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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 
Pbblic 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. Thc Report of the Comptroller and Auditor General of India for 
the year 1974-75, Union Government (Civil) was laid on the Table of 
the House on 26th March, 1976. The Public Accounts Committee (1976-77) 
examined this paragraph at their sittings hcld 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 h b l i c  Accounts Committee (1977-78) considered and finalised 
this Report at their sitting held on 7 December, 1977 (AN) based on evi- 
dence takcn and the further written information furnishcd by the Depart- 
ments nf Supply etc. The Minutcs of thc sittings form Part II* 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 recommendations/observations of the Com- 
mittee have also been reproduced in a consolidated form in Appendix. 

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

6. The Committee also place on record their appreciation of the 
assistanec rendered 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 Departmentq of Supply and Mines Legal Affairs, Ministries of Com- 
munications (P&T Board) and Commerce Directorate General of Technical 
Development and Mincrals and Metals Trading Corporation of India Ltd. 
for their cooperation extended by them in giving information to the Com- 
mittce. 
NEW DELHI ; C. M. STEPHEN, 

December 9, 1977 Chairman, 
Agruhaynna 18. 1899 (S) Public Accolrnts Comntittee. 

- .- - -- - ----- 
*Not printed (One cyclostjled copy Idid on the Table of the Howe and five copies 

plnccd in the Parliament Libriiry). 



REPORT 

Purchase d Zf;ac 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 prodbction 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 
1973-71 . . 22.466 
1974-7.5 . . 22,781 

I .3. There arc only two indigenous producers of zinc in the country- 
one in public sector 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 tiov- 
crnment ti l l  January 1975. Upto January 1975 allocation of quantities to 
Government departments and industrial b i t s  registered with the Director 
ticnerd, Technical Development, used to be made by the Department of 
Mines anad Metals for the half years : April to September and October to 
March. Upto 6th January 1'975 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 Febhary 1975, informal control on distribution 
of indigenous zinc has been relaxed and the producers have been permitted 



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 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 agreed 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 upLo 
31st Jan'uary, 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 increase in the selling 
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 Deprtment 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 proposaL~ for 
revision of price of zinc duly supported by cost data". Cost data for tllc 
public sector undertaking was received by the Department of Mines and 
Metalsin February 1971. In the same month the Department of Minck 
and Metals informed 'A' that the public sector undertaking had reprcsentcd 
for increase in pricc of zinc and askcd 'A' to submit "cost data ir~dicating 
actuals for the period 1969 and 1970" and "cost projections, based on 
the best estimation possible for the years 1971 and 1972", as the pricc of 
indigenous zinc was fixed earlier on a uniform basis for both the producers. 
'A' submitted the wst 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 indigebcrus 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 withdram on 17th July 1968, and was 



reimposed from 29th May 1971. The Bureau had rwmmended that retros- 
pective effect to the increased price could be oonsidered fbr the producers 
to the extent they utilised duty paid concentrates for production of zinc. 
Government, however, decided to allow the increased price only from 
1st 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 thcre were practical dificulties in segregating the zinc 
produced from duty paid concentrates from that produced from 
duty free concentrates received earlier. 

(iii) Hetrospectivc increase in price "would create administrative 
problems relating lo rccovcries for the past sales, ctc." 

1.8. The performancc of 'A' against ordcrs placed on it by the Director 
Gencral, Supplics and Disposals, on thc basis of half-yearly allotments was 
as follows :- 

(a)  Against the allotment for the half-year October 1970 to March 
1971 ordcrs werc placcd on 'A' for supply of 1,3 16 tonnes of 
zinc at the rate of Rs. 2,850 (exclbding excise duty). 'A' s u p  
plied only 416 tonnes at the price of Rs. 2,850 per tonne. 
Thc balancc 900 tonnes duc: to be supplied by March 1971 
was not supplied by it. The pcriod of delivcry was extended 
once up to June 1971 and again upto August 1971. In August 
1 97 1, 'A' informed the Dircctor 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. Aftcr the revised price of Rs. 4,090 per 
tonne (excluding excise duty) effective from 1st 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 tonnes. On 1st September 1973, 'A' 
infornled 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 delivery 
pcriod had expired long ago, the Department could only claim 
gcncral damagcs trcating 30th June 1971 as the date of breach. 



Tbe 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 iakhs. The Department of Mines, how- 
ever, informed the Director General, Supplies and Disposals, 
on 1 1 th February 1 975 that the selling price of Rs. 2,850 per 
tonne of indigenous zinc metal fixed for the period February 
1970 to March 1971 continbed up to 31st January 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 @ Ra. 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 197 1 to September 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 Miy,  1971 . . . . 10 Western Railway 

(iii) 26th August. 1971 . 750 Posts and Telegraphs Depart- 
ment (Telecom Factory, 
Jabalpur). 



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 6rm 
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 Febttuary 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 rcccipt 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 ot 
strike in its factory but was informed by the Director General, 
Supplies and Disposals, on 6th July 1971 that the matter 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 Ahgust 
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 1 1 th 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 



of tender dated 26th August 1971. Simultaneously, the indentor 
was also informed that the price of zinc was periodically faed 
by the Department of Mines and if the delivery period was 
amended from 1st January 1972 to 31st March 1972, any price 
increase apglicable 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 wm not 
acceptable to him and 'A' could despatch the stores immediately. 
On 19th November 1971, the Director General, Supplies and 
Disposals received 'A's reply stating that the acceptance of 
tender had been issued only on the strength of thc 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 matcp:31 within 
the stipulated delivcry period, but sbpply would commcnce only 
after the final price was fixed by Government on its represcnta- 
tion pending with Government. 

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

1 .I 1 .  On 22nd December 1971, the Director of Inspection, Madras in- 
formed 'A' and the Director General, Supplies and Disposals, that as thc deli- 
very date stipulated in the acceptance of tendcr had expired on 30th 
September 1971, inspection of the material could not be takcn up till thc 
delivery date was suitably amended. After the increased price cffcctivc from 
1st February 1972 was announced. 'A' requested the Director Gcncral. 
Supplies and Disposals, as in the case of the other two acceptances of tcndcr. 
to amend the aCceptance of tender dated 26th August 1971 allowing irlcrcase 
m price and extending the period of delivery upto 30th April 1972. On 
26th May 1972 the Director General, Supplies and Disposals cnquircd from 
the indentor (earlier action waa not taken as the papers were stated to have 
got mixed up with other papers) whether the price effective from 1st February 
1972, i.e. Rs. 4,090 per tonne plus excise duty at Rs. 875, was acccptablc 
ta it. The indentor replied on 9th June 1972 that the stores were urgently 
required and that additional funds had been provided. 



1.12. On 20th July 1972, the Director General, Supplies and Disposals 
allowed the increase price (Rs. 4,090 plus excise dbty of Rs. 875 per tonne) 
effective from 1st 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 
Auyst  1 972. 

1.13. In a meeting held with the representative of the Department 
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 31 st March 1971 and that even after Ifit April, 1971, the same price 
continued as some supplies had been made by the producers against the 
contracts 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 
Dircctor Gcncral, Sbpplies and Disposals, enforcing his right under the 
tcrms 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 
ncccptanccs of tender dated 2nd April 197 1 and 15th May 1971 were then 
rcfcrrcd to thc Ministry of Law for advicc whcthcr it would be possible to 
obtain supplies from the firm at the price of Rs. 2,850 per tonne plus 
excisc duty. I n  both the cases, the Ministry of Law advised that thc firm 
could not be made to supply stores at the old rates, firstly because the 
Dcpanmcnt of Mincs had not decided thc price applicable from 1st April 
1971 and secondly bccause thc Dirccior General. Supplics and Disposals did 
not extcnd the delivery period of the contract, which had expired on 30th 
Scptcmber 1971, inspitc of reminders from the firm and thereby allowed 
the contracts to lapse. Both the acceptances of tenders wcre cancelled by 
Director General. Supplies and Disposals, in February 1974 without financial 
rcpcrcussions. 

1.14. Government informed Audit in November 1975 that orders for 
168 tonnes, 1,622 tonnes and 1,224 tonnes wcre 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' applied all these quantities at the rate of Rs. 4,090 per 
tonnc (excluding excise duty). 

1.15. The prices axed by the Department of Mincs and Metals for indi- 
genous zinc and the $ces 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 of im ortcd zinc Axed by Minerals 
gcnous rmc qnd ~ e t &  Tradmg Corporation for 

(including - 
Excise Duty) Atual Atual Registered 

users users(P) exporters 

(Rupees per tonne) 
April 1971 to June 1971 . , 3.350 (a) 3,150 (c) 3,100 (c) . . 
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 (dl 
January 1972 , . 3,725 (b) 5,260 woo 4,970 
February 1972 to March 1972 . 4,963 (b) 5.260 5.000 4,970 
.4pril 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 . . 4,965 (b) 6,215 6,035 5,980 

(a) Includz; excise duty of Rs. 500 per tonne. 
(b) Includes excise duty of Rs. 875 per tonne. 
(c) The .prices effiective from 29th May, 1971 were Rs. 4,120 and Rs. 4,055 rcs- 

pect~vely. 

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

1.1 6. It wilI appear from the above table that the prices of indigenous 
zinc were lower than the prices fued 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 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. &. 

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. 



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 
placed supplied 

by 
DGS&D 
(In tonnes) 

April 1973-September 1973 . 2,888 

October 1973-March 1974 . 3,477 

An41 1')719,:ptcmber 1974 . 3,858 
(thereafter 
3.000 tonnes 
diverted 
for 
registered 
exporters) 

1,970 Rs. 6 . W  for 1,000 
tomes. 

Rs. 9,435 for 970 
tonnes. 

3,472 Rs. 13,710 for 
1,540 tonnes. 

Rs. 15,035 for 
1,712 tonnes. 

Rs. 15.475 for 220 
tonnes. 

829 Rs.  16.660 for 823 
t onnes . 

Rs. 14.000 for 6 
tonne& 

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 111. 

[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 Lid.-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 !pat 
of licence under the Industries (Developrqent and Regulation) Act, 1951 
for setting up of a zinc smelter based on foreign collaboration and imported 
zinc concentrates. 



1.22. The demand For zinc then was estimated at 50,600/55,000 tonnes 
pcr mnum and Wstantial increase m 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 mctal which could be foreseen thcn, 
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 lieu 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 
dcviating from thc tcrms of the Industrial Policy Resolution as 
the proposal envisaged the establishment of zinc smcltcr in thc 
private sector ; 

( i i )  the foreign cxchangc rcquiremcnt should he screcncd by the 
CG/HEP Committee ; and 

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

Pursuant to the above. the matter was further discussed with the Minis- 
tries concerned and the proposal was submittcd to the Cabinet in January, 
1961 and was approved at its mceting 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 namc of 
COMINCO (Consolidated Mining and Smelting Company of Canada) as the 
collaborator for the zinc smelter was indicated to Government in AugClst, 
1961. The broad terms of collaboration of ~ o m i n c o  were furnished in 
November, 1961. These were approved on 29 Octobcr, 1962. On the same 
day industrial licence' was granted the party for the settir\g up of an 
electrolytic zinc smelter of 12,000 tomes per annum capacity to be ex- 
panded to 20,000 tonnes per annum at Alwayc (Kerala). 



1.26. The terms of collaboration and foreign exchange financing approved, 
in brief, were : 

( i )  Capital cost of the project estimated . . 
(ii) Foreign Exchange components estimated 

Rs. 508. R lakhs 

(a) Piant & equipment . . . . Rs. 104.5 lakhsl 
(bl Know-how ctc. . . . . . RL. 28.5 lakhs ) Rs, 154 
(c) Cost or technicians ana training . . Rs. 11.0 1akl.s I 
(d) lntcrest during construction ~ F E  . Rs. 10.0 lakhsj 

tiii) Foreign Exchange Financing : 
(a)  Loan from Export Credit Insurance 

Corporation of Canada , . , 

fb) Equity pnrticipation b!. Corninco of 
Canada . . . . . . 

Ks. 70.00 lakhs 

Rb. 84 lnkbx 
fiv) Foreign collah!>rati!)n-Cominco of Canada will provide know-how, technical 

awst;incc. englncerlng services. designing. training of per:r,nncl du~ inp  the cons- 
truction and start-up as also supervise the fabrication and erection of indigenous 
phnt i ~ n l  ~nachinss and depute their technical personnel. The paymrnt for the 
t :ch.~ic,~I assistance approved were Rs. 2 8 . 5  hkhs for know-ho~. and Rs.  11 lakhs 
towards cost of experts. 

Financing the proirct 
i5qw'r.v - to Indians , . . . Rz. 1261akh.) 

5 .  2!0  1: kt15 to Comiwo . . . . Ks. K4 lakbsj  
LII~III . \  - l.roni ECIC Canad:\ . . 

I'vom lFC . . 
Ks. 92 lakhs R.;. 92I:tLhs -- 
Tot:~l . . Rs. 508 lakhs 

I .27. The principal shareholders of Cvminco Binani Zinc Ltd. have 
bccn :- 

( i \  ) Life Insurance Cnl poration . . . 
(vI New India .Assurance Co. 1-td. . . . 
(vil Induqlrial Finance Corp. 
fvii) Blnk of India . . . . , 

('['otal p:iid up capital Rs. 210 lahha :IS ov 31-3-7hl 

R\.  1 d h s  Percentage 
81 40.00 
4? 20.00 

?0.75  14.03 
10 .PO 9 .53  
10.00 4 .?6 
8. YO 4.24 
I .ZO . . 

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

1.29. The Company is entirely dependent upon the imported zinc con- 
centrates which are being imported from Canada and Australia. 
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Production, import and requirement of zinc : 

1.30. Indigenoh production of zinc since 1968-69 has been as follows :- 
- - -  -. ~ 

, (in tonnes) 
. . . . 28.204 

. 23.726 
. . 2 1,650 
. . .  . 24,607 

. . . . 22,837 
. . . 22,466 . . . . . , 22.781 

. 27,830 

1.31. India was cntirely dependent on import of zinc till 1967, except 
for b a l l  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 '~/s  Hindustan Zinc Ltd. is in public 
sector and produces zinc from Zawar f 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 Corninco 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 :- 

--- --- --- 
Corninco Binani H~nduWn Zlnc 

Zinc Ltd. L td. 
--.---- - 

(In tonncs) 
1968 . . 10.325 I3,402* 
1969 . 13,165 9,925 
1970 . 13.111 9,490 
1971 . 10.824 12,125 
I972 . . . . . 13,836 9 565 
1973 . 10,183 2.147** 
197675 (15 months) . 11.317 1 3.952.50 
1975-76 . 1 1.799 1 6.031 .75 

1n:'uJ:; 4,837 to19:s of clth3d3s produc:d in 3967-68 but convertcd during 
1355-69. c ju iv~lcn t  to 4.327 tonacs of zinc ingots. 

** Lowsr roiuction of zinc ingots due to break-down of melting furam and does 
nat i n c k l e  10,912 tonoes of cath~dus produced equivalent to 10,365 tonncs of 
zinc ingots. 



1.32. As the average prodbction 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 ha6 stated during evidence : 

"'Ik installed capacity is 20,000 tonncs. 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 thc 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 innbmerable 
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 tonncs) (Rs. in 

lakhs) 

1968-697 . . . . Quantity not men- 114.73 
1969-70 > . . . . . tioncd value limi- 283 .77  
1970-71 J . . . . tiny, factor. 279.67 
1971-72 . . . . . .  . 18.750 173.45 

. . . .  1 9 7 2 - 7 3 .  . .  . . 39,265 359.41 

1973-74 . . .  . . . . 37.351 591.08 

. . .  1075-76 . . . . Qua1 tity not men- 286.00 
tioned value hi- 
ting factor. 



1.34. Imports of zinc slabs since 1968-69 and their value are as 
follows :- 

Year Imports Value 
(In tomes) (Rs. croros) 

1968-69 . . 89.856 19.89 
1969-70 . . 36.554 8 . 2 5  
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 ststistics of the Foreign Trade of India -- Vol. I1 -Imports 
during 1971--72 quantity o f  zinc imported in all f ( m x  was 69.639 tonnes valued 
at Rs. 17.73crores. 

