelv for each conmodity Commercial bi& of

oily technically qualified bid.lers are opened for funher eYaluaoon Thus' a bid

withour EMD is technically invalid and cannot be considered for evaluat'on'

Out of total 2973 bidden panicipating in the 43 e-tenders floared during the

review pedod the details of EMD wer€ not r€corded in respect of 683 bidders-

The financial bids of these bidders were however' opened evaluat€d and even

Pos were issueal A detarled sc tinv of technical evaluation shelts for fte monft of

March 20131 revcal€d lhat delails of EMD were not available in l8 pd€ bids evaluaied

.nd fou.rr POs were pla.ed wiLh tlrce such ton'qualified bidders'

54 T.nder No. 467t2013

55 PO No.l2?44 hsued ro Roval Tade Links Pos No 12766 &12?86 issued to KRM RmadEvi
-- 

ii"-;.. p;""t. litu"a ud m No 12?94 iss!'d !o Kdpsa A8rc Mius
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The Covemment accepred the above audir linding and shred rlal an EMD register

lus sitce been opened wid detaik of ali EMD given by various l€0don. Il was atso srarcd

tlat mosr of tle supplids would keep the EMD oi a permanenr basis and they orly rcpod
the detlils of EMD submitted carli€r and failed ro rccord the sane in lhe particutrr cotumn.

Govemment fuiher sl.at€d that necessary sreps woutd be taken up wilh rhe sofiqare
provid€rs to show the d€latls of permanenr EMD automaricalty in ie rerhnjcal bid sheer.

433.7-Undrc favout to defaulted supplien-waiver of penalty for short detared suppty

In oder to ensurE prompl supply of commodities, delivery schedules were clesd)
slipulated in each purchase order and penal clauses were incorlorared in the pnder

condidons for delayed- shon supply. Funher, tender conditions specified rhar conmodities

should not be accepted after 40 day! from rhe date of purchase order. Audir, however,

noticed thal the Company dilui€d ftese render condirions and favoured lwo suppliers by nor

levying p€nally anounting to {1.22 crorc for delayed shorr suppty as shown betow:

T.bl. 4,16:Dctril! of pca.lty to bc.ccovcrld

(rn quinral(l lrn qurnrrh)

18448 Nil

Y f"-"suppry suppty

(r in crore)

1.04

0.18

Totrl L22

ln both the cases the Company issued f.esh purchase orders dire{rly ro the
defaulted suppliers for the shon supplied quantity wjrhour imposing penalty.

The covemment replied that lhe tender conditions were relared as sugar
market was a seller's market and the Company found it djfficutr to ger rnore
v€ndor participation for supply ofsugar. It was furrher stated rhat Denalty was nor

Name of sulplie./Po

No. & Dale

Dharani Sugals alld Chenicals

Limited, Chennai

0{o. 9504/25120n)

Ponni sug,ls (Erode) Limitcd

{No.10509/2510-2011)

O.dered

quantity

(in quintah)
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imp.Ned on Ponni Sugan (Erod€) Limited as the delay in supply was due to

labour problem in the Company's own depots. The reply was nol accepLable as the

Company hlrs taken stringenr measures such as blacklistin8 against olher suppliers

of sugar (Bannari Amman Sugars Limited and Jans Ventures) du.i'8 the revi€{l

period and ;n the case of Ponri Sugars rcply w.s not juslifiable as the labour

problem in the Company refened to qas due to failure of supplier to supply sugar

in 50 Kg. bags as per lhe tender conditions.

It is .ecommended rhat th€ lender conditions should be adhered to and

penally imposed to ensure tim€ly supply.

4. 3- 3. 8- Cost effect iveness

To ensufe co$t effecliveness in purchase, the competitiveness of the rales

obtained should be ensured by generating fair competirion. The Conpany,

however. failed to ensu.€ lhis due to poor market intelligence, caiel formation by

bidders, dependence on few supplien and wrong assessment of requirements as

Poor osrtet iDtelligencc

Avaiiable sources of market intelligence with the Company wer€ mandi rat€s

wholesale rates reported in ncwspapers, local market pdce repoded by Regional

Maragen (RMs), etc. However, these were not lapped fully to get the lowesl price

while procunng commodities as illustrated b€low:-

. Mandi raies were not collecrcd and compa.red by HOMC whiie finalising

tenders. A tesl check of nine rcnderss in resp€ct of chillies and

coriander revealed tha( the procurement rales were hiSher by five to thirty

eight per cenl and six to twenty one per c€nt respeclively as compsed (o

,nandi rates inclusive of transponadon and other charges5r. Thus, the

€xcess cost of ordered quetity worked out to a 11.04 crore.

