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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised by
the Committee, do present on their behalf this Nineteenth Report of the
Public Accounts Committee (Sixth Lok Sabha) on paragraph 37 relating
to ‘Purchase of Zinc Slabs’ included in the Report of the Comptroller and
Auditor General of India for the year 1974-75, Union Government (Civil).

2. The Report of the Comptroller and Auditor General of India for
the yecar 1974-75, Union Government (Civil) was laid on the Table of
the House on 26th March, 1976. The Public Accounts Committee (1976-77)
examincd this paragraph at their sittings held on 17 July, 1976 (FN&AN),

but could not finalise this Report on account of dissolution of the Lok
Sabha on 18 January, 1977.

3. The Public Accounts Committec (1977-78) considered and finalised
this Report at their sitting held on 7 December, 1977 (AN) based on cvi-
dence taken and the further written information furnished by the Depart-

ments of Supply etc. The Minutes of the sittings form Part I11*  of the
Report.

4. For facility of reference the conclusions/recommendations of the
Committee have been printed in thick type in the body of the Report. For
the sake of convenience, the rccommendations/observations of the Com-
mittce have also been reproduced in a consolidated form in Appendix.

5. The Committee place on record their appreciation of the commendable
work done by the Public Accounts Committee (1976-77) in taking evidence
and obtaining information for the Report.

6. The Committee also place on record their appreciation of the
assistance rendercd to them in the cxamination of this Audit Paragraph by
the Comptroller & Auditor General of India.

7. The Committee would also like to express their thanks to the officers
of the Departments of Supply and Mines Legal Affairs, Ministries of Com-
munications (P&T Board) and Commerce Directorate General of Technical
Development and Minerals and Metals Trading Corporation of India Ltd.

for their cooperation cxtended by them in giving information to the Com-
mittce.

New DELHI ; C. M. STEPHEN,
December 9, 1977 Chairman,
Agrahayana 18, 1899 (S) Public Accounts Comniittee.

*Not printed (One cyclosrylgd Eopv laid B;—t_he Table of the House and five copies
placed in the Parliament Library).

v)



REPORT
Purchase of Zinc Slabs
Audit Paragraph

1.1. Our country’s need for zinc is mostly (usually 75 to 80 per cent)
met by imports. Imports of zinc from 1968-69 onwards were as follows :—

(In tonnes)
1968-69 . . . . . . . . . . . . 89,856
1969-70 . . . . . . . . . . . . 36,554
1970-71 . , . . . . . . . . . . 91,000
1971-72 . . . . . . . . . . . . 70,500
1972-73 . . . . . . . . . . . . 76,802
1973-74 . . . . . . . . . . . 62,672
1974-75 . . . . . . . . . . . . 66,644

1.2. Indigenous production of zinc has been as follows since 1968-69 :—

(In tonnes).

1968-69 . . . . . . . . . . . . 28,024
1969-70 . . . . . . . . . . . . 23,726
1970-71 . . . . . . . . . . . . 21,650
1971-72 . . . . . . . . . . . . 24,607
1972-73 . . . . . . . . . . . . 22,837
1973-74 . . . . . . . . . . . . 22,466
1975-75 . . . . . . . . . . . . 22,781

1.3. There arc only two indigenous producers of zinc in the country—
one in public scctor and the other in private sector. The public sector
undertaking (installed capacity : 18,000 tonnes per annum) produces zinc
from Zawar (Rajasthan) ore deposits. The producer ‘A’ in the private sector
(installed capacity : 20,000 tonnes per annum) is dependent wholly on
imported zinc concentrates.

1.4, Distribution of indigenous zinc was informally controlled by Gov-
ernment till January 1975. Upto January 1975 allocation of quantities to
Government departments and industrial units registered with the Director
General, Technical Development, used to be made by the Department of
Mincs anad Metals for the half years : April to September and October to
March. Upto 6th January 1975 the Director General, Supplies and Disposals,
used to place orders for Government departments against the half-yearly
allotments ; from 7th January 1975 Government departments were allowed
to place orders directly. Since February 1975, informal control on distribution
of indigcnous zinc has been relaxed and the producers have been permitted
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to sell the metal to Government departments, public sector undertakings
and units registered with the Directorate General of Technical Development
without any formal allocation. Supplies so made are to be reported to the
sponsoring authorities. '

1.5. Import of zinc is made through the Minerals, and Metals Trading
Corporation, which fixes the sale price of imported zinc for every quarter.
Sale price fixed by the Minerals and Metals Trading Corporation is the
lowest for sale to registered exporters ; a little higher price is charged from
“Actual users (P)” i.e. who export a prescribed portion of their production
and the price charged from others is still higher. There was no formal
control on the price of indigenous zinc but the producers agrced in
June 1968 to sell the metal at a uniform price fixed by Government. The
selling price of indigenous zinc of the two producers was initially fixed at
Rs. 2,700 per tonne (exclusive of excise duty) in June 1968. Though this
price was intended for the period upto 31st March 1969, it continued upto
31st January, 1970. On 9th February, 1970, the Department of Mines
and Metals agreed to the proposal of the two producers to fixation of the
pricc of indigenous zinc at Rs. 2,850 per tonne (exclusive of excise duty)
for the period February 1970 to March 1971. While fixing this price, “the
producers were informed that future proposals for incrcase in the sclling
price would be considered only on the basis of actual cost of production...”
No price was fixed for the period from April 1971 to January 1972;
according to the Department of Mines the price of Rs. 2,850 per tonne
continued during that period.

1.6. While reviewing the performance of the public sector undertaking
in November 1970 it was decided that it “might submit proposals for
revision of price of zinc duly supported by cost data”. Cost data for the
public sector undertaking was received by the Department of Mines and
Metalsin February 1971. In the same month the Department of Mincs
and Metals informed ‘A’ that the public sector undertaking had represented
for increase in price of zinc and asked ‘A’ to submit “cost data indicating
actuals for the period 1969 and 1970” and ‘“cost projections, based on
the best estimation possible for the years 1971 and 1972, as the price of
indigenous zinc was fixed carlier on a uniform basis for both the producers.
‘A’ submitted the cost data in March 1971 intimating Government that it
had suffered losses in the earlier years due to low price fixed for zinc. In
April 1971 the Bureau of Industrial Costs and Prices was requested to
examine the cost data of the indigenonus producers for price fixation.

1.7. The Bureau recommended (January 1972) the price of Rs. 4,090
per tonne from February 1972 (exclusive of excise duty etc.). Customs duty
on imported zinc concentrate was withdrawn on 17th July 1968, and was
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reimposed from 29th May 1971. The Bureau had recommended that retros-
pective effect to the increased price could be considered for the producers
to the extent they utilised duty paid concentrates for production of zinc.
Government, however, decided to allow the increased price only from
Ist February 1972 on the following grounds :—

(i) ‘A’ had just received a consignment and was to commence its
utilisation shortly and, as such, “the question of giving retros-
pective price to..... (A) does not arise.”

(ii) The public sector undertaking had received only a small quantity
of zinc concentrate in November 1971 on which it had paid
duty and there were practical difficulties in segregating the zinc

produced from duty paid concentrates from that produced from
duty free concentrates received earlier.

(iti) Retrospective increase in price “would create administrative
problems relating (o rccoveries for the past sales, ete.”

1.8. The performance of A’ against orders placed on it by the Director
Gencral, Supplics and Disposals, on the busis of half-yearly allotments was
as follows :—

(2) Against the allotment for the half-year October 1970 to March
1971 orders were placed on ‘A’ for supply of 1,316 tonnes of
zinc at the rate of Rs. 2,850 (excluding excise duly). ‘A’ sup-
plied only 416 tonnes at the price of Rs. 2,850 per tonne.
The balance 900 tonnes duc to be supplied by March 1971
was not supplied by it. The period of delivery was extended
once up to June 1971 and again upto August 1971. In August
1971, *A’ informed the Director General, Supplies and Disposals,
that it could not supply zinc at the rate of Rs. 2,850 per tonne
and requested him to treat this price as provisional for supplies
made from April 1971, subject to finalisation of price by the
Department of Mines. After the revised price of Rs. 4,090 per
tonne (excluding excise duty) effective from st February 1972
was announced, ‘A’ intimated the revised price to the Director
General, Supplies and Disposals, on 15th March 1972 requesting
him to amend the contract for payment of the enhanced price
for the outstanding 900 tonnmes. On 1st September 1973, ‘A’
informed the Director General, Supplies and Disposals, that it
was treating the order for the balance 900 tonnes as having
lapsed. The case was referred to the Ministry of Law in July
1974. That Ministry advised in August 1974 that as the dclivery
period had expired long ago, the Department could only claim
gencral damages treating 30th June 1971 as the date of breach,
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The department assessed the market prices of zinc as on 30th
June 1971 as Rs. 5,700 per tonne and worked out the general
damages as Rs. 21,78 lakhs. The Department of Mines, how-
ever, informed the Director General, Supplies and Disposals,
on 11th February 1975 that the selling price of Rs. 2,850 per
tonne of indigenous zinc metal fixed for the period February
1970 to March 1971 continued up to 31st Janwary 1972. In
view of this, the Ministry of Law observed on 5th August 1975
that “if the Department is in a position to establish by way of
documentary evidence to show that actual sale transactions had
taken place at the relevant time @ Rs. 5,700 per metricton
then they may be in a position to support or substantiate their
claim for general damages on the basis of the aforesaid rate.
On the other hand, if the firm is in a position to lead the evidence
to show to the contrary that the aforesaid rate is not truly
reflective of the market rate for the reason that the actual sales
have been concluded at the relevant time @ Rs. 2,850 per metric
ton as fixed by the Ministry of Mines, then the claim of the
Government may not be entertainable or sustainable”. The
amount of the general damages recoverable has not yet been
worked out (November 1975). It may be mentioned in this
connection that of the 416 tonnes supplied by ‘A’, 30.20 tonnes
were supplied in July 1971 and October 1971 against two
acceptances of tender of February 1971. On 1st September 1973,
‘A’ approached the Director General Supplies and Disposals to
declare the price of Rs. 2,850 per tonne as final for those supplies-
The Director General, Supplies and Disposals, did so in March
1974.

(b) On the basis of allocation for April 1971 to Septcmber 1971.
Director General, Supplies and Disposals placed the following
three acceptances of tender on ‘A’ for supply of zinc ingots by
30th September 1971 :—

Date of acceptance of Tender Quantity Supplies to be made to
(In tonnes)

(i) 2nd April, 1971 . . . . 36.967 Southern Railway.
(ii) 15th May, 1971 . . . . 10 Western Railway
(iii) 26th August, 1971 . . . 750 Posts and Telegraphs Depart-

ment (Telecom Factory,
Jabalpur).
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1.9. The performance of ‘A’ against the acceptances of tender mentioned
above was as follows :——

(i) While acknowledging receipt of the acceptance of tender dated
2nd April 1971, the firm informed Director General, Supplies
and Disposals on 21st April 1971, that the workmen of its
factory had resorted to an indefinite strike from 13th March
1971 and that execution of the acceptance of tender should be
deemed to be suspended until resumption of normal working in
the factory. The strike ended on 23rd June 1971. But the firm
did not make any supply against this acceptance of tender.
After the price increase effective from 1st February 1972 was
announced, ‘A’ wrote to the Director General, Supplies and
Disposals, on 28th February 1972 requesting him to amend the
acceptance of tender of 2nd April 1971 for allowing the increased
price mentioned above and extending the period of delivery upto
30th April, 1972. (Subsequently, this quantity was purchased in
June 1974 and July 1974 at a price of Rs. 15,035 per tonne).

(ii)) On rcceipt of the acceptance of tender dated 15th May 1971
the firm requested on 19th May 1971 for extension of the
delivery period upto 31st December 1971 on the ground of
strike in its factory but was informed by the Director General,
Supplies and Disposals, on 6th July 1971 that the mattér might
be taken up by the end of September 1971. As in the case of
the acceptance of tender of 2nd April 1971 mentioned above,
‘A’ wrote to the Director General, Supplies and Disposals, on
1st March 1972 to amend the acceptance of tender of 15th
May 1971 for allowing the increased price effective from 1st
February 1972 and extending the delivery period up to 30th
April 1972.

(iii) After placement of the acceptance of tender dated 26th August
1971, the Director General, Supplies and Disposals received a
letter from the indenting officer on 16th September 1971 request-
ing him to spread over the delivery period from January 1972
to March 1972. This request had been made because the
indentor was expecting a heavy consignment of some imported
material during the next three to four months and unloading
facilities at his end were very limited. The Director General,
Supplies and Disposals enquired from ‘A’ on 11th October 1971,
i.e., after the prescribed delivery period up to 30th September
1971 was already over, whether it could deliver the zinc during
1st January 1972 to 31st March 1972 in respect of acceptance
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of tender dated 26th August 1971. Simultaneously, the indentor
was also informed that the price of zinc was periodically fixed
by the Department of Mines and if the delivery period was
amended from 1st January 1972 to 31st March 1972, any price
increase applicable to that period would have to be allowcd to
‘A’. The indentor sent a telegraphic reply (which was reccived
in the Directorate General of Supplies and Disposals on 5th
November 1971), stating that any increase in price was not
acceptable to him and ‘A’ could despatch the stores immediately.
On 19th November 1971, the Director General, Supplics and
Disposals received ‘A’s reply stating that the acceptance of
tender had been issued only on the stremgth of the allocation
made by the Ministry of Mines and Metals and that it had not
submitted any offer by itself. Hence the usual terms of the
contract should not be binding on it. ‘A’ further stated that all
possible efforts would be made to despatch the material within
the stipulated delivery period, but supply would commence only
after the final price was fixed by Government on its represcnta-
tion pending with Government.

1.10. On 9th December 1971, ‘A’ requested the Director of Inspection,
Madras, to inspect the material against the acceptance of tender dated
26th August, 1971. ‘A’ also requested the Director General, Supplics and
Disposals, on 9th December 1971 to extend the delivery period upto 31st
March 1972 without liquidated damages and to confirm that the revised price
for zinc being fixed by Government would apply to this acceptance of tender.
Pending price fixation, ‘A’ expressed its willingness to accept payment on the
basis of the provisional price mentioned in the acceptance of tender.

1.11. On 22nd December 1971, the Director of Inspection, Madras in-
formed ‘A’ and the Director General, Supplies and Disposals, that as the dcli-
very date stipulated in the acceptance of tender had cxpired on 30th
September 1971, inspection of the material could not be taken up till the
delivery date was suitably amended. After the increased price cffective from
1st February 1972 was announced, ‘A’ requested the Director General,
Supplies and Disposals, as in the casc of the other two acceptances of tender,
to amend the acceptance of tender dated 26th August 1971 allowing increase
in price and extending the period of delivery upto 30th April 1972. On
26th May 1972 the Director General, Supplies and Disposals enquired from
the indentor (earlier action was not taken as the papers were stated to have
got mixed up with other papers) whether the price cffective from st February
1972, i.e. Rs. 4,090 per tonne plus excise duty at Rs. 875, was acccptable
to it. The indentor replied on 9th June 1972 that the stores were urgently
required and that additional funds had been provided.
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1.12. On 20th July 1972, the Director General, Supplies and Disposals
allowed the increase price (Rs. 4,090 plus excise duty of Rs. 875 per tonne)
effective from Ist February 1972 for supply of zinc ingots against the
acceptance of tender dated 26th August 1971 and extended the delivery

period up to 30th September 1972. The firm completed supplies on 21st
August 1972.

1.13. In a meeting held with the representative of the Dcpartment
of Mines on 13th April 1973, the Director General, Supplies and Disposals,
was told that the sclling price of indigenous zinc was fixed informally at
Rs. 2.850 per tonne (exclusive of excise duty) from 1st February 1970
to 31st March 1971 and that even after 1st April, 1971, the same price
continued as some supplics had been made by the producers against the
contracys placed by the Director General. Supplies and Disposals, at
Rs. 2,850 per tonnc. The Director General Supplies and Disposals, was
also told that the Department of Mines would have no objection to the
Director General, Supplies and Disposals, enforcing his right under the
terms of the contract for supply of zinc at the rate of Rs. 2,850 in respect
of contracts for the period 1st April 1971 to 31st January 1972. The
acceptances of tender dated 2nd April 1971 and 15th May 1971 werc then
referred to the Ministry of Law for advice whether it would be possible 1o
obtain supplies from the firm at the price of Rs. 2,850 per tonne plus
excise duty. In both the cases, the Ministry of Law advised that the firm
could not be made to supply stores at the old rates, firstly because the
Department of Mines had not decided the price applicable from 1st April
1971 and secondly because the Direcior General, Supplics and Disposals did
not extend the delivery period of the contract, which had expired on 30th
Scptember 1971, inspite of reminders from the firm and thereby allowed
the contracts to lapse. Both the acceptances of tenders were cancelled by
Director General, Supplies and Disposals, in February 1974 without financial
Tepercussions.

1.14. Government informed Audit in November 1975 that orders for
168 tonnes, 1,622 tonnes and 1,224 tonnes were placed on ‘A’ for supplies
to Government departments against the allotments for the half-years October
1971 to March 1972, April 1972 to September 1972 and October 1972
to March 1973 ; ‘A’ supplied all these quantities at the rate of Rs. 4,090 per
tonne (cxcluding excise duty).

1.15. The prices fixed by the Department of Mincs and Metals for indi-
genous zinc and the prices of imported zinc fixed by the Minerals and Metals



Trading Corporation during April 1971 to March 1973 for various cate-
gories of users were as follows :—

Price of indi- Price ofimported zinc fixed by Minerals
genous zinc and Metals Trading Corporation for

(including
Excise Duty) Atual Atual  Registered
users users(P) exporters
(Rupees per tonnc)

April 1971 to June 1971 . . 3,350 (w) 3,150 (o) 3,100 (¢)
July 1971 to September 1971 . 3,350 (a) 4,200 . 4,130
October 1971 to December 1971 3.350 (a) 4,840 (d) 4,650 (d) 4,630 (d)
January 1972 . . . 3725 (b) 5,260 5,000 4,970
February 1972 to March 1972 . 4,965 (b) 5,260 5,000 4,970
April 1972 to June 1972 . . 4,965 (b) 5,330 5,000 4,970
July 1972 to September 1972 . 4,965 (b) 5,360 5,000 4,970
October 1972 to December 1972 4,965 (b) 5.510 5,290 5,245
January 1973 to February 1973 . 4,965 (b) 5.675 5,480 5,430
March 1973 | . . . 4965 (b) 6,215 6,035 5,980

(a) Includes excise duty of Rs. 500 per tonne.
(b) Includes excise duty of Rs. 875 per tonne.

(¢) The prices effiective from 29th May, 1971 were Rs. 4,120 and Rs. 4,055 res-
pectively.

(d) The prices effective from 13th December 1971 were Rs. 4,910, Rs. 4,820 und
Rs. 4,700 respectively. ‘

1.16. It will appear from the above table that the prices of indigenous
zinc were lower than the prices fixed by the Minerals and Metals Trading
Corporation, except during the quarter April 1971 to June 1971. Indigenous
zinc was allotted at the lower prices during July 1971 to March 1973 also
to private units in priority sector registered with the Director General,
Technical Development, Department of Steel etc.

1.17. From April 1973 the indigenous producers are allowed to sell
zinc at prices mot excceding the prices fixed by the Minerals and Metals
Trading Corporation ; one of the reasons for this is that different prices for
the same commodity were considered undesirable, as in that event those
who are allocated cheaper indigenous zinc would make a windfall gain out
of it.

1.18. The prices fixed by the Minerals and Metals Trading Corporation
are not linked to the cost of zinc concentrates imported by ‘A’ from time
to time.
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1.19. According to the information furnished by the Department ot

Mines in November 1975, the performance of ‘A’ from April 1973 onwards
was as follows :—

Period Allotment Actual Actual Price charged
Order quantity
plaogd supplied

Y
DGS&D
(In tonnes)

April 1973—September 1973 | 2,888 1,980 1,970 Rs. 6,660 for 1,000
tonnes.

Rs. 9,435 for 970
tonnes.

October 1973—March 1974 . 3,477 3.477 3,472 Rs. 13,710 for
1,540 tonnes.

Rs. 15,035 for
1,712 tonnes.

Rs. 15475 for 220

tonnes.
An-il 1774~S:2ptecmber 1974 . 3.850 850 829 Rs. 16,660 for 823
(thereafter tonnes.
3,000 tonnes Rs. 14,000 for 6
diverted tonnes.
for
registered
exporters)
Octobar 1974—M rch 1975 . 2,000 1,003 473 Rs. 14,000 for 240
tonnes.
Rs. 14,675 for 233
tonnes.

1.20. Comments about sale performance of the public sector undertaking
(Hindustan Zinc Limited) have becn included in paragraph 10 of the
Report on Union Government (Commercial), 1974 Part III.

[Paragraph 37 of the Report of the Comptroller and Auditor General
of India for the year 1974-75, Union Government (Civil)]

Establishment of Cominco Binani Zinc Ltd.—~Terms of Collaboration, Capi-
tal Structure, etc.

1.21. An application dated 30 December, 1958 was received from
Shri G. D. Binani, M/s. Binani Metal Works Private Ltd., Calcutta, on
16 January, 1959 by the then Ministry of Commerce and Industry, for grant
of licence under the Industries (Development and Regulation) Act, 1951
for setting up of a zinc smelter based on foreign collaboration and imported
zinc concentrates.
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1.22. The demand for zinc then was estimated at 50,000/55,000 tonnes
per annum and cubstantial increase in the demand was anticipated. No zinc
smelting capacity was available ; small quantities of zinc concentrates were
produced by Metal Corporation of India (MCI) at Zawar Mines in Rajas-
than. The production of zinc concentrate was about 4000 tonnes of equi-
valent metal. A proposal of Metal Corporation of India to set up a 15,000
tonnes smelter based on indigenous ore was under consideration.

1.23. The proposals of Shri Binani for setting up of a zinc smelter based
on imported concentrates were considered in the context of substantial gap
between the demand and supply of zinc metal which could be foreseen then,
even after taking into consideration the Metal Corporation’s proposals
for setting up a smelter at Udaipur. Production of zinc from imported con-
centrates in licu of import of zinc metal involved savings in foreign ex-
change.

1.24. The proposals of Shri Binani were considered by the Licensing
Committee at its meetings held on 17-3-59 and 29-5-59. The Committee
recommended the grant of a licence subject to the following :

(i) The prior approval of the Government should be obtained for
deviating from the terms of the Industrial Policy Resolution as
the proposal envisaged the establishment of zinc smelter in the
private sector ;

(ii) the foreign exchange requirement should be screcned by the
CG/HEP Committee ; and

(iii) the terms of foreign collaboration, if any, should be settied to
the satisfaction of the Government.

Pursuant to the above, the matter was further discussed with the Minis-
tries concerned and the proposal was submitted to the Cabinet in January,
1961 and was approved at its meeting held on 17 January, 1961.

