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This report of the Comptroller and , Auditor General of India containing the 
results of performance audit of Procurement of. medicines and medical 
equipment, Ministry of Health and Family Welfare has been prepared for 
submission to the President of India under Article 151 of the Constitution. 

The audit was conducted through test check of records (pertaining to the period 
. 2002-07) of the Union Ministry of Health and Family Welfare, DGHS, Central 

Government Hospitals, institutions and CGHS dispensaries run by Director 
General of Health Services' in NCT of Delhi and various states/ UTs. 
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( OVERVIEW ) 

Substantial investments are made by the Ministry of Health & Family Welfare 
on the purchases of medicines and medical equipment. These investments are a 
significant part of the overall strategy of the ministry for improving quality of health 
services. Inadequate management of the pharmaceutical procurement procedures and 
operational principles for acquisition of medical equipment result in financial losses 
and more importantly affect the objective of providing diagnostic and therapeutic 
services to the public. During the years 2002-07 expenditure on purchase of supply 
and materials including medicines and medical equipment constituted about 13 to 16 
per cent of total expenditure of the Ministr} . 

Performance audit of the procurement policy, procedures and practices in the 
Department of Health & Family Welfare, DGHS and Central Government hospitals 
and other subordinate/attached offices revealed that standard good pharmaceutical 
practices were by and large not followed and procurement process was characterised 
by ad-hoc and arbitrary decisions. The basic requirement of developing formal 
written procedures, using explicit criteria or ke) performance indicators for making 
procurement decisions was not met. Similarly, a Management Information System 
for tracking demand and supply of medicines and medical equipment has not been 
set-up either in manual or computerized environment for planning and managing 
procurement. 

Instead of having a common essential drug list or a local formulary list for 
DGHS and Central Government hospitals, separate formulary lists had been prepared 
by DGHS. AIIMS, LHMC hospital and JIPMER. RML and Safdarjung hospital did 
not have any formulary list. Large scale purchases of medicines which were not 
included in the approved lists had been made by most of the organizations. The 
essential drug lists were, thus, unreliable. Wide variations in the medicines actually 
included under various groups in the essential drug lists, across different institutions, 
were observed. Techniques adopted for making accurate quantification of 
procurement requirements were not reliable as while on the one hand a large quantity 
of medicines remained in stock until the expiry of their life. on the other hand 
requirements could not be met in a large number of cases from supplies received 
through MSO. This had necessitated purchase of medicine from local 
chemists/suppliers on a very large scale. 

The basic objective of making procurement in the large quantities both under 
centralized and decentralized systems in order to achieve economies of scale was to a 
large extent not achieved. Various studies including a study made b) the Internal 
audit of the ministry had brought out serious irregularities in the scheme of purchase 
of medicines from local chemists under CGHS. The quality assurance procedures 
were also not reliable as pre and post qualification procedures for eliminating sub­
standard suppliers and performing targeted quality control testing had not been 
established. The practice of purchasing pretested medicines had become inoperative 
owing to bulk local purchases. 
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The procedure adopted for acquisition of medical equipment suffered from 
improper planning, non-evaluation of full lifetime costs before the acquisition of 
equipment, non-standardization of medical equipment, excessive provision or under 
provision of medical equipment across hospitals and absence of medical equipment 
libraries. 

Standard bidding documents had not been prepared for ensuring 
comprehensiveness and clarity of bid documents and non-standard bidding documents 
were used across departments. Cases were observed where important provisions 
relating to "liquidated damages", "document establisrung bidder eligibility and 
qualification", "Force Majeure" and "packing" etc. were left out in bid documents. 
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' 

Perl'ormance aimiit mn P.rocmrement of :m.edncil!1les ancll medficaill equipment Jin the 
Mimst:ry of He31llth 3llllirll JFmrnruily Welfalle . 

Higl!'Dliglluts 

);;> In the .absence of Mlinistry's own Manual of p1uurchase procedure, 
procurements were beill1g umie:rmlken iin teirms of offnce memoJranirlla 
lissi!ledl firom time ·.to . time. Tlbte rnrnly ma1rnuai p:rescribilllg procimement 
procedures specifically for medkall stores organiizatiol!Il was the Memcall 

. Stores Depot Manual 1980 which wais stated to be under revisfollll. 