56 TendcB opened on &7 2010,4&2010, 22-2-2'll, 5 7'2at\ 2&7-20lr, 18 &201], 4'?'2012,

2G1 2Al2 &d 9.a 2n12
57 Purhase cosr at mandi Plus EansPqtali@, Ioiding chsaes. CSf aid odEr disllM.ds
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. None of the RMs co €cted and reponed local wholesate rar€s regulariy

except the RM Emakulam, rhat too for nine commodiries as against

18 comfnodities.

. The Company compared newspaper reponed rares of onty .ine out of

l8 commodines.

The Govemrnenr replied rhal mandi rar€s were compared for verifying the

pnce trend bul these were nor comparabte with tender rate since the nandi rares

&e spot rates, commodities availabl€ in mandi needs to be cleaned, graded and

bagged for transporr.tion which was highly expensive. The r€ply was ror

acceptable as the landed cosa of comnodities based on mrndi rates was

comparable as tmnsporrarion cosr could have been arrived at and reasonableness

checked thereio, afier that and purchase manual provides for cross checkirg wirh

wholesale prices fron variolrs sourc€s a'rd localions. Tb€ mandi rales de available

in lhe website of ACMARK' on daily basis and fte landed cosr of the same can

t€ alrived at for comparison wirh render rares. Th€ covernmenr also saared that

RMs failed to repon whotesale mmket mtes due to non-availabiliry of offers and

now the Company had giv.n a revised dircction ao RMs 10 reporr mles everl in rhe

Audil r€€ommends that the market in!,elligerce systen should be revamped

so as ro €nsure competitiveness of offers r€ceived by utilising rhe whotesale price

of different cornmodilies prevaiting in various markers avaitable in rhe website of
Departmert of Bconomics and Stalisiics, coK on daily basjs.
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U celistic qurtrtity rc'quirolootr rhovl il tondor.

The t€nders were invited for supplv of an "indicative quantitv"

Indicalive quantity rcquir€ment published by th€ Companv in elenders vari€d

widely from aclual requiremenl assessed by HOMC In e-tenders inviled for seven

comlnodities,ss in eighl ou! of 14 cases the tendered quantitv was higher than the

ac{ual requirement. In respecl of seven cases the va'iation ranged ftom ll3 per

cent to 389 per cett and in one casese it was 1428 per cent' Further, tendered

quanrily published dunng July !o December 2012 remained the same inespectrve

ol variations in the assessed requirement. It the evenl of indicative requirement

remaining lower than lhe assess€d quantity the same led to avoidable negotiations

with bidders for increasing the offercd quantitv and consequent delav in placing

While accepting the audil observations the Covemm€nt stated that steps

wcre being taken to ensure thar the requirement published was more r€alislic

Collusion smorg voldors rcstlicting etrtry of lcw biddctr

Se.lion 3(3)(d) of the Competition Act. 2002 provides that any agrEemcnt

entered into between or practice carried on or decision taken by bidders which

directly or indireclly results in bid rigging or collusive bidding, shall be prerumed

to have adverse effect on competidon lt explained the i€rm 'bid rigging' as any

agreemenr shich ha5 rhe effect of eliminarin8 or reducing comperrtion tor bids or

adversely affecting or nanipulating the process of bidding.

59

ijiiiii *o.r'"a ttmol, ct'illies. clta sd. bbia Mafa tice unds sqru eusa and

Tende. No. 2025&2012 fo Blek8nm wash.d whole op.ned on q&?012
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To check fie extenr of collusion, Audir reviewed rhe vendors profite as well

as the communicarions between the Company and the vendors. Thus, ?5 v€ndors

formed 26 subgroups consisting of rwo to six vendors having conmon email_ids,

address€s, conract numb€rs, eic., as Siven below.