1.25. The party (Shri G. D. Binani) in his application had, no doubt,
indicated that foreign collaboration for setting up the zinc smelter was in-
volved but had not specified the foreign collaborator. The namec ot
COMINCO (Consolidated Mining and Smelting Company of Canada) as the
collaborator for the zinc smelter was indicated to Government in August,
1961. The broad terms of collaboration of Cominco were furnished in
November, 1961. These were approved an 29 October, 1962. On the same
day industrial licence was granted to the party for the sctting up of an
clectrolytic zinc smelter of 12,000 tonnes per annum capacity to be ex-
panded to 20,000 tonnes per annum at Alwaye (Kerala).
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1.26. The terms of collaboration and foreign exchange financing approved,
in brief, were :

(l) Capital cost of the project estimated . . Rs. 508.8 lakhs
(ii) Foreign Exchange components estimated

(1) Plant & equipment . . . . Rs. 104.5 lakhs?)
(b) Know-how etc. . Rs. 28.5 lakhs § Rs. 154 lakh
(€} Cost of technicians ana trammg . . Rs. 11.0 lakbs) S 13 *
(d) Interest during construction —FE . Rs.10.0 lakhs}

(iii) Foreign Exchange Financing :
(a} Loan from Export Credit Insurance
Corporation of Canada . . . Rs. 70.00 lakhs
{b) Equity p.uuupdt'nn by Cominco of
Canada R». 84 lakhs
{iv) Foreign collaboration — Cominco of Canada will provide know-how, technical
assistunce. engineering services, designing, training of personnel dwing the cons-
truction and start-up as also supervise the fabrication and crection of indigenous
plant ani machines and depute their technical personnel. The payment for the

tzchaical assistance approved were Rs. 28.5 lakhs for know-how and Rs. 11 lakhs
towards cost of experts.

(v} Financing the project :
Equity — to Indians . . . . R« 1261akhs)) < 210 L hhs
to Comingo . . . . Rs. Rdlakbsf oIS
Louns — trom ECIC Canada . . . Ry, 70 lakhs ,
From 1FC . . . . . Rs.13¢ Iukh.@\f Rs. 206 lakhs
Working capital loans . . . . Rs. 92 lakhs Rx. 92 luhhs
Total . . Rs. 508 lakhs

1.27. The principal shareholders of Cominco Binani Zinc Ltd. have
becn 1 —

Rs. lukhs  Percentage

(i) Cominco of Canada . . . . . . . 84 40.00
(i) Mol Distributors . . . 42 20.00
(i) Kerala State Industrial Dc\clopmml (orpm‘m( N . 20.78 14 .63
(iv} Life Insurance Coiporation . . . ‘ 20.00 9.53
(vi New India Assurance Co. Ltd. . . . . 10.00 4.76
(vi) Industrial Finance Corp. . . . . . . &.90 4.24
(vi) Bank of India . . ]1.50

(Total paid up ca mltal Rs. 2\0 lakhs as on \I 3. 76)

1.28. The company was formed in August, 1962, and is managed by a
Board of Directors consisting of four nominees of COMINCO, Canada, three
of Metal Distributors and three representing Kerala State Industrial Deve-
Jopment Corporation, Industrial Finance Corporation and the Central Govern-
ment.

1.29. The Company is entirely dependent upon the imported zinc con-
centrates which are being imported from Canada and Australia.
16 LSS/77—~2
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Production, Import and requirement of zinc :

1.30. Indigenous production of zinc since 1968-69 has been as follows : —

(in tonnes)

1968-69 . . .. ..o 28,204
196970 . . . . . . ... 23726
t970-11 . . . . L. . 21,650
197872 . . . ... . . 24,607
1972273 . . . . .. . 22,837
1973-74 . . ... ... ... 22,466
197475 . . . . ... . 22,781
1975-76 . . ... 27,830

194,101

1.31. India was cntirely dependent on import of zinc till 1967, except
for small quantities of the metal received back after smelting abroad on
toll basis the zinc concentrates from Zawar Mines in Rajasthan. Zinc pro-
duction commenced in the country for the first time in April 1967 with the
commissioning of the smelter of Cominco Binani Zinc Ltd. in the private
sector. Early in 1968 the Hindustan Zinc Ltd., a public Sector undertaking
commissioned its zinc smelter at Debari near Udaipur in Rajasthan.
M/s Cominco Binani Zinc Ltd. is in private sector and is dependent wholly
on imported zinc concentrates whereas M/s Hindustan Zinc Ltd. is in public
sector and produces zinc from Zawar (Rajasthan) ore deposits. Their installed
capacity is 18,000 tonnes and 20,000 tonnes per annum respectively .How-
ever, the average production of Hindustan Zinc Ltd. was 11,900 tonnes per
year as against 11,600 tonnes of Cominco Binani Zinc Ltd., if the production
of seven years from 1969-70 to 1975-76 is taken into account. Annual pro-
duction of zinc in each of these concerns has been as follows :—

Cominco Binani Hindustan Zinc

Zinc Ltd. Ltd.
(In tonnes)

1968 . . . . . . . . . 10,325 13,402*
1969 . . . . . . . . 13,165 9,925
1970 . . . . . . . . . 13,111 9,490
1971 . . . . . . . . 10.824 12,125
1972 . . . . . . . . . 13,836 9 565
1973 . . . . . . . . . 10,183 2,147+
1974-75 (15 months) . . . . . . 11,317 13,952.50
1975-76 . . . . . . . 11,799 16.031.75

® [n:'uiz; 4,827 toan:s of cathodas produced in 1967-68 but converted during
1958-69, equivalent to 4,327 tonnes of zinc ingots.

** Low:r production of zinc ingots due to break-down of melting furnace and does
not include 10,912 tonnes of cathodes produced equivalent to 10,365 tonnes of
zinc ingots.
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1.32. As the average production of M/s Cominco Binani Zinc Ltd. had
been 11,600 tonnes per year against the installed capacity of 20,000 tonnes,
the Committee desired to know the reasons for the low production. The
representative of the Department of Mines has stated during evidence :

“The installed capacity is 20,000 tonnes. When the Bureau of

Industrial Cost and Prices examined the cost structure, they also
went into the question of capacity and they came to the conclu-
sion that we should take the capacity at 17,000 tonnes because
of certain inherent drawbacks in the plant. Over and above
that, the Cominco Binani is having a roaster which will be the
first major equipment in zinc production of a design which is
known as “Hersch off” type which has given them innumerable
troubles during their operations right from the beginning. This
has been the major reason for the plant not having attained a
reasonable capacity utilisation. In the expansion proposals,
one of the main items of equipment in which substantial changes
have been proposed is the roaster and go in for the new and
the latest technology which Hindustan Zinc is also having, that
is, the fluid bed roaster. In fact, the roaster had been a very
weak link in the plant right from the beginning.”

1.33. Zinc concentrates imported by M/s. Cominco Binani Zinc Ltd.
and their value are indicated in the following Table :

year quantity c.i.f. value
(in tonngs) (Rs. in
lakhs)
1 2 3
1968-697 . Quantity not men- 114.73
1369-7)0 1} . tioned value limi- 283.77
1970-71 J . ting, factor. 279.67
1971-72 18.750 173 .45
1972-73 39,265 359.41
1973-74 37,351 591.08
1974-75 11,000 286.00
1975-76 Quay tity not men- 286.00
tioned value limi-
ting factor.
1975-76 . . . . . . 24,152 640,00
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1.34. Imports of zinc slabs since 1968-69 and their value dre as
follows :— '

Year Imports - Value

: (In tonnes) (Rs. crores)

| : 2 3
1968-69 . . . . . . . . . 89.856 19.89
1969-70 . . . . . . . . . 36,554 8.25
1970-71 . . . . . ) . . . 91,000 21.97
1971-72 . . . . . . . . . 70,500 17.73*
1972-73 . . . . . . . . 76,802 20.78
1973-74 . .. . . . . . . . 62,672 27.38
1974-75 . . . . . . . . . 66,644 55.27
1975-76 . . . . . . . . . 31,500 20.77

*As per Monthly statistics of the Foreign Trade of India -- Vol. IlI —Imports
during 1971--72 quantity of zinc imported in all firms was 69,639 tonnes valued
at Rs. 17.73 crores.

Asked about the reasons for the sharp decline in the import of zinc slabs
during 1975-76, the Department of Mines have, in a note, stated :

“As will be seen from the figures of imports of zinc on page 140 of
the Audit Report, import of the metal had been declining from
1973-74 onwards. The offtake of zinc had becn poor during
1974-75 and the two producers and the canalising agency, i.e.
the Minerals and Metal Trading Corporation had the following
opening stocks of zinc as on 1-4-1975 :—

(in tonnes)

(Y MM.TC. . ) . . . . . . 23.061
(i) Hindustan Zinc 1.4d. . . . . . . 5.182
(iii) Cominco Binani Zinc Ltd. . . . . . 167 (Low opening stock
e duc to shut down of
Total . . . . . . . . 28.410 the smelter due

delay in receipt of
imported concent-
rates).

The above opening stock, increased indigenous production (indigenous
production during 1975-76 was 27,830 tonnes as against 22,781
tonnes during 1974-75) and the inventories with the consuming
units (for which no realistic estimate is available) enabled subs-
tantial reduction in the import of zinc during 1975-76."

1.35. Indigenous production has usually been short of requirement to the
extent of 75 to 80 per cent which had to be met by imports. In 1975-76
indigenous production was 27,830 tonnes while the import was only 28,100
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tonnes during the same year (upto February 1976) as against 66,644 tonnes
?n 1974-75. The Committee desired to know whether there was any ‘great
improvement or whether the total requirements of zinc in 1975-76 were

'very much less than what they used to be earlicr. The witness has stated
during evidence :—

“During 1975-76 production increased slightly, by four to five thou-
sand tonnes but the import reduction basically was on account

of reduced off-take during the year and the opening stocks on
1-4-1975.”

Enquired whether it implied that there could be less of imports because
of certain reasons, the witness has replied in affirmative.

When the Committee enquired whether it was because of the state of
market or somcthing elsc, the witness has stated :

“During 1975-76 there was an actual demand of about 66,000
tonnes as estimated by the Government at the close of the year.
As against that, for many ycars past the zinc consumption in
the country had bcen hovering around 85—90,000 tonnes.
There was a distinct drop in 1975-76 of the order of about
20,000 tonnes.”

1.36. When the attention of the Government was drawn to the Report
of the Committee on Public Undertakings on Hindustan Zinc presented to
Parliament in April, 1976, in which the demand for primary zinc was esti-
mated at 80,000 tonnes for 1975-76 and at 1,15,000 tonnes for 1978-79,
the witness has claborated thc reasons for drop in the demand thus :(—

“The reasons are various. Basically the zinc required goes into the
galvanizing industry. The bulk of zinc consumption is for the
production of galvanized sheets, structures and other galvaniz-
ed products. Secondly, it goes into dye-casting which in turn
goes into the automobile and engincering industries. The third
use is in alloy form in brass which again goes into other indust-
ries. The use of zinc is intimately connected with the pro-
duction of these industries. I am afraid I will not be able to
claborate why the consumption in these industries went down
as far as zinc is concerned, but obviously the activities in these
industries were not up to the anticipated levels. This was anti-
cipated by the normal rate of growth of economy which was
estimated at the beginning of the Five Year Plan. This is the
basis on which the figures were indicated, as it is mentioned
there.”

To a question whether it was because of the requirement of organisa-
tions like Defence, Posts & Telegraphs Department, Railways and other
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industries having gone down in 1975-76 that the production of zinc had
come down, the witness has stated during evidence :—

“the industries which consume zinc...........are basically the
galvanising industries which use quite a lot of zinc and in addi-
tion to the dry battery industry. During the last year, there
bas been a sizeable recession in the dry battery industry which
consumes zinc. The production has not come up to our expec-
tation because of lack of demand. Similarly, in the case of auto-
mobile industry, they have been experiencing recession with the
result that the demand for zinc has gone down.”

_Enquired about the proportion of zinc that the automobile industry
consumes, the witness has stated :

“Very small proportion.”

When the Committee enquired about the reasons for it, the witness has
stated :

“This is due to lack of demand. As a result of the recession in
the industry itself, the prices went up considerably. As far
as radio industry is concerned, the demand went down consi-
derably because of the less purchasing power of the people
with the result that the demand of the dry battery industry for
Zinc had gone down considerably. So this actually shows
that there was definitely a lack of demand of zinc in that parti-
cular year.”

1.37. As against the import of 66,644 tonnes of zinc slabs valued at
Rs. 55.27 crores during 1974-75, the imports during 1975-76 (up to Feb-
ruary, 1976) amounted to only 28,100 tonnes (value Rs. 18.57 crores) and
this fall in imports was attributed to less demand during the year on account
of recession. On the other hand, it is seen that while 11,000 tonnes (value
Rs. 2.86 crores) of zinc concentrates had been imported by Cominco Binani
Zinc Ltd. During 1974-75, the quantum and value of imports during
1975-76 had risen to 24,152 tonnes and Rs. 6.41 crores. The Committec
desired to know the reasons for the increase in imports of Zinc concentrates
when there was fall in demand and indigenous production. The Directo-
rate of Technical Development, in a notec have informed the Committec

as under :—

“Against their import application submitted in 1974-75, M/s.
Cominco Binani Zinc Ltd. were recommended import of two
shiploads of zinc concentrates—one from Australia for 11,000
tonnes valued at Rs. 286 lakhs and the other from Canada for
also the same quantity and value, making a total of 22,000
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tonnes valued at Rs. 572 lakhs. The first recommendation

was sent to CCI&E on 7-12-1974 and the second on
4-2-1975.

Country’s requirement of zinc is being met partly from indigenous
production and the balance through imports. In view of the
insufficient indigenous production, bulk of the requirements of
industries for zinc was being met by imports. The indigen-

ous production and import of zinc during 1974-75 and 1975-76
were as under :—-

Year

Indigenous produc- Import Total
tion (Tonnes)
HZL CBZ
1974-75 13953 8026 70001 91980
1975-76 16029 11799 30437 58265

Since the requirement of zinc is still being met by imports it was
necessary that production shoula be increased as fast as possi-
ble to minimise the country’s dependency on imports. It was
in this context that the firm has been recommended a higher
quantity of 24,152 tonnes valued at Rs. 641 lakhs of zinc con-
centrates during the subsequent period of 1975-76 which was
our supplementary recommendation in favour of this firm in
accordance with the policy for that year. According to the
policy M/s. Cominco Binani Zinc’s automatic application for
zinc concentrate for the same year 1975-76 was entertained by
CCI&E directly who issued them repeat licence valued at
Rs. 286 lakhs (licence issued in terms of value only). The
party could import 15,807 tonnes of zinc concentrate with this
value.

Generally it takes about a yecar from the date of recommendation te
the actual arrival of raw material from the overseas countries
and, therefore, the recommendation which was made’ in
1975-76 is expected to fructify only during the current year.
In view of this it is expected that the firm would be able to
increasc its production further during current year vis-g-vis
their production in the previous years. (The firm’s production
during cuifent year is expected at 13,000 tonnes as against
their production of 11,799 tonnes in 1975-76).”



18

1.38. As to the steps taken to increase the production of Zinc in the
country, the representative of the Department of Mmes has informed the
Committee as follows :—

“The Industrial Licence was given to the Cominco Binani Zinc
sometime in 1962 and the plant came up in 1967. Then in
1971 they were given a letter of imtent for expansion from
20,000 to 40,000.

The letter of intent was given after taking into consideration, at that
time, the projections of future demands for zinc in the country
and to minimise the import of zin¢ metal.

Now the sccond factor which came into the picture was that the
change in the economic scale by an expansion from 20,000
to 40,000 would help in the reduction of costs also. It was in
1971 that the letter of intent was subject to certain conditions
like making the necessary financial arrangements and the neces-
sary foreign collaboration on certain terms, which the com-
pany has so far not finalised as such. The letter of intent has
not yet been converted into an industrial licence; it is just a
letter of intent that is there with them.

The Debhari Smelter, which had a capacity of 18,000 tonnes. has
been expanded to 45,000 tonnes at the same site and it will be
coming into operation towards the third quarter of this year.
At this time I won't be able to say whether it is optimum expan-
sion or not, but its expansion to more than double its capacity
is already under construction.

Similarly, the Vizag smelter has not yet gone into operation; it is a
30,000 tons zinc smelter.”

1.39. According to a report appearing in ‘Financial Express’ dated 11
March, 1977, “the Visakhapatnam zinc smelter has been commissioned. The
lead smelter of this twin zinc and lead plant is expected to be commissioned
in the second phase by the end of the year.

However, with the commissioning of the first phase of the plant, the
total zinc smelting capacity in the country has gone up from 38,000 tonnes
to 95,000 tonnes, representing an increase of 57.000 tonnes or 150 per cent
over the corresponding period of last year.

The smelter, the second of its type in the public sector, is bascd on
imported concentrates, having a total smelting capacity of 30,000 tonnes.
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" The existing zinc smelter at Debari in Rajasthan was expanded earlier

this year to increase its smelting capacity from 18,000 tonnes to 45,000
tonnes. '

Both b}j the commissioning of the Vizag smelter and the expansion of
the Debari smelter the production of metal is expected to go up to 60,000

by the end of this year, representing an increase of 130 per cent over
January-December 1976.

The total production of zinc during 1976 registered an increase of 4.1
per cent over the previous year from 25,728 tonnes to 26,876 tonnes.

However, with the projected commissioning of the Vizag lead smelter
by the end of this year, the total Icad smelting capacity is expected

to go up from 3,600 tonnes to 18,000 representing an increase of 400 per
cent.

‘The project with a capacity of 10,000 tonnes per annum, is presently
under advanced stages of construction.”

Distribution of Indigenous Zinc

1.40. Distribution of indigenous Zinc was informally controlled by
Government till January 1975. Upto January 1975 allocation of quanti-
ties to Government departments and industrial units registered with the
Director General, Technical Development used to be made by the Depart-
ment of Mines and Metals for the half years : April of September and
October to March Up to 6th January 1975 the Director General, Supp-
lies and Disposals, used to place orders for Government departments
against the half-yearly allotments; from 7th January 1975 Government
departments were allowed to place orders dircctly. Since February 1975,
informal control on distribution of indigenous zinc has been relaxed and
the producers have been permitted to sell the metal to Government depart-
ments, public sector undertakings and units registered with the Directorate
General of Technical Development without any formal allocation. Supp-
lies so made are to be reported to the sponsoring authorities.

1.41. The Committee desired to know the procedure adopted for the
distribution of zinc which is stated to have been informally controlled by
Government till January, 1975 and the changes, if any, introduced from
time to time. The Department of Mines and Metals, in a note furnished
to the Committee, have stated as follows :— ’

“The production of indigenous zinc has been under informal con-
trol since June 1968.”
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The procedure adopted for distribution of indigenous zinc was that
the likely production of zinc used to be estimated in advance at the beginn-
ing of each half-yearly period, namely, April-September and October-
March. Similarly, the requirements of the Government Departments,
DGTD units etc. were ascertained from the Ministry of Defence, Railways,
P&T, DGTD etc.

The estimated requirements and the estimated production (including
closing stocks) were then assessed and firmed up at meetings held in
the Department of Mines to which the representatives of the producers
and the concerned Departments were invited.

After allocating in full the requirements of Government Departments,
the balance available was allocated to the DGTD, Department of Steel
etc. for meeting a portion of the requirements of priority units on their
books.

The allocation to the different sectors used to be sub-divided between
the two zinc producers based on the anticipated availability from each.

The main objective of the informal distribution control on zinc was
that the high priority users of zinc like Defence, Railways and P&T should
have an assured source of supply and at the same time, the indigenous
production of the metal was disposed of in & manner that the producers
had no undue accumulation of stock. The allocations made at the meetings
were mainly intended to facilitate the consuming Departments and the
producers to plan their purchases/despatches in a phased manner and to
enable the DGTD etc. to process the import applications of units on
their books for imported zinc after taking into account the availability
of indigenous zinc for their units.

No major changes in the procedure indicated above for the distribution
of zinc were made till January, 1975. Minor adjustments to take care
of the operational difficulties etc. of the smelters were, however, made
from time to time in consultation with the concerned Departments.”

1.42. From April 1973 the indigenous producers arc allowed to sell
zinc at prices not exceeding the prices fixed by the Minerals and Metals
Trading Corporation; one of the reasons for this is that different prices
for the same commodity were considered undesirable, as in  that event
those who are allocated cheaper indigenous zinc would make a windfall

gain out of it.
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1.43. The following table shows the percentage allotment to DGTD,
Small Scale, Iron & Steel units etc. on the basis of estimated Zinc avail-

ablhzty7 (estimated production plus the opening stock) from 1969-70 to
1972-73 ;—

Year Estimated Allocation Percentage
metal made of (3) to
availability to DGTD, )

1&S units
etc.*
(tonnes) (tonnes)
1969-70 . . . . . . . . . 32.000 16,500 51.56
1970-71 . . . . . . . . . 21,300 16,173 75.93
1971-72 . . . . . . . . . 22,734 18,400 81.00
1972-73 . . . . . . . . . 36.500 32,236 88.00

*This also includes allocation to Ste¢] Plants, public sector vnits on the books of
DGTD, etc.

Enquired as to how the Government ensured that the private units
actually used the zinc that was supplied by the MMTC and that it did not
sell in the black market, the witness has stated :—

“We get allocations from three sources. They are : MMTC,
Hindustan Zinc and Cominco Binani. We work out the re-
quirement of these units on pro rata basis of their capacity and
their operational requirement from time to time. On that
basis, we distribute pro-rata of their entitlement. They receive our
allotment from time to time. So on this basis, they release
metal.”

1.44. The Committee desired to know as to how it was ensured that
the deliveries of zinc to the units sponsored by the DGTD were in fact
effected according to the stipulated schedules by the suppliers and that
the zinc was not diverted to unauthoriscd users at higher prices. The
Directorate General of Technical Development, in a note furnished to the
Committee, have stated :—

“Zince had been under informal distribution control by the Depart-
ment of Mines since June, 1968 till January, 1975. After
allocting in full the requirements of Government Departments
such as Ministry of Defence, Railways, P&T, the balance
available quantity was being allocated by the Department of
Mines to the other authorities viz. DGTD, SSI and Depart-
ment of Steel for further allocation to their units. DGTD got
only a small fraction of their entire requirements which was dis-
tributed among the eligible units under intimation to the in-
formal distribution control authority, viz. the Department of
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Mines. Since bulk of the requirements of zinc was met by
" 'imports, DGTD units were meeting most of their zinc reqmre-
ments by import.

Inter-Ministerial meetings are being held quarterly to monitor de-
mand, production and import requirements of important non-
ferrous metals which includes zinc and problems of industrics-
both producer as well as consumer industries—are discussed
and remedial measures taken. There were however, no com-
plaints from DGTD units of any diversion of zinc by CBZ 1o
unauthorised users at higher prices.”

1.45. As to the prices check exercised in the matter of control of
zinc with particular reference to its production and distribution, the re-
presentative of the Department of Mines has stated :—

“Monitoring of supplies is done through the DGTD and the other
sponsoring authorities and the follow up of the utilization, ete.
comes within the jurisdiction of the sponsoring authorities.”

1.46. The machinery that was available with the Department of
Mines and the sponsoring authorities to ensure that Government Depart-
ments, got the highest priority and for ‘detailed monitoring’, has been in-
dicated in a note reproduced at Appendix I.

Informal price control and fixation of price based on actual cost data.

1.47. It has been stated in the Audit Para that there was no formal
control on the price of indigenous zinc but the producers agreed in June
1968 to sell the metal at a uniform price fixed by Government. The sclling
price of indigenous zinc of the two producers was initially fixed at Rs. 2,700
per tonne (cxclusive of excise duty) in June 1968. Though this price
was intended for the period upto 31 March 1969, it continued upto
31 January 1970. On 9th Fcbruary, 1970, the Department of Mines and
Metals agreed to the proposal of the two producers to fixation of the
price of indigenous zinc at Rs. 2,850 per tonne (exclusive of cxcise duty)
for the period February 1970 to March 1971. While fixing this price. “the
producers were informed that future proposals for increase in the sclling
price would be considered only on the basis of actual costs of production. ..”
No price was fixed for the period from April 1971 to January 1972
according to the Department of Mines the price of Rs, 2,850 per tonnc con-
tinued during that period.