(Paragraph 7.1.1) 

~ · A compar!smn of esselllltliaH cllrng Hists JfoHowecll lbiy Medical Stores 
0.rganizatirnm (MSO)/ Cel!lltrall Government HeaUh sclhleme (CGHS) alllld 
Goverll1lment hospitals and AutonommJis Bodies allll under the Miinistry 10f 
Health showed w!de vairia1tfon betweel!ll the number amll types of dmgs 
iiriclmlled ]Jrn them. · 

(Paragraph 7.1.2) 

~ .MSO and CGHS Delhi made ilr:reg11.llll3l!l' and um111rntlhlorised purchase of 
cosmetics and. toiletry items amounting tlO Rs •. 0.90 crore during 2003-04 
to 2005-06. Further expel!ulllitrnre amouJrnting to Rs.13.58 cro:re was aKso 
made lby MSO and! CGHS Delhi on Jprll.l!Jrchase of linadlmissiblle to!ffilics, 
vifami1.irns · and minemi pirepa1ratfons etc. : J1.111. viofation of specific 
ii111st:rudfons of the Ministry. ~ 

(Paragraph 7.1.3) 

~ Memcal Stoll"e O:rganizatfomi (MSO) failed fo meet the needs of va:rfoUJ1s 
inden.toirs. The responsiibiiHity . for procurement of drugs/medicines fo:r 
CGHS dispensaries in DeRh.i aml! .· fl[J)Jr otltne:r various disease coimtr.oR 
progra1rmnmes was outsl[])mrced to vai:riious PubU.c. Sector Undell"takillllgs 
which resulted in extra costs Jin the shape of consultallllcy fees. · Tlbte H~CC 
all.one had been paid. Rs. 9.03 croire fowai:rds Cl[])DSUlllltallllcy fee foir the 
services of procuring dlr1rngs. 

(Paragraph 7.1.4 & 7.1.9) 

Out of the total expemli.t11.lll!"e of Rs. 4~9.21 cmre on pu.rclhlase of medliclines 
for CGJHIS dispeimsaries ilill De!h.i dmrfrng 2({)02-06, .the value of purchase of 
mecllki]!]es made throllrnglhl focafi chemists was Rs. 366.33 croire which 
con.stitunted 80 per cent ([)f tllne total inirch~se~ Similariy the percentage of 
locally purchased medlciJrn.es in.CGHS Hyderabad, Bangalore, Allahabad!, 
Patna, Kolkata, Mumbai, Pume ··and Guwahati during the year 2002-07 
accomnted for 7 4 to 91 per cent of tl[])tal pmrchases. 

(Paragraph 7.1.5) 
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Basea:ll ([])Illl. tlhl.e. valt"Jiaitfollll ium discrn1m.t rates bietweellll the minimum· discmiumt 
Irate offeirea:ll by suppllileirs· under centralized purchase system anull 
maximm:nn · a:llilsc([])ullllt offel!"etdl by locall clb.emiists, the department incmrJred 
extra avondable expemllitu1nre of Rs. 41.21 Clt"OJre fin. focaK purchase ([])f 
med.idll1les. 

(Paragraph· 7.1.5) 

Tltne inegullarilties irellatillllg t([]) cmrtel f m."matfon, S?rfous suspkions about 
the qunality . of dmgs. 2llllcll cll.efays illl1l settiemell1lt of the claims of chewJsts 
pell."sistea:ll · inn CGHS supply · snrice effective corl!"ective measures ha«:J! not 
lbeellll talkellll by tl!ne MimstJry. 

.(Paragraph 7.1.6) 

Fallhinre of the Department to make proper estimates of procurement 
requfrem.eimts from tilme to time resulted in medicines valued at Rs. 5J:17 
cirore becomill1lg -~ime baued ].irn Government Medical Store Depots 
(GMSDs) alllld CGJHI§ sfoires. · 

(Paragraph 7.1.7) 

);> · The Ce11.11t!l"aH · Govelt"lllll!Jlllent Hospiitais and AlillMS .had not drawn samples 
foll" testill1lg · by CentiraR Inidlian PharmacopiaB Laboratory (CIPL) 
Gllnaziabaa:ll despite the innstmctfoirns of the Miilrru!stiry that ~ancllomrn samples 
of dmgs amll medicil!Iles fJrom the supplies received be drawn and sellllt fo 
CIPL foll" testiimg. ·Most of the org:mizatfons welt"e relying on tlhte 
KaboratoJry fest IreJPloirts of the suppliers; . 

(Paragraph 7.1.8) 

J;> A fong tell"ll1I1l anull wen do~umell1lted phm for pmcurernent of equipment 
h1illtdl not been pireparetd! · eftthe:r centraUy in the Min.istlt"y or at the level of 

· intd\iviiidlllllatll llnospifalls. 