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

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

(i i)  Hinductan Zinc I.td. . . . 5.182 
( i i i )  Cominco Hinani Zinc Ltd. . . 167 ( 1 . w  opening >tack ---- due* lo shut ~ l o w ~ ~  of' 

Total . . , 28.410 thc smcltcr due 
tlcl:cy in receipt o f  
irnportcd con~xnt-  
rates). 

-+- - . - - - - - .-. . .- -- - . - . . - . . 

The above opcning stock, increased indigenous production (indtgcnous 
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 



tomes during the same year (upto February 1976) arc against 66,644 tonnes 
in 1974-75. The Committee desired to know wbetber 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 earlier. 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 sorncthing else, 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 been 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 Rcport 
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 elaborated 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 engineering 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 
elaborate 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 and- 
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 Defctice, Posts & Telegraphs Department. Railways and other 



industtics 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 
has 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 
codsumes, the witness has stated : 

"Very s m l l  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 d m  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 Committee 
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 note have informed the Committcc 
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 l a k b  and the other from Canada for 
also tbe same quantity and value, making a total of 22,000 



tonnes valued at Rs. 572 lakhs. The first recommendation 
was sent to CCUE on 7-12-1974' and the second on 
4-2-1975. 

Country's requiremint of zinc is being met partly from indigenom 
production and the balance through imports. Itl 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 

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 ternis of value only). The 
party could import 15,807 tonnes of zinc concentrate with this 
value. 

GeneraIIy it takes about a year from the date of recommendation to 
the actual arrival of raw material from the overseas countries 
and, therefore, the recommendation which was made ' in 
1975-76 is expected to fructzy only during the current year. 
In view of this it is expected that the f im would be able to 
increasc its prodhction further during current year vis-a-vis 
their production in the previous years. (The firm's production 
during aifient year is expected at 13,000' tonnes as against 
their production of 11,799 tonnes in 1975-76)." 



1.38, As to the steps taken to increase the production of Zinc in the 
country, the representative of the Department of Mines ha8 informed the 
Committee a6 fol1ows :- 

"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 intent 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 zind 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 finaliscd 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 tonnecs 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 dons truction . 

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 1 1 
March, 1977, "the Visakhapatnam zinc smelter has been commissioned. T h e  
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 commissionmg of the first phase of the plant, the 
totat zinc smelting capacity in the country has gone up from 38,000 tmncs 
to 95,000 tonncs, repaenting an indrease 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 bawd on 
imported concentrates, baving a total smelting capscity of 30,000 tonnes. 



Thc existing zinc smelter at Debari in Rajasthan was expanded earlier 
this year to increase its smelting capacity from 18,000 tonnes to 45,000 
tomes. 

Both by the commissioning of the Vizag smelter and the expansion of 
the Debar; 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 lcad smelter 
by the end of this year, the total lcad 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 
lkector 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 directly. Since Fcbruary 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 TechnicaI 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 
dismbution 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 Departmnt 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." 



The procedure adopted for distribution of indigenous zinc wao' that 
tbe likely production of zinc used to be estimated in advance at the beginn- 
ing of each half-yearly period, namely, April-September d 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 a1locating in fun the requirements of Government Departments, 
the balmce 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-dividcd between 
the two zinc producers based on the anticipated availability from each. 

The main objective of the informal distribution control on zmc 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 8 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 Jmuary, 1975. Minor adjustments to take care 
of the operational dificuIties 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 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 considered undesirable, as in that event 
rhose who are allocated cheaper indigenous zinc would make a windfall 
gain out of it. 



1.43. The following table shows the percentage allotment to DGTD, 
Small Scafe, Iron & Steel units etc. on the basis of estimated Zinc avail- 
ability (estimated production plus the opening stock) from 1969-70 to 
1972-73 :- 

Year Estimated Allocation Percentage 
metal made of (3) to 
availability to DGTD, (2) 

1&S units 
etc: 

(tonnes) (tonnes) 
1969-70 . . . 32.000 16,500 51.56 
1970-71 . . 21,300 16,173 75.93 
1 9 7 1 - 7 2 .  . . 22,734 18.400 81.00 
1972-73 . . 36,500 32,236 88.00 

*This also includes allocation to Stet l Plants. public sector vnits on the books of 
DGTD, etc. 

Enquired as to how the Government ensured that the private units 
actua1ly used the zinc that was supplied by thc MMTC and that it did not 
sell in thc 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 ba'sis 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 desircd to know as to how it was ensured that 
the deliveries of zinc to  the units sponsored by the DGTD were in fact 
cffected according to the stipulated schedules by the suppliers and that 
the zinc was not diverted to unauthoriscd users at higher prices. The 
Directorate General d Technicd Development, in a note furnished to the 
Committee, have stated :- 

"Zince had been under informal distribution control by the Uepan- 
ment of Mines since June, 1968 till January, 1975. After 
allotting 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 



Mincs. Since bulk of the requiremcnta of zinc was mCt by 
, . ' 'impdts, DGTD units were meeting most d their zinc require- 

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 +nc 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 to 
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 didribution, the re- 
presentative of the Department of Mines has stated :- 

"Monitoring of supplies is done through the DGTD and the othcr 
sponsoring authorities and the follow up of the utilization. etc. 
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 Govcrnment Depart- 
ments, got the highest priority and for 'detailed monitoring', has been in- 
dicated in a note reproduced at Appendix 1. 

Informal price conlrol and fixation of price based on actual cost data. 
1.47. It has been stated in the Audit Para that there was no t'ormal 

control on the price of indigenous zinc but the producers agreed in June 
1968 to sell the metal at a uniform price fixed by Govcrnment. The stlling 
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 31 March 1969, it continued upto 
31 January 1970. On 9th February, 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 incr-e in the selling 
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 Mincs the price of Rs. 2,850 pcr tonne 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 



Metals informed M/s. Cominco Binani Zinc Ltd. (producer in the private 
sector) 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. 
MI'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 197 1 the Bureau of Industrial Costs 
and Prices was requested to examine the cost data of the indigenous pro- 
ducers for price fixation. 

1.49. Qucstioned about the ba5is 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 
havc informed thc Committce :- 

"The zinc smelter at Alwaye in  the private sector cornmcnced 
commercial production in the middle of 1967 and the other 
smcltcr at Debari in the public sector wcnt into commercial 
production early i n  1968. With a view to avoiding speculative 
purchases as betwccn the two produccrs and having regard 
to the ruling pricc. the selling priccs of indigenous zinc were 
informally fixed. with thc agreement of two producers, in June 
1068 at Rs. 2.700 '- (cxclusivc of excise etc.). An increasc 
of Rs. 150/- pcr tonne was permitted to the two producers in 
Fcbruary. 1970 on account of increase in most of principal 
raw materials." 

In their Ictter No. 2R(8)/69-MIC' datcd 9 Fehruarj, 1970 to the two 
produccrs tllc Drpartment of Mines and Mctals, howcver. had inter aliu 
incorporated thc following condition whilc allowing :in increase of Rs. 1501- 
pcr ronnc w.r..f. 1 Fcbruary. 1970 :- 

"Thk is subject to the condition that a sum of Rs. 100/- pcr tonne 
out of the increased price should bc kept separately for deve- 
lopnlental purposes. The details of the procedurc for wtilisa- 
tion of the sum of Rs. loo/- 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 inforn~ally fixing the price of zinc 
at Rs. 2,700f- (cxclusive of excise duty) per tonne in June 1968 : 

(i) Avoidance of unhealthy competition and speculative purchases 
which would be inherent in a situation where different prices 
are charged by the producers. 



(ii) Fixation of price around the ruling mgtket price of the metal. 

Though this price d Rs. 2,700/- (exclusive of excise duty) was h e d  
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. 3,3501- 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. 6,0001- 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 
Pttle earlier, i t  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 increased 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 thc 
dctailed cost study was also envisaged. 

The witness has afiirmed 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 future proposals ~f 
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 faci!i- 
tate consideration in the cvent of such proposals." 

1.53. The Committee have been informed that Cominco Binani Zlnc 
Ltd. was informed by the Department that the Public Sector Undertaking 
bad 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. 



1.54. The Committee desired to know whether Cominco Binani had 
rcpresented to the Government about the price increase before 1971. The 
rcpresentativc 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 
thxe were representations from Cominco Binani asking for a price increase 
before February 197 1 the representative had deposed : - 

"There were representations both beforc and after February 1971 
about increasing the price of zinc metal." 

The Committee wanted to know the reasons for the Department taking 
thc 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. 2,8501- was fixed was 
coming to a close on 31-3-71 and wc had earlicr started mov- 
ing for getting an exercise done to determine the price based 
on the cost of prdmtion, and we asked Cominco Binani to 
furnish us the details about cost of production at that point 
of time." 

Ile has further added : 
"It was basically to avoid unhealthy competition in the sale ot 

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 d 
Steel and Mines has stated : 

"There was no such intention. We asked them to furnish the m- 
formation with regard to the cost of production to enable us 



to go into the details to see the basis on which we should fix 
the price for the corning period. That is all I would be able 
to say." 

He has added : 

"The idea was not to give any rctrospective beneht. When we 
asked them the actual cost of 1969-70, that was only because 
the past actuals and the future projections could become thc 
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 havc been rcprescnting earlicr than when wc asked them 

to furnish the cost data. The decision was taken in the De- 
p a r t m t  earlier itself thar any increase in thc selling pricc 
will have to be based on thc cost of production. Once that 
decision was taken, thc next course was to ask for thc details 
of thc cost of production from thc company. In accor&ncr 
with that. the data was called for from thc company." 

1.56. Enquired whether the cost data of M/s.  Cominco Binani or 
only the ccst data of thc Hindustan Zinc wa\ referrcd to the Burcau of 
Indmtrial Costs and Prices. the witness has stated :- 

"wc referred thc cost data of hoth the cornpanic\." 

1.57. I t  is seen from the Audit Paragraph that thc Burcau had rc- 
commended (January 1972) the price of Rs. 4,090 pcr tonne4 from 
Fehruary 1972 (exclusive of excisc duty ctc. )  . Customs duty on imported 
zinc concentrate was withdrawn on 17 July, 1968. and was rcimpowd 
from 20 May. 197 1.  The Burcau had rccommcndcd that rctrospcct k c  
cRxt  to the increased price could be considcrcd for thr producers to the 
extent thcy utilised duty paid concentrates for production of zinc. Govcm- 
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 
question of giving rctrospcctivc pricc to ... .. . . . . ( A )  d w s  not 
arise. " 

( i i )  The public sector undertaking had rcceived only a small quan- 
tity 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 pro- 
duced from chty free concentrates received earlier. 

(iii) 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 effectivc w.c.f. 1 February, 1972, the Committee 
desired to know whcther the two zinc manufacturing companies were 
informed by the Department of Mines that thc price of Ks. 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 furnished to the Committee have stated : 

"Thc cost data from Hindustan Zinc Ltd. was receivcd in February, 
1971 and from Cominco Binani Zinc Ltd. in March, 1971. 

1 1 1  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 
nwnths. In his reply dated 29-4-71, thc Chairman, Burcau 
01 Industrial Costs and Prices informed that questionnaire 
\%cwld bc scnt to the produccrs shortly and assuming receipt 
of' replies h! thc end of May. 197 1. the rcport would bc 
~cady  by about middlc. of Jul!,. 1971. The replies were sent 
hy the produccrs on!}, in July. 1971 (on 15-7-71 hy Hindu- 
stan Zinc Ltd. and on 23-7-71 by Cominco Binani Zinc Ltd.). 
On 8- 1 1-7 1 .  thc Rurcau of Icltfustrial Cosls and Prices was 
r~-minticd to cxpcditc the rcport. The 13urcau s~rbmittcd the 
ripott O I ~  21-1 -72. 

The Iiurclau. in thcir report. rcc~)nmcndcd a price of Rs. 1090/- 
per tonni. which was notiticd with cKcct from 1-2-72. In 
tllc intcrvcning pc'riocl from 1-4-71 to 3 1-1-72, the price of 
Kh. 2.850/-  per tonnc (cxclusivc of cxcisr.) continued as pcr 
thc <arlic.r prcccndcnt under similar circumstances for thc 
pcrio~l from 1-3-69 to 3 - 1 -  Thc two producers did 
supply zinc at the pricc ot' Rs. 3.XZO/- apins t  D G U D  con- 
tracts as pcr details below :- 

20.00 tonncs 
(July '71). 



(ill) DC DS, CLW, Chittaranjm . . . . , 0.904 tonnes 
.(July '71 ) 

Hindustun Zinc 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, howcver, continrid 
upto 31-1-70 when on representations made by the two producers, it was 
raised to Rs. 2,850/- per tonne (exclusive of excise) with effect from 
1-2-70 for the period from February, 1970 to March, 1971. In the in- 
tervening period i.e. 1-4-69 to 31-1-70 the price of Rs. 2,7001- per tonnc 
(exclusive of excise) continued and the two producers supplicd ziuc mctd 
to the allottces at this price. 

1.60. As Minerals and Metals Trading Corporation of India wcrc 
also selling the importcd zinc in the market, the Committce desire6 to 
know the basis on which the sale price of importcd zinc is fixec' by the 
Corporation from time to time. 

The MMTC have informed thc Committce as follows :- 
"MMTC has been importing zinc from 1967-68. Thc wlling pricc 

of zinc was being fixed by the Corporation on its own upto 
September, 1970. 

Prior to the year 1971-72, the Corporation was fixing !hc selling 
pricc of the non-ferrous mctah including ~ i n c  canaliscd through 
thc MMTC for distribution to the Actual L'scrs :I\ pcr the 
midelincs decided at an inter-ministerial mccting held on thc - 
17th August, 1970 under the Chairmanship of CCI&E. At 
this meeting a 3 tier pricing policy was formulated cffcc~ivc 
from October, 1970. In accordance with this dccision scpa- 
rate selling prices wcre being fixed for the categories of REP 
(Registered Exporters), AU(P) (Preferred sources of supplies) 
and AU (Other actual users). T h e  sclling priccs wcrc dctcr- 
mined on the basis of the actual landed cost, which intcr die, 
includes weighted average, c.i.f. import cost, customs duty, in- 
terest charges, port and other actual handling chargcs plus a 
scrvice margin for MMTC as allowcd from timc to time by 
the Ministry of Commerce. Under this fomluln REP catcgory 
of allottees were to get the benefit of thc lowest priccs follow- 
ed by AU(P) and AU category of allottccs. Such prices 



were fixed on a quarterly busis. 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., 17-9-1 97 1 presided 
vver by the Chief Controller of Imports and E x ~ o ~ ~ E  and con- 
sisting of Economic Adviser in the Ministry of Industrial Dew- 
lopment and Internal Trade, Development Commissioner 
(Small Scale Industries) Director General of Technical Devc- 
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. I)  for the 
year 1971-72. Thc basis of fixation of selling prices stated 
above however remain same." 

According to the Audit Paragraph the prices fixed by the Departmcnt 
of Mines and Metals for indigenous zinc and the priccs of imported zinc 
ilxcd by the Minerals and Metals Trading Corporation during April 1971 
;o March 1973 for various categories of users werc as follows :- 

Prices vi' Price of imported zinc fixcd by 
i n  Jig-nci)~~; Minerals & Metals Trad- 
.Zinc (in- ing Corporation for 
eluding 
r i c iw  .Actual Actual Registered 
I ascrs userr( P! exportcrs 

(Rupees per tonne) 
. \ , ; . ! I  l ) : I  t i )  ! I - . :  1071 3350(:i) 3150fc) .7100(~) . . 
July 1971 1,7 S:;>tcnbs 1971 . 3350(:.; 4200 . . 4130 
O: t~ j : r  1171 to I).::. 1 911 . . 3 1 5 0 ( ~ )  484O(d) 4650(d) 4630(d) 
J u u . t r y  1972 . . 3725(b) 5253 5000 4970 
Fcj. 1971 to Mix? 1972 . . . 43hj(b) 5260 5000 4970 
.April 1972 to JVln.: 1971 . . . . 4905(b) 5330 5000 4970 
J d y  1772 to S:p. 1972 . . . . 1365(b) 5360 5000 4970 
Ost~b:r 1372 t~ Dx. 1971. . . . 1955(b) 5510 5290 5245 
J n l  try 1973 to Fzb. 1373 . . . 4965(b) 5675 5480 5430 
M.irc!11973 . , . . . 4965(b) 6215 0035 5980 

(a) Includcs oscisc duty of k';. 500 pcr tcnncs. 
(b) 1nclu.l:~ c.?cci:;:: 2 3 ~ 1 ~  ill Rs. 575 prr  ~onw:. 
(c) The prkts et'fcctive from 29 M q  1971 were Rs. 4120 and Rs. 4055 respectively. 
(J) 'lThepric~scff?ctivcfroa I? Dccembcr 1971 rvcre Rs. 4910, Rs. 482C and Rs. 4700 

rcspcctively. 