1.48. While reviewing the performance of the public sector undertaking
in November 1970 it was decided that it “might submit proposals for
revision of price zinc, duly supported by cost data.” Cost data for the
public sector undertaking were received by the Department of Mines and
Metals in February 1971. In the same month the Department of Mines and
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Metals informed M/s, Cominco Binani Zinc Ltd. (producer in the private
§ea01:) that the public sector undertaking had represented for increase
in price of zinc and asked it to submit “cost data indicating actuals for
the period 1969 and 1970” and “cost projections, based on the best
estimation possible for the years 1971 and 1972", as the price of indi-
genous zinc was fixed earlier on a uniform basis for both the producers.

/s. Cominco Binani Zinc Ltd. submitted the cost data in March 1971
intimating Government that it had suffered losses in the earlier years due
to low price fixed for zinc. In April 1971 the Bureau of Industrial Costs
and Prices was requested to examine the cost data of the indigenous pro-
ducers for price fixation.

1.49. Questioned about the basis on which the sale prices of indigenous
zinc were fixed by Government in June, 1968 at Rs. 2.700/- per tonne and
in February, 1970 at Rs. 2,850/~ per tonne, the Department of Mines
have informed the Committce :— ‘

“The zinc smclter at Alwaye in the private sector commenced
commercial production in the middle of 1967 and the other
smetter at Debari in the public sector went into commercial
production early in 1968. With a view to avoiding speculative
purchases as betwecen the two producers and having regard
to the ruling price, the selling prices of indigenous zinc were
informally fixed. with the agreement of two producers, in June
1968 at Rs. 2.700/- (cxclusive of excise etc.). An increase
of Rs. 150/- per tonne was permitted to the two producers in
February, 1970 on account of increase in most of principal
raw materials.”

In their letter No. 28(8)/69-MIV dated 9 February, 1970 to the two
producers the Department of Mines and Metals, however, had inter alia
incorporated the following condition while allowing an increase of Rs. 150/-
per tonne w.ef. 1 February, 1970 :—

*This is subject to the condition that a sum of Rs. 100/- per tonne
out of the increased price should be kept separately for deve-
lopmental purposes. The details of the procedure for utilisa-
tion of the sum of Rs. 100/- per tonne arc being worked out
and will be communicated to you shortly.”

1.50. The following factors are stated to have becn taken into considera-
tion by the Department of Mines while informally fixing the price of zinc
at Rs. 2,700/~ (cxclusive of excise duty) per tonne in June 1968 :

(i) Avoidance of unhcalthy competition and speculative purchases
which would be inherent in a situation where different prices
are charged by the producers.
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(ii) Fixation of price around the ruling market price of the metal.

Though this price of Rs. 2,700/- (exclusive of excise duty) was fixed
for the period ending 31 March, 1969, it continued till 31 January, 1970,
when the price was revised to Rs. 2,850/~ per tonne (exclusive of excise
duty).

1.51. It has been stated that the revision of zinc price in February
1970 was based on the representation of the producers that the cost of in-
puts had gone up since the price was fixed earlier in June 1968. The
revised price took care mainly of the increase in the cost of some inputs.
It may be mentioned that the market price also at that point of time was
higher than prior to June 1968. At that point of time the MMTC price
of zinc was Rs. 3,430/- per tonne ex-godown against Rs. 3,350/- per tonne
inclusive of excise duty fixed for the indigenous producers. The average .
market price as quoted in the Eastern Meal Review, Calcutta, in January
1970 was around Rs. 6,000/- per tonne.

1.52. To a question whether Government went in the cost of produc-
tion or cost of zinc concentrates while fixing the price at Rs. 2700/- the
representative of the Department of Mines has stated during evidence :—

“At that stage, since the smelters had just gone into operation, a
little earlier, it was an ad hoc price fixation and at that point
of time, the cost of production had not been gone into.”

He had also stated that when the price was increascd to Rs. 2,850/-
only the increases in the cost of main inputs were considered. It was
thought that an increase of Rs. 150/- was justified and simultaneously the
detailed cost study was also envisaged.

The witness has affirmed that Cominco Binani was apprised of Govern-
ment intention in their letter No. 28(8)/69-MIV dated 9 February, 1970
para 2 of which reads as under :—

“In this connection, it may please be noted that futurc proposals 1t
any for increase in the uniform price for indigenous zinc metal
would be considered by the Government only on the basis of
actual costs of production. You are accordingly advised to
maintain proper accounts of all the elements of cost to facili-
tate consideration in the cvent of such proposals.”

1.53. The Committec have becn informed that Cominco Binani Zinc
Ltd. was informed by the Department that the Public Sector Undertaking
had represented for an increase in price and was asked by the Department
to submit relevant cost data after the same had been received from the
Hindustan Zinc Ltd. in February 1971,
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1.54. The Committee desired to know whether Cominco Binani had
represented to the Government about the price increase before 1971. The
rcpresentative of the Ministry of Steel and Mines has stated :

“Both the producers were representing that the price of Rs. 2,850
was not remunerative.”

When asked that the Committee wanted to know specifically whether
there were representations from Cominco Binani asking for a price increase
before February 1971 the representative had deposed :—

“There were representations both before and after February 1971
about increasing the price of zinc metal.”

The Committee wanted to know the reasons for the Department taking
the initiative in informing the private company of the representation made
by Hindustan Zinc Ltd- in February 1971. The Department have stated
as follows :—

-

“Hindustan Zinc Ltd. represented for revision of the selling price
of zinc vide letter dated 2/4-2-71. After examining the cost
data both the producers were addressed separately to furnish
cost data for 1969-70 and cost projections, based on the
best estimation possible, for the year 1971-72%,

Asked to state why it was thought necessary by the Department of
Mines and Metals to inform Cominco Binani in February, 1971, after
the receipt of cost data from Hindustan Zinc Ltd., that the public sector
undertaking had already asked for an increase in price and that they should
submit their cost data, the representative has replied :—

“The period for which the price of Rs. 2,850/- was fixed was
coming to a close on 31-3-71 and we had earlicr started mov-
ing for getting an exercisc done to determine the price based
on the cost of production, and we asked Cominco Binani to
furnish us the dctails about cost of production at that point
of time.”

He has further added :

“It was basically to avoid unhealthy competition in the sale of
Zinc.”

1.55. As the Ministry also asked for the cost data for 1969-70, the
Committee enquired whether there was any intention of giving increase
in price with retrospective effect. The representative of the Ministry of
Steel and Mines has stated :

“There was no such intention. We asked them to furnish the 1n-
formation with regard to the cost of production to enable us
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to go into the dctails to see the basis on which we should fix
the price for the coming period. That is all I would be able
to say.”

He has added :

“The idea was not to give any rctrospective benefit. When  we
asked them the actual cost of 1969-70, that was only because
the past actuals and the future projections could become the
basis for the price fixation by Burcau of Industrial Costs and
Prices. So, we wanted to go into the past actuals for the
full year completed by them for which accounts were avail-
able.”

In this connection he has further stated : —

“Binanis have been representing earlier than when we asked them
to furnish the cost data. The decision was taken in the De-
partment ecarlier itself that any increase in the selling price
will have to be based on the cost of production. Once that
decision was taken, the next course was to ask for the details
of the cost of production from the company. In accordance
with that, the data was called for from the company.”

1.56. Enquired whether the cost data of M/s. Cominco Binani or
only the cost data of the Hindustan Zinc was referred to the Burcau  of
Indwstrial Costs and Prices. the witness has stated :——

“We referred the cost data of both the companices.™

1.57. It is seen from the Audit Paragraph that the Burcau had re-
commended (January 1972) the price of Rs. 4,090 per tonne' from
February 1972 (exclusive of excise duty cte.). Customs duty on imported
zinc concentrate was withdrawn on 17 July, 1968, and was rcimposed
from 20 May, 1971. The Burcau had rccommcended that  retrospective
effzct to the increased price could be considered for the producers to  the
extent they utilised duty paid concentrates for production of zinc. Govern-
ment, however, decided to allow the increased price only from 1 February,
1972 on thc following grounds :

(i) ‘A’ (Cominco Binani) had just received a consignment and
was to commence its utilisation shortly and. as such, ‘“the
guestion of giving retrospective price to......... (A) does not
arise.”

(ii) The public sector undertaking hac¢ received only a small quan-
tity of zinc concentrate in November 1971 on which it had
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paid duty, and there were practical difficulties in segregating
the zinc produced from duty paid concentrates from that pro-
duced from cduty frec concentrates received earlier.

(i) Retrospective increase in price ‘would create administrative

problems relating to recoveries for the past sales, etc.”

1.58.  As the price recommended.by the Burcau of Industrial Costs
and Prices was to be effective w.e.f. 1 February, 1972, the Committce
desired to know whether the two zinc manufacturing companies were
informed by the Department of Mines that the price of Rs. 2,850/- per
tonnc would be effective during April 1971 to January, 1972 also and
whethcr this position was accepted by the two companies. The Department
of Mines, in a note fumished to the Committec have stated :

“The cost data from Hindustan Zinc Lid. was received in Fcbruary,

The

1971 and from Cominco Binani Zinc Ltd. in March, 1971.
In April, 1971, the Chairman, Bureau of Industrial Costs and
Prices was requested to take up cost study for the purpose of
pricc fixation and complete the same within a period of two
months. In his reply dated 29-4-71, the Chairman, Burcau
ol Industrial Costs and Prices informed that questionnaire
would be sent 10 the producers shortly and assuming receipt
of replies by the end of May. 1971, the report would be
icady by aboup middle of July, 1971. The replies were sent
by the producers only in July, 1971 (on 15-7-71 by Hindu-
stun Zince Ltd. and on 23-7-71 by Cominco Binani Zinc Ltd.).
On 8-11-71. the Burcau of ladustrial Costs and Prices  was
reminded to expedite the report. The Burcau submitted the
report on 24-1-72.

Burcau. in their report. recommended a price of Rs. 4090/-
per tonne which was notificd with cffect from 1-2-72. In
the intervening period from 1-4-71 to 31-1-72, the price of
Rs. 2.850/- per tonne (cxclusive of cxcise) continued as per
the carlier precendent under similar  circumstances for  the
period from 1-4-69 1o 31-1-70. The two producers did
supply zinc at the price of Rs. 2.850/- against DGS&D  con-
tracts as per details below (—

Cominco Binani Zine Ltd.

o Teteconm.

factory Jahalpur . . . . . . . . 99 87 tonnes
actory Jabalpu M

(i DCOS. North Eistern Ruibways, Gorakhpur . . 20.00 tonnes

16 1.88/77

(July *71).

-3
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(ili) DC DS, CLW, Chittaranjan . . . . . . . 0.904 toﬁnes
(July *71)

HMindustan Zine Ltd.

1. Ordnance Factory, Katni . . . . . . . 272.00 tonncs
(April ’71)

2. DCOS, Western Railways . . . . . . . . 50.00 tonncs
(April *71)

1.59. Earlier, as stated by the Department of Mines, the price of
Zinc which was fixed in June, 1968 with the consent of the two producers,
was intended for period upto 31-3-69. This price, however, continued
upte 31-1-70 when on representations made by the two producers, it was
raised to Rs. 2,850/- per tonne (exclusive of excisc) with cffect from
1-2-70 for the period from February, 1970 to March, 1971. In the in-
tervening period i.c. 1-4-69 to 31-1-70 the price of Rs, 2,700/- per tonnc
(exclusive of excise) continued and the two producers supplicd zinc mctal
to the allottces at this price.

1.60. As Minerals and Metals Trading Corporation of India were
also selling the imported zinc in the market, the Committce desired to
know the basis on which the sale price of imported zinc is fixed by the
Corporation from time te time.

The MMTC have informed the Committce as follows :—

“MMTC has been importing zinc from 1967-68. The sclling price
of zinc was being fixed by the Corporation on its own upto
September, 1970.

Prior to the year 1971-72, the Corporation was fixing the sclling
price of the non-ferrous mctals including zinc canalised through
the MMTC for distribution to the Actual Users as per  the
guidelines decided at an inter-ministerial meeting held  on the
17th August, 1970 under the Chairmanship of CCI&E. At
this meeting a 3 tier pricing policy was formulated effective
from October, 1970. In accordance with this decision scpa-
rate selling prices were being fixed for the catcgorics of REP
(Registered Exporters), AU(P) (Preferred sources of supplics)
and AU (Other actual users). The sclling prices were deter-
mined on the basis of the actval landed cost, which inter alia,
includes weighted average, c.if. import cost, customs duty, in-
terest charges, port and other actual handling charges plus a
scrvice margin for MMTC as allowed from time to time by
the Ministry of Commerce. Under this formula REP category
of allotteecs were to get the benefit of the lowest prices follow-
ed by AU(P) and AU category of allottces.  Such prices
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were fixed on a quarterly basis. Upto -30-6-1973, the corpora-
tion’s margins were fixed as percentage of c.i.f. cost and from
1-7-1973 these were fixed per tonne basis.

From the year 1971-72 onwards, the selling prices are determined
by the Pricing Committee formed w.e.f.. 17-9-1971 presided
over by the Chief Controller of Imports and Exports and con-
sisting of Economic Adviser in the Ministry of Industrial Deve-
lopment and Internal Trade, Development Commissioner
(Small Scale Industries) Director General of Technical Deve-
lopment and representatives of the Department of Economic
Affairs and Ministry of Commerce as members in terms of
para 66 of the Import Trade Control Policy (Vol. 1) for the
year 1971-72. ‘The basis of fixation of selling prices stated
above however remain same.”

According to the Audit Paragraph the prices fixed by the Department
of Mines and Metals for indigenous zinc and the prices of imported zinc
fixed by the Minerals and Mctals Trading Corporation during April 1971
10 March 1973 for various categories of users werc as follows :—

Prices of  Price of imported zinc fixed by

indigeneous Mincrals & Metals Trad-
Zing (in- ing Corporation for
cluding

excise Actuul Actual  Registered
duty) users users(M)  exporters

(Rupees per tonne)

Awd D7 o P2 1971 . 3350(x) 3150(c) 2100(c)

July 1971 1o Saptember 1971 . . o 3350(.., 4200 .. 4130
Oztoazr 7L to 1D 1971 . . . 3350(w) 4340(d)  4650(d) 4630(d)
January 1972 . . . . . .37 5260 5000 4970
Fz. 1972 to March 1972 . . . 4963(b) 5260 5000 4970
Aoril 1972 to Juas 1972 . . . 4965(h) 5330 5000 4570
July 197210 S:2pt. 1972 . . . 4965(b) 5360 5000 4970
Octobar 1972t0 D2c. 1972 . . . 4955(b) 5510 5290 5245
Javawry 1973 to Feb. 1373 . . . 4965(b) 35675 5480 5430
March 1973 . . . . . . 4965(b) 6215 6035 5980

(a) Includes excise Juty of Rs. 500 per tonnes.

() Includss cxcise Jduty of Rs. 873 per tonnes.

() The prices effcctive from 29 May 1971 were Re. 4120 and Rs. 4055 respectively.

(d) The priceseffective from 13 December 1971 were Rs. 4910, Rs. 482C and Rs. 470

respectively,
It will be scen from the above table that the prices of indigenous zine

were lower than the prices fixed by the Mincrals and Metals Trading Cor-
portion, except during the quarter April 1971 to Junc 1971, It is stated that
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indigenous zinc was allotted at the lower prices during July 1971 to March
1973 also to private units in the priority sector registered with the Direclor
Gencral, Technical Development Department of Steel, etc.

1.62. The Audit Para further mentions that from April 1973 the
indigenous producers are allowed to sell zinc at prices not exceeding the
prices fixed by the Minerals and Metals Trading Corporation; one of the
reasons for this is that different prices for the same commodity were con-
sidered undesirable, as in that cvent thosc who are allocated cheaper indi-
genous zinc would make a windfall gain out of it. The prices fixed by
the Minerals and Metals Trading Corporation are not linked to the cost
of zinc concentrates imported by Cominco Binani from time to time.

1.63. As the prices fixed by MMTC arc based on the cost of import
and customs duty, handling charges cost of production of Zinc from zinc
concentrates in forcign countrics, higher labour cost ete. the Committec
enquircd as to why this firm had been allowed to charge the price fixed by
MMTC. The witness has stated :—

“Since Binani’s operations arc based on imported zinc concentrates,
there is an indircct linkage between the MMTC prices and
Binani’s cost of production, for the concentrate transaclions in
the world are based on the international prices of zinc  metul
after taking into consideration treatment charges and so on.
Similarly. MMTC prices are also based on the international
metal prices.  So. to that extent there is an inbuilt linkage
between the MMTC price and Binani's cost of production.  In
addition to this, to avoid any unintended benefit of a major
extent to Binani, the concentrates which are brought in attract
customs duty of 45 per cent. which is the same as for znc
metal.  Further the cxcise duty which is fevied on the metal
produced from the concentrate on which customs duty has
already been paid.”

The Committec thereupon drew the attention of the representative of
the Department of Mines to the following statement made in the Dircctor’s
Annual Report of M/s. Cominco Binani Zinc Ltd. for the year 1974-75 :—

“The satisfuctory picture of profitability for the year under report
has been mainly due to the following rcasons  —
L] » * * *
(ii) using up of inventorics of zinc concentrates purchased carlicr
at prices fower than the current market price.”
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The Committee, therefore, desired to know as to why MMTC did not
collect the entire production and fix a reasonable price in relation to the
cost of production and other factors. The witness has stated :—

“What you have pointed out from the Director’s Report is due to
the fact that there is a time lag in the prices and stocks of
concentrates have to be there, and with the fluctuations in metal
prices in the intcrnational market, on which basis these con-
centrate prices are based, somectimes there is a higher or a
lower price, but generally they should balance out with the
passage of time. Moreover, this Report which you have quoted
was for the first year when dividend was declared by this com-
pany.”

_1.64. When the Committec asked whether the linking of price of
indigenous zinc with the pricc of imported zinc had not given windfall
gains to private units, the witness has deposed :—

“There was a period when the gains were substantial. That was
for one year. 1 have with me the latest financial position for
1975-76. If 1 may be permitted to bring to vour noticc during
this ycar, the Cominco Binani made a profit of Rs. 81 lakhs

as against Rs. 10 crores profit made by The Hindustan Zinc
Ltd.

He has added in this connection (—

“But it was ensured that thc advantage went only to the priority
sectors of the industry. That is why, after meeting the Govern-
ment Department’s requirements in full, the balance was allo-
cated for priority sectors of the industry.”

1.65. A note, furnished by the Department of Mines, indicating the cir-
cumstances in which it had been decided, in April, 1973, 1o allow indigenous
producers to sell zinc at prices not exceeding the prices fixed by the Minerals

and Metals Trading Corporation, is reproduced at Appendix H. It infer
alia states :— .

“From May 1972 onwards Cominco Binani Zinc Ltd., represented
that though the Bureau’s recommendation is supposed to allow
a return on the capital employed, they would operate at a
heavy net loss, for the following reasons :—

(i) Assumption of average higher production of Zinc.—According
to the company, increase in production beyond 15,000 tonnes
per annum would require heavy capital investment and pro-
longed shut-down which they could not afford at the then
unsatisfactory financial position ;



32

(ii) Difference in credit assumed for sale of by-broductsé—aThe
Bureau had apparently taken higher credits for realisation
from sale of by-product sulphuric acid and cadmium ;

(iiif) Computation of capital employed.—The company apprehended
that the Bureau had not reckoned working capital require-
ments of six months in computing the capital employed ;
and

(iv) The company also desired an element to be allowed for amoz-
tization of carried forward losses and for unabsorbed depre-
ciation.

1.66. Enquired as to how it was cnsurcd that the entircly indigenous.
producer of zinc such as Hindustan Zinc Ltd. did not suffer in comparison
to the non-indigenous producer such as Cominco Binani Zinc Ltd. by
linking the prices to those fixed by the MMTC, the Ministry, in a note
furnished to the Committee have informed :—

“The study of the Bureau of Industrial Costs and Prices (January
1972) had established that the cost of production of the Hin-
dustan Zinc Ltd. (undertaking in the public sector) was much
lower than that of Cominco Binani Zinc Ltd. They had, there-
fore, recommended that a sum equivalent to Rs. 600 per ionac
of zinc metal should be mopped up through excisc levy on
the concentrates of Hindustan Zinc Ltd. This was not accepted
by Government and the Hindustan Zinc Ltd. was allowed to
sell zinc at Rs. 4090 per tonnc (exclusive of excise). The
company was, however, directed to conserve the additional
funds generated for expansion schemcs.

Unlike the smelter of Cominco Binani Zinc Ltd. which is based on
imported concentrates, the smelter of Hindustan Zinc Ltd. at
Debari is based on indigenous ore and has an cdge over
the smelter of Cominco Binani Ltd. The Government have
throughout ensured that Hindustan Zinc Ltd. is placed in a
more advantageous financial position than Cominco Binani Zinc
Ltd.”

Enquired as to what check is exercised in the matter of control of the
pricc of zinc, the rcpresentative of the DGTD has stated :—

“The price is fixed by the Mines and Metals Department from time
* to time.”
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The representative of the Department of Mines has added in this con-
nection — .
“As far as price fixation from 1-4-1973 onwards is concerned, the

indigenous producers have been allowed to sell zinc at MMTC
ruling prices.”

“None of the indigenous producers have becen allowed to charge
beyond the MMTC prices. That is the ceiling which has been
put. Within that ceiling, they have to work. We have not
reccived any complaint whatsoever from any quarter that they
have violated the instructions of the Department by charging
more than the MMTC's prices.”

1.67. The Committec desired to know the policy regarding fixation of the
price of the Hindustan Zinc and Cominco Binani and therefore enquired
whether it was also considered that in the case of Cominco Binani about
40 per cent of the profit would go in the foreign exchange in fixing the
price. The representative of the Department of Mines has stated :—

“As far as the total profit is concerned, if it is converted into a
dividend, then it is only 40 per cent; because of the shares
held by the foreigners it would go abroad. But the dividend

has been declared only for two years out of its operation for
about nine years.”

Enquired whether it was a part of the consideration while determining
the policy that a portion of the earning of the Cominco Binani would go
in the shape of the foreign exchange to Canada which were supplying 50 per
cent of the concentrates. The witness has stated :—

“T don't think this was a specific consideration while fixing the prices
for Binani Company.”

Hc has added —
“The BICP did not consider those factors while fixing the price.”

To a question whether this matter was considered in the Ministry at a
high level, the witness has stated :

“As the records show, this factor did not figure in the study. This
is an intcresting point which has been raised. 1 am afraid,
this was not considered in such depth and dimension.”

Asked as to why it was not taken into consideration, the witness has
deposed :

“As I mentioned carlicr, the cost of production of the indigenous
zinc being lower than the cost of production from Cominco
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Binani who were buying imported congentrates, when we had
a parity formula between the two producers, it was to the
advantage of the indigenous producer of the public sector, that

is Hindustan Zinc. Invariably, they had observed that parity
in prices was to the advantage of the Hindustan Zinc.”

Performance of M[s. Cominco Binani Zinc Ltd. against Order placed on it
by the DGS&D on the basis of half-yearly allotments.

1.68. Against the allotment for the half year October 1970 to March
1971 orders were placed on M/s. Cominco Binani Zinc Ltd. for supply of
1316 tonnes of zinc at the rate of Rs. 2,850 (excluding excise duty).
Cominco Binani Zinc Ltd. supplied only 416 tonnes at the price of Rs. 2,850
per tonne. The balance 900 tonnes due to be supplied by March 1971 was
not supplied by it. The period of delivery was extended once up to Junc
1971 and again upto August 1971.