);> · . Tllnell"e was filO system ill1l pllace for sharing the information on cost and 
qmilHil.ty etc of commoruy used items of machinery & equipment costiirng 
lless tllnailll Rs. 5@ falkh ID. each hospital to bring about economy :iin their 
puird1.ases. Snmnllarlly, the ml1.111!.istry did not have any documented poUicy 

· on stal!Jldall"dlization of medkall equipment.- · 

);> · 39 items of equipment vah11ecll. at Rs. 31.94 crore Ireceived du.ring 2004-@5 
fo 2006-@7 were il!IlstaHed after delays ranging from 2 fo 23 months. 

'Jfhiree llnospiltalls llnaa:ll to ftncu!l" avoidable expenmmre of Rs. 69.86 !akin 
fowardls d.emuirrage chalt"ges d.11.lln.ing ·2002-03 to 2006-®7 due to th.eiJr 
fai!Ru:re lill1l relleasill1lg the crnrnsignment with.in the stipulllated period. 

(Paragraph 7.2.1) 
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Machinery and equipment valued at Rs. 8.49 crore were pmrchasedl 
during the period October 2005 to January 2007 for Trauma Centre lby 
Dr. R.M.L. Hospital even though the construction of building and other 
physical infrastructure was incomplete. 

· (Paragraph 7.2.2) 

);:>- Test check of 32 purchase cases contracted by DGHS, RML, Safdarjmng, 
LHMC and BCGVL hospitals revealed that in 13 cases time taken from 

. the date of invitation of bid to the placement of supply order:s ranged 
between 18 to 36 months against the envisaged time of six months. 

(Paragraph 7.3.2) · 

Summary of important recommendations 

The Ministry (MH&FW) may: 

~ prepare a list of essential drugs and medicine.s and limit procurement to 
the formulary list as a standard practice. Purchase of medicines outside 
the list of essential medicines for addressing special Illl.ecds should be 
permitted in a transparent manner, 

strengthen the Medical Store Organisation,. identify reasons for large 
local purchases and take appropriate remedial measures for makillllg 
procurement economical with due regard to quality, 

review the functioning of the Medical Store Organisation and m.1tsomrcing 
of procurement functions to the consultants for ensuring economics of 
scale and timely supply, 

review and rationalize the scheme for appointment of local chemists m.lld 
local purchases from ALCs with a view to ensure most economical 
supplies, while ensuring that quality norms are adhered to. 

develop a policy on standardisation and rationalisation ot' commonly used 
medical equipment. Purchase of nonBstandardised product models should 
be permitted in a transparent manner as exceptions to the rule, 

· properly plan, consolidate and coordinate the procurement needs of 
various hospitals and autonomous bodies in order to take advantage of 
bulk purchase discounts, 

strengthen MIS procedures, preferably for integrated IT supported MIS 
for better monitoring and control, 

strengthen internal controls and determine accountability for Jirregullar 
purchases; and 

standardise the bidding documents in line with standard dlocument:s of the 
DGS&D across all the attached and subordinate offices of the Minii.st:ry. 
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Ministiy'of Heait~;~~d Fa1iiizrwelfare 
',!'c'i'.> ,: <:'\.~>,'.~:-.'\'.,,··~<.~ ;<./·'. ~',~f.~'.~,,·'.;'.''.,•,,\, '.'; .._::, :~:-)'c:~·;.:C: .. ',•' ,, .. >, 

· Procurement of medicines and medical equipment 

1. Introduction 

Ministry of Health and Family Welfare procures medicines and equipment for 
the implementation of various disease control programmes, Central Government 
Health Scheme and for providing essential health care facilities to the people in 
Central Government Hospitals and research bodies and Institutes. Director General of 
Health Services which is an attached office of the Department of Health and Family 
Welfare implements Central Government Health Scheme (CGHS) through a network 
of 331 * dispensaries, 19 polyclinics, 65 laboratories and 17 dental Uni~s to provide 
comprehensive medical care to Central Government employees, pensioners and 
members of their families and other beneficiaries. The responsibility for procurement 
of drugs/ medicines for <;::GHS dispensaries in Delhi and under various disease control 
programmes was outsourced to various PSUs i.e. Mis Hospital Services Consultancy 
Corporation Ltd, Mis Bharat lmmunologicals & Biological Corporation Ltd and Rail 
India Technical Economic Services Ltd. etc. 

Expenditure on purchase of medicines and medical equipment constituted 13 
to 16 per cent. of the total expenditure of the Ministry during the years 2002-07. Out 
of the total expenditure of Rs. 6148.85 crore on supply of material and Rs. 1388.46 
crore on purchase of medicines and medical· equipment during 2002-07, the cost of 
medicines, materials and equipment procured through the Medical Store Organisation 
(MSO) and DGHS (Procurement Cell) was Rs. 171.05 crore and Rs. 75 crore, 
respectively during the corresponding period, which represented only three and five 
per. cent of the total expenditure. 