Tablo 4,lTtDetsils of vctdor. profilc

Suppliers I
Remarks

42 v€ndors, who parlicipated in bidding and
teceived purchase orders, bad common
e-mail id. The ComFny was aware as rhey

These evidenced collusion and cartel formation among bidders enabhng bid
rigging as well as impairing fair comperition. The Company was aware of this
unfair practice as evident from the minutes of 441h HOMC meering
held on llth Novenber 2009. The Company, however, failed to iniriate any action
by taking up the maller wirh the Competilion Commission of lndia under lhe
Conperition Acr, 2002 or blacklis( such bidders.

All the above 75 vendors (26 sroups) togelhe. bagged orders worth
41076.76 crore for supply of i.ems orhcr than sugd which constiluted

Common E-nail lds

i I lus€d to send messases ro see e-mait ids forl

I lcommunicating 
with more than one supplier. 

I:_( ommon addres\€s, These supplers .hared commun phone

]phone numbers and 30 numb€rs or conracr addrc$ses and even same

iliaison 
officials I Itiaison officials for communicarion. l

Iur\cros'ng rales to Two supptrers6u ured lo forwa,d a copy ol
leachother 3 rhe e_mail containing their revised rates

quoted during negotiarions ro the regisrcred

] ]e-mail 
id of anorher supplier.

f- r"rst I 75 l-rl

60 Shr* B,nLeB'he Enkrpnsrs and sr€ejr Enterpacs
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69 per ceni 610l total purchase order value Further' out of the 26 groups' suPpl'ers

belonging 10 l0 groups, together bagged 48 percent of total purchase order value'

It was also seen in audit that ?1 suppliers werc newlv registeted during $e vear

2012-13. Of these, 20 suppliers who got purchase orders during that period' seven

were erther srsler conLerns ol old \endorJrelaled v"rlh olher vendors or previously

regislered vendors. The Company had placed 134 purchase ordeis for l4l lakh

Mis of sugar valuing I 434.42 crore during 2010 20ll10 2012-2013 out of the

rolal order tdue 76 perccnr wa' placed wirh lhree privare sugai ProJuers as

depicted in th€ graph. Th€ average numb€r of participanis in the tend€r process

was also limited 10 six suppliers. As a result' the Company was not ge$ng

comp€titive .a!es and the procuremelrt rale was even hiSher than the avera8e open

market wholesale prices6'zThe Companv incuned addilional expenditure of

{3.23 crore during th€ period from 20lG20ll to 2012'2013 on account or

procuremeni at rates high€r the lhe average wholesale narket price in the State

It was also noticed that Governmert of India (GoD directed (Februarv 2010)

all State Gotemmenls lo advi'e rheir Crvil SuPpl'es Corporauons lo panicrpale in

bidding for sugar procurement directly ftom suga' mills located in their

StaEvnearby Slates so $at they could procure sugar at more economic rates'

GoK, however, did not give anv direction in this rcgard to the Company desplte

the availability of 1036r sugar mills in Tamil Nadu (44 nos) and Kamataka

(59 nos.) includitg 42 mills in Government/Co-operative sectors duritg the vear

20ltl20ll. Th€ Conpany though aware of the dir€ction of Col did not parlicrpate

in the bi,ldrng lor 5ugar drrecllv ftom m'lh bur depended on pnvate supplieh for

$e procurement of sugar'

Tbe Govemment stated thal out of the 26 groups' none of the groups

receiv€d more that l0 percent of the total Purchase Order value and it was

common practice that new firms were registered by the same peflons for different

purposes and appoinring of same liaison officers bv differenl firms ll was further

,tut"a t'ut in.e"p.o ottice mills, manv ofthe nills had two to six unls under the

62
694, of{1565 6? croe={ 1076.76 crcre

iH:",llJjTJ,i#'J:ld€re Resrch, Lrcknow. rcedch insn$'. uder rne rndid

i** rr e*i*1.*. r"*-"h. MiDjstrv of AgncuxDP covcm@nt of India
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The reply wa.s nor acceptabte as l0 dominanr groups alone had bagged

4E percent of lolal purchase o.der vatue. The coltusjon and cjnei formarion

among bidders was fudher evid€nr fiom rhe boycou of tender by b;dders in

January 20fl and December 2013 (Tender No. 7J602010(10) and 33434t2013

respecrively).