I t  will bc wen from the abow tablc t ! ~ t  the prices of indigenous zinc 
wcre lower than thc prices fiscd by the 3PiixraIs and hlctals Trading Cor- 
portion, cxccpt during the quarter April 1971 to Juric 1971. It is stated that 



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 Director 
General, Technical Development Department of Steel, etc. 

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

1.63. As the prices fixed by MMTC arc based on thc cost of imporl 
and customs duty, handling charges cost of production of Zinc from zinc 
conccntrates in forcip countries, higher labour cost elc. thc Conmittec 
cnquircd as to why this firm had becn allowcd to charge thc pricc fixcd by 
MMTC. Thc witness has statcd :- 

"Since Binani's operations arc h a s ~ /  011 imported zinc conccntratcs, 
thcrc is an indircct i inkqC b c t ~ w n  thc hllM1-C l ~ r i c ~ . ~  and 
Binani's cost of production. for thc conccntratc transacli~lis i n  
the world arc bascd on the international priccs of zinc mctai 
after taking into consideration trcatmcnt charges and so on. 
Similarly. MMTC price5 arc also h a d  on thc intcrnationui 
mctal prices. So. to that cxtcnt thcrc is an inhuilt linkagc 
betwecn the MMTC pricc and Binani's cost of pr~duction. In 
addition to this, to avoid an!, unintcndcd hcrlcfi! of a major 
extent to Binani, the conccntratcs which arc brought in attract 
customs duty of 45 pcr ccnt. which is thc same as for z : ~  
n~ctal. Furthcr the cxcisc dut)' which is Icvicd on the nlctal 
produccd from the concentrate on which customs duty ha3 
already becn paid." 

'I'hc Committee thereupon drew the attention ot' thc rcprcscntatr\c ot 
thc Department of Mincs to the following statcmcnt rnadc in thc Director's 
Annual Report of M/s. Cominco B h n i  Zinc Ltd. for thc year 1974-75 :- 

"The satisfnctory picture of profitability for thc year undcr rcport 
has bccn mainly duc to thc following reasons :- 

* 1 * * 

(ii) using up  of invcntorics of zinc conccntrates purchased carlicr 
at priccs 1owz.r than thc currcnt n~arkct pricc." 



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 intcmational market, on which basis tlicsc con- 
centrate prices are based, sometimes thcre is a higher or  a 
lower price, but generally they should balancc out with the 
passage of time. Moreover, this Report which you have quoted 
was for the first year when dividcnd was declared by this com- 
pany." 

1.64. When the ~ornmit tcc asked whether the linking of pricc of 
indigen,ous zinc with the pricc of importcd zinc had not given windfall 
gains to private units, the witness has deposed :- 

"There was a period whcn the gains were substantial. That  was 
for one ycar. I have with mc the latest financial position for 
1975-76. If I may be permitted to bring to your 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. 

Hc 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 Covcrn- 
ment Department's requirement.. in full, the balance was allo- 
cated for priority sectors of the industry." 

1.65. A note, furnished by the Department of Mines, indicating thc cir- 
nous cumstanccs in which it had bccn dccidcd, in April, 1973, to allow indi,~ 

producers to sell zinc at prices not exceeding the prices fixed by the Minerals 
and Metals Trading Corporation, is reproduced at Appendix 11. It inter 
nlia states :- 

"From May 1972 onwards Cominco Binani Zinc Ltd., reprcscntcd 
that though the Bureau's recommendation is supposed to allow 
a return on the capital employed, they would operate at a 
hcavy net loss, for the following reasons :- 

( i )  Ass;rwption of al*erage higher prociitctioi~ of Zinc.-According 
to the company, increasc in production beyond 15,000 tonncs 
per annum would require heavy capital investment and pro- 
longed shutdown which they could not afford at the then 
unsatisfactory financial position ; 



(ii) Difference in credit assunzed for sale of  by-products.dThc 
Bureau had apparently taken higher credits for rcalisatioh 
from sale of by-product sulphuric acid and cadmium ; 

(iii) Conrputation 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 elemen! to be allowed for amot- 
tization of carried forward losses and for unabsorbed dcpre- 
ciation. 

1.66. Enq'uired as to how it was ensured that the entirely indigenous 
producer of zinc such as Hindustan Zinc Ltd. did not suffer in comparison 
to the n,on-indigenous producer such as Corninco 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 thc Hin- 
dustan Zinc Ltd. (undertaking in the public sector) was much 
lower than that of Cominco Binani Zinc Ltd. They had, thcrc- 
fore, recommended that a sum equivalent to Rs. 600 per konric 
of zinc metal should be mopped up through excise lcvy 011 

the concentrates of Hindustan Zinc Ltd. This was not acccptcd 
by Government and the Hindustan Zinc Ltd, was allowd to 
sell zinc at Rs. 4090 per tonnc (exclusive of excise). The 
company was, however, directcd to conserve the additional 
funds generated for expansion schcmcs. 

Un,like thc smelter of Cominco Binani Zinc Ltd. which is based un 
imported concentrates, the smelter of Hindustan Zinc Ltd. at 
Debari is based on indigenous ore and has an edge over 
the smelter of Cominco Binani Ltd. Thc Govcrnmcnt havc 
throughout ensured that Hindustan Zinc Ltd. is placcd in a 
more advantageous financial position than Cominco Binilni Zinc 
Ltd." 

Enquired as to what check is exercised in the matter of control of thc 
price of zinc, the representative of the DGTD has stated :- 

"The price is fixed by the Mines and Metals Department from tim:: 
to time," 



The representative of the Department of Mines has added in this con- 
nection :- 

"As far as price hation from 1-4-1973 onwards is concerned, the 
indigenous producers have been allowed to'sell zinc at MMTC 
ruling prices." 

"Non,e of the indigenous producers have been 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 
received any complaint whatsoever from any quarter that they 
have violated the instructions of the Department by chargmg , 
more than the MMTC's prices." 

1.67. The Committee dcsired to know the policy regarding fixation of the 
price of the Hiqdustan 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 %to 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 concenfrates. The witness has stated :- 

"I don't think this was a specific consideration while fixing the prices 
for Binani Company." 

Hc has added :- 

"The BlCP 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 interesting point which has been raised. I 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 earlier, the cost of production of the indigenous 
zinc being lower than the cost of production from Cominco 
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Biaani who were buying imported con,centrates, when wc had 
a parity formula between the two producers, it was to the 
advantage of the indigenous producer of the public sector, that 
is Ifindustan Zinc. Invariably, they had observed that parity 
in prices was to the advantage of the Hindustan Zinc." 

Performarlce of  MJs. Cominco Binani Zinc Ltd. against Order placed on it 
bv the f f i S ~ r D  on the bwis of half-yearly allotments. 

1.68. Against the allotment for the half year October 1970 to March 
1971 orders were placed on MIS. 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 J u n ~  
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 cndcd 
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 
tonncs. Actual production during the same period was, how- 
ever, 5,43 l tonnes." 

Enquired as to how this quantity had been allocated betwcen different 
usus and whether the firm had honeurcd its commitments to the othcr 
allottes during this period, the Department of Mines have stated : 

"After @king 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 estimatcd at 
5,900 tonnes. Against this estimated net availability of 5,900 
tomes actual allocations %re madc for 5,759 tonnes." 

"As stated above, there had been a shortfall of 1,569 tonnes in 
actual production during Octobcr 1970-March 197 1 from the 
estimated level. The metal available for supplies, thus, got 
reduced to that extent." 



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 previms period) are indicated in ttre table below :- 

Sector A l l o ~ t i o n  Backlog Supplies 
made for from pre- made 
Oct. 1970 vious including 
-March, period against 
1971 backlog 

1 2 3 4 

(in t onnes) 
ti) Govl. Dep.~rtmcnts (Dcfcnce, PPIT and R:iilways) . 1.303 1.032* 
tii) Kolar Gold Mines and Hutti . 16 1.856 16 

iiii) DGTD u4ts . . . 3,090 3,511 
(;v) Std Plants . . W 890 
,(v) Iron Rr Stccl Units . 450 222 

Total . , 7.615 5,671 

NOTL :-*Includes 41 h tonncs against Oct. 1970- March 1971. Brc~k-up of 1,8.'6 
tonnes sector-wise i s  no1 available and also cculd r.ol be fur ni~hed by the film now. 

1.71. It is stated by the Department that "in the absence of the break-up 
of thc back-log figures of 1,856 tonncs carricd 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 pmrata (except in tk 
case of Kolar and Hutti Gold Mines who lifted the metal during the period 
itself) thc position of supplies required to be made, and actually made would 
work out to as follows : 

Sector Allocation Pro-rata Total Supplies 
for Ocr. backlog supplicq actually 
1970 ( Assumed) made 
March -- 
1971 

I '1 - 3 4 5 

(In tonnes) 
(i) Government L>:purtmcntc . . 1.303 421 1.724 1.032 
(ii) Kolar & Hutti . 16 . . 16 I6 

( i i i )DGfDuni t s  . . . 3.090 999 4,089 3.51 1 
4 i v )  Steel Pl.tnts . . . . . 900 291 1.191 890 
(v) Iron & Steel Units . 4-50 145 5 95 2'2 ---- 

Total . 5,769 1,856 7.615 5,67 1 
-- .- - - --.-. 



On the above basis, it is deduced that by and large there was shortfall 
in supplies to the various sectom." 

1.72. As the firm did not supply the balance quantity of 900 tonnes of 
zinc to the consignees out of the allocations 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 othet person6 afterwards. The 
aepresentative of the Department of Mines has stated during evidence :- 

"Indirectly the indications were that this 900 tonnes would have been 
in thc 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 Committee information rcgarding the opcn- 
ing stocks, production, deliveries effected against 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 bclow :- 

Period 
- - - - - - - -- - - - --- -- - 

Opening Produc- Soles Others Closing 
stock tion ag~imt  including stock 

allocation losses 

Oct. 70!Mar. 71 . 
Apr. 71 /Sep. 71 . 
Oc1.7IIMnr.72 . 
Apr. 72/Sepi. 72 . 
Ocl. 72/Mar. 73 . 
Apr. 736:pt. 73 . 
Oct.  73iMar. 74 . 
A?r. 74R,:pt. 74 . 
Oct. 7J1M3r. 75 . 
A?r. ?5/Stpt. 75 . 

*Tilt distribution control was withdrawn in Februiuy. 1975. 

1.75. As the delivcry period was extended twicc thc Committee en- 
quircd whethcr it was a fact that these extensions wcrc granted to the firm 
at their request. To this, tbe Secretary, Department of Supply has stated : 

'Two extcnsions were given in respect of the rrendcr which was accep- 
ted on 24-12-70 for 1,000 m.t. First initial extension was tit1 



June 1971. Thereafter this was given till August, 1971. The 
factory had asked for extension on the ground that there was a 
strike in the factory, and so they were aot 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 
granted 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 whcther thc firm asked for extention on 
account of strike. The witncss has replied :-.. 

"On 23-3-1971 they asked for cxtcnsion 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 
cxtendcd upto 30 June, 1971 without any liquidated damages. The Director 
has stated during evidence' :- 

"T'hc 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 extension was given, the witness has 
clcposcd : 

"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 ordcr to resume normal production levels they wan- 
ted to havc some time till 3 1-6-1 97 1 ." 

1.79. When thc Committee enquired whether it was not possible at that 
point of time to ask for liquidated damages, the Director General of Supplies 
and Disposals has staled : 

" . . . liquidated damages arise only for latc delivcry. Hcrc, no 
delivcry has materialised." 

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

"The liquidated damages clause is generally incorporated while issuing 
thc lctter of extension of ihe delivery period, and such a provision 
is q u k  necessary. It would not legally be possible to claim 

- -- - -  - .- - --- - 
Not kr.tteJ tn Audit. 



liquidated damages if in the original contract provision has not 
been made to that effect." 

He has added : 

"In the letter of extension normally this provision will have to bc 
repeated because of Section 55 of the Contract Act which sags 
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 lctter of extcnsion, and in respcct of an) 
late supplies, the absence of such a clause would come in thc 
way so far as the claim for liquidated damages is concerned." 

1.80. Enquired as to whethcr the lctter of cxtension is prcdominrlntly 
dccisivc, the witness has replied : 

"The letter pf extension will be the dccisive factor." 

To another question whethcr the clause was not put in thc lettcr of ex- 
lension because of lack of consultation with the Ministry of Law, thc Dirco- 
tor General of Supplies and Disposals has stated : 

"It IS purely procedural point. An extcnsion of thrcc month. wils 
deliberately given in this case withcht liquidatcd rlama;~ "L\ to 
cover thc strike period. The lettcr contained no dcnial of othcr 
claims ." 

1.81. When the Committcc asked why this clause for lcvy of liquidstcd 
damages was not incorporated and insisted upon while nllowin_g thcuc two 
cxtensions, the Department of Supply, in a note, subsequently furnished to 
the Comrnittcc have stated* : 

"A clause for levy of liquidated damages is gcncrally includccl while 
granting extension to the original delivery period spccificd in the 
cmtract. Extension 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 thc re-cons- 
tituted file it is not possible to specify the reasons for not incor- 
porating the clause for levy of liquidated damages, whilc grant- 
ing extensions upto 30-6-7 1 and 3 1-8-71. Howcver, thc'rc: war 
a strike in the factory from 13-3-71 to 7-6-7 1 ." 

1.82. The Committee desired to know whether thc firm aftcr giving thc 
two extensions came forward with a proposal to DGUD that they could 

- 

*Yet vetted in Audit. 



not supply the balance 900 tonnes at Rs. 2850/-. The Secretary, Depart- 
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 
coulil not supply zinc at the rate of Rs. 2,850 per tonne and requested him 
to treat this pricc as provisional for supplies made from April 1971, subject 
to finalisation of pricc by the Department of Mines. After the revised price 
of Rs. 1,090 prr tonnc (excluding cxcisc duty) effective from I February. 
1972 was announced, the firm intimated the revised pricc to the Director 
Gcncral. Supplks and  disposal^. on 5 March. 1972 rcqucsting him to 
i~rncnil thc contract for payment crf enhanced pricc for thc outstmding 900 
tonno. On 1 September 1973. Cominco Binmi Zinc Ltcl. informcd thc 
l)ir~*cror, Ciencral, Supplics and Disposal\, that it wn.; trcatin? the ordcr for 
thc h;~:mcc Y O 0  tonnes a\ having lapsed. 

1 .P?. The Committee desired to know the steps taken by thc DGSRtD 
to fcllow up thc A/T placcd on the company iqi Dccembcr, 1970 between 
lhc p~aricxl from Junc 1971 to February 1972. The Department of Supply 
ha\(, <r:~tcd:F : 

"l'hc reconstituted file availabl: could not indicate the specific steps. 
i f  any, taken b) the DC;S&D to follow-up thc A/T dated 
14-12-70 bc[wccn ttic pcriod from Jbnr 1971 to Fcb. 1972. 
Howcvcr, action in ~cricrnl policy file and similar cases would 
indicate that this default in supply had been brought to the 
noticc of the Ministr of Mines periodically at allocatin,l mcet- 
i n p  and through such opportuniticc to thc firm." 