2. · Organisational set-up 

The Procurement Cell under DGHS constituted in January .1993, is primarily 
responsible for the procurementof machinery and equipment valued at Rs. 50 lakh 

. and above. Machinery and equipment costing less than Rs. 50 lakh is procured by the 
respective hospital$ and other subordinate offices, after necessary financial sanction is 
accorded by the competent authority. Ministry of Health and Family Welfare has also 
constituted a number of Purchase Committee/Purchase Advisory Committee(s) and 
review committees, Purchase committees are constituted for handling purchase of (a) 
drugs and medicines, (b) equipment and stores, ( c) insecticides a!Jd larvaecides, ( d) , 
vaccines and contraceptives. All cases of purchase upto the value of Rs. 10 crores are 
decided by the respective Purchase Committees and cases in which the value of 
purchases exceeds Rs.10 crore, the recommendations of the Purchase Committee are 
considered by the Secretary (Health & Family Weifare) upto 20 crore and by MOS/ 
Minister in cases above Rs. 20 crore. 

• Allopathic : 246; Ayurveda 32 and others 53 
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Medical Stores Organisation (MSO), an attached office of the Department is 
entrusted with the task of procurement of drugs and medicines required.for health care 
and research in various Central Government hospitals and dispensaries and for 
implementation of various disease control programmes. MSO operates through seven 
medical store depots located at Mumbai, Kolkata, Chennai, Hyderabad, Guwahati, 
Kamal and New Delhi.· In addition to procurement activity through the Procuremynt 
Cell of the Department and MSO, the Ministry has delegated powers to Central 
Government hospitals to procure drugs/medicines upto Rs. 50 lakh after a no 
objection certificate (NOC) is obtained from the Medical Store Organisation (MSO). 
No NOC is, however, required if the cost of drugsi medicines to be procured is up to 
Rs. 5 lakh. Autonomous bodies functioning under the Ministry viz. AIIMS, PGI, 
NIMHANS etc. make purchase of medicines, drugs and medical equipment unc.ier a 
decentralized system. 

3 Audit objectives 

Perforinance audit of the procurement of medicines and medical equipment 
was taken up with a view to assessing whether:-

~ operational procedures consistent with good pharmaceutical procurement were 
followed; 

a coordinated approach to the purchase of medical equipment taking into 
account needs and preferences of the end-users was followed with due regard 
to economy; 

the policies and procedures on bid document preparation, bidding process 
management, bid evaluation, award of contract and contract administration 
were efficient and effective; and 

the policies and procedures for pre-qualification process of vendors ensured 
transparent and appropriate evaluation. 

4 Scope of Alllldit 

. The performance audit covered the procurement of medicines, equipment and 
other supplies during 2002-07 in the Ministry, DGHS, Central Government hospitals, 
institutions and CGHS dispensaries run by Director General of Health Services in 
NCT of Delhi and various states/UTs. Details of the offices covered in test-check are 
given in Annexure I and II. 

Procurement outsourced to Hospital Services Consultancy Corporation Ltd., 
Mis. Hindustan Antibiotics Ltd. & Mis. Pure Pharmer Ltd, Rail India Technical 
Economic Services Ltd;, Mis. Bharat Immunologicals and .Biologicals Corporation 
Ltd., Bulandshar, Hindustan Latex Ltd., World Health Organisation and the award of 
rate contract by NCT for Generic drugs and adopted by the Ministry for MSO/ CGHS 
were not included within the scope of this performance audit. 
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The sample for test-check in audit constituted all contracts involving 
purchases of Rs. 5 crore a11d above, 50 per cent of contracts valuing between Rs. one 
crore to Rs. 5 crore and 25 per cent of the contracts with money value of less than 
Rs. one crore. 

6 BudgehnUocatirnrn and. expend.llttrn:re . 

The budget estimates, revised estimates and . actual expenditure during the; 
years 2002-07 under "Supply & Materials" and "Machinery and Equipments" in 
respect of various attached/subordinate offices in the Department is given below: 

(R ll!JPees m cll."ore 

SllllppRy & matel!"i.als* Machinery & eqmpments 
'fotall Year Budget Revised Acmal Bm:llget Revised Actmnll expel!D.d!Jitllllre 

estimates estimates expenditUHJre estimates estimates expel!D.ditmre 

2002-03 1096.85 999.57 941.33 263.87 245.12 227.55 1168.88 

2003-04 1209.87 1068.91 1056.84 291.54 290.96 227.13 1283.97 

2004-05 )455.92 1346:19 1371.25 ·352.07 366.79 234.76 1606.01 

2005-06 1601.18 1508.01 1309.83 477.93 459.17 . 365.61 1675.44 

2006-07 1739.05 1571.88 1469.60 486.61 484.40 333.41 1803.01 

TotaD 6148.85 :Il.388.46 7537.3:1. 