It is fecomm€nded thal the Company should streamline the vendor rcgisaston

and lendering process ro eliminal,e formation of cartels among bidders and ao encourage

new suppliss for ircrcasiDg compeliriveness in rhe lenders.

4.3.3.9- Qualitr Assuance Mechanism

Th€ Companys Oualir) Iaanuat Fe$riber a rwo \rage qurtrly us,rrance

mechanism to ensur€ rhar rhe supplie.s are detiverirg the commodihes siricrly as p€r

the specificalions prescrib€d in the lender.

. Prinary €xaminalion& This is doft by the Depot Manager and the Slock

Custodian by.col€cling three random samptes from rhe consign,nent

received ar rhe depol. Tle qualily is also cross cherked with ernait repons

ftom other dcpots for rej€cdon of rhe same lo1.

. Qualiry Assumnce Committee (eAC)6J This is conveneil to decide on fte
accepraDce of those with doubrful qualily. tn addition, eAC is requred 10

meet forrnightty in €ach depor for rcviewinS lhe qualily of all irems in srock.

However, Audit found several deficiencies in tbe quality control mechanism as

6,r'rhrs sde,bih, app€9fue..orour.tir rciiio JiiiiiiGiliiii-o) run'or Mdna€d(eA), D.Fj Ms,geredJunitr \4aa8s,Mdkdins/ re rhe menbsc ol
QAC
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Tesl check of fte reirords of KoLtavam and Kochi depotr for three yeais end€d

March 2013 revealeil lhat these d€pol-s had received l84l6tonsignmenb from vatious

suppliers. There \tere no records to sho$ th€ details of qualilv checks except ir 66

cases. Out of this. 64 lesl rePo'ts were prepar€d againsl consignm€nts th8t were relecEo

due lo poor qualily Ir) ths absenc€ of re€ordr' A dit is not abie to comm€nt on ue

quality of remaining consignments

Audil also found thal the consignmenls rejecte-d due to poor qualily by one depol

lrvere accepted by atorher as delailed below:

. Coriander supplied (Februarv 2011) in same truck by one suPplier 6\'vas

accepted by Thalassery d€pot and rejecled by Perinthalmanna depot due

$ poor q'raI1ly'

. Pdakkad depot accepted (? F€bruarv 2012) 111bags of mustard supplied

by Noble Disbibutors tseating qualitv as Good' which was earlier

rejecled at Chavakkad and Wadakkanche'y depois'

The Covemment r€plied that all the quality parameters of the accepled

comnodities were not entered in the Quality Assurance Register due to tbe

difficulty in recording lhe paJam€ten of large numb€rs of consignments Since

rejection is to be done car€tullv and justifiablv and there is apP€'l provluon

against relectlons' att ttre reasons for rhe rejections are recoded h was also stated

that there were possibilities of minor variations in quality analysis of same

commodity done by two Junior Managen (QA)'

Th€ reply was nol acceptable as consignments supplied in same vehicle

accepted in one depot and rejected in another depot indicat€ wide varialons ln

quality assessments done in depots

Pffimm$#"fff,:J,t"*"**
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4 3. 3. | 0- Other Re lated Issues

Audit found that lhere was 'r srock oul" . t osition of cssenrial commodities

during periods wh€n the marker prices were risin8 as shown betow:-
Tablc 4.I8:Dot&ils of stock out pcrlod vis a vis merket pricc

To To

65.O4

108.66

Lobia Iuly-12 45.96

Chillies Dec-10 Mar-11 75.70

Toor dhal Dec-10 Mar-11 69.83 '75.97

Coriander Dec-10 Mar 1l 51.09 68.70

had not purchsed Green gran in four depots in spile of slock our posilion and
wne.e here was 5n aggrega(e requircmen( of 4200 quinlals. The retail pnce of the

commodity showed increasing rrend in open market during rhis time period.