* 1.69. In this context, the Committee desired to know the estimated pro-
duction and actual production by the company during the half year cnded
31 March, 1971. The Department of Mines have stated :

“While considering the distribution policy for indigenous zinc for
October 1970—March 1971 period, the production of Cominco
Binani Zinc Ltd. for the said period was estimated at 7,000
tonnes. Actual production during the same period was, how-
ever, 5,431 tonnes.”

Enquired as to how this quantity had been allocated between different
users and whether the firm had honeured its commitments to the other
allottees during this period, the Department of Mines have stated :

“After taking into account the backlog of pending orders (1,856
tonnes approximate), stock of zinc at the end of September
1970 (about 750 tonnes) and the estimated production (7,000
tonnes), the net availability for allocation was estimated at
5,900 tonnes. Against this estimated nct availability of 5,900
tonnes actual allocations were madc for 5,759 tonnes.”

“As stated above, there had been a shortfall of 1,569 tonnes in
actual production during October 1970—March 1971 from the
estimated level. The metal available for supplies, thus, got
reduced to that extent.” '
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1.70. Details of the sector-wise allocations, and the actual supplies
made by Cominco Binani Ltd. (Total including supplies made against
backlog from the previous period) are indicated in the table below :—

Sector Allocation Backlog  Supplies
made for from pre- made
Oct. 1970 vious including
—March, period against
1971 backlog
1 2 3 4
(in tonnes)
(i) Govt. Departments (Defence, P&T and Raitways) . 1,303 1.032¢
(ii) Kolar Gold Mines and Hutti . . . . 16 1.856 16
(iii) DGTD units ) . . . . . . 1,090 3,511
(iv) Steal Plants . . . . . . . 00 890
{v) fron & Stecl Units . . . . . . 450 222
Total . . . . . . . . 7.615 5,671

Notr:—*Includes 416 tonnes against Oct. 1970-- March 1971, Breck-up of 1,876
tonnes sector-wise is not available and also cculd not be furnished by the fiim now.

1.71. It is stated by the Department that “in the absence of the break-up
of the back-log figures of 1,856 tonnes carried forward to October 1970—
March 1971 period, it is difficult to state categorically as to the extent to
which Cominco Binani Zinc honoured its commitments to the other sector.
However, assuming that the back log is distributed pro-rata (except in the
case of Kolar and Hutti Gold Mines who lifted the metal during the period

itself) the position of supplies required to be made, and actually made would
work out to as follows :

Secter Allocation Pro-rata  Total Supplies
for Oct.  backlog supplies  actually
1970 (Assumed) made
March--
1971
! 2 3 4 5
(In tonnes)
(i) Government Departments . . . 1.303 421 1,724 1,032
(ii) Kolar & Hutti . . . . . 16 .. 16 16
(iii) DGTD units . . . . . 3.090 999 4,089 3,511
iv) Steel Plants . . . . . 900 291 1,191 $90
tv) ron & Steel Units . . . . 450 145 595 222

Total . . . . . . 5,769 1,856 7,615 5,671
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On the above basis, it is deduced that by and large there was short.fal!
in supplies to the various sectors.”

1.72. As the firm did not supply the balance quantity of 900 tonnes of
zinc to the consignees out of the allocotions for October 1970 to March
1971, the Committee desired to know whether the quantity remained in
stock with the firm or they sold it to some other. persons afterwards. The
sepreseniative of the Department of Mines has stated during evidence :—

“Indirectly the indications were that this 900 tonnes would have been
in the stocks of the company during that period because their
stocks were higher than 900 tonnes all along that period.”

1.73. In this context, the Department of Mines have however informed
the Committee that M/s. Cominco Binani Zinc Ltd. did not supply Zinc out-
side allocations made during October 1970 March 1971.

1.74. At the instance of the Committec information rcgarding the open-
ing stocks, production, deliveries effected agaiast allocations, sales to parties
other than authorised allottees and closing stocks of zinc during each half
year from October 1970 to October 1975 in respect of Cominco Binani
Zinc Ltd. as furnished by Department of Mines is given below :—

Period Opening  Produc-  Sales Others Closing
stock tion against including stock
allocation  losses

(MT) (MT) (MT) M (MT)

1 2 3 i 5 6
Oct. 70/Mar. 71 . 742 5431 5671 . 502
Aor. 71/Sep. 71 . 502 4.476 216 . 4762
oct. T1/Mar. T2 L 4762 7986 5277 . 1471
Apr. 72/Sept. 72 L 7471 6113 8450 L 5134
Oct. 72/Mar. 73 . 5134 7063 7749 . 4448
Apr. T3/S=pt. 73 . . . 4443 5484 8317 . 1615
Oct. 73/Mar, 74 L 1615 4468 47 . 1611
Avr. 74/Szpt. 74 . . 1611 6070 4984 . 2697
Oct. 74'Mar. 75 ) L 2697 1957 4269 218* 167
Anonr. 75/Sept. 75 . 167 5752 *139] 994 3534

*The distribution control was withdrawn in February, 1975,

1.75. As the delivery period was extended twice thc Committee en-
quircd whether it was a fact that these extensions were granted to the firm
at their request. To this, the Secrctary, Department of Supply has stated :

“Two extcnsions were given in respect of the tender which was accep-
ted on 24-12-70 for 1,000 m.t. First initial extension was till
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June 1971. ‘Thereafter this was given till August, 1971, The
factory had asked for extension on the ground that therc was a
strike in the factory, and so they were not able to supply. They
invoked force majeure clause though we did not yield. They

said they had backlog and wanted extension of time. It was
graated till August, 1971.”

1.76. According to information* furnished to the Committee, these exten-
sions were given on 7th May, 1971 and 7 July on firm’s requests dated
23 March, 1971 and 17 June, 1971 respectively.

1.77. The Committee pointed out that the original delivery pcriod was
to end by March, 1971 and the strike started sometime in the later part of
March and therefore enquired whether the firm asked for extention on
account of strike. The witness has replied :---

“On 23-3-1971 they asked for extension upto 30-6-71 without liqui-
dated damages due to strike.”

1.78. The Committee desired to know as to why the delivery period was

extended upto 30 June, 1971 without any liquidated damages. The Director
has stated during cvidence :—

‘fThe extension upto June 1971 was necessitated because of the 3
months’ strike in the factory during that period.”

To a question as to why the second extcnsion was given, the witness has
deposed

“They stated that the strike had ended on 7-6-71 but there was
substantial loss of production resulting in heavy backlog of
arrears. In order to resume normal production levels they wan-
ted tc have some time till 31-8-1971.”

1.79. When the Committec enquired whether it was not possible at that

point of time to ask for liquidated damages, the Director General of Supplies
and Disposals has stated :

“ ... liquidated damages arise only for latc delivery. Hcere, no
delivery has materialised.”

In this connection, the representative of the Ministry of Law has ex-
plained : —

“The liquidated damages clause is generally incorporated while issuing
the Ictter of extension of the delivery period, and such a provision
is quitc necessary. It would not legally be possible to claim

® Not votted in Audit.
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liquidated damages if in the original coatract provision has not
been made to that effect.”

He has added :

“In the letter of extension normally this provision will have to be
repeated because of Section 55 of the Contract Act which says
that when the stores are accepted beyond the date contempla-
ted by the contract, the purchaser will have to claim the dama-
ges again before acceptance is taken, In this case that clause has
not been put in the letter of cxtension, and in respect of any
late supplies, the absence of such a clause would come in the
way so far as the claim for liquidated damages is concerned.”

1.80. Enquired as to whether the letter of cxtension is predominantly
decisive, the witness has replied :

“The letter of extension will be the dcecisive factor.”

To another question whether the clause was not put in the letter of ex-
tension because of lack of consultation with the Ministry of Law, the Dirce-
tor General of Supplics and Disposals has stated :

“It 1s purely procedural point. An extension of threc months was
deliberatcly given in this case without liquidated damages to
cover the strike period. The letter contained no denial of other
claims.”

1.81. When the Committce asked why this clause for levy of liquidated
damages was not incorporated and insisted upon while allowing these two

cxtensions, the Department of Supply, in a note, subsequently furnished to
the Committec have stated* :

“A clause for levy of liquidated damages is gencrally included while
granting extension to the original delivery period specificd in the
contract. Extcnsion without liquidated damages is, however,
granted in cases where it is clear that delay in supply is due to
causes beyond the control of the supp¥cr. From the re-cons-
tituted file it is not possible to specify the reasons for not incor-
porating the clause for levy of liquidated damages, while grani-
ing extenrsions upto 30-6-71 and 31-8-71. However, there was
a strike in the factory from 13-3-71 to 7-6-71.”

1.82. The Committee desired to know whether the firm after giving the
two extensions came forward with a proposal to DGS&D that they could

*Not vetted in Audit.
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not supply the btalance 900 tounes at Rs. 2850/-. The Secretary, Depari-
ment of Supply have informed in this connection :

“From the information we have on the basis of the reconstructed
material, the department had been resisting any claim on the
part of the company to get a higher price.”

1.83. According to the Audit Para, in August 1971, Cominco Binani
Zinc Ltd. informed the Director General, Supplies and Disposals, that it
coukl not supply zinc at the rate of Rs. 2,850 per tonne and requested him
to treat this price as provisional for supplies made from April 1971, subject
to finalisation of pricc by the Department of Mines. After the revised price
of Rs, 4,090 per tonne (excluding cxcise duty) effective from 1 February,
1972 was announced, the firm intimated the revised price to the Director
General. Supplies and Disposals, on 3 March, 1972 requesting him to
amend the contract for payment of enhanced price for the outstanding 900
tonnes.  On 1 Sceptember 1973, Cominco Binani Zine Ltd. informed the
Dircctor, General, Supplics and Disposals, that it was treating the order for
the haiance 900 tonnes as having lapsed.

1.84. The Committee desired to know the steps taken by the DGS&D
to fohow up the A/T placed on the company i December, 1970 between

the period from June 1971 to February 1972, The Department of Supply
have stated™® :

"The reennstituted file availuble could not indicate the specific steps.
if any, taken by the DGS&D 1o follow-up the A/T dated
24-12-70 between the period from June 1971 to Feb. 1972.
However, action in genceral policy file and similar cases would
indicate that this default in supply had bcen brought to the
notice of the Ministry of Mines periodically at allocation mcet-
ings and through such opportunitics to the firm.”

1.85. In the mecting of zinc Allocation Committee (October 1971—
March 1972) held on 21 October 1971, the representative of the DGS&D
had pointed® out the unsatisfactory performance of M/s. Cominco Binani
who had u back log of 1353 M/Ts against DGS&D orders placed with them
in October 1970 to March 1971, The Department of Mines and Metals and
D.G.T.D. had also pointed out that the firm had not cleared their other
commitments of more than 6,000 M/Ts.  The hold-up of production was
attributed by the firm to prolonged strike & their factory. The firm's
representative had, however, agreed to clear the back log as carly as possible
as the strike was over by then.

*Noi vett:d in Audit.
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1.86. To a question as to why no steps were taken by the DGS & D to

extend the date of supply after August, 1971, the witness has stated during -
evidence :—.

“In these series of contracts the main issue has been the price appli-
cable because the firm said they would not honour these contracts
while we were keen that these should be supplied at the contrac-
ted price. We started the correspondence with the Mines Min-
istry on this very basic issue, The subsequent correspondence
will show that we have been pursuing this matter with the Min-
istry of Mines. Till such time this issue was settled, we could
not give the extension.”

1.87. The Department of Supply have, however, informed* the com-
mittec that ‘no correspondence with Cominco Binani Zinc Ltd. appears to
have been entered into with regard to price fixation, presumably as thc
orice fixation was the sole responsibility of the Department of Mines.’

1.88. As the firm had asked on 15 March, 1972 for cnhanced price
of Rs. 4090 per tonne for thc outstanding 900 tonnes the order for which
was ultimately trcated as having lapsed by it, the Committce desired to
know the role played by the Directors on the Board of Cominco Binani
Zinc Ltd., from time to time, in regulating the compauv’s activities and
disciplining an apparently truant organisation which had no: honoured its
commitments. The Department of Mines in a notc furpished to the
Commiitee have inter alia stated :

“The Department of Mines nominated its rcprescntative on the
Board of Cominco Binani Zinc Ltd. during August 1966 1o
April 1967 when the zinc smelter of Cominco Binani Ziuc
Ltd. was under construction.

Thercafter Government nominated its representative on the Bourd
of the Company in Junc 1970 with a view to cnsuring that
the funds generated by the company arc utilised for expansion
and not frittered away by payment of higher dividend ctc.
Thus the main object of the nomination of the rcpresentative
of the Department of Mines on the Board of Cominco Binani
Zinc Ltd. in 1966 was to keep a watch on the progress of
setting up the zinc smelter and in June 1970 to cnsure that
the additional resources likely to be generated (following the
revision of zinc price from 2700/- to Rs. 2850/- per tonne
allowed in Fcbruary, 1970) were not frittercd away by way
of higher dividends and/or investment in the shares/deben-
tures of associate companies, but ploughed back for expansion.

* Not ettcd in Audit,
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Periodical reports were made by the Directors regarding the
affairs of the company on return from Board meetings.

The Department of Mines have not received any specific reports
from the representatives of the ASIDC and IFC (which are
autonomous bodies) on the Board of Cominco Binani Zinc
Ltd. during the relevant period.”

1.89. The Committec have been informed that in the casc of supplies
to DGS & D during 1971-72 a reference was reccived ‘in April 1971 from
the DGS & D stating the closure of the zinc smelter of Cominco Binani
Zinc Ltd. due to strike and enquiring whether extension of the delivery
period of the AfTs beyond 31 March, 1971 would attract the revised
price. On 22 April, 1971 the DGS&D were informed that it was
not possible for the Department of Mines to indicate at that point of
time the extent to which the proposal to increase the price would be
accepted by the Government. In regard to the extension of the deli-
very period, the DGS & D were informed that it was a matter for them
to decide in terms of the contract with the party.

1.90. As the supplics to Defence, Railways, P& T etc. were routed
through the DGS & D, there had generally been dzlays in the placement
of orders and actual lifting of zinc and the Department of Mines did
suggest streamlining the procedures (i.e. waival of inspection clause and
100% payment on proof of despatch as early as 1971) and direct purchase
(suggested in April 1973) by the consuming Departments. This was
fater accepted by the DGS & D/Ministry of Supply in January, 1975.

1.91. It is seen from the Audit Paragraph that the case was referred
to the Ministry of Law in July, 1974 whereas the firm had informed the
DGS & D on | Scptember, 1973 that it was treating the order for the
balance quantity of 900 tonnes of Zinc as having lapsed. The Committee
required as to why the DGS & D had taken about ten months in referring
the case to the Ministry of Law. The Secretary, the Department of Sup-
ply has stated during cvidence :

“The facts were that we had a letter from the firm on 1-9-1973 and
thereafter because the file could not be traced, they tried to
sccure the copies thereof from the other possible sources
from which collateral documentation could be had. There-
after the quoestion arose whether we could consider the whole
thing completely without referring to the indentors. Some
how they made a reference to the two indentors—one was
the Jabbalpore factory of the P& T and the other was the
Railways.”
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1.92. Subsequently the Department of Supply, in a note furnished to
the Committee, have elaborated the position as follows :

“Letter dated 1-9-73 from Firm was received in the DGS& D on
3-9-1973. 1In this letter, the firm had stated that since the
required amendment letter against the contract dated 24-12-70
had not been received by them, the balance quantity of 900.111
M/Ts was treated as lapsed. The firm further requested the
DGS & D to reduce the quantity on order to 248.889 M/Ts

_ (from 1149 M/Ts) and to treat the contract price as firm
and final. This was followed by letter dated 8-12-1973,
which was received in the DGS & D on 13-12-1973.

The main file of the DGS & D for the contract in question was.
not traceable inspite of best cfforts. The contract was issued
to meet requirements of two indentors :

(i) Manager. Telecom. Factory, Jabalpur 1000 M/Ts.

(ii) Controller of Stores, South-Eastern Railway Calcutta-149 M/Ts.

Reference was madc to both these indentors on 12-2-1974 to inti-
matc the exact quantitics, received by them and to also inti-
matec whether the balance quantity, if any. could be treated
as cancelled. A reminder was issucd to both the indentors
on 13-3-1974. The anager.  Telecom.  Factory  intimated
DGS&D on 1-3-1974 that he had received a  quantity of
99.877 M/Ts leaving a balance of 900.123 M/Ts. He fur-
ther desired that the firm might be asked 1o expedite supply
of the balance quantity which was still required.  He further
desired that the firm might be asked to expedite supply of the
balance quantity which was still required. He was informed
by thc DGS & D on 2-4-1974 that it woild not be possible to
arrange supply  of the balance quantity at the contract rate,
since the firm had refused to supply the outstanding quantity
in 1971, primarily duc to non-fixation of the price of indige-
nous Zinc by the Department of Mines for the period 1-4-1971
to 31-1-1972. Morcover, the price of Zinc had gone up con-
siderably since the issue of the contract in December. 1970 and
a valid risk-purchasc at that stage was not possible. The
indentor was also requested to  raisc a fresh  indent for his
requirement. The indentor in his reply dated 26-4-1974 did
not agree to cancellation of the balance quantity as Zinc was
one of the important raw-materials required by him. He also



13

expressed his inability to raise a fresh indent for the outstand-
ing quantity. So far as South-Eastern Railways are concern-
ed, it appears that no reply was sent by them. This may be
due to the fact that their requirement was met in full.

A reference was made to the firm by the DGS & D on 23-5-1974 to
forward a copy of the A/T and all other correspondence as
DGS & D’s file relating to contract dated 24-12-1970 was not
readily traceable. The firm forwarded a copy of the A/T
and some relevant correspondence in compliance to the re-
quest of the DGS & D on 3-6-1974. This was followed by a
letter dated 5-7-1974 under which the firm forwarded copies
of 8 letters, which had not been sent earlier. Thereafter, a re-
ference was madc to thc Ministry of Law on 24-7-1974 if the

balance quantity of 900.123 M/Ts could bc cancelled at
firm’s risk and cost.”

1.93. The Committee pointed out that after the reccipt of the firm’s
reminder in December, 1973, DGS & D had takcn about 3 months’ time
in making a rcference to the indentors and therefore cnquired as to why

the reference to the indentors was not made in the initial stages. The wit-
ness has stated

“The information was not available because the original file is
not traccable. They were thercfore collecting the information
from wherever they could lay their hands on, from the Liaison
Officer of the P& T Department and also from other similar
files where similar action had been taken.”

He has further added :

“In this particular matter, so far, 1 am able to sec the documenta-
tion on file and, in a matter like this, I can only rely on this
documentation of file no doubt three months’ delay to which
the hon. Member just now referred was unfortunate.  This
has to be admitted. Subsequently, till the reference was made,
action was taken on two factors—(a) to secure such copies
as could be had from the correspondence, and (b) to refer to
the indentors to verify whether the need still persisted. These
were the two factors which contributed to this delay.”

1.94. It has been stated during evidence that the Department bad
come to know in early 1974 that the relevant file was missing.
16 LSS/77— 4
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-bead S5, sEnquired 'y thowhethes iafly f&ﬁbﬂsxﬁiﬁ&ﬁfr&mﬁ&n fixed for
the lossoof &le from sihce 1974, 1he wittiess has‘stated '/ '
L D R . [ !
j “We haye, already asked: the | Directotate to fix the responsibility
a result of that, it has now been ascertained that the res-
pons1b1hty has been fixed on a few oﬂicers In1 Addition,
they &'re continuing fhé iﬁ)vestigiﬁdn’" L :

, To a »quesﬁan as to what action the Governméht' plopose to take
against those officers on whom the respondibility ’has been fixed, the Secre-
tary, Department of Supply has stated :

3
“We have fixed the ,reqponsibjlity .on'two or three officers of the
Disgectorate and their explanation, has been icalled for. As I
_ mentioned, in addijtion;to this, the investigatton is on. In the
light of the results that obtained in the investigation we shall

not hesitate to take appropriate action agninst the officers con-
cerned.”

" He has added :

I i
“We are very much concerned about loss of these papers. We haye
the system for locking up pre-AT. files We are thinking of
similar improvement 1n the movement svstem of thc entire
directorate 1 am sure we will be able to tind effective method
for locating individuat filés which move in the directorate In
this transaction this file was linked up with the mam file con-
cerming fixation of price in that period The policy file

1s there ”

Intervening at this pomnt the Secretary, Department of Suppl?' has
stated :—

“There were two aspects of the case—one operatipnal and the other
adminystrative aspect. The DGS&D wanted to lose no time
on the operational aspect. Action was iakea to consult law
and take further pction and to ¢hum general damages
foupd feasible. m other aspect was taken simultaneously

. . .. upopto the stage of fixing responsibilify.y . .

» 196, The Departmient of Supply 'hitve, however, clarified® that the
loss of file first came to their notice on 23 Februaty, 1974 and that the
file could not be traced. Disciplimary proceeding against An  Assistant
Du'cctor and gn U.D.C. who had,handlgd the file last accordipg tn the

‘No! vetted  m-Aadit.g. .
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g 41 91‘ In their" 144th' Report  (Fifth bk Shbha) the- Pub'lic Accounts
Conbmittée' hali etaminell another case’ teldting to %he’Bnia&u Group of
‘Conipanics, where itd @ lefter written' by ¥he 'Coriphidy” Was stated to
have-been Tost, and’the vighlatice ‘and disciplifiry aspects of‘the case were
statdd-t6' be whder exdttinatidn. 'THE"Comiitide Kave'Beer'informed* by
thé Department of Supply that the dbové‘ £ officers Weré also involved
smong ‘others ‘in tHat'case’ and as-'a 'result ' of "@isciplinary’ proceedings
Imiiated in"that ' ¢ase, 'recordable’ w&tﬂi‘ng,s”Wéi'e fissid * “¥ “these officers
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k. 98 Ir is seen. from the Audit Paragtaph that ' im ‘respect/'of the order
rylaced on' Cominco Binani Zinc Ltd. by the IXGS &1 dgaibst ithe allotment
for the half ycar October 1970 to March 1971; .« the Law~ Ministry had
advxscg! in August, 1974, that as the ,dehvery penoq p,ad ,?quqd long
agq, the mpanmcnt could on]y qlaxm gqneral ?amxges 563ting 30Q. Jgpﬁ
1971 as. the date. breaci'x From the. facts the case, it 1S, howevm;
notcd tha; thc company had requested on,, ;5 Ma*nch, ‘1972 that . the
v.ontract _might be. amcndcd for the payment of, the enhanced, price -of
Rs 4, 090 per tonne in respect of the outstanqmg quantx,ty of . 900 tonncs
Agam, on 1 September, 1973, the company had approached the DGS&D to
declare the Price of Rs. 2850 as final for the supply ¢ of, small quantxty oil
30.20" tonnes. Tn the hght of th1s correspondence and the conduct of
Cominco . 'Binani Zinc Ltd.. during this period, the. Coemmltte,e desmcd
to know whether this did’ not amount to either a coqtmua‘hon of the
cxisting contract or . revival of the contract. The Muus,try of Law havo

mformed‘ the Committee in this regard as fonows p—

“*The question of continuation of the coritract would arise on}y
-, after the occerrence ‘of the breach of the’ contract either
‘party ‘to the contract has done something by correspondeﬁce of
otfierwise in -reldfion to that part ‘Of the confract remaining
‘@npérformed; thereby manifesting - én mtentnon fo’ ablde by the
contract despne the bresch

In me prt.scnt case, the. breach of contract took place on 3(}6—71
In the letter dated }5-3-1972, the firm sought an amﬁndment
ot thc contract in respect. of thc putstandmg quant.lty a; t,he

" cnhamced price of Rs,” 4090/ ‘s, against the contrac P
of Rs. 2850/-. The letter is in the naturc  of fresh er on
the part of the firm " to* supply- fhe outsmndmg quannty at a

1+
o
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i ANt ygtted in Audu




46

price different from that originally agreed upon, which the
Department was free to accept or not. This does not obviously
contain any reference to performance of any contract as
originally envisaged by the parties and, therefore, cannot have
the effect of keeping the contract alive. In the letter dated
1-9-1973 the firm requested the Department to amend the
A/T so as to make the pricc of Rs. 2,850 final in respect of
the quantity already supplied. [t is apparent from this letter
that the amendment sought was in respect of thc quantity
already supplied under the contract and the firm not having
made any proposal committing themselves to supply the out-
standing quantity at the contract price, namely, Rs. 2,850,
it will not have_the effect of keeping the contract alive.