Note: The table exdmles the BEs, JREs and Acmall expendirure on purcl!mse of drugs/medicines 
and machinery and equipment by Autonomous bodies an\J.d bitstitutes fi.e. ADM§; 'JP'Gll 
Cham!igarh; NllMHANS Bangalore etc. 

As would be seen, the expenditure on supply & material and machinery & 
equipment increased from Rs. 941.33 crore and Rs. 227 .55 crore in 2002~03 to 
Rs. 1469.60 crore and Rs. 333.41 crore respectively in 2006-07 registering a growth 
rate of 56 and 47 per cent over these years. 

The above position indicates that the Revised :Estimates were unrealistic and 
projected on the higher side by around 10 per cent. 

The reasons for short utilisation of funds though called for were not received 
as of August 2007. 

7. Audit fimlings 

7.1 Pharmaceutical p:rocu:remeirnt 

The procedures followed by the Ministry for pharmaceutical procurement 
have been assessed and reviewed against the good pharmaceutical practices. These 
procedures should include a well definec:l and documented establishment of needs, 
identification of equipment and pharmaceutical products that would meet these needs, 

* Includes consumables e.g. cotton, syringes etc. as expenditure. on purchase of medidnes and drugs 
separately was not monitored or maintained . 
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including, wherever practicable, the identification of generic over proprietary 
pharmaceuticals and framing of procurement documentation in a manner that is 
consistent with these. The procedures should also lead to identification of reliable 
suppliers including pre and post delivery inspections and qualification and encourage 
wide competition and a variety of suppliers. 

The adequacy of procedures were also audited against criteria laid down in 
Rule 137 of the General Financial Rules of the Government of India which stipulate 
that each authority exercising financial powers in respect of procurement would be 
responsible and accountable for effi ciency, economy and transparency in matters 
relating to public procurement and for fair and equitable treatment of suppliers and 
promotion of competition in public procurement. 

7.1.1 Procurement Manual 

In order to ensure the operationalisation of good procurement practices, it is 
necessary that the organizations concerned prepare detailed guidelines and procedures 
including, wherever applicable, standardized forms. Such d1 ' Un entation would also 
facilitate transparency in the process. In this connectior he. Central Vigilance 
Commission (CVC) had directed that all organizations snould prepare codified 
purchase manuals containing the detailed purchase procedures, guidelines and also 
proper delegation of powers, so that there is a systematic and uniform approach in 
decision-making. None of the major hospital/Institutes or other purchasing agencies in 
the Department had documented written procedures and practices on procurement. 
Government Medical Store Depot Manual prepared in the year 1979 has become 
outdated. There was no road map for various stages or activities of a procurement 
process. In the absence of a uniform and comprehensive Procurement policy, 
guidelines and Purchase Manual, the ·system of procurement was quite often ad-hoc 
and there was no uniformity in the procedures followed by various subordinate 
offices, as discussed in succeeding paragraphs. The Ministry stated (August 2007) 
that it was following written procedures for all its procurement activities and that 
work of revision of the Medical Stores Depot Manual, 1980 was in the final stages. 
Ministry"has now taken up preparation of its own Manual of purchase procedure. 

Recommendation 

);> The Department should develop a manual/written procedures and follow 
them for all procurement activities. 

7.1.2 Formulary of drugs & medicines 

A health care system can il1-afford to purchase drugs mentioned under 
different proprietary brands at widely varying prices. A limited list of essential drugs 
also referred to as a drug formulary defines which drugs will be regularly purchased. 
At the core of the concept is the objective that procurement should be limited to drugs 
that are economically priced but safe and effective. The use of a limited number of 
carefully selected medicines based on agreed clinical guidelines leads to a better 
supply of medicines, rational prescription, control s expenditure on drugs and allows 
the health system to procure drugs most economically. This in tum leads to more 
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' 
competitive· drug prices and also simplified supply management procedures. A 
review of the procedures followed revealed the following:-

(a) Essential list of proprieta:ry medicines 

Based on the recommendation of a Committee of Specialists, DGHS adopted 
in March 1996 a list of 317 essential proprietary medicines, valid for two years for 
procurement 0f proprietary medicines by Medical Stores Organization. This list was 
extended from time to time up to 2004-05. A committee of experts constituted in 
2004 under the Chairmanship of the then Addl. DGHS, recommended a list of 504 
proprietary drugs, which was approved as a combined formulary for CGHS and 
Medical Store Organisation (MSO). The number of medicines actually procured out 
of the essential list for CGHS scheme implemented in Delhi during 2003-04.to 2005-
06 was 121, 113 and 390 items respectively. Procurement of a small number of 
medicines particularly during 2003-04 and 2004-05 indicated that either the essential 
list of medicines was not comprehensive as all the medicines were not indented by the 
indenting department or these medicines were procured through local purchases. 