The Govemment replied thal the Company cannor ensure unltmited ouanlilv
of the producrs due to its limitations and due to rhe c,,mptemcalary n"*," of ,f,.
pulses to some €xlenr. The reply was nor acc€ptable as $ese pulses were inctuded
in tne list of essenrial commodities by rhe Covemmert and rherefo.e had to b€
procured for distriburion.

The procuremenr process of rhe Company had several tacunae and
deficiencies. Ir inviled terders for indicative requirements bul Dtaced orders for
quantities lhat were vasrly different from the rendered quantiries and through this
process allowing only a few players to get purchase orde.s. Though the LCS
technique envisaged bringing about objecliviry, oansparency and fair play. HOMC
resoned to exrensrve negotiations leading ro qnhealthy conpetition, colusion and
cartel formation nu&ing the enlirc purpose of removing subjeclivity through
electronic mode of renden'g ineffecrive. Lors rejected by one depor due to Door
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quality were accepted by another depot facililating the trad€rs ro market poor

quality commodities. The Company failed to ensure cost effectiveness due to poor

marker intelligence, canel formrtion by biddels, d€pendence on few supptiers and

wrong assessmenl of requirements.

lTh€ Audit Paragraph 4.3 contain€d in the Repon of rhe Comptroller and

Auditor General of India for the year ended 3lst March 20131

The Notes fumished by govemment on the Audit Paragraph are given in
Appendix tr.

L The Cornmittee wanted to know rhe details of the tender process follow€d
by the Coryoration. The Managing Director, Kerala Stare Civil Supplies

Corporatior informed thaf Corporation was following €-tenderidg sysrem for rhe

pfocuremenr of commodities in a transparent and fair manner. He added that after
quoting the tender, the Cor?oration negoliared with Ll- rhe lowest quoled parties.

If the terders could not satisfy rhe requir€d corditions, they w€re again called for
negotiation. An avefage of 14 terders are iaken up daily and ( 50lakh io t 3 crorc

$as being gained by lhe Coryoration per day ttrou8h price rcducrion broughl aboul by
oegotialion with lend€rs.

2 To a query regarding the non .€cording of reasons tor resorting to
negotiaions, the wihess replied that il had happ€ned onty in few cases and in all orhcr

cas€s, reasons were prop€rly recorded. Thc Commilte€ was nor satisfied with the reply
of the witness and renarked tlar rhe Corporalion on the pr€rext of negodation was

unduly h€lping intercsred bidders 10 amend rheir bids. The Comrnillee funher poi$ed

out that thrcugh such a collusion, ihe Corporarion defeaied rhe very purpose of tlE
restriclions imposed by the Board of Dir€cto$ ro ccmduct rhe post tende. negotiarions

rn a rarsPare manner.

3. When lhe Cotnmite€ enqujred lhe reason tor permjtling lhe revision of rat€s

and an increas€ in offered quantity during negotiations, the witn€ss replied tbat, once

the Corporation follow€d e-tend€ring sysrem, h could arain 100% rrnsparency in the

procds and by allowjng the revision of .ates snd inuesins $e off€red quanlity

889/201?.
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through negotiation, lhe Corpordljon gained plofit only. But the Commi[ee srongly

disapproves with lhe reply and opincd that evcn though th€ Coryoralion conducred the

e-tende! process in a cenl p€rceot transparent mannerj the positive recommendations of
th€ Accountanl General are to b€ considered by the Corporarion.

4. Besides the Cornmiltee was aggriev€d lo note that the Corporatio. r€vised

the quanriry of commodities during negotiarion. The Cornrniite€ enqujred about the

sleps lakeD by the Ccrporation to have realistic quantily requir€ments in tender. Then

lhe witness affirmed his eadie. reply that lhe Corpomlion conducled rhe e- lender

process in a cent percent lmnsparent and fair lnanner.

5. The Committ€e observed that lhe Corporation violated the pr€scribed norlns

of €'t€rdering by allowirg negotia(ions with bidders other $an the lowest bjdder. But

$e witness deni€d the accusalion.

6. The Committ€e enquired why the quanlity oth€r tban actual rcquirem€nt was

uploaded in the € lendering website by depots. The witness replied that no

malpracdces had happened ther€ and the e-tendedng process was v€ry accurale and

transparena and the ardit observation was not correcr.