1 . X 5 .  111 thc mccting of zinc Allocation Committee (Octobcr 1971- 
March 1079) held on 21 Octobcr 197 1 ,  the representative of the DGS(LD 
li;~d p o i n t ~ d ' ~  out rhc unsatisfactory performance of M/s. Cominco Binani 
w h o  had u buck log of 1352 M/Ts against DGSkD orders placed with them 
in  Octohcr 1970 i.o March 1971. Thc Dtpartment of Mincs and Metals and 
I),Ci.'l'.D, had also pointed out that the firm had not cleared their other 
~wnlmitrn~nts of morc than 6.000 M/Ts. The hold-up of production was 
iittrihutcd hy 'thc firm to prolonged strike ia their factory. The firm's 
~-~pr~.scntr?tivc. had, howcvcr, aprccd t o  clear thc back lop as early as possible 
U S  thi  slrikr was over by then. 
- 

*\lot \.:It :d i n  Ai~dit.  



1.86. To  a question as to why no steps were taken by the Mi3 & 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 correspondencc 
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 Corninco Binani Zinc Ltd. appears to 
have been entered into with regard to price fixation, presumably as thc 
grice fixation was the sole responsibility of the Department of Mines.' 

1.88. As the firm had asked on 15 March, 1972 for cnhanced pric~. 
of Rs. 4090 per tonne lor the outstanding 900 tonucs thc order for which 
was ultimately treated as having lapsed by it, the Committee desired to 
know the role playcd by the Directon on the Board 9f Cominco Binani 
Zinc Ltd., from time to time, in reb~lating the compaLj.\i'l; :~ctivities and 
disciplining an apparen!ly tn~ant organisation which had n0: honoured its 
sommitments. The Departmcnt of Mines in a notc Piimi\hcd to thc 
Committee have irrter alia stated : 

"The Department of Mines nominated its rcprcscnkitive on tlic 
Board of Cominco Rinani Zinc Ltd, during A u p \ t  1966 lo 
April 1967 when thc zinc smcltcr of C'cnlinco i3inani L~c.  
Ltd. was undcr construction. 

Thereafter Govcrnnlent norniiiated its repr~scata!ivc on thc i3o~i.J 
of thc Company in Junc 1970 with a view to cnsuring that 
the funds generated by the company are uliliscd for cxpansiori 
and not frittered away by payment of highcr dividend LW. 
Thus the main objcct of the nomination of tbc rcpresentativr 
of thc 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 Junc 1970 to cnsure that 
the additional resources likely to bc gcncratcd (following the 
revision of zinc price from 27001- to Ks. 2850/-  pcr tonnc 
allowed in Fcbruary, 1970) wcrc not fritlcrcd away by way 
of highcr dividends and/or investment in tllc shares/debcn- 
tures of associate companies, but ploughed back for expansion. 

Kot cttcd in Audit, 



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 Cornmittec 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 closurc of the zinc smeltcr of Cominco Binani 
Zinc Ltd. due to strike and enquiring whether extension of the delivery 
period of thc A/Ts 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 uf 
time the extent to which the proposal to increase the price would be 
accepted by the Government. In ~ g a r d  to the extension of the deli- 
very period, the DGS & D were informed that it was a mattcr for them 
to decide in tcrms of the contract with thc party. 

1.90. As the supplics to Dcfence, Railways. P & 'I' etc. were routed 
through the DGS & D, thcrc had generally been delays 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 1 and direct purchase 
(suggested in April 1973) by the consuming Departments. This was 
later accepted by the DGS & Dwinistry of Supply in January, 1975. 

1 91. It is seen From tllc Audit Paragraph :hat the case was referred 
to the Ministry of Law in July, 1974 whereas the firm had informed the 
DGS B D on 1 September, 1973 that it was treating the order for the 
balance quantity of 900 tonnes of Zinc as having lapsed. The Committee 
rcquircd as to why the DGS & D had taken about ten months in referring 
t11c case to thc Ministry of Law. The Secretary, thc Department of Sup- 
ply has stated during evidence : 

"The facts were that we had a letter from the firm on 1-9-1973 and 
thcrcaflcr because the file could not be traced, they tried to 
secure the copies thereof from the other possible sourccs 
from which collateral documentation could be had. Thcre- 
nftcr thc question arose whether we could consider the whole 
thing con~pictely without referring to thz indentors. Some 
how they made a reference to the two indentors-one was 
the Jabbalpore factory of the P & T and thz other was the 
Railways." 



1.92. Subsequently the Department of Supply, in a note furnished t o  
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. In this letter, the firm had stated that sincc 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 248.1189 M/Ts 
(from 1149 MI%) 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 13-1 2-1973. 

The main file of the DGS & D for the contract in q'uestion was. 
not traceable inspite of best efforts. Thc contract was issucd 
to meet requirements of two indcntors : 

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

( i i )  Controller of Stores, South-Eastern Railway Calcutta-1 49 M/Ts. 

Reference was made to both these indentor5 on 11-2-1974 to inti- 
mate thc exact quantities, rcccivccl by them and to also inti- 
mate whether the balance quantity, i f  any. could be treated 
as cancelled. A remindcr was issucd to both tilt. indcntors 
on 13-3-1973. Thc anagcr. Tclccom. Factory intimated 
DGS6tD on 1-3-1974 that hc had rcccived a quantity of 
99.877 M/Ts leaving a balancc of 900.123 M/-Js. Hc fur- 
ther desired that thc firn~ might be ;~skcd ro cxpctlirc suppi\ 
o f  thc balancc quantity which W;II still rcquirCd. HC fur l  hcr 
desircd that thc firm might bc asked to cxp,xlitc suppl! 01' the 
balancc quantity which was still required. Hc t v a i  informed 
by the DGS & D on 2-3-1974 that it woilld no1 hc possiblc to 
arrangc supply o f  the balancc quantity at the contract rate, 
sincc thc firm had rciuscd to supply thc' outstandin_c quantity 
in 1971, primarily duc to non-fixation nt' tllc pricc of indigc- 
nous Zinc by thc Department of Mines for thc pcriott 1-4-1 97 1 
to 31-1-1 972. Morovcr. the pricc of Zinc hilt1 gonc up con- 
siderably sincc the issuc of the contract in  I)ecc.mhcr.l07O and 
a valid risk-purchasc at that stage was not po4blc. The 
indentor wa% also rcqucstcd to riisc a fresh indcnt for his 
requirement. The indcntor in his reply datcd 26-4-1974 did 
not agrce to cancellation of the balancc quantity as Zinc was 
one of the important raw-materials required by him. He also 



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 somc relevant correspondence in compliance to the re- 
quest of the DGS & D on 3-6-1974. This was followcd 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 made to the Ministry of Law on 24-7-1974 if the 
balance quantity of 900.123 M/Ts codd bc cancelled at 
firm's risk and cost." 

1.93. The Committee pointed out that after the reccipt of the firm'$ 
reminder in Deccmber, 1973, DGS & D had takcn about 3 months' time 
in making a reference to the i~dentors 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 tractable. They were therefore collecting the information 
from wherevcr they could lay their hands on, from the Liaison 
Officer of thc P & T Department and also from other similar 
files whcre similar action had been taken." 

Hc has further added : 

"In this particular matter, so far, I am able to sec the documenta- 
tion on file and, in a matter like this, I can only rcly 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, 
actiorr was taken on two factors-(a) to secure such copies 
as could be had from the correspondence, and (h) 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 LSSl77- 4 



jrj j ~ f j  r l  l ct I; / ( I  J 1 i 1 

' W ~ , ~ ~ ~ e l ~ ~  dskgcf! tip I ~ ~ t a  to fix tlm responsibility 
As a result of that, it has now been ascertained that the re$- 
ponsibility has been fixed on a few dcers .  ;[n edition, rtw & &findihg thk fiibatj&dian.w ' , J i l  

? J 
I '  

, To alNpsGda as to what action the ~overnrnfht' to take 
rminss those oflticexs on whom the ~ p d d i b i w  'has be& fix&, the Secre- 
tary, &partmont of Supply has sated : 1 

t ) 

''We hpve fiid t]lre , rqpmsib&ty ,m 1 two qg three acers  of the 
D + t o ~ a t e  and their exj&q@W, has bcm  called for. As I 
nhc~tioged, in qddjtiqnrb t b i ~  tho imvestigatim ia on. In the 

' li& of the repults that obtained in the investiwon we shall 
not hesitate to take approprlate,@on against thQ; ofticerr, con- 
cerned." 

' has added : 
I i 

'We are very m u q  wncerned about loss of these papers. W,e haye 
the syitem for IocKing up pre-A T. files We are thinking of 
sunilar lrnprovement in the movement svstem of thc entlre 
duectorate I am sure we wdl be able to find effective method 
far 1mting iab indd  fib which move in the directorate In 
this transaction this ilk was linked up with the mnm file con- 
oenimg fixatbn of prke In that wried 'I'he policy file 
1s there " 

Intervening at thls pomt the Scentary, Department of Supp17 has 
stated :- 

'There were two aspects of the aw+cmc op~atiQaal aod the other 
admiwtra$ve aspect 'I'he D G W  wanted to lose no tlme 
on the operatmnal qxcL Action was *en t~ consult law 
and take fu~$I~er,@on and to dmm e w a l  damages fw fwk m4 qSb&r aspect ~ n s ~  WP ~ d t a n t ~ ) u s l y  

,, , . I & d  pw9,p @.c& #w,FW@'@?&@:: ta 

I.%. Tb& DuprWkitit df 88 I J  'hkve, Wever ,  k!:lari@d* that the 
br of fde h.l came ca Uleir 6 n  23 Sebmtfty. 1974 and that the 
fik could not be aacad. D i e t f p m  prdd9didg against ?in Assistant 
Pucctor and q U.D.C. who ub.qdkd ihc f* acqqdpg t ~ ,  
t 1 r , J  1 .  - 



O n h i # ~ r e l  h& etamint& 
w p a r l [ ~ ; s ,  ' .*W!I@~ (i 
Ihave',bceh 'ld,'&n&-%it& vi@ahce and 
~ tBd , , t d j  be \ihd&t, eKtlftiinatidn. ' 
Wl Wparthnent aP -1y that 
8mc#1k 'in at' , w '  m0 &',:' $ '&dlt o Y ' " ~ i ~ ~ i ~ f i &  proceedings 
ihrSbiatdd id'!W ; ease,' ! P C B ~ ~ $ B W ~ ~  i $ f M h g s  [!'*i?+e':'.~ssii'&J 'ib '''these officers - .  M.30 ~ ~ & ~ ~ , 9 p 9 6 :  . , ; . t f i  J , , . $ ' ? ! / < ,  ., . 1 r ! .  . , .  ' ,  , I  f t . ' f , ,  :;,; ~ ~ ! : ' l ) ! ~ f ; ~ ,  

I ,  , ..;. , , : I , *  ; , , - T I ,  , ; : I ,  ,- , I . [ !  ) ~ ! i  l!i 1 1  1;  

I , J.88. h is seen from the Audit Paragfaph ihat hms.pectifof *he order 
@aced on1 Cominco Binaai Zinc Ltd. by theFD;GG &rD $@ihsl Ithe allotment 
for the half year October '1970 tolMarch 71971, I the Laat? Ministry hbd 

ps: 4,090, per tonne in respect of the 
*my p 1 Septembir, 1973, the Fdmpany had approach@ the wlS&D to 
declare the Price of Rs. 2850 final for thet supdy ;6$ smaZ1 quantity of, 
3k2b tomes. k the light of t h i ~  correspondence and the woduGt of 
C~minco , Rinani Zinc Ltd. during this period, the C-ittqe , de,sitep 
tb' k n b  whether this did not amount to pither a coqtiqqabi~n~ pf,,+e 
cxist$g contract or revival of the contract. The Mipi5try of taw.,havy 
informed*. the Committee in this regard as foqgws :- 

'me question of cdntinuation d the contract would arise o& 
' if, after the &mrrence of the breach of the' contract tither 

party to the cantrcdct has done something by corresp6ndexice or 
o t ~ ~ e  in reldfios to that pclq of -the cont!ract remainin$ 

Q~npk;tormed. Iherbtq r n i n i c d g  dn intention fo am * - by the 
mt t ac t  d+e the breath. 

I 

' h flK p x c m  EDSO, the breach of muart took pb&- un 306-7.11. 
In the l p c r  dated f 5-3-1972, the firm sdught ;tn w o d p e n t  

' of the COntmN in r e s p t  of the outstmding qu@tity':a$ @ 
& h a n d  price of 'ks. 4t)90/'- a?;, agalnit the contra p.* 
of Rs. 2850,'-. The lettcr is in the nature of fresh o er on 

r i  the part of the 6th &supply fbe outstttnding quantity at a 
* 

tqot y k d  IIA AudrJ. I _ _ .  ' t, 



price dBerent from that originally agreed upan, which the 
Department was free to accept or not. This does not obviously 
contah 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 price ob Rs. 2,850 final in respect d 
the quantity aIready supplied. It is apparcnt 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 lcttcrs written by thc firm on 
15-3-72 and 1-9-73 do not rcsult in continuing the cxisting 

contract or reviving it in any way." 
1.99. The Department of Mines howcvcr. informed the Ulrector 

General, Supplies and Disposals, on 11 February, 1975 that the selling 
price of Rs. 2,850 pcr tonne of indigenous zinc mctal fixcd for the pcriod 
February 1970 to March 1971 continued upto 3 1 January. 1972. In view 
of this, the Ministry of Law observed on 5 August, 1975 "If thc Department 

is rn a position to establish by way of documentary evidcncc that actual 
sale transactions had taken place at the rclevan! timc at thc rate of Rs. 5.700 

per Metric tonne then they may be in a position to support or substmtiate 
their claim for general damages on the basis of the aforesaid rate. On thc 
other hand, if the firm is in a position to l e d  the cvidence to $how to the 
countrary that the aforesaid rate is not truly rcflcctivc of thc niarkct rrttc 
for the reason that the actud sales have been concluded at thc rclcvant 
time at the rate of Rs. 2,850 per metric ton a$ fixed by the Ministry of 

Mines, then the claim of the Government may not be cntertainable or 
sustainablc." Audit Para mentions that the amount of the general damages 
recoerable 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, Shipplies 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 assessad at Rs. 5,700 per tonne as on 30 June, 1971. 
The Department of Supply have stated :- 

"To assess the &et rate, ffiS&D had to place reliance on the 
Eastern Met& Review, a commercial Journal which pubiish- 
cd among other thipgs the market prices of non-ferrous metals. 



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 dale of breach, the rate established in such purchases 
can be taken as the market price. The date of bneach 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 Calcurta as Rs. 5,700 per tonne. As such, 
this ratc was taken as the market rate prevailing roundabout 
thc date d breach. Ministry of Law also held the view that 
there might be no impediment to the Department cla!iming the 
General Damages at that rate but it may have to be left to tho 
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 evidcnce :- 

"No doubt m the caw of this thirty tonnes supply they had agreed 
to abide by thc price of Rs. 2,850. When that was finalised 
at that ratc, by that time. it had become clear that the intal- 
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 rcgard to the gencral damage claim is concerned, 
it is no doubt true that the gcneral damages will have to be 
fixed with reference to the prevailing market rates. We had to 
rely on thc cvidcncc, the Law Ministry had also adviscd on 
that, that we could rely on the basis of the Eastern Metal 
Bulletins. From the information we have gathered from the 
D G a D .  during the relevant period-from April 1971 to 
Scptcmbcr 197 1 -there were supplies by the Cominco 
Binani to others which were far higher than Rs. 2,850. 
Thc pricc was rsnging from Rs. 2,750 to Rs. 5,215. So, 
these two will havc to be the main basis of evidence on which 
one has to rcly and have to avail of that to make our claim for 
the gcneral damages. What will be the actual position, well, 
that will be entirely for the arbitrator to take the view." 