(b) Essential list of generic medicines 

Director General of Health Services. notified in February 2002 a formulary of 
507 generic medicines which was kept in abeyance for further detailed examination. 
It was decided in December 2002 . that pending final decision, 177 drugs/medicines 
common in the 'vocabulary of medical stores 1999', 'model drug list of WHO 2002' 
and 'drug list 2001 of N.C.T Delhi' would be adopted for procurement of generic 
medicines. Subsequently in June 2005, the Ministry adopted national essential drug 
list of 626 medicines notified by the Drug Controller General DGHS, as a generic 
formulary for MSO and CGHS. 'Only 93 generic drugs were procured out of the 
approved drug formulary for CGHS Delhi during the year 2004-05 for which records 
were test checked. Ministry had not analysed the reasons for the indenting 
Departments placing indents for a very small number of tested medicines, which 
could be either due to drug list being unrealistic or because the purchases of these 
medicines were being made locally. 

~c) Separate formuiary lists foK" hospitals and autonomous bodies 

Lady Harding Medical College (LHMC). Hospital, Kalawati Saran Children 
Hospital (KSCH) Delhi and JIPMER (Pondicherry) had prepared their own combined 

· select list of 552 and 400 drugs and medicines. Dr Ram Manohar Lohia Hospital 
(RML) and Safdarjang Hospital (SJH) did not have any essential l~st of drugs and 
these hospitals indented for or purchased medicines directly on the basis of drug lists 
compiled every year on the basis of requisitions made by the Departmental heads. 
Similarly, _autonomous bodies like AIIMS prepared separate formularies of 1176 
medicines. The select drug list of JIPMER had not been updated after 2001. The 
Ministry stated (August 2007) that it may not be proper to have a common formulary 
list for Government hospitals and autonomous bodies because of the functional 
autonomy of the later. It further stated that even amongst the Government hospitals, . 
the formulary may not be common depending on the speciality of the hospitals. 
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The reply is not tenable as the concept of a list of essential medicines is central 
to any drug procurementpolicy and this does not affect the functional autonomy of the 
autonomous bodies as essential drug list are finalised after wide disc.ussions and 
consultations. Further essential drug list includes medidnes required under all groups 
and departments including various specialities and super specialities. · As per WHO 
policy perspectives on medicines, the use of national lists of essential medicines has 
contributed to an improvement in the quality of health care and considerable economy 
in case of medicines. Moreover, the exception procedures should be able to fulfill the 
isolated special requirements. · 

( d) Wide variations in select essential drug lists 

A comparison of the select lists of essential drug lists revealed wide inter­
se variations between the number and type of drugs included in these lists.- A detailed 
comparison under four groups i.e. anesthesia, cardiovascular, gastro intestinal and 
hormones & anti hormones revealed the following position: 

No. of drugs included in Formulary 
Group 

AIIMS LHMC-
Nmnberof 

DGHS 
common drul!s 

Anesthetic 23 26 40 5 
Cardiovascular - 70 106 44 10 
Gastro Intestinal 30 76 24 06 
Hormones, Anti Hormones 30 84 23 1 

( e) Large scale purchase of medicines outside formulairy of medicines 

CGHS dispensaries, Central Government hospitals and other: organisations 
purchased large quantities of medicines as listed below which are only illustrative: 

SI.No. 
Name of medicines not in the list of Generic formulary but 

Quantity 
purchased by the Safdarjung and RML Hospital in 2006-07 

1 Inj Amoxycillin 125 mg+ Clavufanic Acid 25 mg 30000 Vials 

2 Tab Trifluoperazine 5 mg+ Trihexyphenidyl 220000 tab 

3 Tab Theophyline 23 mg+ Etophylline 77 mg 400000 tab ... 
4 Betamethosone Valerate 0.12% + Neomycine Sulpha 0.5% (15 mg 40800 tube 

tube) Ointment 

5 Tab Sulphamethoxazole 800 mg+ Trimethoprim 160 mg 160000 tab 

6 Inj Etophylline 169.4 mg+ Theophylline 50.6 mg per 2 ml 65000 vial 

7 Tab Asprin 350 mg + Cal carbonate 105 mg + Anhydrous Citric Acid 450000 tab 
35mg 

8 Tab Antaacid (Dried Alum Hydroxy Gel 300 mg + Mag Alum 400000 tab 
silicate 50 mg+ Mag Hydro 25 mg+ Methyl polysiloxane 10 mg) 

9 Susp Amoxycillin 125 mg+ davulanic Acid 31.25 mg per 5 ml ( 50 100 bottles 
ml bottle) 

10 Syp Ampicillin 125 mg+ Cloxacillin 125 mg per 5 ml (60 ml bottle) 500 bottles 
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·. . . 