7. The Committ€€ poided out lhal lhe CoQoration deliberately gave ,r chance

for the supplier to rcduce a meagre 2 to 3 paise per kg from the low€st quoled rate

of other suppliers so that M/s Dharani Sugars and Chemicals Lld. technically

became the Ll party. The Conmitlee suspecled a nexus betw€en the officials of the

Corporalion ed the bidders to change the quantity in order 10 take in the intcresled

tenders as Ll.

L The Committee enquned why lhe bidders who were nor inoluded in Lelsl

Cost Solution were called for Degotiation and awarded purchase order valoing t1.22

crore for the purchase of rice. The witness replied thal if thc cxpecled results were

not achieved in the tust neSoliation, s€cond negotiarion would be conducted a5 p€r

rules. He added lhat eventhough lhe Corporarion allowed ro quote .ew rates, no one

was sel€cted at thar lime. The Comminee poinred out thar ihe Corporarion lacked

Mrrket Intelligence. The CoolmilE€ further enquired why rhe Corporaiion acted
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against the direction of the Cenlml Covemment to purchase commodilies from

nearby places. The witness replied that the direction of Cenlr'l Govemmenl was

thal sugar night be purchased from sugar milis tkou8h auction process Hence' it

was fourd very difficult lo purchase sugar from Kamataka and Ardhra hadesh' in

iB own risk ot the Corporation, they were allowed to panicipate in t€nder ltuough

agenls. The Committee poinled out that by inviting all the bidders for negotiation

the Colpor3lion had violated the sanctiiy of the tender proc€dure and its own

9. The Commiltee enquired why the finatcial bids of bidders who were no1

technically qualified were opened for evaluation The wilness answered that they

usually participaie in the leDder and was prompt in paving the EMD The

Commirtee was not satisfied wiih the rcpty and pojnted out ahat instead of rejecting

rhe bid, the Coryoration ev€n issu€d Purchase Orders also. The Commiltee

remarked lbal non mainteMnce of EMD register forced the Corporation 10 percerve

information given by the supplier only The wiiness admitt€d the fault and slated

that now EMD regisler is being properly maurtained

l0.The CoNnittee enquircd the reasot for not taking any action against the

sugar Manufacturers like N,l/s Ponni and M/s. Dharani for rhen defaull in supplv of

sugar. The witness responded that, Sugar industry was not a buyers market' bul it

d€pends only on the interests of lhe manufacturers

It. The Committ€e remarked |hat the Corporation did not take anv stringent

action aSainst them evenrhough penal cla'rses w€re incorporated in the lender

conditions for delayed/short supply and by nol imposing penaltv from defaulted

sDpplien, lhe Corporalion unduly favour€d the suppliers which resulted in a loss

of I 1.22 crore.

lz.The Comrnir|e€ observed that the main Eason for the failure of the

Corporation to ensure cost effectiveness in purchase was Poor market inElltgence
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The Commitre€ poinred our rhar if the Corporatron showed a Iifte inreresl in
mandi rates, whotesale rar€s repo.ted in newspapers, locat mark€t price reDoned
by Regional ManageF erc.. rh€ Corpomlron could taue p.ocurea rtf commoair,""
at the lowest p.ice.

13. The Committee was astounded to nole rhar 75 vendors tbffned 26 sub
groups consisr.ing of 2 to 6 vendors baving common e_mait ids, addresses. conraca
numbers etc. The wirness stated lhar pulses and cereats could b€ purchased onlv
from firms of other Srates and for converuence lhe) had appointd some agen;
who do liaison work for conducring then business. In such situations e_mail ids.
addr€sses, contact numberc e!c. become common for different firms if rhev
appoinred rhe sam€ agenl for lheir tiaison work.