The Director Gcncral of Supplies & Disposals has, however, added in 
this connection :- 

"The point here is that the supplies materialised m 1971 itself when 
the question was still under debate on the price issue. The  



, ! f l ' l , l  ; - I 
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, ,i 1 d3.  $he ~ d m $ & ~ c  a@) dgsircd jb knoY ,w,hc~;,  &.As brou@ to 
the n@icr 'of t.& v in i s fe  ef Saw, while seeking their opinion on this case, 

on ?eptcqbq,, !973; Cani* Bioani ,Zing had r c c e ~ w  the rate of 
8,j- haso per #?ripe, f o ~ ~  3O,2Q, trmnfs, ywdicd ,@ Jwly ,9f iql l~tober 1971 
q@'ins\ (he s i b ,  &G@ $1 Fqb,vry,) 9 7 1 , h ~ .  h ~ ; + & ~ @ , ~  10" the same 
date, to.yW+,tqq,pv ,pri,;c.foy Rb p~tsJ&d& $yjqqljpy,# 900 tonncs. 
Thc Department of Supply in a note furnished to thc Committee have 
wtahxl* I: .I. I I ,  i , 1 1 , , ~ ( ~  

- 11 ) ~ l > . ~ I l l O ~  < ! ! I *  "While sceking the Law Ministry's opinion in regard to contract. 
, , , , 'their attbntibn~wa81nat~~Mlp,drawnrtmi h s q  tvM contracts 
f !  

i ~ o t  ~ t t d  in + ck '1  



1.104. Enquired as to hqp $ was ensyrq tbat thif u n ~ p s i a d  quantity 
6f19bo tqmes of T i c  had nc$Jw sqld m Ule,ppen wa#qt.a higher prices, 
p'a#ieu&ly in ,.vrta( of t$e fachJhat CoMwq Binaqj @q W. was stated to 
Have s&dd4nc to P&'ik at pnwq pq& froq 8 s .  3,7$0 u, RS. 5,215 p r  
tonne, the Department of Slipply have stated ,, , I , 1 

"There had been shgrtlall 4f $5f$&xms ua w&&tproduation dur- 
mng October 1970-Mach 1971 fxom -bhp mitimatad level. The 
metal available for supplies, thus got reduced #w@q extent. The 
Cominco Binani Zrnc Ltd. did not supply zinc outsidc alloca- 
tion d M g  tbe;,relevaat period. Supply. rrf Plhnrr 6y i3d1dinco 
Hinani Zinc Ltd. at tngher pd~ss was d w  1Qtn1-72i 4tdw 
from &q+w IWfrtw January 1972). The d e 9 ,  h e v & f !  
lwme ~~ to 4bttefts on tbe books of the DOTD,llr@n a'& . Steel Co~uoUer eto, N@ s r t l & ~  'made in .the +n wktk ' 

* l  ' ' 1 
The fact that Cominw Binani Zinc. Ltd. had sold zinc (to some 

, ~ z ) @ % s )  @j@- pic% W b- t~ tbs -ti& M the 
lhpmment of Mmes only in June, 1972, rnuclt,ra9ler the mvh 
don of the price of zinc in February 1972. 

> 1, } r 8 ,  f ' b ' L I ?  ' , T h  pattgr yvas &#ed m. .#. ,was, wbnqitteQ by q m c o  B~nani 
, Zinc ijd that 8 r(he wiling p# 4f R" 2,850 .per tonne had 

become unremunerativ~ t&yJ yrqrq,pu&yhg, &q to allottees 

deem that the supplies were effected dter tpe, priq had ,&ern 
revised. The amounts realised were around &c then riding prices 
of the MMTC for imported zinc. 



A serious view of the manner in which Cominco Bimni Zinc Ltd. 
had acted in the matter was taken by the Government. It was 

however, felt that : 

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

(ii) there was no strong case on grounds of equlty 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 prlvate parties who had 
tqka the metal at higher prices had sold their prducts with- 
out any prov~sion for subsequknt reductionhefund to their 
customers; and 

(ill) fib 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 (exclusivc of excise) in 

Februaay, 1972. 

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

1.105. To another question whether the Government had filed thew 
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 etu 
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 corn- 

- pleted cannot be anticipated.". 

1.106. According t6 the Audit Para on the basis of allocatSon for April 
1971 to September, 1971 Director General, Supplies and Disposals, placed - 

*Not vetted in Audit. 



the fo!lowing three acceptance 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 
(m tomes) to 

( i i ) lSMay,1971 . . . , . 10 Western Railway 

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

1.107. The performmce of the firm against the acceptance of tender 
mcntioned above was as follows : (i) While acknowledging receipt of the 
acceptance of tender dated 2 April, 1971, the h 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 
execution of the acceptance of tender should be deemed to be suspended 
until resumption of normal working in thc factory. The strike ended on 
23 Junc, 1971. But the firm did not make any supply against this 
acceptance of tender. Aftcr the pricc inereasc effective from 1 February, 
1972 was announced, the firm wrote to the Director General, S'upplics and 
Disposals on 28 February, 1972 requesting him to amend the acceptance of 
tcndcr of 2 April, 1971 for allowing thc increased price mcntioned above 
and extending the period of delivery upto 30 April. 1972. (Subsequently, 
this quanfity was purchased in Junc 1974 and July 1974 at B price of 
Rs. 15.035 per tonne). 

As the strike ended on 23 Junc, 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. 197 1 to January 1972. The 
Secretary, Department of Supply has stated during evidence : 

"In March 1971, when the order was due for delivery the order was 
alctually 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 indcntor was asked 
whether he required it urgently or not. In the meanwhile the 
firm asked far a higher price, which was not acccptcd by the 
Department. Meanwhile, the indentor wanted the supplies to be 
made and, thereafter, it was pursued with the finn also." 



' i ~ e " r e f i i t ~ h l y  kdkssed, the firpi' tq: &kc, the. sop$& We to$ 
,":'up with the Ministry of Tdines'and broroyhht it to their 'notice that 

- "  ~ a q b h d  whether the, ~oeernkem lhd  re&i&iJ an) do&unication 
f r h t k e  & th@ they wed n& I prt+mred , 

, 
to supply at this rate, the witness 

&as dated : . c *  

( ,  I ,  

"They had only asked for the extension of delivery period. They also 
I I ~ '  bequested fur fiting t5& brice ahd Hmend ~lausc-i9@)%' 
~ , r ' ~ , ~  . , , r  *r; , ~f ' 

, ' fTd mother question ae 'to whttber any.:affbmd&s made i w r a h e ~ m  



I ' When de Committee cfeiired to 'kAow why DOS&I? asked the hrm on 
h6' July,' *1!3?i ' td' talk' t@"jhb.'hattd? (e&&dg ;xtehliibd.'v delivery in 
September, 1971 $;iitlculad$ &en the Mike in the 'f&& was over on 
3 r d  June, $971 t6e withe& has stated : C ' !  

I ; ,i 8 ,-I t r , > :  L ,r!i? J ,  I ! , I J L  0 )  ~ w t ~ i o ~ ~ ~ ,  ''m delivwy p3tiodrstipul8teti i n  this casd lvas BOW &pcember 197 1 : 
The1 C m , a d ~ i ~  that as here ,  had been strike, tJPley could not 
guarantee t&fr supplies and Zhoy request& dl& iexmsion of tlmc 
till 31st December, 197 1 assuming noimd n per at ions after the 
strike. The Department however adlpised them tcr take up the 
question by the end of September. 1971:'; (, 

I , 
I \ I ,  .l'T" / ' L < 

~ n ~ u i r i d  as to why WS&D to6k,&p~&,l&,wtlp 4 repaylgg Do firm's 
lctter dated 19th May. !971. the witness has lstated : , \ / ( I > . , ,  .. I . 

1 '  . 4 ,  
8 I 

"The d e l i v h  was stipulntod .by 30th September, 21971. At that time 
it- -was-a - W e  tee- p~ematw to $ROW, wlntt w d  be jhe 

I 3 ,  

backlog and what would be the production etc." 



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 question 
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 askcd whcther the quantity ordered on 15th May, 
1971 was purchased subsequently by thc Western Railway, the witness ha& 
rcplied : 

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

Ile has added in this conncction : 

"So far as the first one 900 tonnes was concerned, I wish to submit 
that thc original delivery period was 31st March, 1971 and 
the firm subsequently g d  it extended to 31st August, 19?1. 
Thercaftcr there was no further cxtcnsion. 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 concerncd, as it could not be .;upplied 
by 30th September. 1971 the ATs were cancclkd without 
financial repercussions on eithcr side on 6th February, 1374. 
The quantity required by thc Railways in the tcndcr acccptcd 
on 2nd April. 1971-this is the first onc, No. 502-was rcla- 
table according to audit to subsequent purchases. In rcgard 
to 514 the AT was cancelled on 6th February, 1974 without 
financial implications and the indentor cancelled his demand 
on 1 lth October, 1973. though earlier he wanted it. Subse- 
quently we have ascertained that the Railways haw not gonc 
in for this purchase." 

Howevcr, the Department of Supply, in a note furnished to the Com- 
mittee have stared* in this connection : 

"The quantity canccllcd against A/T No. 502 datcd 15th May, 197 1 
was subsequently ordered on Cominco Binani Zinc Lid. agarnst 

*Not vetted in Audit. 



allocations made for the period Octo-kt, 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 find 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 : 

"ln 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 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 
rcpercussions." 

( i i i )  According to clause 10 of the acceptancc of tender dated 26th 
August, 1971, the delivery was to be made in convenient instalments and 
supply completed by- Septcmhcr 1971. The Post and Telegraphs Board 
stated (October 1975) that : "The Manager, Tcleconl Factory, Jabalpur 
wrote a letter to DGS&D on 13th September. 1971 for spreading of delivery 
pcriod from January 1972 to 31st March, 1972. It 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 
three to four months from September, 1971." The Director Generd, 
Supplies & Disposals enquired from the firm on 1 1 th October, 197 1, i.e. 
after the prescribed delivery period upto 30th Scptcmbcr, 1971 was already 
over, whether it could deliver the zinc during 1st Januarj. 1972 to 31st 
March, 1972 in respect of acceptance of tender dated 26th August. 1971. 
Simultaneously, the indenter was also informed that the price of zinc was 
periodically fixcd by the Department of ~ i n e s  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. 



( L  N LI i ~ ~ ~ ~ $ ~ ~ r F l a c t o ~ $  J a ~ ~ ~ a ~ a n b ~ r ~ a ~ , ~ i d ~ g  with facility 
~ o i  '1 ffbf~&rdaadh~~~~m~ wtygm~at a~rinoeq Iw.(tpp y m  1971, this 

factow W&md dW&ial WlQbgl,&t~t$~h~@d form uf fork 
lift truck for transporting after unloading. All the items had 

I C I be1 flnovad WI d k r ,  6 e h  ~!I+$W~L h W M 5 y  ,.&YVf I jbms 
a f t e r A d w , ~ ~ ~ W , ~ ~ ~ e d  h9 A e !  sM,W ,with the be R ,$, 3 
tackle. The amount uf items that can be unloaded by manual 

,. +labwrr #I aha 4wendmt on i t h ~ , W ~ q q  of, PII; ,$em. , phe items 
,di4 EWM C9$ Lhst $ofled 91V4 steel ,gheek), ,w be u n h d e d  
, & r  the,m@ @f ,&WrflW, p@i~ ~9ug~s, , in ,  al shift,(>f 8 hours as 
;~wc~ ,R&,w&~ ICIW Ik13o ifl ,q~Pk, tsg4e%r1, 

r I !  I , ( 1  
I k dh$udd"a~ '6' ~ % i ~ ' k e ~ ~ i b f i :  to 9ethLk 

itf&Il:'(T I r l '  $7 , r  i edl ! d 
1 1  I ,- i i l  ; J ! ) , ) I  ! I i1 

"The unloading capacity during 16th to 30tht,lSaptcnrkr, 1971, was 
expected to be fully utilised by the Manager, Telecom Factory. 

e r  . IJ&qlpts;, as aq?Gl frwp the other; wuSJ w i t e r n  like ,coal, 
I steel, &a, qb3;nnel rods etc. he had rqceived intimatioq b J h  
by.ypy of an ,qmq~$ed to the delbeg schedule 9s u(~$ a'; 

r .a Ltter horn the Ipdim agenq of the Japanuse Firm from where 
the h ~ :  rolled ,mi14 awl coils was being itpportcd. A~ord ing  
to the* supplies o f t W S  Coils at the EoUQwing rates were 

111 I r l  I / I&*&%@~:T  i r t  

1 , l > o :  ' 7 ?. pqr . . d v a  Q( thc 61As p-r 11.u mesqdd 
r w r ) t  delner) c1,rc'ule to 

h ~ ~ r r ~ , )  \ the 4iT 
. - 

July, 1971 . . . 2,500 ~ncrrrc tmnw 1590 n ~ c t  c I (  rstes 
#ugust, 71 . q 1,900 , , 2iSWn~pi~nwrnas 
%P(. 1971 I i t 1 1 , g W ~ ,  3 9  3 ,  , , i~Vif lo;r@)l1nb1i '  

# ,  
L Auyu\t, Yeptrm r, 

&t.,39?1 . 1.975 , ., Dctohrr. November, 
Nov 1971,,11 

2 1. 15. i 
- , , , , . , 4 . , , neccrnlu.~. 1971 I " 1  - 

~ ' t ~ ~ ' ' ' h ~ i ~ r e & ~ ~ &  on ]&7:49Pt. , I  'I ' ' , 1 

1 @Ik&htM~ k~ued h d 11 l y r ~ ~ t ~ b t * ,  1971 
1 . 1  - , .  
, , . ; 14 ,view ot qi, i+,wi;. ,&ctq,l \ad to g w  itself fm reqipt 

of :heppWal  as apd w h w , ~ ~ / ~ ~ e p ~ ~ e ; ~ c i y .  3&q%@wr 



"This letter from W T  Defktmmt came at the end ot !!kptehb& 
and thc firm was addressed in early Oetdbbf &use rhC 
delivery period wps valid upto end of September. Th&enquiry 
was necessitated as me indentor P&T ~)e~aifaqer$, desired for 

JISI~~TL i the postponement of supplies." 
In this connection, the Department of Supply have informedJ the Com- 

mittce as follows :- I, '> 

{ ;,' 

"The indentors request for postponing delivery of the material from 
the contract delivery date of 30-9-1971 to . l  January,' 1972 to 
31 March, 1972 was received &I bGSdlD on 16-9-1971. There- 
after, it was decided on 4-10-71 that the firm ~&ould be 
,asked to postpone delivery accordingly. This letter was isme# 
011'11-10-71. It was then decided to allow the revised prices 
effective from 1-2- 1972. No consultation with thampf of Mines 
was dade  before accepting the revised prices. In connection with 
a reference made to Department of Mines on 20-3-1972 to 
permad$-MI$. Hindustan Zinc ~ t d .  not to insist & revis$ price,s : effkcthebom 1-2-72 for iupplies dut dutinghhe &ibii GfS: 
1971 to ~eptember 1971, they h8d advised,' aS under 6n 
24-2-1972". :- 

"Further, when this Departmefit ansidered the q~~ d price 
incrrcase to be allowed to the two zinc producers with effect from 
1-2-lbj2,' &e question of 'the price ch&geable in respect of the 
-st& hel& by the tdo producers was' also specifically gmsidered 
a' it tviid decided thar ~IR +k&Wma$!Bc tallbJaPi& 
d&$e tl16 re&d price of Rs. '4090 $er tonhe k c l y W e  of ex& 

[jd.e.f.' I-2-lb72 bn:stach , and , fitmu& @bduction.': ' 
" "' - 

I ., Q ,  -t.,,. ,$I 

*Npt vettcd +in efudit 4 , i., .. 



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 cnquir- 
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 note 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 wc 
examined this." 

Since the indentor's telegram remained unanswered, the Committee cn- 
quired whether he had sent any further reminder. The rcprcscntarivc 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, thc Committee desired 
to know the reasons for this. The witness has deposed : 

" B a c a k  the hle was not put up by the A. D. during that pcriod." 

1.108. It is further sta:ed 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 tbe 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 biding on it. The firm further stated that ull 
possible darts would be made to despatch the material within the stipulated 



delivery period, but supply would commence only after the final price was 
fiked by Government on its representation pending with Government. 

1 . log. 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 3 1 
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 provisional price mcntioned in the accep 
tancc of tender. 

1.1 10. The Committce desired to know whether the firm's contention- 
that :he usual terms of,contract would not be binding on them-was correct 
a ~ d  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 thc 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 
Mincs Ministry that the prices had bcen revised and that they were not aware 
of the firm's intentions. 