These medicines. w~re ~ot inciuded in.the essentiai dnig list. The purchase of· 
. medicines outside the essentiai list were made as a matter of routine rather than as 
exceptions.- Thus the fonnularies . of . drugs ·and medicines adopted bl·various .. 
institutions did .. not serve ' the intended. purpose of · economicai and ... efficient 
procurement o:f ·medicines as ·.they failed· to. faclude \piianrtaceutlcais that were.· 
routinely reqtiired by medicai practitioners. · · 

Recommendations 

;.>• .· With a view to making lists· of ·essential medicine~ a foon for implfovmg: 

.)» 

piiarmaceutkal procurement, a common irealisti.c list of . essential dir.ug 
· · . should be prepare~ bythe Ministry, a:nd procurement should be generally 

wit~n the formu]acylist ... ·. · · . · - ... ,;. -. · · · · · 

The purchase of medjdnes outside ·the li~t ~f ~sse~tial medicines fol!' 
addressing special .needs should be permitted. in a transparent ~anneir as 
exceptfons. ·to 'the· RUie. . internal. controls .. for:. seeki!lg . complia:µce with .. 

. . procurement Within the .essential list s~ollld be .instituted. . . . 

. · The ·Ministry ·stated ·(Augu~t 2007} that r~corfunend~tions of audit. regardi~g . 
. me.didnes purchased. outside the list . of. essential :inediciries· for·. addiessing special .. 

. . need~ and insti~uting inteinai controls to foliow ~ ilie _~ss~ntiL~1:"ii~t had ~een noted. foi:-· 
· · neces·sary action, . .· · · · · , . . · · · · ·. . · , _ · · · ·. 

7 .1.3 Inadmissible expenditure .of RS. ·14.48 crore 

. · Under the provjsion ;of Civil ~Setvices. ·(Medlcal.Attenqa~ce). Rules 1944, 
. preparations/medicines such as cosmetics rutd toiletryitews.andJ:himary foods,·ionics; 
. expensive drugs and laxatives etc as Spec.ified in Schedule I arid n of these. rules are 

.. ;.inadmissible anci are not td. be. prescri_bect or rei~hutsed~ The items specified in 
-- Schedule I and u are to be treated as illu's~ative oniy anc:fthe AMAs-have to take the 
. . . decision . whether a particular prep~ation/ . m~didrie .fhlis ; under a11y of the. broad 

categories sp~cified in these s~hedules; · · · ·· ·.. ·· 
· . .-··/'· .. ~ .. 

· · MSO and CGHS·Delhi made:irregular and.i.Inauthonsedplirchase:of cpsmetics · 
; and toiletry items such l}S ·creams, lbtion.s, mouth washes etc amounting io Rs. 0.90 : 
crore dciring 2003-04 tci 2005-'06 arid issued these to (:GHS beneficiaries.· Further, ari · · 

_ e~penditure of Rs, 6.38 crore and 7.20 crore was made· by iyiS() an<:l CGHS (Delhi) . . 
. during the. same period· on Pl1fChase of iriaCfrillssible--tbnics, vitamins arid minerals. in .. 
- violation of ~e ·above provi~~ons:· This resulte.d i11 megular expenditure of Rs. 14A8 · 
crore. 

The Ministry: stated (August 2007) that M~dicaj Attendance· niles we~e not 
applicable to ·cGHS beneficiaries, · · · · · · ·. · 

The· reply is at variance with the facts as relevant .provisions of the M:edicai 
Attendanc~. _rules· relating to .. inadmissible· medicines have been adopted fo · toto ill 
·cGHS rules·vide Appendix VI- List of inadmissible medicines.. · 
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Recommendation 

);> Internal controls and monitoring system needs to be strengthened. 
Accountability may be determined for irregular purchases. 