In the circumstances, the two lctters written by the firm on
15-3-72 and 1-9-73 do not result in continuing the cxisting
contract or reviving it in any way.”

1.99. The Department of Mines however, informed the Director
General, Supplies and Disposals, on 11 February, 1975 that the selling
price of Rs. 2,850 per tonne of indigenous zinc mctal fixed for the period
February 1970 to March 1971 continued upto 31 Januvary, 1972. In view
of this, the Ministry of Law observed on 5 August, 1975 “If the Department

is in a position to establish by way of documentary evidencc that actual
sale transactions had taken place at the relevant time at the rate of Rs. 5.700
per Metric tonne then they may be in a  position to support or substantiate
their claim for gencral damages on the basis of the aforesaid rate. On the
other hand, if the firm is in a position to lead the cvidence to show to the
countrary that the aforesaid rate is not truly reflective of the market rate
for the reason that the actual sales have been concluded at the relevant
time at the rate of Rs. 2,850 per metric ton as fixed by the Ministry of
Mines, then the claim of the Government may not be cntertainable or
sustainable.” Audit Para mentions that the amount of the general damages
recoverable had not been worked out (November 1975). It may be
mentioned in this connection that of the 416 tonnes supplied by the firm
30.20 tonnes were supplied in July 1971 and October 1971. On 1 Septem-
ber, 1973, the firm approached the Director General, Supplies and Dis-
posals to declare the price of Rs. 2,850 per tonne as final for those supplies.
The Director General, Supplies and Disposals did so in March, 1974.

1.100. The Committee enquired the basis on which the market price
of Zinc had been assessed at Rs. 5,700 per tonne as on 30 June, 1971.
The Department of Supply have stated :—

“To assess the market rate, DGS&D had to place reliance on the
Eastern Metals Review, a commercial Journal which publish-
ed among other things the market prices of non-ferrous metals.
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As per legal advice, it may not be necessary to issue a fresh
enquiry to ascertain the marekt rate, If the purchase of the
item has been made during the period just before or just after
the date of breach, the rate established in such purchases
can be taken as the market price. The date of breach in this
case was 30-6-1971. The Eastern Metals Revicw for the
period ending 28-6-1971 had indicated the market rate for
Electolytic Zinc in Calcutta as Rs. 5,700 per tonne. As such,
this ratc was taken as the market rate prevailing roundabout
the date of breach. Ministry of Law also held the view that
therc might be no impediment to the Department claiming the
General Damages at that rate but it may have to be left to the

Arbitrator to award such sums as he may deem fit and proper
the circumstance of the case.”

1.101. To another question as to why the price of 30.2 tonnes of Zinc
was fixed by the DGS&D at Rs. 2850, the Secretary of the Department
of Supply has stated during evidence :—

“No doubt in the case of this thirty tonnes supply they had agreed
to abide by the price of Rs. 2,850. When that was finalised
at that ratc, by that time, it had become clear that the inten-
tion of the Mines Ministry was that the price of Rs. 2,850
would continue till the 1st February, 1972. So far as cviden-
tiary value in regard to the gencral damage claim is concerned,
it is no doubt truc that the general damages will have to be
fixed with refercnce to the prevailing market rates. We had to
rely on the evidence, the Law Ministry had also advised on
that, that we could rely on the basis of the Eastern Metal
Bulletins. From the information we have gathered from the
DGS&D. during the relevant period—from April 1971 to
Scptember 1971 —there  were  supplies by the Cominco
Binani to others which were far higher than Rs. 2.850.
The price was ranging from Rs. 2,750 to Rs. 5,215. So,
these two will have to be the main basis of evidence on which
one has to rely and have to avail of that to make our claim for
the general damages. What will be the actual position, well,
that will be entirely for the arbitrator to take the view.”

The Director General of Supplies & Disposals has, however, added in
this connection :—

“The point here is that the supplies materialised m 1971 itsclf when
the question was still under debate on the price issue. The
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finalisation of thc price was the QZ&JC“ had been
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deslaring, in Marchy 0974, dié price.iof Rsi112,850 pbtictenht as final in
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' The- omginam A/T délivery date for these two corltracts was 31-3-71.
“ 1 As such, only thé priccs rifling on 31-3-81 tdald be given to
the firm, - Mowéver,’ sincd the'firm had not atke@ for any cxtra
Prie¢ for Suppties madc in July 1971 and October, 1971 the
. - AT Price (08 Rs.' 2,850 pet'M/T was dedlared firm and final.
' The informbtibny futnished ifi evidence 'thdt zinc' was sold by
! Cominco Bimdri 'in the rekevant period (in Aprit—September
1971 and Octobér 71 to Match 72) at prices fanging from
. Rs. 8;750—<5;2153 was only 'ghthered- froi’ DGTD in July, 76
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”,J)f, 1.10)3 The Commﬁgpcc a]ﬁq dc;slrcd ta ,knovy w,hct,hu ;;, ,\%s brought to
the nofice ‘of the Minisfry ef Law, while secking their opinion on this case,
that on 1 Serptc ber, 1973 Cominco Binani ,qu had accepted the rate of
R§ 2,850 per_tonne, fo;, 30.20 tonnes supplied in Jyly apd Qctober 1971
against the order placed in, February 971 .but. had, gefused,;on the same
date, to . AcGept: th(;, same ipnc,c; for the ppts}aﬂgl,{lp supplics,of 900 tonncs.
The Departmcnt of Supply in a note furnished to the Committec have

stated® ¢ P PR O S I AT 1 T S A WL B IR S BVU R

1O 00 s ert’
“While sceking the Law Ministry’s opinion in rcgar to contract.

v .. 'their mtthnnbn was not igpecifichlly. drawmtxd thcsq twd contracts

’
i b .4;.;»..“;
e a Can

*Not vetted in Audlt
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~ hecanse ,against (thel said conteact othe!firm had sapplfed some

quantities ip Februsry and July 1974 amdthad askéd for a price

of Rs. 2,850 per MT to be fixed fod'thé uantity ‘Sapplied. The

firm had wanted the price for the outstanding supply of 900 MT

1t be fixed s on’ g datd of desphutch v‘i?;‘fhﬁ a%ﬁ 'gfz-n was

Rs. 4,090 pét 'MT ahid"®ith efféct frém' 1:4°1973 at MMTC

rates. Howeyerﬁngtrne reference pote has drawa attention to the

fact that in res the supplies made i February 71 and

July 1971, t e- frm had wanted that the pricg of Rs 2,850

" per MT be made firm and final. , Thejr advise,was sought for

as to whether the 38&D, could cancel the oytstanding quan-

, ity of 9 L;I’f‘ at the firm’s risk and expgps, as supplies had
not matérialised by them ”. .

1.104. Enquired as to how it was ensured that this unsgpplied quantity
of‘?d() tonnes of Zinc had not been sqid in the open markey.a higher prices,
particularly in vigw of the facy that Cominge, Binanj Zing Lig. was stated to

Have sold “zinc to others at prices ranging from Rs. 3,750 1o Rs. 5,215 per

tonne, the Departn’xent of Supply have stated ¢vy |, ~ 1
“There had been shortfall of 1569 sennes 1n actuak producidon dur-
g October 1970—March 1971 from -the ®stimated level. The
metal available for supplies, thus got reduced tovtht extent. The
Cominco Binani Zmc Ltd. did not supply zinc outside alloca-
tion during the velevant period. Supply-of &ino by Bmhinco
Binani Zinc Ltd, at ygher prites was durikg’ 1971-72! Ciaily
from about August) 197110 January 1972). The sales, however!
were confined to allottees on the books of the DGTD, ‘Iron and
. Steel Controller ata, No sale was ‘'made in the opén markdt “ 7'

oo 1 !
The fact that Cominco Binani Zinc. Ltd. had sold zinc (to some

aliottess) at higher prices was, brought to  the notice of the
Department of Mines only in June, 1972, much.after the sevin
slon of the price of zinc in February 1972.
Y !, borooan Lt Eoaw it !
. The mattgr was Jopked into. Jt was,submitied by-Ceminco Binani
. Zinc Lid- that a5 the selling price of Rs. 2,850 ,per tonne had
become unremunerative, they, were supplying, zing to allottees
who were ready to take the metal against a deposit on tl;e un-
; derstimding tsst she' revisedl rick afthounivsd By GolSne
would 'apply far sdch sales.'The-patfied, ft \was Wated  agrecd ﬁ
deem that the supplies were effected after the price had, been
revised. The amounts realised were around the then ruling prices
of the MMTC for imported zinc.
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A serious view of the manner in which Cominco Binani Zinc Ltd.
had acted m the matter was taken by the Government. It was
however, felt that :

(i) no legal action could be taken against the company as the
control in force was purely informal.

(ii) there was no strong case on grounds of equity as (a) the
company had been selling zinc at prices not remunerative
as brought out by the rcport (1971) of the Bureau of Indus-
trial Costs and Prices and (b) the private partics who had
taken the metal at higher prices had sold their products with-
out any provision for subsequent reduction’/refund to their
customers; and

(il) M administrative action could be considered as the matter
had been reported to the Government much after the expiry
of the relevant period, i.e. only in June 1972 after revision
of prices to Rs. 4,090 per tonne (exclusive of excise) in
February, 1972.

In the circumstances, Cominco Binani Zinc Ltd. were reprimanded
on 13-9-1973 and the casc submitted to the then Minister
(S&M) ..

1.105. To another question whether the Government had filed their
claim before the Arbitrator, the Director General of Supplies and Disposals
has replied in the affirmative. But when the Committee desired to know the
date on which the claim was filed, he has stated : “the detailed working of
the claims will be submitted when hearing starts. We have just appointed eur
lawyer for that.”.

The Department of Supply have in this connection, informed* the Com-
mittee as under :

“The Arbitrator had been appointed and the Government Counsel
also nominated. No sitting of the Arbitrator has been held so
for, and as such the time by which it is expected to be com-
pleted cannot be anticipated.”.

1.106. According to the Audit Para on the basis of allocation for April
1971 to September, 1971 Director General, Supplies and Disposals, placed

*Not lvcttcd in Audit.
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the following three aeceptance of tenders on Cominco Binani Zinc Ltd. for
supply of zinc ingots by 30 September, 1971 :—

Date of acceptance of tender Quantity Supplies to be made
(in tonnes) to

(i) 2 April, 1971 36.967  Southern Railway

(i) 15 May, 1971 10 Western  Railway

(iii) 26 August, 1971 750 Posts & Telegraphs
Department
(Telecom., Jabalpur

1.107. The performance of the firm against the acceptance of tender
mentioned above was as follows : (i) While acknowledging receipt of the
acceptance of tender dated 2 April, 1971, the firm informed Director
General, Supplies and Disposals, on 21 April, 1971 that the workmen of its
factory had resorted to an indefinite strike from 13 March, 1971 and that
exccution of the acceptance of tender should be deemed to be suspended
until resumption of normal working in the factory. The strikc ended on
23 June, 1971. But the firm did not makc any supply against this
acceptance of tender. After the price increase effective from 1 February,
1972 was announced, the firm wrote to the Director General, Supplics and
Disposals on 28 February, 1972 requesting him to amend the acceptance of
tender of 2 April, 1971 for allowing the increased price mentioned above
and extending the period of delivery upto 30 April. 1972. (Subsequently,

this quantity was purchascd in Junec 1974 and July 1974 at A price of
Rs. 15,035 per tonne).

As the strike ended on 23 June, 1971 and the firm did not supply
against this acceptance of tender, the committee desired to know whether
the supply order was followed up during Junc, 1971 to January 1972. The
Secretary, Department of Supply has stated during evidence :

“In March 1971, when thc order was due for delivery the order was
actually placed for the full quantity at Rs. 2850 but thereafter
the firm advised us that there was an indefinite strike—and this
strike was not settled till June 1971. The indentor was asked
whether he required it urgently or not. In the meanwhile the
firm asked for a higher price, which was not accepted by the
Department. Meanwhile, the indentor wanted the supplics to be
made and, thereafter, it was pursued with the firm also.”
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v, Pointing out thay it-wes aftes Febmary 11972, thas the -enquigics drvm this
indentor stated, the Committeptonquised: spoaificallys as dgr howisitiwasafol-
lowed up between the period June 1971 to February 1972. The witness has

m sd ox e:uquud winauQ 13bot 10 sansiqous o sied
(2004108 q1i)

____L‘Dlmn this neriod. f:e main e iion_was one of what-is-thecoezect

wolis  mBRRlisable price and this was pursued with the: Mipistry (of
ines. This was also pointed out to the Finance Ministry saying

vnlis nthatithis pequired some urgent decision. The -unsatisfacti ipbt
formance of the Cominco Binani in regard to the supply of thi
"'"‘“"’l’,:,:mty Was also brought to their notice. It t?vas gogted }h1§
wealsdel . .mcthieti the firm had not cleared their commitment of more than
. —6,000—meme~termes—and~that—°ﬂ&e'ﬁrm—l'( Far i i s this—to-the
T very,,pmlongfp steike in the factgry. New. that the strike jwas
" over, W, should.telj them to expedits the suppliss. Pending the
ﬁ}g#tlpn qf_ t‘be price gnd this correspondence. they wsre not-mak-
ing the supplies,; .0, 1o -
_hv: e l'\'A PR 2N S T VRS 5!

... He:has farther: added in-this: cmmecmon

“We repeatcdly addréssed ‘the ﬁrm to malq the ,supphes. We took
" 'up with'the Mlmstry of Mines and brogght it to their notice that
the firm’ was not \yfnmg to make the Quppllqs and that there was

BV
‘ch}s’log” T TR CT T I LA

- Enqmred ‘whethrer - the” Governfment’ Had reéewed anv c/ommumczhon
frbm the ‘finfy that they weré not prepared to’ supply at this ratc the witness
Has stated :

(.0, i ;""»'.A"

“They had only asked for the extension of delivery period. They also
An bequested fm ﬁking tﬁé‘ bnce ahd amend clausng(c)'w 2
ey R N DT (NS RN
'T6 ?motber guestion’ 2§ to whethcr anyf eﬁbm vMs raade 1biy:the! WS&B
to get the supplies. cxpedited. after 23 June, ¥974, the Secretary,’ Department
of Supply has stated :

Ty

cogr ety TR el ey

1 it fhat the p!‘cgtess ‘Drréd!oraté &' the ’BGS&D Was repeatedly”
. idking Efforts ‘with ‘the ftm) as"'alst - tHroughi 'the Ministry of
Mines. The'default' 'was’ specifically browght o the noticc of the

’Mimstl‘y of Minée in the allochtion medtthg for October 1971
“to-Mirch 1972, 'nd it was eBactuded thab the ptducers should
‘honour the pending orders which have beeti takest!into account
hile éstimatidg e et 4vaMaBimty s metal: fob Wocation dur-
ing this period.”.
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-ﬁﬁ i&:«m 3 tdae, Y r,ﬁlz;ﬁmmfs'mmi}}r% . CYidenss thas, (G

ied, #ns, i, June, 1774, and . July, }974f35 ﬂ’%
rate of Rs. 15,035 per tonne and. that the stores were routed through the

DGS&D): st thdt ‘imb/becamse thio dispensation bf' thb"?dﬁmttydof ‘Stipply for
direck garchiiss had nop ithen been! lggged uhut s jen bluos

babilonon tonvaos boovws < 20 duide 212 14 al ey oo
,m‘%he%m% @wteq)mmwi%wpethm DGS&D dimt net find some-
thing surprising in the price, the Secretary,- ng;jmgamof' Supply has
stated :

“,Ilh'f ‘Iun, Jidnstsg ) il ff

Hhe poliey dedision, vaj, alieac faken, by, she. Miisiy of Miney
that ffiere need not be any sc¢parate price for mdxgcnoq§ PLOs
ducers, but they may also be permitted to go upto the cellmg

i 0f the MMIEC price,and-quote the pride. ! This;was.done on 1st

¢ .o Aprily; 1973, .iTherefore, . when, /'subsequentlythese purchases
were made that dispensation of the "Mimistry! bf Mines had
come into operation.”

(ii) It has been stated in the audit pdra that'od receipt of thi 5€:I<izef)ltiance
of Lfnder dated 1§th Mr?y, 911 the firm, requested on 19th, May, 1971
or u;tzmlon of Epe ?ﬁvcry penod upto 31 December, 1971 on the ground

of .§tnke in, 1t; fac'tory but ,was mformcd by. the D)rector Gencral Supplies

and D;sposals on. 6th July, 1971 that the matter mxght be talqen up by the

nd of Se emb tb,e cags £ the .a tan f tender of
14 - 32 .) )" ﬁ P ¢ ch ﬁﬁ(‘p
f! d Ap ril, qﬂ );?entfc;r'x)

o 03 Nepthe Gy Jbe fitm) wxpta, 10, fhe Rirggtor General,
applies ‘and xsposafs on lst arc 1,, 1972 to, g;ngnd the acceptance of

tender of 15th May, 1971 for allowmg thc increased price effective from 1st
February, 1972 and extending the. dehvery pmod upto 30th April Lk972.

“"When the - Committee d’eélred to 'know why DGS&I? askcd the firm on
(s{th July, 1971 t8 tak up"’thé Hhdttdy fegardidg extension’ 1{i delivery in
September,’ 1971 particu]arﬂ \fl‘hen the, stﬁke m the factory was over on
"%rd 1unc 1971 tﬁe w1tﬁess has stated :

RE e dpews et o a0l galbiouon vldes
“The dehvery peried-stipulbtéd-in this: casd was 308 Beptember 1971:
.'¢* The: firm- advised that- as:there-had been strike, they could not
guarantee their supplies and they requested fot extension of time
., Hll 3ist December, 1971 assuming normal eperations after the
strike. The Department however advised them to take up the
questlon by the »nd of September 1971 ” "

l Enqmred as to why DGS&D tooknapgg;l,l,% months in teplymg tn ﬁxm s
letter datcd 19th May. 1971. the thness has st@ted

“The dclxvc.ty was snpu]atcd by 30m September, 1971 At that time

- t..was—-a-little toe- premature- to know, what would be- the
backlog and what would be the production etc.” '
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Asked as to why the same action was not taken in respect of the tender
dated 2nd April, 1971 the witness has replied :

“I wish to submit that in the case of the first AT 502 this- questicn
would not arise because the firm had not specifically asked for
extension. In AT 514 which is the second contract concluded
in May 1971 they specifically asked for extension beyond
30th September.”

When the Committce asked whether the quantity ordered on 15th May,
1971 was purchased subsequently by the Western Railway, the witness has
replied :

“That has not been purchased subsequently and we have also
ascertained from the Railways that this quantity was not purchas-
ed by them.”

He has added in this connection :

“So far as the first one 900 tonnes was concerned, I wish to submit
that the original delivery period was 31st March, 1971 and
the firm subsequently got it cxtended to 31st August, 1971.
Thercafter there was no further cxtension. Then we had taken
proceedings to see what can be the correct procedure in regard
to the cancellation of the particular contract and how general
damages could be claimed.

So far as 502 and 514 werc concerned, as it could not be supplicd
by 30th September, 1971 the ATs were cancelled without
financial repercussions on cither side on 6th February, 1974.
The quantity required by the Railways in the tender accepted
on 2nd April, 1971—this is the first onc, No. 502—was rcla-
table according to audit to subsequent purchases. In regard

. to 514 the AT was cancelled on 6th February, 1974 without
financial implications and the indentor cancelled his demand
on 11th October, 1973, though ecarlier he wanted it. Subse-
quently we have ascertained that the Railways have not gone
in for this purchase.”

However, the Department of Supply, in a note furnished to the Com-
mittec have stated* in this connection :

“The quantity cancclled against A/T No. 502 dated 15th May, 1971
was subsequently ordered on Cominco Binani Zinc Ltd. against

*Not vetted in Audit.
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allocations made for the period October, 1973 to April, 1974.
Order was placed on the said firm vide A/T No. SMH-5/502/
45/138/165/PAOM/885 dated 16th January, 1974 at a pro-
visional rate of Rs. 9435 per MT. The final price paid was
Rs. 15035 per MT being the actual user’s MMTC price for
the period 1st April, 1974 to 30th June, 1974.

The Department of Supply has intimated* the following reasons for
cancelling the above A/Ts without financial repercussions :

“In respect of A/T Nos. 502 and 514, the firm had stated that in
casc they did not reccive amendments increasing the price and
refixation of delivery periods by a certain date, they would treat
the A/T as lapsed. Ministry of Law advised that in respect
of thesc two contracts, since the DGS&D did not choose to
amend the contracts nor replied to the firm, the supplier could
not be forced to supply the stores at the original prices. It was,

therefore, decided to cancel these two contracts without financial
repercussions.”

(iii) According to clause 10 of the acceptance of tender dated 26th
August, 1971, the delivery was to be made in convenient instalments and
supply completed by, September 1971. The Post and Telegraphs Board
stated (October 1975) that: “The Manager, Tclecom Factory, Jabalpur
wrote a letter to DGS&D on 13th September., 1971 for spreading of delivery
period from January 1972 to 31st March, 1972. Tt would be relevant to
add that this letter was written by the Manager, Telecom Factory, Jabalpur
because of the limited loading facilities in this factory and as he was
cxpecting huge supplies of HRMS coils in the period of
threce to four months from September, 1971 The Director General,
Supplies & Disposals enquired from the firm on 11th October, 1971, i.e.
after the prescribed delivery period upto 30th Scptember, 1971 was already
over, whether it could deliver thc zinc during Ist January, 1972 to 31st
March, 1972 in respect of acceptance of tender dated 26th August. 1971.
Simultaneously, the indentor was also informed that the price of zinc was
periodically fixed by the Department of Mines and if the delivery period
was amended from 1st January, 1972 to 31st March, 1972, any price increase
applicable to that period would have to be allowed to the Cominco Binani
Zinc Ltd. The indentor sent a telegraphic reply (which was received in the
Directorate General of Supplies and Disposals on 5th November, 1971),
stating that any increase in price was not acceptable to him and the Cominco
Binani Zinc Ltd. could despatch the stores immediately.