I .  1 12. According to Audit the Director General, Supplies and Disposals 
informed them in ~ccember,  1975 that : '- . . . the firm's lettcr 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 
indicaiing their intention to despatch i t  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 th3t the prices were being shortly revised and had 
intcnded to despatch the material only after the price revision had taken 
cffect, and thlt is why they had asked for a long extension in D. P. upto 
3 1-3-1 972. Obviously, the letter was a vague one." 

1.1 13. When the attention of the witness was drawn to the above letter, 
thc Swrctary, 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. 

*Aot vettcd in Audit. 
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the same time for the deliveries which were held over. The 
question was whcther this price w 4 d  apply to the stock which 
was not supplied by the party, and so, they wcre waiting fur a , ,I  

clarifioation. 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 achQt 
this contention." 

1 . I  14. When the Committee pointed out that the Government knew very 
well [hat the suppliers were taking recourse to a ruse to inflate thcir 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 thc 
party. On that bas& 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 mere act of extension 
means increased price to the firm." 

1.1 15. The Audit para further states that on 22 Decembcr, 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 tcnder had expired on 30 September, 1971, ina- 
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 acccptance of tender, to amend the 
acceptance of tender dated 26 August, 1971 allowing increase in price ant1 
extending the period of delivery upto 3 0  April, 1972. On 26 May. 1072 
the Director General, Supplies and Disposals enquired from the indcntor 
(earlier action w n  not taken as the papers were statcd to have got mixccl up 
whh other papers) whcther thc price effectivc from February 1972, i.c. 
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 . I  16. 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 tiic 
acceptance of tender datcd 26 August, 1971 and extended the delivery period 
upto 30  September, 1972. The firm completed supplies on 21 August, 1972. 



, 1.1 17. The Committee enquired whether tbc DGS&D had taken any 
action on the indentor's letter dated 20 December, 1971. The Secretary De- 
partmeat of Supply has stated during evidence : 

"The delivery ddc was actually &tended in an order of the Direc- 
torate dated 20-7-72 and the revised delivery period was 30-9-72. 
This again is datable to the period of gap in action in the 
office of the DGS&D." 

When the Committee pointed out 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." 

1.1 18. 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 S u p  
ply has stated : 

"That was explained by the Directorate as being due to la'ck 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 w l  prepared to pay it. 
Hence this reference was found necessary." 

When thc Committee asked as to why timely action was not taken, thc 
witncss has stated : 

"'Tkc 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 
incrcasc if any, that would bc applicable for the period 1-2-72 
onwards. Therefore they persisted in insisting on the original 
terms of the AT; but whcn 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 takcn 
by the Govcrnmcnt 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 nced 
to streamline the organisation and make it function more efi- 
ciently. I can certainly submit that this aspect has already been 
engaging the attention of the Ministry and we are considering 
procedures ahd methods so that there could be much bctter and 



more &ect.ive atsention being given and a high l e d  committee 
pasided over by the Minister-d Supply is already going inta the 
changes that are reqtrked ; we can certdnly mention here rhgt 
this process will be continually engaging out attention," 

1.1 20. In a note furnished subsequently to the. Committee in this regard, 
tht Department of Sapply 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 bcen 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 undcr Central 
Government and suggest improvement to the same. The c o r n p  
&ion and terms of reference of this Committee a ~ e  indicated 
in the Notification No. PIII-1(30)/74 dated the 241 December, 
1974 (Appendix 111) . 

Interim report of the Committec pertaining to procedures of purchase 
followed by the DC;S&D is likely to be finaliscd shortly after 
the next meeting of the High Power Committee. Regarding pro- 
cedures of purchase followed by various Govcrnmcnt 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 consideration 
of the High Power Committee." 

1.121. The Committee have been informed* that as a result of sugges- 
tions ma'de by the Vigilance Commission for strengthening of thc Vigilance 
Unit additional staff consisting of one Deputy Director and onc Scction Offi- 
cer has already been sanctioned for the DG%D f ~ r  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 enthely Bependent on import 
of zinc tin 1967, except for small quantities of tbe metal received back 
after smelting abroad on toll basis tbe zinc concentrate from Zswar Mines 
in Rajasthan. Zinc production commenced in the country for the first tEme 
in April 1967 wilh the commissioning in the private sector of the smelter 
of Cominco Binani Zinc Limited at Alwaye (Kerah) wlth an installed . c s p  
city of 20,000 tomes per annurn. EarIy m 1968 the mbustan alnc Limited 

*Nd vetted in Audit. 



(aQilMic8ecturrmderbldng)comndssioaedhshcsmelter~Deearfncer 
Wllipar with lvsl instPlked capacity ot 18,000 tCUYRs per anmun. It gredaces 
~ f r o ~ Z a ~ o r e ~ s T h e C o ~ a l s o e o t e t h a t t b e a p l 8 g e d l b n  
ddtd 30 December, 1958 of M/s BhLPLd Metal Wo&s (Ma) Ud., cplccrtto ' fm ef(ing up a zinc smelter of 12,000 tomes per annaar capacity, 80 be 
q a n d e d  to 20,000 tonnes, at Alwaye ( K d a )  in collaboration with a forem 
18m, (Cominco of Canada) and imported zinc come~tm?es, was appmved 
by Ule Cabinet on 17 January, 1961. Though ihe firm had indicated in the 
wica t ion  the involvement of foreign co l lah t ion  for setting up a zinc 
smeIter, it had not specified the name of the coliaborator and it was only in 
August, 1961, i.e. after the npprovd 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 particdam about the foreign 
collaboration, 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 to note the falling trend in the 
produclion 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 27,830 tonnes in 1975-76, it ha6 
still to reach the level of initial production of 1968-69. The resutt of low 
indigenous production of zinc has been that the country had to depend mainly 
oa imports to meet its requirements. What is more disturbing is the fact 
that against the average production of 24,263 tonnes during the years from 
1%8-69 to 1975-76, the average imports were 65,691 tonnes. 

1.124. The main factor, as it appears to the Committee, lor 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 
Bina?lE Ltd. (in the private sector) and Hindustan Zinc Ltd. (in the public 
sector) during the years 1968-69 fo 1975-76 had been 58 per cent (11,600 
tonnes) and 66 per cent (11.900 tonnes) of their installed capacity of 20,000 
Cmnes snd 18,000 tonnes, respectively. The Committee need hardly em- 
phasise that precisc reasons for the low production of zinc by these units 
m y  be identified and appropriate steps taken to step up the production. 
Alongside the measures that the Government may take to augment the pm- 
dudon by the existing smelters. there should be a time-bound programme 
for pmspectinp, for ore so that in course of time the country may be com- 
pletely sclf-sufficient in this vital sector. 

1.125. l'he Department of Mines have informed the Committee that for 
increobing ,the production of zinc in the country a letter of intent for expan- 
h i m  of 20,000 to 40,000 tonnes was iss~led to MIS. Comiaco B i n d  LM. ia 
1971 and that the Hindustan Zinc Ltd., was expanded from 18.000 tonecs 



1.126. The Committee would Like to emphasise that concerted efforts 
shoold be made to expand the hdigenous capacity of zinc in the pubtic 
sector instead of depending on i- and foreign ~~Ilaboration. The Com- 
mittee wodd like to be apprised of the positive steps taken or'propod 
to be taken in this direction so as to achieve complete self-reliance k~ the 
production of zinc M m  the country. 

1.127. The Committee regret to note that there has not been any uni- 
farm p o k y  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 
(exdmive 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 lhat this price fixation was done on an trd Iloc basis without 
examination of the prevailing cost of production. On February 9, 1970, the 
Department of Mines agreed to the proposal of the indigenous prodacers 
to fixation of the price of zinc at Rs. 2,850 per tonne for the period February 
1970 to March 1971. The increase of Rs. 150 per tonne was stated to be on 
mccount of the increase in the cost of principal raw materials. It has been 
admitted during evidence that hefore a p i n g  to the price increase, the 
Government only 'ken! bto major increases in the cost of main inputs'' in- 
atead of going into the cost of production in detail. It is not clear' to the 
Committee how the Ministry satisfied themselves about the increase ia tbe 
cost of raw materials before coaceding 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 t r b  

determine the prices on the ba4s of cost of the main inputs required in the 
production of zinc. 

1.128. The Committee have noticed that while allowing an increase of 
Ra 150 per taane with &act from 1 February, 1970, the Department in lhek 
letter dated 9 February, 1970 addressed to tbe producers had stated thpt 
"tb'is is subject to tbe condition that a sum of RJ. 100 per tome out of the 



increased price should be kept separately for development purposes. The de- 
taib of the procedure for uHlisation of the sum of Rs. 100 per tome are 
being worked oat and wiH be communicated to you shortly." The Committee 
are U n a w a r e  of all the amounts that have actually been spent for development 
purpnsa by the producers. The Committee would like to have this imfor- 
mation as also the details ot the procedtuc: laid down for the utilisation ol  
tbe accumulations. 

1.129. Tbe Committee further note that while fixing the price s t  Rs. 2850. 
the producers were informed that future proposals for increase in the selting 
pliee ~ u l d  be considered on the basis of actual costs of production. While 
tbe public sector undertaking was being reviewed in November 1970, it was 
decided that it might submit proposals for revision of zinc price dul) 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 
arc perturbed to learn that in the same month the Department had informed 
MIS. Cominco Binani Lld. that the public sector undertaking had repre- 
sented for increase in price of zinc and it might supply 'cost data indicating 
acluals tor the year 1969 and 1970 and cost projections based on the best 
estierafinn possible for the years 1971 and 1972'. The cost data from 
Cbminco Binani Ltd. was rcceibed in March 1971 and the cost data of h t h  
thc companies were referred to the Bureau of Industrial Costs and Prices in 
April 1971. The Bureau in their Ncpr t  wl~rnitted on 24 J a n u a ~ ,  1972. 
recommended a price of Rs. 4090 yer tonne with effect from 1 Februar~, 
1972. Although price for the intervening period from 1 April. 1971 to 
31 January, 1972 was not fixed. the Dcpartmenf of Mines havc sfsted that 
tbe price of Rs. 2850 p r  tonne continued dalring the period. 

1.130. The Committee arc unable to appreciate the renoons which pro- 
mpted the Ministn to cornmu~ricafe to Cominco Binani Ltd. the fact that 
lhe public sector undertakinq had asked for a pricc increase. The requisite 
informtrtion 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 hawe en- 

. couraged the firm to inflate their cost data and also hold up supplies to vari- 
om &partmenis in expectation of o price rise. In view of the fact that tbc 
pricr of zinc for the pertad 1 April 1971 to 31 .lanuary 1972 was not fixed, 
an afmosphere of uncertainty was unnecessarily allowed to be crested. The 
Cammittce would therefore like the Government to probe the reasons for 
nan-fixation of the prices trf the zinc durittp the period 1 April 1971 to 
31 January 1972. 

1.131. The Commiltce lcarn that h m  April 1973 the indigenous pro- 
ducers were allowed to sell xinc nt prices not exceeding the prices tixed by tbe 
MMTC. One of the reasons for allowing the producers to sell xinc nt this 



p ice  was the representation made by ihe firm (M!s. Cominco Bimni LU.) 
Q M a y  1972 Sn which it had stated t .  thou@ the recommendation of w e  
Bureau of Industrial Costs and Prices was supposed to allow a return on thc 
capital employed, it was operating at a heavy net loss. The Commit& are 
unable to understand how the Ministry instad of going into the cost QQ 
of the indigenous producers, linked the price of zinc, on the lwsih of a re- 
presentation made by the firm, to that charged by lhe MMTC. The Com- 
mittee find from the firm's Annual Report for the year 1974-75 that this bad 
resulted in windfall gains to the firm. The Committee are surprised that while 
fixing these prices, the Department of Mines and Metal dkl not take Ltd 
consideration, as has bcen admitted by the Department during evidence, the 
fact that 40 per cent of the profits on this accouml would go in foreign 
exchange to foreign sharehslders in the shape of dividend. The C o m d i e e  
feel that there is a strong care for conducting a thorough probe into the 
circumstances lerrdidg to the increase in the price of zinc from lime to time 
with particular reference to !he undewrved profits that must have accrued 
to the producers on account of shifts in Government policy. The Minishy 
should also see whether the officials of the Dcparhnent of Mines and Metal 
have rendered the proper 2nd complete advice to the Government in this 
rrspec!. 

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 
nut supply a quantie of 900 tonnes of zinc to the Government DeparhenC 
out of an allocation of 1316 tonnes made for the period October 1970 to 
March 1971 m spite of granting two extensions h m  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 Manch, 1971 and 17 June, 1971 respectively with- 
out claiming liquidnted damages and without consulting the Elinistr.~ of Law. 
The representative of the Ministry of Law has staled during oidence that 
the liquidated damages clause is generally incorporated while issuing the letter 
of exlencion of the delivery period to enable the Covernmcnt to claim liqui- 
dated damages whereas the representative of the Department of Supply has 
d t e d  that from the re-constituted file it is no4 possible to specify the reasons 
for wt incorporating the clause for levy of liquidated damages. The Com- 
mittee dcplore this serious omission and would like that responsibiliQ for the 
lapse should be fixed. The Cornmilfee further would like to know hc rwonn!, 
for not consulting the Ministrj of Law in this matter and for taking about 
19 months (as against the stipulated seven days in issuing the above twe 
extensions in delivery period. 

1.133. The Committee also note with concern that the Ministry have no 
proper system to maintain records of i~nportmt decisions In the DecilFians 



Beok, so (bat even if tbe @lea are weeded out with the e m u  d time, at 
lead the Decidens Book could be rebred  to and cmsalted. Tbe C m  
w W  like that this aspect should be looked into and the procedure Por 

8- 

4. 1.134. The Committee find that Cominco Binani had informed Ute 
DGS&D in August 1971 that it could not supply zinc at the rate of Rs. 2890 
per tonne and requested them to treat this price as provisional for soppliee 
made from April 1.971, subject to finalisation of price by the Department 
of Mines. After the announcement of the revised price of Rs. 4090 effedive 
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 1.973, the firm informed the DGS&D h t  
it was treating the order for the balance quantity as having lapsed. Tbe 
Department of Mines have informed the Committee that the firm did not 
supply zinc outside the allocations made during October 197LMarch  1971. 
The Committee desire to know the steps taken by the Department of MiDes 
& Metals against the firm for not fulfilling the contractual obligations. 

1.135. The Committee would like to point out that the represe-e 
of the DGS&D, the Department of Mines and Metals and at tbe 
meeting of Allocation Committee (October 1971-March 1972) held on 
21 October 1971, had pointed out tl~e unsatisfactory performance of the 
firm which had a backlog of 1353 metric tons a m s t  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 n shortfall 
of 1569 tonnes in actual production during the period October 1970 to 
March 1971 from the estimated level, it is not understood bow the flnm 
was dlowed to take shelter behind the plea of strike for the proven wn- 
complmnce of the orders to the extent of 7353 tonnes (1353 tonnes against 
DCSLQD orders and 6000 tonnes against other commitments). 

1.136. The Committee note with concern that Government did not 
ruminate any person on the Board of Directors of Cominco Biuani 
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 nomicutioa 
of a representative on the firm's Board of Directors in August, 1966, rrar 
to keep a watch on the progress of the setting up of the zinc smelter. It w 
further staled that m June 1970 the renomination of an official rqw 
tive was to ensure that the additional funds generated by the smelter WUQ 
not frittered away bv way of higher dividends and/or investment in ibe 
s h / d e b e n t u r e s  of awociate companies, but ploughed back for expandoa. 