l4.Regarding the Quatity Assurance Mechanism in fte Corporarion and
about the abs€nce of records ro show lhe derails of quality checks of 1775
consignments Fon various suppliers, fte witness €xplained rhar the audir
objection was not for recording fte details ofquatity checks. He added that at the
time ofunloading only fte commodities having Inoisture above t2qo was recorded
and those with moisture of 10% or below need nor ro be recorded. After rhe audir
objection it was insisred rhat all details shoutd be recorded property and they had
taken steps to dev€lop sofrware in this r€gard. The Commiree enquired how the
commodities rejected in one depot was accepled in another depot. The witness
replied that at rhe time of unloading. the Depot Manager and Cusrodians were
permilted to unload the commodity by collecring and verjfyirg 3 random samptes.
It was only a rnanual verificarion and not a scienrific tesl and if rhe commodiries
were of poor quality, it was senr to the consent of euat;ly AssuraDce Comnittee.
Now, the Coryorarion insisled on sending informarion via €,mail 1() zll other
depob in case of rejecrion of any of the commoditjes in ey ofthe depors so that a
rejected commodiry js not lirrher s€tected.

15. The Commiltee enquired whetber any sreps had been laken by the
Corporalion to rectify rhe objections poinred out by the AccounraD! ceneral. The
wtness inlomed that rh€ Corporation had atways gained profit since 1974 and rhe
Corporation conducted the tender process in a very fair and tfansparenr mffmer.
The Commirree was nor sarisfied w,rh rhe repl) and rhe manne; In $hrch rhe



rhings ffi explaincd and dire(red ro conducl a debiled enquiry qiu regard to

p'rrchase, quatiry, quantity and distribution of commodides in the cases pointed

out bY Accountan( GeneEl

Cotrcluaiors/RccomDendatlotr3

16, Thc Committec strotrgly disrpprov'! with thc reply of th'
wittrcss which rffirms that th. corporstio! hed slway! grired proflt

sitrcc 1974 atrd thrt tte CorPoretlon cotrductcd tt' teldcr proccl'

falrly rnd propcrly. Though rho Colporatiol iovitcd tcDdcr through

olcctrodc medie lhc CorDmittcc fitrdt thtt the filali'ation alrd

scl.ctio! of ictrdcrr laclod objectivily rtrd Post Dcgotiltioot vcto

followcd ia Eost of tbc Porchsse or&r!'

1?. Bnsidca, thc CoDDiltce is vcry tluch disFl'rsod witb tLo

flsw! in procurcmcnt Proccdurc rdoPtod by tic CotPorrtion' Thoulh

e-rcldor lyrtom i3 bcirg followed lo m&Lo procureDctrt morc frir
.trd tr&trspercDt, the CoDmittee bli oblcrvcd i6vctil lsPlcr'

Unhorlthy ptacticcs lite opcDltrg of fil'acirl bi& wholc tochricel

bid hrs b.cD rcjccteil' itrvitlng tll t'trdorcrr bctid's L1 for

trogotistiotrs, rcviting rates 4nd incteasiDg offorod qurtrtlty dulitrg

lcgotiatioa ctc woto Ptcvslclt iD mott of itr Psrchrrc' 8iddo!3

rcsott to axtelsivc tr.gotirtiolr loaditrg to rhcdthy codrpctidol

lil. collusion sld Csrtcl fotdstiotr It is foutrd thrt in tho csro of

dcfaultcal sugrr suPPlict!, the Cotporrtior did trot tel' sDy rctiotr

rgairst thom cv.b though lhc Pcnrl provisiotr! 116 thorc i! tio

tcndcr conditronr, violatitrS thc tetrdor conditiols 
'trd 

swrrditrt

pulchase otdcr wottt t 1.22 crole fol thc Pnrchasc of tico wat

aaothcr glariag cxemPlc of on utrfair Purchtsc Plm ttr&t ottct a

substrtrtisl pay out of tlc corpor&tioo.

18. Thc Commirtec i3 of thc oPitrio! that 'll 
thctc mrlPrrcticot

h&d lcd to s.Ycre lossc! for CotPor&tior ald thc Commlltco ltrotrgly

voicos its protcat rgdtrst sucb ErlPracticcs which blatanily violato



thc norms of purct&lc darual !!d tcrder proccduios etrd

.ccommctrds thrt norms should bc rcrupulously followod, lnd &ty
violatiotr in thi8 rcgrrd Bhrll bc seriou8ly vicwed. Ttclcfore tLe

CoEDittcc recoEEcDda to crFyout r detail€d ctrquiry regerdiDg
porcharo, qurlity, quantity rtrd dirtribution of commoditics itr cascs

poitrtcd out by Accoutrtant Godcral.