*Not vetted in Audit.
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i ¢ Chitiniiteée”Ha €0
G L i /munr i ik ?_/d\l/O/‘i\f'Ol\«’fI\a&
LW bnn.(f'l'tlmtrelsndmni:hctotyﬂahqlmm-hasnnmrajimay,siding with facility
i vong ) Minfoading one wagomi-at 31fimeq I dhe year 1971, this
factomy¥ tiad. mol. shatérial Hyandling; £acility,inoshe(form of fork
lift truck for transporting after unloading. All the items had
v toubeimovad with.thehelp of qagpual, labgus., Hepvy, jtems
after, bging )Uﬁ%m)rmﬂ fe, the. shifted  with the belp of 2
tackle. The amount of items that can be unloaded by manual
. labpur és plse dependgnt onsthe patyse of the jitem.  The items
_dlike HRMS Coils (hat solled mild stegl sheet), can be unloaded
, atithe rate of about 100 metrie fonnes.in, a.shift of 8 hours as
Ilﬁch‘o%lwd&hs 1abowt 8 1f0 19 m;triﬁ WSJIH

= r' fired''as 1 ¢ ether t‘bj"qﬁ‘foadmg dpacity was i1ty utilised trom
z‘&ﬁ { "Sb(thhéep‘fé bet, P& Bbard"" Have tnformed  the
Commigfee’; " " " 1 e ‘

nil e Y )Jlx J b C!

“T'he unloading capacity during 16th to 30th September, 1971, was
expected to be fully utilised by the Manager, Telecom Factory.

. ' Jabalpus, as apart, from the othes msual materials like coal,
, steel, amgles, channel rods ctc. he had rgceived intimation both

by way of an ameaded AYT: to the delivery schedule as well as

t  .a letter from the Indian agent of the Japanese Firm from where

the he! rolled mild steel coils was being imported. According

to these, supplies of ' HRMS Coils at the following rates werc

m e o ke be eflected o o - e .
i ]

i z o 1

i Y 2 "t A< par wdvee of the (0 As por the « mended
b 1) p 1gent delivery CL(‘("ulc to
Try \ the A/T
e L o ) i L i fa iz o~
July, 1971 . . . . . 2,500 metric tonnes 1500 nit ¢ 1o 1ae€s
August, 1 . . . 1,900 o Lo 2800 papt1 & 40T 0EE
Sept. 1971 . a0 980, pen mareh in Gylgef
p . August, September,
Oct., 1971 . . 1.97 o - October, November,
- g 1
'.:I?AO%J i ﬂ‘m AT OV N S Y EU?QO +» + Decemher, 197

net I A reckil on 167497, 1 ,
, @Aﬁmﬁmwukcued i ¢ty Septomlbem, 1971

In wview of this, thp Tclqc.om Factogy had to gear itself for tecgnpt
of these material as and whem they. sseqe.;ﬂsewﬁdr mm

NGt vatted in "Audit.
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-accordingly; wrote(a/letset ta: DERS&D. wequestingy foe! séeschikdul-
ing the delivery period for siné fromi. January to Masth; 19720
However, the-actual’ rectipt of material between 16ty Septerh-
ber, 1971 to 30th Scptembes;.197d sas P imietric 1068 dp
1 HRMS Coils and 40 metric tonnes of (,hard coke. Apparently
‘the expec thon and recexgt of” HWS Coxls were not realised

M‘to fherextent edVls t‘he{.&ﬁ' or as aé\psed ﬁy the Indian
»Agent Bf 'the ’Japaﬂése“ﬁm?"" - B

PRIV ¥ S FING M

g sl ﬂ

The Commxttee desired to know“ﬁierrezisdns for the DGS&D enquiring
from the Company, on 11th October, 1971, after the stipulated delivery
period (30th-September,. 1971) was, already over; whether . it cguld effect

the supplies during 1st January, 1972 to 31st Ma;ch, 1972 -The witncss
has stated during evidence :,

D HOR IR
“This letter. from' P&T Depaftment came: at- the end of Septembeér
and the firm was addressed in early ‘Octobér -bécause thé
delivery period was valid upto end of September Thxs enquiry

was necessitated as the indentor P&T Degarttpen/t desu'ed for
the postponement of supplies.” R

In this conncction, the Department of Supply have mformed"‘ the Com-
mittee as follows :— Y
. KE f] {

“The indentors request for postponing dehvery of the matena.l from
the contract delivery date of 30-9-1971 to 1 January, 1972 to

31 March, 1972 was received-in DGS&D on 16-9-1971. There-
after, it was decided on 4-10-71 that the firm -should be
_asked to postpene delivery accordingly. This letter was: issued
on 11-10-71. It was then decided to allow the revised prices
effective froth 1-2-1972. No consultation with the. Depry. of Mines
was made before accepting the revised prices. In connection with

a reference made to Department of Mines on(20-3 -1972 to

. persuade M/s Hindustan Zinc Ltd. not to insist on rev1s§ﬂ prices
' effective'from 1-2-72 for supplies du¢ durinj “the’ peticd Aprl,

1971 to September 1971, they had ‘advised, as under on
24-2-19727.

“Further, when 'this Department :considered the questior' of price
increase to be allowed to the two zinc producers thh effect from
V1201972, the questxon of 'the price chargeable in respect of the
:stocks held by ‘the two producers wis also spemﬁcally considered
atid it Wi’ decided ‘that - the ‘prodiicers may be altSwed"'td
charge thé revised pnce of Rs. 4090 per torine exclusive ¢ of exciﬁe
‘Wef 2 1972 on stocks and future groducnon »

3 ooty et
'Not Vc.ncd in. Audite

Y
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It is stated during evidene that the DGS&D initiated action in May 1972
on the indentor’s telegram dated 5 November, 1971. The Committee enquir-
ed as to why the Government took such a long time. The Director General
of Supplies and Disposals has stated :

“I find from the noting here that this was put up on 6-11-1971, as
soon as the telegram was received. The Assistant Director
starts his noting by saying that the case got mixed up with other
papers in the section and so action could not be taken so far;
this notc is dated 15-5-1972.”

To a question when the Director General of Supplics and Disposals stated
that the Assistant Director was very much in the organisation and that
they had looked into that aspect only recently, the Committee asked whether
the Government had come to know about it only after audit report the
witness has deposed :

“We went into the para only when the audit report came and we
examined this.”

Since the indentor’s telegram remained unanswered, the Committee cn-
quired whether he had sent any further reminder. The representative of
the P&T Board has stated :

“From the records I find that we reminded them in December 1971
and in February 1972.”

When the Committee enquired as to why no action was taken on the
reminders, the Director General of Supplies and Disposals has stated :

“Apparently this has all gone into that file, all those papers; that must
have been the reason why no action was taken.”

Since the Director of Supplies and Disposals had conceded during evi-
dence that no action taken on firm's letter dated 9 December, 1971 and
22 February, 1972 for extension of delivery period, the Committee desired
to know the reasons for this. The witness has deposed :

“Because the file was not put up by the A. D. during that period.”

1.108. It is further staied in the Audit Para that on 19 November, 1971,
the Director General, Supplies and Disposals received the Cominco Binani
Zinc Ltd.’s reply stating that the acceptance of tender had been issued only
on the strength of the allocation made by the Ministry of Mines and Metals
and that it had not submitted any offer by itself. Hence the usual terms of
the contract should not be binding on it. The firm further stated that ull
possible efforts would be made to despatch the material within the stipulated
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delivery period, but supply would commence only after the final price was
fixed by Government on its representation pending with Government.

'1.109. On 9 December, 1971, the firm requested the Director of Inspec-
tion, Madras, to inspect the material against the acceptance of tender dated
26 August, 1971. The firm also requested the Director General, Supplies
and Disposals, on 9 December, 1971 to extend the delivery period upto 31
March, 1972 without liquidated damages and to confirm that the revised price
for zinc being fixed by Government would apply to this acceptance of tender.
Pending price fixation Cominco Binani Zinc Ltd. expressed its willingness to

accept payment on the basis of the provxsxonal price mentioned in the accep-
tance of tender.

1.110. The Committce desired to know whether the firm's contention—
that the usual terms of contract would not be binding on them—was correct
ard whether this aspect was got examined by the Ministry of Law. The
witness has admitted during evidence that the Ministry of Law was not con-
sulted- Subsequently the Department of Supply, in a note furnished to the
Committee, have stated* that the firm did not pursue this matter.

1.111. When the Committee enquired whether the Government were
aware of the fact that the firm knew that the prices were going to be revised
upwards and their intention was to hold the stock and offer it only after
the price revision, the witness has stated that they came to know from the
Minces Ministry that the prices had been revised and that they were not aware
of the firm’s intentions.

1.112. According to Audit the Director General, Supplies and Disposals
informed them in December, 1975 that : ‘... the firm’s letter dated
9-12-1971, offering the stores for inspection, firstly did not mention any
quantity, secondly was conditional to granting the extension upto 31-3-1972
indicating their intention to despatch it later even if it was inspected quickly,
& thirdly. the letter stated that the revised price of zinc which were being fix-
cd by the Govt. would apply to this case. It was obvious that the firm were
in the know of the fact that the prices were being shortly revised and had
intcnded to despatch the material only after the price revision had taken
cffect, and that is why they had asked for a long extension in D. P. upto
31-3-1972. Obviously, the letter was a vague one.”

1.113. When the attention of the witness was drawn to the above letter,
the Secretary, Department of Supply has stated :

“The point was that all along, during this period 1971-72, the increase
in price was under contemplation in the Ministry of Mines at

* ot vetted in Audit.
16 L38/771—5
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the same time for the deliveries which were held over. The
question was whether this price would apply to the stock which
was not supplied by the party, and so, they were waiting for a .
clarification. But all along, their intention was to resist the
claim of the company for any incrcase. Therefore, they could
not straightaway say yes and that is why, they could not accept

this contention.” -

1.114. When the Committee pointed out that the Government knew very
well that the suppliers were taking recourse to a ruse to inflate their bill of
payment and yet they did not exercise their right, the Secretary, Department
of Supply has stated during evidence :

“So far as this particular contract is concerned, this has got to be
viewed only on the basis of what increase can be allowed to the
party. On that basis, the Department had gone on.to find out
whether any payment was due to them. But they left it to be
decided by the Mines Ministry. They could be inclined to
consider giving them extension. But the merc act of extension
means increased price to the firm.”

1.115. The Audit para further states that on 22 December, 1971, the
Director of Inspection, Madras informed the Cominco Binani Zinc Ltd. and
the Director General Supplies and Disposals, that as the delivery date stipu-
lated in the acceptance of tender had expired on 30 September, 1971, ins-
pection of the material could not be taken up till the delivery datc was
suitably amended. After the increased prices effective from 1 February,
1972 was announced, the firm requested the Director General, Supplies and
Disposals, as in the cases of the other two acceptance of tender, to amend the
acceptance of tender dated 26 August, 1971 allowing increase in price and
extending the period of delivery upto 30 April, 1972. On 26 May, 1972
the Director General, Supplies and Disposals enquired from the indentor
(earlier action was not taken as the papers were stated to have got mixed up
with other papers) whether the price effective from February 1972, ic.
Rs. 4,090 per tonne plus excise duty Rs. 875, was acceptable to it. The
indentor replied on 9 June, 1972 that the stores were urgently required and
that additional funds had been provided.

1.116. On 20th July, 1972, :he Director General Supplies and Disposals
allowed the increased price (Rs. 4,090 plus excise duty of Rs. 875 per
tonne) effective from 1 February, 1972 for supply of zinc ingots against the
acceptance of tender dated 26 August, 1971 and extended the delivery period
upto 30 September, 1972. The firm completed supplies on 21 August, 1972,
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_1.117. The Committee enquired whether the DGS&D had taken any
action on the indentor’s letter dated 20 December, 1971. The Secretary De-
partment of Supply has stated during evidence :

“The delivery date was actually extended in an order of the Direc-
torate dated 20-7-72 and the revised delivery period was 30-9-72.
This again is rclatable to the period of gap in action in the
office of the DGS&D.”

When the Committee pointed ou¢ that the gap gave a complete break
and that they could not get any information, the witness has stated :

“Certainly it would invite corrective action and the Directorate is
already proceeding with it.”

1.118. Since the firm wanted the extension in the date of delivery upto
30 April, 1972, the Committee enquired as to why DGS&D wrote to the

indentor on 26 May, 1972. The representative of the Department of Sup-
ply has stated :

“That was explained by the Directorate as being due to lack of action
by the Directorate for six months. It was done because at that
time the revised price had come into operation. So, they had
to verify from the indentor whether he was prepared to pay it.
Hence this reference was found necessary.”

When thc Committee asked as to why timely action was not taken, the
witness has stated

“The thinking in the Directorate has been that if the supplier wants
cxtension and if it were to be granted or if an amendment were
to be issued, then it would have the consequence of giving the
incrcase if any, that would be applicable for the period 1-2-72
nnwards. Therefore they persisted in insisting on the original
terms of the AT; but when subsequently it was found that the
period had expired and also that the indentor was still keen
on having the supply there was no alternative, to refixing the
date as 30-9-1972. The revised price was also made effective.”

1.119. The Committee desired to know as to what steps have been taken
by the Government to streamline the work of DGS&D. The representative
of the Department of Supply has stated during evidence :—

“We have already taken it up; we are keenly conscious of the need
to streamline the organisation and make it function more efli-
ciently. I can certainly submit that this aspect has already been
engaging the attention of the Ministry and we are considering
procedures and methods so that there could be much better and
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- ‘more effective attention being given and a high level committee
presided over by the Minister .of Supply is already going into the
changes that are required ; we can certainly mention here that
this process will be continually engaging our attention.”

1.120. In a note furnished subsequently to the' Committee in this regard,
the Department of Supply have stated* :

“A High Power Committee comprising representatives of the con-
cerned Central Government Department and three non-official
members from Trade and Industry had been constituted on

. 24-12-1974 under the Chairmanship of Minister (Supply &
Rehabilitation) to review the entire gamut of purchase proce-
dures being followed by the various departments under Centrat
Government and suggest improvement to the same. The compo-
rition and terms of reference of this Commitiee are indicated
in the Notification No. PITI-1(30)/74 dated the 24 December,
1974 (Appendix III).

Interim report of the Committec pertaining to j:roocdures of purchase
followed by the DGS&D is likely to be. finalised shortly after
the next mecting of the High Power Committee, Regarding pro-
cedures of purchase followed by various Government organisa-
tions making purchases within their own delegated powers, sepa-
rate working groups have been constituted to go into the same
in depth and make necessary recommendations for considcration
of the High Power Committce.”

1.121. The Committee have been informed* that as a result of sugges-
tions made by the Vigilance Commission for strengthening of the Vigilance
Unit additional staff consisting of one Deputy Director and onc Scction Offi-
cer has alrcady been sanctioned for the DGS&D for the vigilance work. The
question of creation of the post of a Dircctor for vigilance work in the
DGS&D is still under consideration, as it is inter-linked with the overall re-
assessment of the staff in the Inspection Wing and the Purchase Wing.

1.122. The Committee note that India was entirely dependent on import
of zinc till 1967, except for small quantities of the metal received back
after smelting abroad on toll basis the zinc corcentrate from Zawar Mines
in Rajasthan. Zinc production commenced in the country for the first time
in April 1967 with the commissioning in the private sector of the smelter
of Cominco Binani Zinc Limited at Alwaye (Kcrala) with an installed capa-
city of 20,000 tonnes per annum. Early in 1968 the Hindustan Zinc Limited

sNot vetted in Audit.
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(a public sector undertaking) commissioned its ziwc smelter at Debari near
‘Udsipur with an installed capacity of 18,000 tonses per annum. It preduces
siac from Zawar ore deposits. The Comumittee also note that the applcation
dated 30 December, 1958 of M/s. Binani Metal Weorks (Pvt.) Ltd., Calcutta
for setting up a zinc smelter of 12,000 tonnes per annum capacity, to be
cxpanded to 20,000 tonnes, at Alwaye (Kerala) in collaboration with a foreign
firm (Cominco of Canada) and imported zinc concentrates, was approved
by the Cabimet on 17 January, 1961. Though the firm had indicated in the
application the involvement of foreign collaboration for setting up a zinc
smelter, it had not specified the name of the collaborator and it was only in
August, 1961, i.e. after the approval of the project by the Cabinet, that
the party intimated name of the foreign collaborator to Government. It is
incomprehensible how in the absence of adequate particulars about the foreign
coliaboration, the Government considered the feasibility of the project in

the private sector. The Committee would like to be apprised of the rationale
for adoption of this unusual procedure.

1.123. The Committee are concerned fo note the falling trend in the
production of zinc in the country vear after year as they find that from
28,024 tonnes in 1968-69 the production had fallen progressively to 22,781
tonnes in 1974-75. Though it picked up to 27,830 tonnes in 1975-76, it has
still to reach the level of initial production of 1968-69. The result of low
indigenous production of zinc has been that the country had to depend mainly
on imports fo meet its requirements. What is more disturbing is the fact
that against the average production of 24,263 tonnes during the years from
1968-6% 1o 1975-76, the average imports were 65,691 tonnes.

1.124. The main factor, as it appears to the Committee, for the low
production of zinc has been the low output of the two smelter units since
their inception. It is observed that the average production of M/s. Cominco
Bhani Ltd. (in the private sector) and Hindustan Zinc Ltd. (in the public
scctor) during the years 1968-69 o 1975-76 had been 58 per cent (11,600
tonnes) and 66 per cent (11.200 tonnes) of their installed capacity of 20,000
tonnes snd 18,000 tonnes, respectively. The Committee need hardly em-
phasise that precisc reasons for the low production of zinc by these units
may be identified and appropriate steps taken to step up the production.
Alongside the measures that the Government may take to augment the pro-
duction by the existing smelters. there should be a time-bound programme
for prospecting for ore so that in course of time the country may be com-
pletely self-sufficient in this vital sector.

1.125. The Department of Mines have informed the Committee that for
increasing the production of zinc in the country a letter of intent for expan-
sion of 20,000 to 40,000 tonnes was issned to M/s. Cominco Binani Ltd. in
1971 snd that the Hindustan Zinc Ltd., was expanded from 18.000 tonnes
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to 45,000 tonnes at the same site. It is also stated that Visakhapatnam Smelter
bas been set ap with a capecity of 30,000 tonnes but this Smelter has yet
to go into operation. The Commitiee regret that though five years have passed,
the letter of intent issned to the private firm for expansion has not yet been
converted into an industrial licence nor has there been any progress in finalis-
ing the foreign collaboration terms for making necessary financial arrange-
ments. The Committee would like to know the action the Ministry proposes
to take against the firm for their failure to make necessary contractaal arran-
gements. They would also like to know why M/s. Cominco Binani Ltd. were
given the permission to expand their concern when they have not been able
to work to their original installed capacity of 20,000 tonnes per annum.

1.126. The Committee would like to emphasise that concerted efforts
should be made to expand the indigenous capacity of zinc in the public
sector instead of depending on imports and foreign collaboration. The Com-
mittec would like to be appriscd of the positive steps taken or propesed
fo be taken in this direction so as to achieve complete self-reliance in the
production of zinc within the country.

1.127. The Committee regrel to mote that there has not been any uni-
form policy in regard to the fixation of prices of indigenous zinc. In June
1968, the two producers agreed to sell the metal at Rs. 2700 per tonne
(exclusive of excise duty). This price was originally tenable for a period
upio 31 March, 1969, but it continued upto 31 January, 1970. It was stated
by the Ministry that this price fixation was done on an ad /ioc basis without
examination of the prevailing cost of production. On February 9, 1970, the
Department of Mines agreed to the proposal of the indigenous producers
to fixation of the price of zinc at Rs. 2,850 per tonne for the period February
3970 to March 1971. The increase of Rs. 150 per tonne was stated to be on
account of the increase in the cost of principal raw materials. It has been
admitted during evidence that hefore agreeing to the price increase, the
Government only “went info major increases in the cost of main inputs” in-
stead of going into the cost of production in detail. It is not clear to the
Committee how the Ministry satisfied themselves about the increase in the
cost of raw materials before conceding the request for an increase of Rs. 150
per tonne in the price of zinc in February 1970. The Committee can only
draw the conclusion that there was no proper mechanism in the Ministry to
determine the prices on the basis of cost of the main inputs required in the
production of zinc.

1.128. The Committee have noticed that while allowing an increase of
Rs. 159 per tonne with effect from 1 February, 1970, the Department in their
letter dated 9 February, 1970 addressed to the producers had stated that
“this is subject to the condition that a sum of Rs. 100 per tonne out of the
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increased price should be kept separately for development purposes. The de-
tails of the procedure for utilisation of the sum of Rs. 100 per tonne are
being worked out and will be communicated to you shortly.” The Committee
are unaware of all the amounts that have actually been spent for development
purposes by the producers. The Committec would like to have this infor-

mation as also the details of the procedurc laid down for the utilisation of
the accumulations.

1.129. The Committee further note that while fixing the price at Rs. 2850,
the producers were informed that future proposals for increase in the selling
pricce would be considered on the basis of actual costs of production. While
the public sector undertaking was being reviewed in November 1970, it was
decided that it might submit proposals for revision of zinc price duly supported
by cost data. The cost data for the public sector undertaking was reccived
by the Department of Mines and Metals in February 1971, The Commiitee
ar¢ perturbed to learn that in the same month the Department hud informed
M/s. Cominco Binani Lid. that the public sector urdertaking had repre-
sented for increase in price of zinc and it might supply ‘cost data indicating
actuals for the year 1969 and 1970 and cost projections based on the best
estimation possible for the years 1971 and 1972°. The cost data from
Cominco Binani Ltd. was received in March 1971 and the cost data of hoth
the companies were referred to the Bureau of Industrial Costs and Prices in
April 1971. The Bureau in their Report submitted on 24 January, 1972,
recommended a price of Rs. 4690 per tonne with effect from 1 February,
1972. Although price for the intervening period from 1 April. 1971 to
31 January, 1972 was not fixed. the Department of Mines have stated that
the price of Rs. 2850 per tonne confinued during the period.

1.130. The Committee arc unable to appreciate the reasons which pro-
mpted the Ministry to communicate to Cominco Binani Ltd. the fact that
the public sector undertaking had asked for a price increase. The requisite
information about the cost data could have been obtained from the firm
without making a specific reference about the public sector undertaking.
In the opinion of the Committee, this unusual procedure might have en-
couraged the firm to inflate their cost data and also hold up supplies to vari-
ous departments in expectation of a price risc. In view of the fact that the
price of zinc for the perfod 1 April 1971 to 31 January 1972 was not fixed,
an atmosphere of uncertainty was unnecessarily allowed to be created. The
Committee would therefore like the Government to probe the reasons for
non-fixation of the prices of the zinc duriug the period 1 April 1971 to
31 January 1972,

1.131. The Committee Icamm that from April 1973 the indigenous pro-
ducers were allowed to sell zinc at prices not exceeding the prices fixed by the
MMTC. One of the reasons for allowing the producers to sell zinc at this
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price was the representation made by the firm (M’s. Cominco Binani Ltd.)
in May 1972 in which it had stated that though the recommendation of the
Bureau of Industrial Costs and Prices was supposed to allow a return on the
capital employed, it was operating at a heavy net loss. The Committee are
unable to understand how the Ministry instead of going into the cost data
of the indigenous producers, linked the price of zinc, on the basis of a ve-
presentation made by the firm, to that charged by the MMTC. The Com-
mittee find from the irm’s Annual Report for the year 1974-75 that this had
resulted in windfall gains to the firm. The Committee are surprised that while
fixing these prices, the Department of Mines and Metal did not take into
consideration, as has been admitted by the Department during evidence, the
fact that 40 per cent of the profits on this account would go in foreign
exchange to foreign shareholders in the shape of dividend. The Committee
feel that there is a strong case for conducting a thorough probe into the
circumstances leading to the increase in the prices of zinc from time to time
" with particular reference to the undeserved profits that must have accrued
te the producers on account of shifts in Government policy. The Ministry
should also see whether the officials of the Dcpartment of Mines and Mectal
have rendered the proper and complete advice to the Government in this
respect.