The Committee would like to know wbt(hcr the Govenrmcat D i m  Bsl 
tver rebed the qoestioa d aan-qply  of zinc slebs to v d o w  Cov-t 
DepertmentshtheBaardofDhecMsmedfngsorb~t fbcMtje t to  
fbe mdce of the D e p h e d  of Mtws and, ii so, the action talcem by tbe 
Ikprrbment of Mines on tbe  bask^ d the Government ~reprosenbHvc's 
rapsrfa 

1.138. According to the Audit Paragreph the case of nonmpply of dnc 
was referred to the iddry of Law in July 1974 whereaa the firm had 
informed the DGMD on 1 September, 1973 that it was treating the order 
for the balance quantity of 900 tomes o0 zinc as having lapsed. This ktter 
wm followed by another letter dated 8 December, 1973. The Committee 
are surprised to learn that a refereace to the indentors was m ~ d e  on 12 
Febroary 1974, i.e. after a lapse of about three months asking them to 
Sathaate to the DGS&D the exact quantities received by #em. It has 
been admitted during evidence that this delay was unfortunate. Tbe 
Committee have a suspicion that undue favours were shown to thc firm by 
tbe of6cials of the Department whose role in regard to the entire transaction 
relating to the award of this particular contract should be fully investbted. 
The Committee would Like to be apprised in clear terms whether thcrc was 
a cdtusion between the officials of the Department and the Excc~~tives of 
tbe h 

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 iu 
respouse to DGS&D letter dated 2 April 1974 had not agreed lo the 
cancellation of mupplied quaiitiQ. It is interesting to note that the DGS&D 
thereafter requested the firm on 23 Ma? 1974 to forward a cop\. of fbc  
A/T d 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 J d y  1974. The caw was referred to the M i  of Law on 
24 J d y  1974. 

1.140. It has been stated during evidence that the responsihililj for 
tbe loss of the file in the DGS&D has been fixed on a few ofhers. TLe 
Comdliee note that two officers (one Assistant Director and one U.D.C.) 
who bad h d g  been warned in connection with another case relcnrd to 
in tbc 1441b Report (5th Lok Snbha) of the Public Accounts Committee, 
urn iavdved io the present case also. The Comdttee are surprised at the 
k r k a c y  sbolm to tbe deinquent officers whose probity had been under a 
cb.d. 'Ibe Committee would like to be informed about tbe action taken 
a g h s t  tbcst m d  other osicers who might be involved in this deed. 

1.141. Tbe Committee have been informed by the Department of 
Sopply &at tbe Ministry of Law also held the view that there might be no 



hnpdbmt to the Departma ctoimaing the gwerni dnarrawes provided 
DclpIvQlent awld prove by docrnasdprg evidemm sale tmmcbm bad 
telrcn plsce at Rs 5700 per metric tome tb sple prke of Rs. 2850 
per mehie tome fixed for the period Febrpary 1970 to March 1971 which 
c d g p t d  opb 31 July 1972. The Ministry of Luw had PlsO felt that it '. "an for the Arbitrator to award 6WCh sauna ae may deem fit and proper in 
tho cirtPmabnces. 

1.142. The Committee find onotber inconsisteacy in the approach of 
tbe Mnistry. The fins had accepted on 1 September 1973 the rate of 
Rs. 2050 per tonne for 30.20 tonnes supplied in Joly and October 1971 
but it bad refused on the same date, to accept the 'same price for the 
oufslandmg supplies of 900 tonnes. There is ostensible reawn for n d  
lrrioging this fact to the notice of the Ministry of Law, while seeking their 
opinion on tbh case. The Department of Supply have informed the Corn- 

- miatre 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 cauld 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 supfly a larger quantity of 900 tonnes at the original price. 
It appears that the Ministry had no means available to discipline e supplier 
who had dictated his own terms and conditions and thereby grabbed sub- 
stanti,:d 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 
nolice cf the Department of Mines by the Department of DGTD and Iron 
and Steel Controller etk. in time, it could have been possible for the 
Government to take comctive/administrative measures against t l~c firm. 
The Committee wouM l i e  to have a satisfactory explanation for this 
lapst. 

1.143. The Committee 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 
supplj of 36.967 and 10 tonnes to Swthern Railway and Western Railway 
respectively. The Committee are perturbed to note that the firm instead of 
supplying the stores within the stipulakd dates of deliveq, wrote to the 
DCWD on 28 February 1972 and 1 March 1972 requesting them to amend 
the acceptance of tenders of 2 April 1971 and 15 May 1971 respectiwly 
for allowing the increased prices effective from 1 February, 1972 and 
ertencling the perid of delivery upto 30 April 1972. In this connection, the 
Department of Supply have informed the Committee that the Ministry of 
Low advised them that in respect of these two contracts, since the DGS&D 
did not choose to amnd  the contracts nor replied to the firm, the supplier 
cmld not be forced to supply the stores at the original prices. It was. there- 
fore, decided to coacel these two contracts without financial repercussions. 



1.144. Tbe Commfftee learn that according to clause 10 of another 
Accepted Tender dated 26 August 1971, ,lhe delivery of zinc was to be 
made in convenient instalments by 30 September 1971 to the Manager, 
Telecom Factory, Jabalpur who had so informed the DGWD on 13 
Srpten~ber, 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 DGWD on 11 October 1971, 
i ~ .  after the expky of delivery period, enquired from the firm whether it 
could deliver the stores during 1 January 1972 to March 1972. The Com- 

- 
d t t ee  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- 
mittee that action was initiated in DGS&D in May 1972 on the indentors' 
lclegmm 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 
Qning evidence that the relevant file was nut put up by the Assistant 
Director during Gat period. The action taken against the officer on this 
rocormt may be intimated to the Committee. 

1.145. It is seen from the Audit Paragraph that M/s. Cominco Binani 
hd staled on 19 November 1971 that as the acceptance of tender of the 
rllocatian ma& by the Ministry of Mimes and Metals without any offer 
from its side, the usual terms of the contract shoold not be binding on it. 
I t  has been admitted during evidence that this aspect was not got examined 
ia tbe Ministry of Law. The Commiftee are unable to understand as to why 
tbe MinisCrg of Law was not consulted in this matter. Tbe reasons for this 
h p e  may be investigated under advice 10 the Committee. 

1.146. The Committee find that the Secretary, Depvlment of Supply 
Ld admitted during evidence that 'they are keenly conscious of the need 
to streamhe the organisation and make it fundion more efficienaly'. Tbe 
CoBlmifOee have been sobsequently informed by the Department of Supply 
fLd 'a High Power CownCtte comprisiqg represePbtive8 of the c o n c d  
Cenbnl Government Depautment a d  t h  w n 4 c i a l  members from trade 
d Mustry bad been constifuted on 24 December 1974 under tbc 
Cbdrmanship of M i n i i  of Supply and Rehabilitation lo review the entire 
pmat of 'purclase prooedwes be@ tolloned by tbe wiouo departmemh 
adcr Ceatrsl Govecllllw.t a d  to rPoglsst improvement d the ermc'. Tbe 



Committee would l i e  to be apprised about the recornanendations made by 
the Committee and the action tden by Govenunent thereon. 

1.147. To sum up, the d e f d  k tbe ieame of contract such as M h g  
,':'no previsions for liquidated damages; avoiding consultation with the 

'h-3'~ of Law in time ; non-availamty of proper machinery for con- 
'tro1Uxq the activities of a recalcitrant firm which was not honowiq its 
cuatmtctual obligatiops. ; revision of the prices of zinc haphazardly-there 
being a gap of one year which was exploited by the firm to its advantage ; 
lsidr of proper procedure evailable in the DGS&D for recording their 
decision-ioss of file which had to be nconsthacted and the Lck of effective 
sarveillance over the activilitrs of the officers who came heto contract with 
tbe firm d d n g  the execution of tbe congact, are some of the glaring 
shordcbmings and deficiencies which have come to the m o b  of the 
Committee during their examinnth of this Paragraph. Tbe Cornmiltee 
stror~gly feel that the tirm (M/s. C&o Binam Zmc Lt&) has beW 
?tic expectations of makin:! available a scarce metal, such as zinc, to the 
(iovernment Departmesrts under one pretext or the other. It appcars to 
the Committee that the onlv aim before the ih was to neutmb ids earlier 
losees and to make w'ndfali given by bdding the stock and d e r  it only 
atter the price revisions. It is clear Qat the suppliers had taken recocPra 
b ~t ruse to mflate their bills of payment and Cihvenmeat did not exer- 
cisc their right to intervcw. The Committee hope that the authorities 
concerned would lean, a lesson from these lapses and take sutiable and 
conclusive measures to obviate their wurrence. 

. 1.148. The Commitlee note that from April 1973 the indigenous pro- 
ducers are allowed to sell zinc at prices not exceeding the prices fixed 
by the Minetab and Metals Trading Corporation. The Committee are 
of the view that the zinc price should have been &xed either on the bash 
of a d u d  cost of production of indigenous producers or on the basis of 
price arrived at by pooling the prices of indigenous and imported zinc as 
bas k n  done in the case of fertilisers instead of anowing the indigewPs 
producers to sell zinc at MMTC prices. 

NEW DELHI; 
Dccernber 9, 1977 
Aj!raltayana IS, 18W(S). 

C. M. STEPHEN, 
Chairman, 

Public Accounts Committee 



(Vide para 1.46) 

A detailed note indicating the nuwhitaery available with the Department of  
Mines and the sponsoring aitthorities to enswe that Government bepan- 

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 unhealthy competition and speculative purchases as 
between the two indigenous zinc produccrs. 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 Ministries/Departments and the producers. 
Specific instances of difficulties brought to thr notice of the Department 
at these meetings or, from time to time, regarding zinc supplies by thc: 
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 DGSdrD 
stating the closurc: of the zinc smelter of Ccminco 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 
*re informed that it was not possible for the Department of Mines to 
indicate at that time the extcnt to which the proposal to increase th.: pric~ 
would be accepted by the Government. In iegard to the extension of th:. 
delivery period, the DGS&D were informed that it was a matter for tl~crn 
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., ( h v  
other zinc producer. The matter was looked into and it was found that the 
nun-supply was due to non-receipt of certain clarifications sought by 111c 
Hindustan Zinc Ltd. A reply was sen$ to the Department of Supply on 
24th April, 1972. 



5. As the supplies .o Dcfencc, 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 cant 
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 aftcr by the 
Planning and Developmcnt Dircctorate in consultation with the Cummodity 
Directorate concerned. 



APPENDIX I1 

(Vide para 1.65) 

A note indicdiing the circrimstances in which it had been decided, in 
April 1973, lo allow indigenous producers to sell zinc ru 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. 40901- per 
tome (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, increase in production beyond 15,000 tonnes 
per annum would require heavy capital investment and prolonged 
shut-down which thcy could not afford at the then unsatisfactory 
financial position ; 

(ii) Difference in credit as.~imed for sale of by-prodlrcts.--The 
Bureau had apparently taken highcr credits for realisation from 
sale of by-product sulphuric acid and cadmium ; 

(iii) Cotnpufntion of capital e~tiplnyed.--The company apprehcnckd 
that the Bureau had not reckoned working capital rcquircinents 
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 thcy were ablc to demonstrate 
to the financial  institution^ and to the share-holders (no dividend had been 
paid by the two companies in about 6 y e m  of operation) that its operations 
could be made economically viablc in the future, it would be difiicult for 
them to take up the expansion of the zinc smelter for which a 'letter of 
inicnt' 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 



Bureau had projected the cost ctf thc future without taking into account 
items like past losses and their repcrcus:ions on the prcsent financial 
position, the company was taking thcsc factors also in its cost computations. 

4. The matter was cxarnined by the (~ovcrnmcnt, in detail. kceping in 
view the growth envisaged in the industry through the cxpatision programmes 
of the two producers and in the context of rising ~ i n c  prices all over the 
world, the iniportancc of the indigenvus zinc industry as a foreign cxchange 
saver and it was felt that the pricing policy for the zinc induslry should 
be based, rntrr cilia, on ttk following niajor considerations :- 

Zinc industry was in its infancy and had to be nurtured as had 
becn dune in the case of olher metals such as alunrinium through 
7 ariff protcction for over two clicdcs ; 
Zinc wiis in thc corc scctor and Govcrnmcnt was expcctcd to 
prcparc dctrtiled plans for the development of thc cntirc indus!ry 
so that thc targets set can be achicved. rcndcr assistance re- 
quired by way of resources, foreign exchange, inputs ctc. and 
review its prformance from time lo time to dcal cffcctively 
with factors adversely affecting the growth of thc industry. The 
Estimates Committcc in para 2.24 of its 19th Kcporl on Indus- 
trial licensing had said "thc real tcst of thc cfTcctivcness of 
measurcs taken for development of corc industries is in thc rate 
of growth of production in the corc industries wl~ich. the Com- 
mittec find has been nonc too impressive." It was, thcreforc, 
considered that i t  was impcrativc 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 gcncrak funds to undertakc thc planncd expansion as earl) 
as possible. 
tiindustan Zinc Ltd. was in the public sector and any profit 
madc by i t  would accrue to Chvcrnment cither in the form of 
tax or re-investment in   it^ expansion programmcs at Visakha- 
patnam an$ in Rajasthan. It was necessary to build up its image 
by enabling i t  to tunction satisfactorily from the financial point 
of view alsu. 
Thcrc was s u b ~ t ~ ~ n t i a l  Go\crnnicnt Interest in Cominco Binani 
Zinc Ltd. as there wa\ financial participation hy financial 
in\titutlons ( Kcrala State Inrlustr~al Development Corporation, 
Life Insurance Corporation. Industrial Financial Corporation and 
BnnL of l od~u)  to the extcnt of about Rs. 60-61 lakhs and the 
Inclustriul Flnancc Corporatiou/Kerala Statr Industrial Deve- 
lopment Corporat~vn had cxtznded loans to  the tune of Rs. 314 
lakhs at that point of timc. 



The demand for zinc wa. rising and there was need to step up 
indigenous production as rapidly as possible by expeditious 
expansion programmes. 

Hindustan Zinc Ltd. and Cominco Binani Zinc Ltd. had 
accumulated very large losses upto 31st March, 1972 and 31st 
December, 1 97 1 and this adverse financial position affected 
their existing operations and would not allow for the planned 
expansion particularly in the case of Cominco Binani Zinc Ltd. 

According to the guidelines of the Bureau of Public Enterp~ises 
for public sector enterprises operating undcr monopolistic and 
semi-monopolistic conditions, the pricing of their products should 
be within the basis of the landed cost of comparable importcd 
goods. 

(viii) It would be desirable to have a single price for zinc within the 
country and two prices resulted in sonic consumers getting lower 
priced zinc. It was also felt that the proposal wcwld nli'ord some 
relief to Cominco Binani Zinc Ltd. r~b M.M.T.C. was revising 
its p r i e  in conformity with the riw in world market prices 
of zinc which in turn increased the pricc of imported zinc 
concentrates. 

5. At the timc of considering the proposal to allow the two indigenous 
producers to sell their zinc at pricus not cxcecding the MMTC's prices, it  
was visualised that the companies would thereby gcncrntc additional funds 
to enable them to wipe out past losses and accuniulate funds for the ex- 
pansion. 'This was the main objective sought to bc achicvcd by equalisation 
with h1.M.T.c.'~ prices. 

6. It may be mcntioncd that thcrc is a clcar ~clationship bclwccn the 
price of zinc metal in thc international market and thc pricc of ~ i n c  concen- 
trates. Payment for zinc conccntratcs is madc on the basis of rccvvcrablc 
zinc metal content in the concentrate and thus thc price of thc concentrate 
varies with the incrcase/decrcasc in the price of zrnc nictnl. Thc M.M.T.C. 
buys zinc metal in the internatioj~al market and dctcrmincs its scllmg prices 
on the basis of the lanclcd cost of the same. 

7. Having regard to the above, it was proposcd with thc approval ot 
the then Minister (S&M), that the two indigenous producers of zinc ,hould 
be permitted to sell zinc at a price not excccding the ruling M.M.T.C. 
prices. The price was revised accordingly w.e.f. 1st April, 1973 after 
consultation with the Chief Econolnic Adviser and with the concurrence 
of the Finance Ministry. 