19, Tbc CoEtlittoo afuo obooryos tLat it wis poor dartct
htolllgclcc which rc[dc.od tbo Co.po.&tior e f&ilurc itr cDsuritrg
corl cffcctivctrc8s itr purchalc. Thcrcforc, ttc comrnittcc
rccommGtrda iho rojovoratiotr of thc |lrrtot irtalligcncc syttch for
Gtrrlritrg coEpctitiv.Dcs8. Off.r3 mry bo thoroughly nogotirted with
dot.il! rcceiyed on th6 wholcr.l. prico of differcnt coDmodities
f.oE vsliour lources &od locatiotr' availablc io the *ebsite of
dcpartmetrt of Ecoromics strd Statistics, CoK otr a drily brsis.

Thiruvananthapuram,
261h April, 2017.

C. DIVAKARAN
Chainnan,

Colnnittte on P'blic Undetuakings.



APPENDX I
SIJMMARY OF MAIN CONCLUSIONS /RECOMMENDATIONS

I sr. I rr". J oenartnent j conclusions/Recommendanons 
I

No. No Conce'ned ! __ ,- 

-
+-

r4'tl
i - 

'. 
Food and IThe commilFe srronglv disapProves with de rcplv

' I 
- 

| .'-l suoolre' lot rhe wimes whrch affirms rhat tbe corporation

] o.o*."* Jn'u alwals Sained profit sin(e ls/4 and tiar rhe

i lcorporauon conducted the lender pmcess fairlv and

I i properlv rhoush the coQoration t'"'Y i:i:::
ibroush electronic 

'nedia 
the Committee finds that

ltne rrnuri"ution aDd selection t "lT: ::l:1
objeclivitv and po\r negoriarrons werc iollowed in

lm^<r nt the Purcha'e Orders

7 l_r""a -a lBesides ure commiltee is very much displeased

I ci'it suppties wiih the flaws in procur€ment procedure adopted

L o.ounrn"* iuv rhe Corporation Though e-tender svstem is

lbeing followed to makc procurement more fair and

trarsoarcnl rhe Committe€ has observed several

lruo,.t. unt'.utrt'y practices like opening of

nnancial bids whose lechnical bid has b€en

reiecled, Intiling dll tendereh berides Ll lor

neeorlatrons. revrsing 
'dtes 

and increds'ng offered

quanlity durinS negoliation etc $ere ptevarenl.rD

nost of its purchase Bidders resort to extensrve

negotiations leading io unhealthv competition lik€

I 1 lcoiru"lon 'na 
carter formatio' It h round that inl

i I the case of defaulted sugar suppliers' $eL

I C'po'ution did nol tal' an) aclion agarnst $eml

I I le'en though rne Penal pro\isions are here 
'n 

rneL

L =t Lrrq -"d{9r Y$"'* 9:11*r'i'"t-l
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Civil Supplies

Department

and awarding purchase order worth I 1.22 crorl
the purcha& of rice was ano,h* gl"n"g *r-;t; I

aD unfair purchase ptan rhar makes a subsrantial]
pay out of rh€ Corporalio". I_-l
The Commiue€ is of the opiniorl rhal a[ thesel
malpractices had led ro severc losses for]
Corporation and the Committee srrongly voices ib ]

protest agairsr such malpmctic€s which blareuy
violate lhe norms of purchase marual and aender
procedur€,\ and re.ornme.ds thar norms shoutd be
scrupulously followed, and ary viotation i:] rn,s
regard shau be seriousty viewed. Therefore rhe

lCommittee recommends io carryour a detaited
renqury regarding purchase, qualiry, quantity and

Civil Supplies
Depaftnent

distriburion of commodiries ir rh€ cases poinred out

the rejuvenation of the market inrelligence sysrem
ror ensunng comperitiveness. OffeIs may be
toroughly n€goriared wirh details recerved on rhe
wholesale price of different commodities from

tvanous sources a'd locarions avaitable in rhe
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