1.132, The Committee note that the performance of Cominco Binani against
orders placed on it by the DGS&D on the basis of half-yearly allocation had
been far from satisfactory. According to the Audit Paragraph this firm did
not supply a quantity of 900 fonnes of zinc to the Government Departments
out of an allocation of 1316 tonnes made for the period October 1970 to
March 1971 in spite of granting two extensions from 31 March 1971 to
30 June. 1971 and again upto 31 August, 1971, The Committee note with
concern that these extensions were granted on 7 May, 1971 and 7 July 1971
on firm's requests dated 23 March, 1971 and 17 June, 1971 respectively with-
out claiming liquidated damages and without consulting the }linistry of Law.
The representative of the Ministry of Law has stated during evidence that
the liguidated damages clause is generally incorporated while issuing the lefter
of extension of the delivery period to enable the Government to claim liqui-
dated damages whereas the representative of the Department of Supply has
stated that from the re-constituted file it is no* possible to specify the rcasons
for not incorporating the clause for levy of liquidated damages. The Com-
mittee deplore this serious omission and would like that responsibility for the
lapse should be fixed. The Committee further would like to know “he reaons
for not consulting the Ministry of Law in this matter and for taking about
1} months ‘as against the stipulated seven days in issuing the above twe
extensions in delivery period.

1.133. The Committee alsn note with concern that the Ministry have no
proper system to wmaintain records of important decisions In the Decisions
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Book, so that even if the files are weeded out with the eflux of time, af
least the Decisiens Book could be referred to and consulted. The Committee
wonld like that this aspect should be looked into and the procedure for filing
papers streamlined.

1.134. The Committee find that Cominco Binani had informed the
DGS&D in August 1971 that it could not supply zinc at the rate of Rs, 2850
per fonne and requested them to treat this price as provisional for supplies
made from April 1971, subject to finalisation of price by the Department
of Mines. After the announcement of the revised price of Rs. 4090 effective
from 1 February, 1972, the firm had asked DGS&D on 15 March, 1972 to
amend the contract for payment of enhanced price for the outstanding 900
tonnes. However, on 1 September 1973, the firm informed the DGS&D that
it was treating the order for the balance quantity as having lapsed. The
Department of Mines have informed the Committee that the firm did not
supply zinc outside the allocations made during October 1970—March 1971.
The Committee desire to know the steps taken by the Department of Mines
& Metals against the firm for not fulfilling the confractual obligations.

1.135. The Committee would like to point out that the representative
of the DGS&D, the Department of Mines and Metals and DGTD at the
meeting of Allocation Committee (October 1971—March 1972) held on
21 October 1971, had pointed out the unsatisfactory performance of the
firm which had a backlog of 1353 metric tons against DGS&D orders
placed with it in October 1970 to March 1971 and other commitments of
more than 6000 tonnes. The hold-up in production was atfributed by the
firm due to prolonged strike in their factory. As there had been a shortiall
of 1569 tonnes in actual production during the period October 1970 to
March 1971 from the estimated level, it is not understood how the firm
was allowed to take shelter behind the plea of strike for the proven non-
compliance of the orders to the extent of 7353 tonnes (1353 tonnes against
DGS&D orders and 6000 tonnes against other commitments).

1.136. The Committce note with concern that Government did mot
nominate any person on the Board of Directors of Cominco Binani
continuously for three years, i.e. from May 1967 to May 1970. The
Committee consider this to be a serious lapse which should be investigated.

1.137. According to the Department, the main object of the nomination
of a representative on the firm’s Board of Directors in August, 1966, was
to keep a watch on the progress of the setting up of the zinc smelter. It was
further stated that im June 1970 the renominafion of an official represemta-
tive was to ensure that the additional funds generated by the smelter were
not frittered away by way of higher dividends and/or investment in the
shares/debentures of associate companies, but ploughed back for expansion.
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"“The Committee would like to know whether the Government Director had
ever ralsed the question of non-supply of zinc siabs to various Guvernment
- Departments in the Board of Director’s meetings or brought the matter fo
the notice of the Department of Mines and, if so, the action takem by the
Department of Mines on the basis of the Government representative’s

reports.

1.138. According to the Audit Paragraph the case of non-supply of zinc
was referred to the inistry of Law in July 1974 whereas the firm had
informed the DGS&D on 1 September, 1973 that it was treating the order
for the balance quantity of 900 tonnes of zinc as having lapsed. This letter
was followed by another letter dated 8 December, 1973. The Committee
are surprised to learn that a reference to the indentors was made on 12
February 1974, i.e. after a lapse of about three months asking them to
intimate to the DGS&D the exact quantities received by them. 1t has
been admitted during evidence that this delay was unfortunate. The
Committee have a suspicion that undue favours were shown to the firm by
the officials of the Department whose role in regard to the entire transaction
relating to the award of this particular contract should be fully investignted.
The Committee would like to be apprised in clear terms whether there was
a collusion between the officials of the Department and the Execufives of

the firm.

1.139. The Committee note that one of the indentors had asked the
DGS&D on 14 March 1974 to expedite that supplies. That indentor in
response to DGS&D letter dated 2 April 1974 had not agreed (o the
cancellation of unsupplied quantity. It is interesting to note that the DGS&D
thereafter requested the firm on 23 May 1974 to forward a copy of the
A/T and other relevant correspondence to them as their own file was
stated to be missing. The reconstitution of file was stated to have been done
after 5 July 1974. The case was referred to the Ministry of Law on
24 July 1974.

1.140. It has been stated during evidence that the responsibility for
the loss of the file in the DGS&D has been fixed on a few officers. The
Committee note that two officers (one Assistant Director and one¢ U.D.C.)
who had already been warned in connection with another case referred fo
in the 144th Report (5th Lok Sabha) of the Public Accounts Comnittee,
were iavolved in the present case also. The Commitice are surprised at the
Jeniency shown to the delinquent officers whose probity had been under a
clond. The Committee would like to be informed about the action taken
against these and other officers who might be involved in this deed.

1.141. The Committee have been informed by the Department of
Supply that the Ministry of Law also held the view that there might be no
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impediment to the Department claiming the general damages provided the
Department could prove by docamentary evidence that sale transactions bad
taken piace at Rs. 5700 per metric tonne against the sale price of Rs. 2850
per metric tonne fixed for the period February 1970 to March 1971 which
continued upto 31 July 1972. The Ministry of Law had also felt that it

was for the Arbitrator to award such sums as may deem fit and proper in
the circomstances.

1.142. The Committee find another inconsistency in the approach of
the Ministry, The firm had accepted on 1 September 1973 the rate of
Rs. 2850 per tonne for 30.20 tonnes supplied in July and October 1971
but it bad refused on the same date, to accept the 'same price for the
oufstanding supplies of 900 tonnes. There is ostensible reason for not
bringing this fact to the notice of the Ministry of Law, while seeking their
opinion on this case. The Department of Supply have informed the Com-
mittce that a serious view of the manner in which the firm had acted in the
matter was taken by the Government, but no legal action could be taken
against it as the control in force was purely informal. It is not understood
how the DGS&D could agrec to the price fixation of a smaller quantity of
30.20 tonnes at Rs. 2850 per tonne when the firm on the same date
refused to supply a larger quanfity of 900 tonnes at the original price.
It appears that the Ministry had no means available to discipline 2 supplier
who had dictated his own terms and conditions and thereby grabbed sub-
stantial profits. The Committee feel that if the fact that the firm was asking
for a higher price than what was informally fixed had been brought to the
notice of the Department of Mines by the Department of DGTD and Iron
and Steel Controller efc. in time, it could have been possible for the
Government to take corrective/administrative measures against the firm.

The Committee would like to have a satisfactory explanation for this
lapse.

1.143. The Commiittee find that two other Acceptance of Tenders were
placed by the DGS&D on the firm on 2 April 1971 and 15 May 1971 for
supply of 36.967 and 10 tonnes to Southern Railway and Western Railway
respectively, The Committee are perturbed to note that the firm instead of
supplying the stores within the stipulated dates of delivery, wiote to the
DGS&D on 28 February 1972 and 1 March 1972 requesting them to amend
the acceptance of tenders of 2 April 1971 and 15 May 1971 respectively
for allowing the imcreased prices effective from 1 February, 1972 and
extending the period of delivery upto 30 April 1972. In this connection, the
Department of Supply have informed the Committee that the Ministry of
Law advised them that in respect of these two contracts, since the DGS&D
did not choose to amend the contracts nor replied to the firm, the supplier
could not be forced to supply the stores at the original prices. It was. there-
fore, decided to cancel these two contracts without financial repercussions.
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The Committee are disturbed to note that the Department had no powers
whatsoever of compelling the firm {0 meet its contractual obligations, The
attitude shown by the firm is, to say the least, very much reprehensible. The
Commiittee would like that the responsibility for not replying to the fim’s
above letters which had prevented the Government from cance!!mg the
contracts at firm’s risk and cost may be fixed.

1.144. The Committee learn that according to clause 10 of another
Accepted Tender dated 26 August 1971, the delivery of zinc was to be
made in convenient instalments by 30 September 1971 to the Manrager,
Telecom Factory, Jabalpur who had so informed the DGS&D on 13
September, 1971, because of the limited loading facilities in that factory for
spreading of delivery period from January 1972 to 31 March 1972. The
Committee are surprised to note that the DGS&D on 11 October 1971,
i.e. after the expiry of delivery period, enquired from the firm whether it
could deliver the stores during 1 January 1972 to March 1972. The Com-
mittee would like to know the specific reasons for taking about a month in
addressing the firm in this case. It is a matter of great concern to the Com-
miitee that action was initiated in DGS&D in May 1972 on the indentors’
tclegram dated 5 November 1971 in spite of the fact that he had issued two
reminders in December 1971 and in February 1972. It has been conceded
during evidence that the relevant file was not put up by the Acssistant
Director during that period. The action taken against the officer on this
account may be intimated to the Committee.

1.145. It is seen from the Audit Paragraph that M/s. Cominco Binani
had stated on 19 November 1971 that as the acceptance of tender of the
allocation made by the Ministry of Mines and Metals without any offer
from its side, the usual terms of the contract should not be binding on it.
It has been admitted during evidence that this aspect was not got examined
in the Ministry of Law. The Committee are unable to understand as to why
the Ministry of Law was not consulted in this matter. The reasons for this
Iapse may be investigated under advice to the Committee.

1.146. The Committee find that the Secrectary, Department of Supply
had admitted during evidence that ‘they are keenly comscious of the need
to streamline the organisation and make it function more efficiently’. The
Conmittee have been subsequently informed by the Department of Supply
that ‘a High Power Committee comprising representatives of the concerned
Central Government Department and there non-official members from trade
and industry had been constituted on 24 December 1974 under the
Chairmanship of Minister of Supply and Rehabilitation to review the entire
gamut of purchase procedures being followed by the various departments
under Central Government and to suggest improvement of the same’. The
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Committee would like to be apprised about the recommendations made by
the Committee and the action taken by Government thereon.

\ 1.147. To sum up, the defocts im the ferms of contract such as making

,’ ’no provisions for liquidated damages; avoiding consultation with the

‘ *‘l\ﬁms(‘ry of Law in time; non-avallability of proper machinery for con-
trolling the activities of a recalcitrant firm which was not honouring its
comtractual obligations.; revision of the prices of zinc haphazardly—there
being a gap of one year which was exploited by the firm to its advantage 3
lack of proper procedure uvailable in the DGS&D for recording their
decision—loss of file which had to be reconstructed and the lack of effective
surveillance over the activities of the officers who came into contract with
the firm during the execution of the contract, are some of the glaring
shortcomings and deficiencies which have come to the nofice of the
Committee during their examination of this Paragraph. The Commiftee
strougly feel that the firm (M/s. Cominco Bimani Zimc Ltd.) has belied
the expectations of making available a scarce metal, such as zinc, to the
Government Departments under ome pretext or the other. It appears fo
the Committee that the only aim before the firm was to neutralize its earlier
losses and to make windfali given by holding the stock and offer it omly
after the price revisions. It is clear that the suppliers had taken recocurse
to » ruse to inflate their bills of payment and Government did not -exer-
cise their right to intervene. The Committee hope that the authorities
concerned would learn a lesson from these lapses and take sutiable and
conclusive measures to obviate their recurrence.

. 1.148. The Commitiee note that from April 1973 the indigenous pro-
ducers are allowed to sell zinc at prices not exceeding the prices fixed
by the Minerals and Metals Trading Corporation. The Committee are
of the view that the zinc price should have been fixed either on the basis
of actual cost of production of indigenous producers or on the basis of
price arrived at by pooling the prices of indigenous and imported zinc as
has heen done in the case of fertilisers instead of allowing the indigenous
producers to sell zinc at MMTC prices.

Nrw DELHI; C. M. STEPHEN,
December 9, 1977 Chairman,
Agrahavana 18, 1899(S). Public Accounts Committee



APPENDIX I.
(Vide para 1.46)

A detailed note indicating the machinery available with the Departinent of
Mines and the sponsoring authorities to ensure that Government Depart-
ments did, in fact, get he highest priority and for ‘detailed monitoring’.

It may be stated that the informal price control was resorted to with
a view to avoiding ushealthy compctition and speculative purchascs as
between the two indigenous zinc producers. The main objective of the
informal distribution control was to cater to the priority requirements of
Defence, Railways, P, & T. etc. in the first instance and to allocate the
available balance to priority units on the books of the D.G.T.D. etc.

2. The allocations used to be made and the monitoring of supplies done
at the half-yearly meetings held in the Department of Mines with the
representatives of the concerned Ministrics/Departments and the producers.
Specific instances of difficulties brought to the notice of the Department
at these meetings or, from time to time, regarding zinc supplies by the
indigenous producers were locked into by the officers of the Department
dealing with the indigenous production of zinc metal.

3. In the case of supplies to DGS&D during 1971-72, it may be men-
tioned that in April 1971 a reference was received from the DGS&D
stating the closurc of the zinc smelter of Cominco Binani Zinc Ltd. due to
strike and enquiring whether extension of the delivery period of the A/Ts
beyond 31-3-71 would attract the revised price. On 22-4-71, the DGS&D
were informed that it was not possible for the Department of Mines to
indicate at that time the extent to which the proposal to increase the pricc
would be accepted by the Government. In regard to the extension of the
delivery period, the DGS&D were informed that it was a matter for them
to decide in terms of the contract with the party.

4. Thereafter, a reference was received from the Department of Supply
regarding non-supply of zinc in March 1972 by Hindustan Zinc Ltd., the
other zinc producer. The matter was looked into and it was found that the
non-supply was due to non-receipt of certain clarifications sought by the
Hindustan Zinc Ltd. A reply was sent to the Department of Supply on
24th April, 1972.
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5. As the supplies 0 Defence, Railways, P&T, etc. were routed through
the DGS&D, there had generally been delays in the placement of orders
and actual lifting of zinc and the Department of Mines did suggest stream-
. lining the procedures (i.e. waivel of inspection clause and 100 per cent
payment on proof of despatch as early .as 1971) and direct purchase
(suggested in April 1973) by the consuming Departments. This was later
accepted by the DGS&D/Ministry of Supply in January, 1975,

6. The monitoring of supplies in the DGS&D is looked after by the
Planning and Development Directorate in consultation with the Cummodity
Directorate concerned.



APPENDIX H -
(Vide para 1.65) -

A note indicdting the circumstances in which it had been decided, in
April 1973, 10 allow indigenous producers to sell zinc at prices not
exceeding the prices fixed by the Minerals and Metals Trading
Corporation.

The selling price of zinc of the two indigenous producers i.e. Hindustan
Zinc Ltd. and Cominco Binani Zinc Ltd. was revised to Rs. 4090/- per
tonne (exclusive of excise) w.e.f. 1st February, 1972 based on the report
of the Bureau of Industrial Costs and Prices. From May 1972 onwards
Cominco Binani Zinc Ltd., represented that though the Bureau’s recommen-
dation is supposed to allow a return on the capital employed, they would
operate at a heavy net loss, for the following reasons : —

(i) Assumption of average higher production of zinc.—According
to the company. incrcase in production beyond 15,000 tonnes
per annum would require heavy capital investment and prolonged
shut-down which they could not afferd at the then unsatisfactory
financial position ;

(ii) Difference in credit assumed for sale of by-products.—The
Bureau had apparently taken higher credits for realisation from
sale of by-product sulphuric acid and cadmium ;

(iii) Computation of capital employed—The company apprehended
that the Bureau had not reckoned working capital requircments
of six months in computing the capital employed ; and

(iv) The company alsc desired an element to be allowed for amorti-
zation of carried forward losses and for unabsorbed depreciation,

2. The company also pleaded that unless they were able to demonstrate
to the financial institutions and to the share-holders (no dividend had been
paid by the two companies in about 6 years of operation) that its operations
could be made economically viable in the future, it would be difficult for
them to take up thc expansion of the zinc smclter for which a ‘letter of
intent’ had been issued in July 1971.

3. The company’s representation was examined in consultation with
the Bureau of Industrial Costs and Prices who concluded that the main
difference in their approach and that of the company was that while the
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Bureau had projected the cost of the future without taking into account
items like past losscs and their repercussions on the present financial
position, the company was taking these factors also in its cost computations.

4. The matter was examined by the Government, in detail, keeping in
view the growth cnvisaged in the industry through the cxpansion programmes
of the two producers and in the context of rising zinc prices all over the
world, the importance of the indigenvus zine industry as a forcign exchange
saver and it was felt that the pricing policy for the zinc industry should
be bascd, inter alia, on the following major considerations :—

(i) Zinc industry was in its infancy and had to be nurtured as had
been done in the case of other metals such as aluminium through
Tariff protection for over twe decudes ;

(i) Zinc was in the corc sector and Government was expected to
prepare detailed plans for the development of the entire industry
so that thc targets set can be achicved, render assistance re-
quired by way of resources, foreign exchange, inputs etc. and
review its performance from time (o time to deal cffectively
with factors adversely affecting the growth of the industry. The
Estimates Committee in para 2.24 of its 19th Report on Indus-
trial licensing had said “the real test of the cffcctiveness  of
measures taken for development of core industries is in the rate
of growth of production in the core industrics which. the Com-
mittec find has been nonc too impressive.” It was, therefore,
considered that it was imperative to improve the financial posi-
tion of the industry consisting of only two zinc producers cn-
abling them to optimisc production from existing capacity and
to gencrate funds to undertake the planned expansion as carly
as possible,

(iit) Hindustan Zine Ltd. was in the public sector and any profit
made by it would accrue 10 Government cither in the form of
tax or re-investment in its cxpansion programmcs at Visakha-
patnam and in Rajasthan. It was necessary to build up its image
by enabling it to function satisfactorily from the financial point
of view alsc.

(iv) Therc was substantial Governmene interest in Cominco Binani
Zinc Ltd. as there was financial participation by financial
institutions  (Kerala State Industrial Development Corporation,
Life Insurance Corporation, Industrial Financial Corporation and
Bank of India) to the extent of about Rs. 60-61 lakhs and the
Industriat Finance Corporation/Kerala State Industrial Deve-
lopment Corporaticn had extended loans to the tune of Rs. 314
lakhs at that point of time.
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(v) The demand for zinc wa- rising and there was neced to step up
indigenous production as tapxdly as possible by expeditious
expansion programmes.

(vi) Hindustan Zinc Ltd. and Cominco Binani Zinc Ltd. had
accumulated very large losses upto 31st March, 1972 and 31st
December, 1971 and this adverse financial position affected
their existing operations and would not allow for the planned
expansicn particularly in the case of Cominco Binani Zinc Ltd.

(vil) According to the guidelines of the Bureau of Public Enterprises
for public sector enterprises operating under monopolistic and
semi-monopolistic conditions, the pricing of their products should
be within the basis of the landed cost of comparable imported
goods.

(viii) It would be desirable to have a single price for zinc within the
country and two prices resulted in some consumers getting lower
priced zinc. It was also felt that the proposal would afford some
relief to Cominco Binani Zinc Ltd. as M.M.T.C. was revising
its price in conformity with the risc in world market prices
of zinc which in turn increased the price of imported zinc
concentrates.

5. At the time of considering the proposal to allow the two indigenous
producers to sell their zinc at prices not excecding the MMTC’s prices, it
was visualised that the companies would thereby generate additional funds
to enable them tc wipe out past losses and accumulate funds for the cx-
pansion. This was the main objective sought to be achieved by cqualisation
with M.\M.T.C.’s prices.

6. It may be mentioned that there is a clear relationship between the
price of zinc metal in the international market and the price of zine concen-
trates. Payment for zinc concentrates is made on the basis of recoverable
zinc metal content in the concentrate and thus the price of the concentrate
varies with the incrcase/decrease in the price of zinc metal. The M.M.T.C.
buys zinc metal in the international market and determines its sclling prices
on the basis of the landed cost of the same.

7. Having regard to the above, it was proposcd with the approval ot
the then Minister (S&M), that the two indigenous producers of zinc should
be permitted to sell zinc at a price not excceding the ruling M.M.T.C.
prices. The pricc was revised accordingly w.e.f. Ist April, 1973 after
consultation with the Chicf Economic Adviser and with the concurrence
of the Finance Ministry.
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~ 8. The Comptroller and Auditor General of India’s report on the
_“Hindustan Zinc Ltd. for the year 1974 (Union Government Commercial
Part-111) had reviewed in dectail the pricing policy adopted from time to
time in respect of zinc since the inception of the two units. The Committee
on Public Undertakings (1975-76—5th Lok Sabha) which examined the
report of the Comptroller and Auditor General of India, had with reference
to the pricing policy concluded as follows in its 88th Report dated 26th
April, 1976 :—

“The Committee regret to observe that till March, 1973 the Hindu-
stan Zinc Ltd. was made to sell zinc produced by it at a price
which not only unremunerative but also lower than the MMTC’s
price for imported zinc and thus suffer loss in the process. The
Committee would like the Government to review the pricing
policy followed till March, 1973 and draw lessons for their
future guidance.”

(Para 8.20)
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APPENDIX IN
(Vide Para 1.120)

A copy of Notification No. P I11-1(30) /74 dt. 24-12-1974 Issued by the
Ministry of Supply and Rehabilitation (Department of Supply), showing
the composition and terms of reference of the High Power Committee.

RESOLUTION

No. P I1II-1(30)/74.—It is essential that organisations for Government
purchases should be able to sccure the requirements of Government without
undue delay and with due regard to efficiency and economy. In view of
the overgrowing volume, value, variety and complexity of stores which have
to be purchased now, it has become increasingly important to consider
whether the existing organisations for and the methods adopted in purchasing
stores in India and abroad are adequate. With a view to txamine the
question in depth and make specific recommendations for streamlining the
cxisting organisations for such functions, their structure method of work
and prccedures, the Government has decided to set up a Committee con-
sisting of the following :—-

Chairman

1. Minister of Supply & Rehabilitation.

Member
2. Seccretary, Department of Supply.
Non-official Members
3. Shri A. N. Haksar.
4. Shri M. V. Kamath.
5. Shri N. M. Wagle.
Members

6. A representative each of the Ministries of Finance.
(Department of Expenditure)

7. Communications (P & T Board).
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8. Railways.
9. Defence ;. and
10. Industrial Development

« A representative each of

11. Planning Commission (to represent the interests of State Governments
12. Comptroller & Auditor General ; and

Member-Secretary
13. Director General (Supplies & Disposals)

The following will be the terms of reference :

(a) To identify and suggest improvements in the system and pro-
cedures of purchases (both indigenous and imports) adopted
by different Ministries/Departments of the Central Government
with a view to achieve the aim of cfficiency and cconomy in
procurement.