8. The Comptroller and Auditat General of India's report on the 
,"Thindustan Zinc Ltd. for the year 1974 (Union Government Commercial 

Part-IIJ) had reviewed in dstail 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 Luk 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 unremuncrative 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) 



A copy of Notification No. P III-l(30) /74 cit. 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 111-1(30)/74.-It is essential that organisations for Government 
purchases should be able to secure 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 examine the 
question in depth and make specific recommendations for streamlining the 
existing organisations for such functions, their structure method of work 
and prwedures, the Government has decided to set up a Committee con- 
sisting of the following :- - 

Chairman 

1. Minister of Supply & Rehabilitation. 

Member 

2. Secretary, Department of Supply. 

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. 
(Departmenr of Expenditure) 

7. Communications (P & T Board). 



8. Railways. 
9. Dehce ; and 

10. Industrial Development 

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

Mem ber-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 MinistriesJDepartments of the Central Government 
with a view to achieve the aim of efficiency and economy 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. 

(c) Any other related matters such as spec~fications, inspection, 
testing, clearance, shipmenr etc. 

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

The Committee will have its headquarters in New Delhi and will sub- 
mit its report to the Government of India in the Departmen; of Supply 
as early 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 be communicated to all 
Ministries/Departments of Government of India ; the Cabinet Secretariau : 
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. 



APPENDM LV 

S. Para No. of tbc MinistryIDepartment 
No. Report Concerned 

- -- ---- - -- - -- - -  - - -  - - -- - --- - -- 

1 .  1.122 Deptt. of Mines and Metal The Commiitec note that India was entirely dependent on import of 
zmc till 1967, except for small quantities of the metal recsived 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 Biani 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 undertabg) commissioned its zinc smelter 
at Debari near Udaipur with an installed capacity of 18,000 tonnes per 
amurn. It produces zinc from Zawar ore deposits. The Committee also 
note that the application dated 30 December, 1958 of Mfs. Binani Metal 
Works (Pvt.) Ltd., Calcutta fo(r setting up  a zinc smelter of 12,000 tomes 
per annum capacity, to be expanded to 20,000 tonnes, at Alwaye (Kerala) 
in collaboration with a foreign firm (Commco of Canada) and imported 
zinc concentrates, was approved by the Cabinet on 17 January, 1961. 
Though the firm had indicated in the apphcation the involvement of foreigo 
collaboration for setting up a zinc smelter, it had not specdied 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. Ir is incomprehensible how in the absem 
of adequate particulars about the foreign collabmtion, the Governmeat 
considered the feasibility of the project in the private sector. The Cum- 
mittee would Wrc 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 tames 
in 1968-69 the production had falIen 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 disturbiig is the fact 
that against the 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 sin& their incep 
tion. It is observed that the average production of M/s. Cominco Bfnani 
Ltd. (in the private sector) and Hindustan Zinc Ltd. (in the puMc sector) 
during the years 1968-69 to 1975-76 had been 58 per cent ( 1 1,600 tonnes) 
snd 66 per cent (1 1,900 tomes) of their installed capacity of 
20,000 tonnes and 18,000 tonnes, respective1y. The 
Commiuee need hardly emphasis that precise reasons for the Iow p m  
duotion of zinc by these units may be identified and applopriate steps tqkm 
to step ~rp the production. Alongside the measures that the Government 
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1 2 3 4 
may take to augment the production by the existing smelters, there aittonld 
be a time-bound programme for prospecting for ore so that in course 
of time the country may be completely stlf-sutficient m this vital sector. 

4. 1.125 Deptt. of Mines & Metals The Depap-tment of Mines have informed the Committee that for in- 
crea3ing the production of zinc in the country a letter of intent for expan- 
sion of 20,000 to 40,000 tomes was issued to M/s. Cominco Biani 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 expansion has not yet been converted into an industrial licence nor 
has there been any progress in finalisiag the foreign collaboration term 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 Iike 
to know why M/s. Cominco Binani Ltd. were givea 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, 

-do- 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 cullabontion. The Com- 
mittee would like to be apprised of the positive steps taken or p m p w d t o  
be tam in this direction so as to achieve complete self-tebce in the 
production of zinc within the country. 



-do- The Committee regret to note that there has not been any 1~30np 
policy in regard to the fixation of prices of indigenous iinc. In June 
1968, the two producers agreed to sell the metal at Rs. 2700 per tonne 
(exclusive of excise duty). This price was originany 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 fiiation 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 wa3 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 Miistry satisfied them- -c 
selves about the increase in the cost of raw materials before conceding 
the requesi for an increase of Rs. 150 per tome in the price of zinc in 
February 1970. The Committee can only draw the cmclusion that there 
was no proper mechanism in the ~ i n i s t r ~  to determine the prices an the 
basis of cost of the main inputs required in the production of zinc. 

7. 1.128 -do- The Committee have noticed that while allowing an increase of Rs. 150 
per tonne with effect £ram 1 February, 1970, the Department in their 
letter dated 9 February 1970, addressed to the producers had stated that 
"this is wbjea to the condition that a sum of Rs. 100 per t o ~ e  out of 
the increased price should be kept separately for development purposes. - - 



T 

The details of tbe procedime for utiiisation of th'e sum of Rs. 100 per 
tonne are being worked out and will be communicated to you shortly." 
The Committee are unaware of the amounts that have actually been spent 
for dmlopmcnt 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. 

8. 1.129 Deptt. of Mines & Metals The Canrmittee further note that while- fixing the price at Rs. 2850, 
the produce& were informed that future proposals for increase in the 
sea- price would be considered on the basis of actual costs of prod* 
ticm. While the public sector undertaking was being reviewed in 
Navember, 1970, it was decided that it might submit proposals for revision 

. 
of zidc price duly supported by cost data. The cost data for the public !c 
sector undertaking was received by the Department of Mines and Metals 
in February, 1911. The Committee are perturbed to learn that in the 
same momh the Department had informed Mfs. 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, I971 and the cost &a of both the companies were 
referred to the Buteau 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 eflect from 1 February, 1972. Al- 
though price for the intervening period @om l April, 1971 to 31 January, 



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

-do- The Committee are unable to appreciate the reasons which prpqkd 
the Ministry to communjcate 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 opidion of the Committee, this unusual procedure might have 
encouraged the firm to inpate 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 g 
pro& the reasons for noof-fkation of the prices of the zinc during the 
period 1 Apnl, 1971 to 31 January, 1972. 

1.131 -do- The Committee learn that from 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 (A@. Cominco 
Ltd.) in May, 1972 in which it had stated that though the re~~l~nendat ion  
of the Bureau of Industrial Costs and Prices was supposed to allow a 
return the capital employed, it was operating at a heavy net loss. 
The Committee are unable to understand how the Ministry inskcad of 
going into the cost data of the indigenous producers, linked the price of 

/ 



bnc, on the basis of a representation made by the firm, to that clrargd 
by the MMTC. The Committee find from the firm's h u a l  Report for 
the year 1974-75 that this had resulted in windfall gaias to the firm. 
m e  Committee are surprised that while fixing these grices, the Depart- 
ment of Mines and Metals did not take into consideration, as has been 
admitted by the Department during evidence, the fact that 40 pet cent 
of the profits an this account would go in foreign exchange te foreip 
shareholders in the shape of dividend. The Conmitt= feel that the  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 producen on account of shifts in, CJovennncnt policy. The Ministry 
sbauld also see whether the officials of the Department of Mines and 
-1s have rendered the proper- and cmpIete advice to the Government 
in tbis respect. 

Deptt. of Supply The Committee note that the performance of Cominco Biani 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 
firnl did not supply a quantity of 900 tomes of zinc to the Government 
Departments out of an aflocation of 1316 tomes 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 @anted on 7 May, 
1971 and 7 July, 1971 on firm's requests dated 23 March, 1971 and 
! 7 June, 197 1 respectively without claiming liquidated damages and without 



consulting the Ministry of Law. The representative d the Ministry of 
Law has stated during evidence that the liquidated damaes clause is 
generally incorporated while issuing the letter of extension of the delivery 
period to enable 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 l i e  to know the reasons for not 
c o d t i n g  the Ministry of Law in this matter and for taking about 1+ 
moqths as against the stipulated seven days in issuing the above two 
exte&ons in delivery period. 

-do- The Committee also note with concern that the Ministry hava no $ 
proper system to maintain records of important decisions in the D e & i i  
Book, so that even if the files are weeded out with the efllux of time, at 
least thc Decisions Book wuld be referred to and consulted. The Com- 
mittee would like that this aspect should be looked iqto and the procedure 
for 6ling papers streamlined. 

-do- The Committee find that Cominco Binani had informed the DGS&D 
in Angust, 1971 that it add not supply zinc at the rate of Rs. 2850 per 
tome and requested them to treat this price as provisional for supplies 
ma& from April, 1971, subject to finalisation of price by the Department 
of Mnes. Aikr the announcement of the revised price of Rs. 40901- 
dective from 1 February, 1972, the firm had asked DCSMl on 15 March, 

- 



1 2 3 4 
1972 to amend the contract for payment of enhanced priu? for the out- 
stand'mg 900 tomes. However, on 1 September, 1973, the &nu informed 
the DOWD that it was treating the order for the balance qlrantity as 
having lapsed. The Department of Miqes have informed the Committee 
that the 6&n did not supply zinc o&de the allocations m e  duringl 
October, 1970-March, 1971. The Committee desire to know the step 
taken by the Department of Mines & Metals against the firm for not ful- 
6Ming the contractual obligations. 

1.135 h p t t .  of supply/ The Committee would like to point out that the representative of the 
Deptt. of Mines ffiS&J& the Department of Mines and h i l e a  and DGTD at the mxhg of 
& Metals mocation Committee (October, 1971-March, 1972) held on 21 O d x r ,  

1971, had pointed out the unsatisfactory performance of the firm which g 
had a backlog of 1353 metric tons against DGS&D ordem 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 
I569 tonna, 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 p m n  non- 
compliance of the orders to the extent of 7353 tonnes (1353 toqes against 
M"S&D orders and 6000 tonnes against other commitments). 

1.136 Deplt. ,,f Mines The CoIUmitttX note with concern that Government did not nominate 
& ~~~~l~ any person on the Board of Directors of Cominco Biani continuously for 

three years, i.e. from May, 1967 to May, 1970. The Committee d d e r  
this to be a serious lapse which should be investigated. 



-do- According to the Department, the main object of the nomination of a 
representative on the firm's Board of Directors in A~gat,  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 andfor investment 51 thb 
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 wn-supply of zinc slabs to various Gwenunent 
Departments in the Board of Director's meetings or brought the matter to 
the notice of the Department of Mines and, if so, tlte action taken by the 
Department of Mines on the basis of the Government representative's reports. 

Deptt . of SULP~Y 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 tomes 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 askiig them to intimate to 
the DGS&D the exact quantities received by them. It has been admitted dur- 
ing evidence that this delq 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 tbi 
particuiar cont ra  should be M y  investigated. Tbe Committee would like 

- 



1 2 3 4 
to be apprised in clear terms whether there was a collusion between ths 
of6cials of the Department and tEae Executives of the firm. 

18. 1.139 Deptt. of Supply The Committee note that one of the indentam had asked the 
DGS&D on 14 March 1974 to expedite the supplies. Thdt indentor in res- 
ponse to DGSBtD letter dated 2 April 1974 had not weed to the cancena- 
tion of unsuppkd 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 coprespondence to them as their own He was staced 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 -Do- 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 offices. 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 Adcounts Committee, were bmohed in 
the present case also. The Committee are surprised at the leniency shown 
to the delinquent officers whose probity had been under a doud. The Com- 
mittee would like to be informed about the action taken against thgc and 
other officers who might be involved in this deed. 

1.141 -Do- The Committee have been informed by the Department of Sum -that 
the Ministry of Law afso held the view that there might be no impediment 
to the Department daiming the general damages provided the Department 
could prove by documentary evidence that sale transactions had taken @ace 
at Rs. 5700 per metric tome against the sak price of k$ 28'50/- per metric 



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 &e &cum 
stances. 

21. 1.142 Deptt . of Supply/Deptt . The Committee 5ud another inconsistency in the approach of the 
of Mines & Metal Ministry. The firm had accepted on 1 September 1973 the rate af Rs. 2850/- 

per tonnc for 30.20 tonnes supplied in July and October 1971 but it hsd 
refused on the same date, to accept the same price for the outstanding supp- 
lies of 900 tomes. There is ostensible reason for not bringing this fact to 
the notice of the Ministry of Law, while seeking their opinion on this canrc, 
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 fonnes at 
Rs. 25501- per tonne when the firm on the same date refused to supply 
a lrhger 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 priw 
than what was informally fixed had been brought to the noiice of the 
Department of Mines by the Department of DOTD and Ikon and SteeI 
Controller etd. in time, it could have been possible for the Government 
to taka ~ v e / a d m i n i s t r a t i v e  measures aginst the iirm. The Committee 
would like to have a satisfactory explanation for thia lapse. -- 



22. 1.143 Deptt. of Supply 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 fa supply 
of 36,967 and 10 tonnes to Southern Railway and Weskm Railway res- 
pectively. The Committee are perturbed to note that the firm iElstePd of 
supplying the stores within the stipulated dam of delivery, wrote to the 
DOSBtD 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 amtmUs, 
since the DGS&D did not c h m e  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 &at 
the Department had no powers whatsoever of campetling the firm ao meet 
its dolrtractual obligations. The attitude shown by the firm is, to sa7 the 
least, very much reprehensible. The C o m m i ~  w d d  like to haow the 
reasons for not replying to the W s  above letters as it had prevented 
the Government from cancelling the contracts at firm's risk and cost. 

-Do- The Committee learn that according to clause 10 of another Accepted 
Tender dated 26 August t97 1, the delivery of zhd was to 1Je mads m 
coavenient instalments by 31 September 1971 to the Manager, Tdewm 



Factory, Jabalpur who had so informed the DGS&D on 13 September, 
1971, because of the limited loading facilities in that factory for s p d i n g  
of delivery period from January 1972 to- 31 Mmb 1972. The Committee 
are surprised to note that the DGS&D on 11 Oetober 1971, i.e. after the 
expiry of delivery period, enquiry frorn the firm whether it could deliver 
the stores during 1 January 1972 to March 1972. The Committee would 
like to know thc specific reasons for taking about a month in addressing 
;he firm in this case. It is a matter of great concern to the Committee' 
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 wn- 
ceded during evidence that the relevant file was not put up by the Assistant 
Director during that period. The action taken agaimt the officer on this 
account may be mtimated to the Committee. 

24. 1.145 Deptt. of Supply It is seen from the Audit Paragraph that MIS. Cominco Binani had 
stated on 19th November 1971 that as the acceptance of teoder of the 
alloation made by the Ministry of Mines and Metals without any offer 
from its side, the. usual terms of the contract should not be binding m 
it. It has been admitted drplng '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 tinvestigated under advice to the Com- 
mittee. 

23. 1.146 -do- 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 



Committee have been subsequently informed by the Department of Supply 
that 'a High Power Committee comprising representative of the con- 
cerned Central Government Department and three noa-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 dspart- 
ments under Central Governxnent and to suggest improvement of the s-.' 
The Committee would like to be apprised about the recommendations made 
by the Committee and -the action taken by Government thereon. 

26. 1.147 Dcptt. of Supply/ To sum up, the defects in the terms of contract, such as making no 
Deptt . of Mines provision for liquidated damages; avoiding consultation with the Ministry & Metals of Law in time ; non-availability of proper mhinery for controlling the 

activities of a recalcitrant firm which was not honomiog its umtmtml 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 ; la& of pmper 
procedure available in the DGS&D for recording Wit decision-loss of 
fife which had 'to be reconstructed and the lack of effective surveillance 
over the activities of the officers who came into contract with the firm drtlfng 
the execution of the contract, are some of the glaring shortcomiags and 
deficiencies which have come to the notice af the Committee during their 
e-ination ot this Paragraph. The Commitkc strongly feel that the f i b  
(M/s. Cominco Binaai Zinc Ltd.) has belied the expectations of making 
available a scarce metal, such as zinc, to the Gwemmeat Departments 
Mder one pretext or the other. It appears to the Committee &at the m!y 



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 i d a t e  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. 

27. 1.148 Deptt. of Mines The Committee note that from April 1973 the indigenous producer 
& Metlas 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 
aaual 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 

'0 been dolie in the case of fertilisers instead of allowing the indigenous pro- 
ducers to sell zinc at MMTC prices. 