(b) To examine and suggest improvements in the system and pro-
cedures of financial payments for the purchases by and on
behalf of Central Government with a view to cut down dclays
to effect savings.

() Any other related matters such as specifications, inspection,
testing, clearance, shipment etc.

(d) Organizational set up for (a), (b) and (c) above.

The Committec will have its headquarters in New Delhi and will sub-
mit its report to the Government of India in the Departmen: of Supply
as carly as possible.

ORDER

ORDERED that the Resolution be published in the Gazette of India.
Part I, Section 1.

ORDERED also that a copy of the Resolution bc communicated to all
Ministries/Departments of Government of India ; the Cabinet Secretariat :
the Prime Minister’s Secretariat; Secretary to the President; the Planning
Commission ; the Comptroller and Auditor General ; the India Supply
Missions in London and Washington; Member-Secretary of the Committee :
State Governments; Administration of Union Territories and all other
concerned.

H. K. KOCHER, Joint Secy.



APPENDIX IV

Conclusions/Recommendations

S. Para No. of the Ministry/Department Conclusion/Recommendation
No. Report Concerned
1 2 3 4

1.122

Deptt. of Mines and Metay  The Commiitec note that India was entirely dependent on import of

zinc till 1967, except for small quantities of the metal received back
after smelting abroad on toll basis the zinc concentrate from Zowar Mines
in Rajasthan. Zinc production commenced in the country for the first
time in April 1967 with the commissioning in the private sector of the
smelter of Cominco Binani Zinc Limited at Alwaye (Kerala) with an in-
stalled capacity of 20,000 tonnes per annum. Early in 1968 the Hindustan
Zinc Limited (a public sector undertaking) commissioned its zinc smelter
at Debari near Udaipur with an installed capacity of 18,000 tonnes per
anaum. [t produces zinc from Zawar ore deposits. The Committee also
note that the application dated 30 December, 1958 of M/s. Binani Metal
Works (Pvt.) Ltd., Calcutta fof setting up a zinc smelter of 12,000 tonnes
per annum capacity, to be expanded to 20,000 tonnes, at Alwaye (Kerala)
in collaboration with a foreign firm (Cominco of Canada) and imported

zinc concentrates, was approved by the Cabinet on 17 January, 1961. -

Though the firm had indicated in the application the involvement of foreign

collaboration for setting up a zinc smelter, it had not specified the name

of the collaborator and it was only in August, 1961, i.e. after the approval

08



1.123

1.124

-do-

-do-

of the project by the Cabinet, that the party intimated name of the foreign
collaborator to Government. It is incomprehensible how in the absence

of adequate particulars about the foreign collaboration, the Government .

considered the feasibility of the project in the private sectior. The Com-
mittee would likc to be apprised of the rationale for adoption of this un-

usual procedure.

'The Committee are concerned to note the falling trend in the production
of zinc in the country year after year as they find that from 28,024 tonnes
in 1968-69 the production had fallen progressively to 22,781 tonnes in
1974-75. Though it picked up to 27,820 tonnes in 1975-76, it has still to
reach the level of initial production of 1968-69. The result of low indi-
genous production of zinc has been that the country had to depend mainly
on imports to meet its requirements. What is more disturbing is the fact
that against thc average production of 24,263 tonnes during the years
from 1968-69 to 1975-76, the average imports were 65,691 tonnes.

The main factor, as it appears to the Committee, for the low production
of zinc has been the low output of the two smelter units since their incep-
tion. It is observed that the average production of M/s. Cominco Bihani
Ltd. (in the private sector) and Hindustan Zinc Ltd. (in the public sector)
during the years 1968-69 to 1975-76 had been 58 per cent (11,600 tonnes)
and 66 per cent (11,900 tonnes) of their installed capacity of
20,000 tonnes and 18,000 tonnes, respectively. The
Committee need hardly emphasis that precise reasons for the low pro-
duction of zinc by these -units may be identified and appropriate steps taken
to step up the production. Alongside the measures that the Government

18



1 2 3
4.  1.125 Deptt. of Mines & Metals -
S. 1.126 -do-

4

may take to augment the production by the existing smelters, there should
be a time-bound programme for prospecting for ore so that in course
of time the couniry may be completely self-sufficient in this vital sector.

The Department of Mines have informed the Committee that for in-
creasing the production of zinc in the country a letter of intent for expan-
sion of 20,000 to 40,000 tonnes was issued to M/s. Cominco Binani Ltd.
in 1971 and that the Hindustan Zinc Ltd., was expanded from 18,000
tonnes to 45,000 tonnes at the same site. It is also stated that Visakha~
patnam Smelter has been set up with a capacity of 30,000 tonnes but
this Smelter has yet to go into operation. The Committee regret that
though five years have passed, the letter of intent issued to ‘the private firm
for expamsion has not yet been converted into an industrial licence nor
has there been any progress in finalising the foreign collaboration terms for
making necessary financial arrangements. The Committee would like to
know the action the Ministry proposes to take against the firm for their
failure to make necessary contractual arrangements. They would also like
to know why M/s. Cominco Binani Ltd. were given the permission to
expand their concern when they have not been able to work to their
original installed capacity of 20,000 tonnes per annum.

The Committee would like to emphasise that concerted efforts should
be made to expand the indigenous capacity of zinc in the public sector
instead of depending on imports and foreign collaboration. = The Com-

mittee would like to be apprised of the positive steps taken or propesed:to
be taken in this direction so as to achieve complete self-rehance in the
production of zinc within the country.

23



1.127

1.128

-do-

-do-

The Committee regret to note that there has not been any wiform
policy in regard to the fixation of prices of indigenous zinc. In  June
1968, the two producers agreed to sell the metal at Rs. 2700 per tonne
(exclusive of excise duty). This price was originally tenable for a period
upto 31 March 1969, but it continued upto 31 January 1970. It was
stated by the Ministry that this price fixation was done on an ad hoc
basis without examination of the prevailing cost of production. On February
9, 1970, the Department of Mines agreed to the proposal of the indigenous
producers to fixation of the price of zinc at Rs. 2850 per tonne for the
period February 1970 to March 1971. The increase of Rs. 150 per
tonne was stated to be on account of the increase in the cost of principal
raw materials. It has been admitted during evidence that before agreeing
to the price increase, the Government only “went into major increases in
the cost of main inputs” instead of going into the cost of production in
detail. It is not clear to the Committee how the Ministry satisfied them-
selves about the increase in the cost of raw materials before conceding
the request for an increase of Rs. 150 per tonne in the price of zinc in
February 1970. The Committee can only draw the conclusion that there
was no proper mechanism in the Ministry to determine the prices on the
basis of cost of the main inputs required in the production of zinc.

The Committee have noticed that while allowing an increase of Rs. 150
per tonne with effect from 1 February, 1970, the Department in their
letter dated 9 February 1970, addressed to the producers had stated that
“this js subject to the condition that a sum of Rs. 100 per tonne out of
the increased price should be kept separately for development purposes.
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8.

1.129 Deptt. of Mines & Metals

The details of the procedure for utilisation of the sum of Rs. 100 per
tonne are being worked ouwt and will be communmicated to you shortly.”
The Committee are wnaware of the amounts that have actually been spent
for development purposes by the producers, The Committee would like

to have this information as also the details of the procedure laid down
for the utilisation of the accumulations.

The Committee further note that while fixing the price at Rs. 2850,
the produceds were informed that future proposals for increase in the
sclting price would be considered on the basis of actual costs of produc-
tion. While the public sector undertaking was being reviewed in
November, 1970, it was decided that it might submit proposals for revision
of zinc price duly supported by cost data. The cost data for the public
sector undertaking was received by the Department of Mines and Metals
in February, 1971. The Committee are perturbed to learn that in the
same month the Department had informed M/s. Cominco Binani Ltd. that
the public sector undertaking had represented for increase in price of zinc
and it might supply ‘cost data indicating actuals for the year 1969 and
1970 and cost projections based on the best estimation possible for the
years 1971 and 1972’. The cost data from Cominco Binani Ltd. was
received in March, 1971 and the cost data of both the companies were
referred. to the Bureau of Industrial Costs and - Prices in April, 1971.
The Bureau in their Report submitted on 24 January, 1972, recommended
a price of Rs. 4090 per tonne with effect from 1 February, 1972. Al-
though price for the intervening period from 1 April, 1971 to 31 January,



10.

1.131

-do-

-do-

1972 was not fixed, the Department of Mines have stated that tbe price
of Rs."2850 per tonne continued during the period.

The Committee are unable to appreciate the reasons which prompted
the ‘Ministry to communijcate to Cominco Binani Ltd. the fact that the
public sector undertaking had asked for a price increase. The requisite
-iformation about the cost data could have been obtained from the firm

‘without making a specific reference about the public sector undertaking.

In the opinion of the Committee, this unusual procedure might have
encouraged the firm to inflate their cost data and also hold up supplies to
various departments in expectation of a price rise. In view of the fact
that the price of zinc for the period 1 April, 1971 to 31 January, 1972
was not fixed, an atmosphere of uncertainty was unnecessarily allowed to
be created. The Committee would therefore like the Government to
probe the reasons for non-fixation of the prices of the zinc during the

period 1 April, 1971 to 31 January, 1972.

The Committee learn that fromi April, 1973 the indigenous producers
were allowed to sell zinc at prices not exceeding the prices fixed by the
MMTC. One of the reasons for allowing the producers to sell zinc at
this price was the representation made by the firm (My/s. Cominco Binanj
Ltd.) in May, 1972 in which it had stated that though the recommendation
of the Bureau of Industrial Costs and Prices was supposed to allow a
return on the capital employed, it was operating at a heavy net loss.

"The Committee are unable to understand how the Ministry instead of

going into the cost data of the indigenous producers, linked the price of
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1.132

Deptt. of Supply

zinc, on the basis of a representation made by the firm, to that charged
by the MMTC. The Committee find from the firm’s Annual Report for
the year 1974-75 that this had resulted in windfall gains to the firm.

The Committee are. surprised that while fixing these prices, the Depart-

raent of Mines and Metals did not take into consideration, as has been
admitted by the Department during evidence, the fact that 40 per cent
of the profits on this account would go in foreign exchange to foreign
shareholders in the shape of dividend. The Committee feel that there is
a strong case for conducting a thorough probe into the circumstances
leading to the increase in the prices of zinc from time to time with
particular reference to the undeserved profits, that must have accrued to
the producers on account of shifts in Government policy. The Ministry
should also see whether the officials of the Department of Mines and
Metals have rendered the proper and complete advice to the Government
in this respect. : )

The Committee note that the performance of Cominco Binani against

orders placed on it by the DGS&D on the basis of half-yearly allocation

had Been far from satisfactory. According to the Audit Paragraph this.

firmi did not supply a quantity of 900 tonnes of zinc to the Government

ents out of an aHocation of 1316 tonnes made for the period
October, 1970 to March, 1971 in spite of granting two extensions from
31 March, 1971 to 30 June, 1971 and again up to 31 August, 1971, The
Committee note with concern that these extensions were granted on 7 May,
1971 and 7 July, 1971 on firm’s requests dated 23 March, 1971 and
17 June, 1971 respectively without claiming liquidated damages and without
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13.

1.133

1.134

-do-

-do-

consulting the Ministry of Law. The representative of the Ministry of
Law has stated during evidence that the liquidated damages clause is
generally incorporated while issuing the letter of extension of the delivery
period to cnable the Government to claim liquidated damages whereas
the representative of the Department of Supply has stated that from the
re-constituted file it is not possible to specify the reasons for not incorpo-
rating the clause for levy of liquidated damages. The Committee deplore
this serious omission and would like that responsibility for the lapse should
be fixed. The Committee further would like to know the reasens for not
consulting the Ministry of Law in this matter and for taking about 1%
months as against the stipulated seven days in issuing the above two

extensions in delivery period.

The Committee also note with concern that the Ministry have no
proper system to maintain records of important decisions in the Decisions
Book, so that even if the files are weeded out with the efflux of time, at
least the Decisions Book could be referred to and comsulted. The Com-
mittee would like that this aspect should be looked into and the procedure

for filing papers streamlined.

The Committee find that Cominco Binani had informed the DGS&D

in August, 1971 that it could not supply zinc at the rate of Rs. 2850 per
tonne and requested them to treat this price as provisional for supplies

made from April, 1971, subject to finalisation of price by the Department
of Mines, After the announcement of the revised price of Rs. 4090/-
effective from 1 February, 1972, the firm had asked DGS&D on 15 March,
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1 2 3
14. 1.135 Degptt. of Supply/
Deptt. of Mines
& Metals
15. 1.136 Deptt. of Mines
& Metals

1972 to amend the contract for payment of enhanced pricé for ‘the out-
standing 900 tonnes, However, on 1 September, 1973, the firm informed
the DGS&D that it was treating the order for the balance quantity as
having lapsed. The Department of Mines have informed-the Committee
that the firm did not supply zinc outside the allocations made during
October, 1970—March, 1971. The Committee desire to know the steps
taken by the Department of Mines & Metals against the firm for not ful-
filling the contractual obligations.

The Committee would like to point out that the representative of the
DGS&I, the Department of Mines and Metals and DGTD at the meeting of
Allocation Committee (October, 1971—March, 1972) held on 21 October,
1971, had pointed out the unsatisfactory performance of the firm which
had a backlog of 1353 metric tons against DGS&D orders placed with
it in October, 1970 to March, 1971 and other commitments of more than
6000 tonnes. The hold-up in production was attributed by the firm due
to prolonged strike in their factory. As there had been a shortfall of
1569 tonnes in actual production during the period October, 1970 to

"March, 1971 from the estimated level, ‘it is not understood how' the firm

was allowed to take shelter behind the plea of strike for the proven non-

‘compliance of the orders to the extent of 7353 tonnes (1353 tonnes® against

DGS&D orders and 6000 tonnes against other commitments). -

The Committee note' with concern that Government did not nominate
any person on the Board of Directors of Cominco Binani continuously for

" three years, i.e. from May, 1967 to May, 1970. The Committee comsider
* this to be a serious lapse which should be investigated.
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17.

1.137

1.138

-do-

Deptt. of Sugply

According to the Department, the main object of the nomination of a
representative on the firm's Board of Directors in August, 1966, was to
keep a watch on the progress of the setting up of the zinc smelter. It was
further stated that in June, 1970 the renomination of an official reptesenta-
tive was to ensure that the additional funds generated by the smelter were
not frittered away by way of higher dividends and/or investment in the
shares/debentures of associate companies, but ploughed back for expansion.
the Committee would like to know whether the Government Director -had
ever raised the question of non-supply of zinc slabs to various Government
Departments in the Board of Director’s meetings or brought the matter to
the notice of the Department of Mines and, if so, the action taken by the
Department of Mines on the basis of the Government representative’s reports.

1.138. According to the Audit Paragraph the case of non-supply of zinc
was referred to the Ministry of Law in July, 1974 whereas the firm had in-
formed the DGS&D on 1 September, 1973 that it was treating the order for
the balance quantity of 900 tonnes of zinc as having-lapsed. This letter was
followed by another letter dated 8 December, 1973. The Committee are
surprised to learn that-a reference to the indentors was made on 12 Febru-
ary, 1974, i.e. after a lapse of about three months asking them-to intimate to
the DGS&D the exact:quantities received by them. It has been admitted dur-
ing evidence that this delay was unfortunate. The Committee have' a:suspicion
that undue favours were shown to the firm by the officials of the Department

-whose! role in regard to the entire transaction relating to the award of this

particular contract should be fullly investigated. The Committee would like
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18.

19.

20.

1.139

1.140

1.141

Deptt. of Supply

-Do-

to be apprised in clear terms whether there was a collusion between the
officials of the Department and the Executives of the firm.

The Committee note that one of the indentors had asked the
DGS&D on 14 March 1974 to expedite the supplies. That indentor in res-
ponse to DGS&D letter dated 2 April 1974 had not agreed to the cancella-
tion of unsupplied quantity. It is interesting to note that the DGS&D there-
after requested the firm on 23 May 1974 to forward a copy of the A/T and
other relevant correspondence to them as their own file was stated to be
missing. The reconstitution of file was stated to have been done after 5 July
1974. The case was referred to the Ministry of law on 24 July 1974,

It has been stated during evidence that the responsibility for the loss of
the file in the DGS&D has been fixed on a few officers. The Committee note
that two officers (one Assistant Director and one U.D.C.) who had already
been warned in connection with another case referred to in the 144th Report
(5th Lok Sabha) of the Public Accounts Committee, were involved in
the present case also. The Committee are surprised at the leniency shown
to the delinquent officers whose probity had been under a cloud. The Com-
mittee would like to be informed about the action taken against these and
other officers who might be involved in this deed.

The Committee have been informed by the Department of Supply that
the Ministry of Law also held the view that there might be no impediment
to the Department claiming the general damages provided the Department
could prove by documentary evidence that sale transactions had taken place
at Rs. 5700 per metric tonne against the sale price of Rg 2850/- per metric
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tonne fixed for the period February 1970 to March 1971 which continued
up to 31 July 1972. The Ministry of Law had also felt that it was for the

Arbitrator to award such sums as may deem fit and proper in the circum-

stances. .

The Committee find another inconsistency in the approach of the
Ministry. The firm had accepted on 1 September 1973 the rate of Rs, 2850/-
per tonne for 30.20 tonnes supplied in July and October 1971 but it had
refused on the same date, to accept the same price for the outstanding supp-
lies of 900 tonnes. There is ostensible reason for not bringing this fact to
the notice of the Ministry of Law, while seeking their opinion on this case.
The Department of Supply have informed the Committee that a serious view
of the manner in which the firm had acted in the matter was taken by the
Government, but no legal action could be taken against it as the control in
force was purely informal. It is not understood how the DGS&D could
agree to the price fixation of a smaller quantity of 30.20 tonnes at
Rs. 2850/- per tonne when the firm on the same date refused to supply
a larger quantity of 900 tonnes at the original price. It appears that the
Ministry had no means available to discipline a supplier who had dictated
his own terms and conditions and thereby grabbed substantial profits. The
Committee feel that if the fact that the firm was asking for a higher price
than what was informally fixed had been brought to the notice of the
Department of Mines by the Department of DGTD and Fron and Steel
Controller et¢. in time, it could have been possible for the Government

to take corrective/administrative measures aginst the firm, The Committee

would like to have a satisfactory explanation for this lapse.

16
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The Committee find that two other Accepted Tenders were placed by
the DGS&D on the firm on 2 April 1971 and 15 May 1971 fot supply
of 36,967 and 10 tonnes to Southern Railway and Western Railway res-
pectively. The Committee are perturbed to note that the fim instead of
supplying the stores within the stipulated dates of delivery, wrote to the
DGS&D on 28 February 1972 and 1 March 1972 requesting them to
amend the acceptance of tenders of 2 April 1971 and 15 May 1971 res-
pectively for allowing the increase prices effective from 1 February, 1972
and extending the period of delivery up to 30 April 1972. In this connec-
tion, the Department of Supply have informed the Committee that the
Ministry of Law advised them that in respect of these two contracts,
since the DGS&D did not choose to amend the contracts nor replied to
the firm, the supplier could not be forced to supply the stores at the
original prices. It was, therefore, decided to cancel these two contracts
without financial repercussions. The Committee are disturbed to note that
the Department had no powers whatsoever of compelling the firm to. meet
its contractual obligations. The attitude shown by the firm is, to say the
least, very much reprehensible. The Committee would like. to kaow -the
reasons for not rcplying to the firm’s above letters as it had prevented
the Government from cancelling the contracts at firm’s risk and cost.

The Committee learn that according to clause 10 of another Accepted
Tender dated 26 August 1971, the delivery of zinc was to be made in
convenient instalments by 31 September 1971 to the Manager, Telecom

26
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Factory, Jabalpur who had so informed the DGS&D on 13 September,
1971, because of the limited loading facilities in that factory for spreading
of delivery period from January 1972 to 31 March 1972. The Committee
are surprised to note that the DGS&D on 11 October 1971, ie. after the
expiry of delivery period, enquiry from the firm whether it could deliver
the stores during 1 January 1972 to March 1972. The Committee would
like to know. the specific reasons for taking about a month in addressing

the firm in this case. It is a matter of great concern to the Committec*

that action was initiated in DGS&D in May 1972 on the indentors’ tele-
gram dated 5 November 1971 in spite of the fact that he had issued two
reminders in December 1971 and in February 1972. It has been con-
ceded during evidence that the relevant file was not put up by the Assistant
Director during that period. The action taken against the officer on this
account may be intimated to the Committee.

It is seen from the Audit Paragraph that M/s. Cominco Binani had
stated on 19th November 1971 that as the acceptance of tender of the
allocation made by the Ministry of Mines and Metals without any offer
from its side, the usual terms of the contract should not be binding on
it. It has been admitted dyring evidence that this aspect was not got
examined in the Ministry of Law. The Committee are unable to under-
stand as to why the Ministry of Law was not consulted in this matter.
The reasons for this lapse may be investigated under advice to the Com-
mittee.

The Committee find that the Secretary, Department of Supply has ad-
mitted during evidence that “they are keenly conscious of the need to

" streamline the organisation and make it function more efficiently”. The

£6
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Committee hrave been subsequently informed by the Department of Supply
that ‘a High Power Committee comprising representative of the con-

cerned Central Government Department and three non-official members

from trade and industry had been constituted on 24 December 1974 under

the Chairmanship of Minister of Supply and Rehabilitation to review the

entire gamut of purchase procedures being followed by the various depart-

ments under Central Government and to suggest improvement of the same.’

The Committee would like to be apprised about the recommendations made
by the Committee and -the action taken by Government thercon,

2. 1147 Deptt. of Supply/ To sum up, the defects in the terms of contract, such as making no
mpgﬁi&‘s“es provision for liquidated damages; avoiding consultation with the Ministry

of Law in time ; non-availability of proper machinery for controlling the
activities of a recalcitrant firm which was not honouring 1its contractual obfi-
gations ; revision of the prices of zinc haphazardly—there being a gap of
one year which was exploited by the firm to its advantage ; lack of proper
procedure available in the DGS&D for recording their decision—loss of
file which had to be reconstructed and the lack of effective surveillance
over the activities of the officers who came into contract with the firm during
the execution of the contract, are some of the glaring shortcomings and
deficiencies which have come to the notice of the Committee during their
‘exarnination of this Paragraph. The Committee strongly feel that the firm
(M/s. Cominco Binani Zinc Ltd.) has belied the expectations of making
available a scarce metal, such as zinc, to the Government Departments
under one pretext or the other. It appears to the Committee -that the only
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aim before the firm was to neutralize its earlier losses and to make windfall
gains by holding the stock and offer it only after the price revision. It
is clear that the suppliers had takea recourse to a ruse to inflate their
bills of payment and Government did not exercise their right to intervene.
The Committee hope that the authorities concerned would learn a lesson
from these lapses and take suitable and conclusive measures to obviate their
recurrence.

The Committee note that from April 1973 the indigenous producer
are allowed to sell zinc at prices not exceeding the prices fixed by the
Minerals and Metals Trading Corporation. The Committee are of the
view that the zinc price should have been fixed ecither on the basis of
actual cost of production of indigenous producers or on the basis of price
arrived at by pooling the prices of indigenous and imported zinc as has
been done in the case of fertilisers instead of allowing the indigenous pro-
ducers to sell zinc at MMTC prices.
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