7.1.4 Medical Stores Organisation 

The main objective of establishing Medical Store Organisation (MSO) was to 
meet the needs of various indentors including other Ministries in respect of medicines, 
surgical equipment and other medical supplies and manufacture drugs/ medicines, as 
far as possible, in manufacturing units under MSO. A flow chart indicating various 
indenting and procurement processes under DGHS is given below: -

Flow chart in respect of Procurement of Drugs/ Medicines 
I 

Indentors • I • CGHS dispensaries outside Delhi; CGHS Dispensaries Deihl 
Government Ho pitals; para military (indentors) 
forces (BSF, CRPF, ITBP) and others 

(lndentors) .. 
AddJ. Director MSD Gole market • (compile demand) 

Govt Medical Store Depot, New 
Delhi, Kamal, Kolkata, • Guwahati, Chennai , Hyderabad 

Director (CGHS) and Mumbai 
{compile demand) (Sanction upto Rs 50 lakh for Generic/ 

Proprietary drugs) • • 
Medical Store Organisation Purchase Advisory Committee 

(Purchru.e Generic medicines upto (Sanctions above Rs 50 lakh) 
50 lalJl and Propriety medicines 
upto I 0 lakh at approved rates) .. 

I 
Addi Director M D Golc Market • (Send annual demand to HSCC) 

Purchase Advisory Committee • 
(approve cases above Rs 50 lakh Consultant (HSCC) 

in case of Generic and above Rs I 0 (for inviting tenders, identifying Lowest Bidder, obtaining 
lakh in case of Proprietary) approval of Price fixation committee in Ministry of Health 

and Family Welfare and Placing supply orders with firms) • • MSO 
(receive approval and send to GMSD AddJ. Director MSD, Gole Market 

for placing supply orders) (Receipt of supplies on Half Yearly basis) 

• • Designated GMSD I Supplies to CGHS Dispensaries 
{Place supply orders with firms for direct 

supply to various GMSDs. Receive supply 
after inspection and te ting 100 per cent advance payment made to HSCC 

I 

-

• consultant by CGHS (HQ). Adjustment bills +-
submitted by HSCC to MSD Gole Market. After 

I 
Supplies to lndentors 

I 
verification, bills submitted to AO CGHS(HQ) 

for further adjustment in the books of PAO 
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Against the total expenditure of Rs. 6148.85 crore by the Ministry on supply 
of materials during 2002-07, the contribution of MSO in: these purchases was only 
Rs. 171.05 crore which constituted about three per cent of the total expenditure. This 
indicates under utilisation of the manpower and physical resources provided to the 
MSO. MSO has, by and large, failed to meet these objectives as its role over the years 
was limited tO procurement of small quantities of drugs/ medicines indented by CGHS 
dispensaries outside Delhi, Central Government hospitals and for para military forces 
(viz CRPF. BSF, ITBP etc). 

More significantly it showed that the systematic and orderly procedure for 
procurement and stocking of material _that the setting up of the MSO was intended to. 

· achieve was· not realised. A significant reason for· poor performance by MSO in the 
··procurement of drugs· and medicines was the absence of a· documented system for 
placing indents, consolidation·. of inderits,. ls~ue of supply. orders, procurement and 
supply etc. Though the indents:for supplies were to be received in MSO.from various 
indenting agencies by Dec~mber of the preceding year, the indents were actually 
received after delays ranging from three to nine months. as indicated in the following 
table:-

Table showing delay in receipt of indents by MSO from various iridentors 

Name of the Delay in submiSsion of Indent to MSO 
Hospital 2001-02 2002-03 2003-04 2004-05 2005-06 

Safdarjung Hospital· 3 months 7 months 3 and 8 months 3,5and 8 4 and 6 months . 
months 

· RML Hospital 4 months .. 4.months 8 months no delav 4months 
LHMC No delay .5 months 9 months· 8 months 4month 
KSCH 4 month No indent No delav 5 months 3, 7 and 9 months 

Moreover, the medicines indented by various hospitals and dispensaries 
included items which were outside the essential drug list approved by DGHS. 
Scrutiny _revealed· that the medicines indented by the various hospitals and CGHS 
dispensaries could · not be fully supplied by MSO and the actual supply ranged 
between nil to 71 per cent during the year 2001-02 to 2005-06. GMSDs Kolkata, 

. Chennai & Mumbai did not also fully supply drugs/ medicines to various indentors 
including All India Institute ofHygiene and Public Health (AIIHPH), Kolkata and 
the actual supply ranged between nil to 91 per cent during the year 2002-03 to 2006-
07. Due to ·the failure of MSO to supply indented medicines to various CGHS 
dispensaries and Central Government hospitals, local purchase of .medicines were 
made on a very large scale· at· Illgher· rates' by these institutions as discussed in the 
following paragraph. 

The Ministry stated (August 2007} that the issue · of computerisation of 
procurement activities in all GMSDs and MSO has been taken up with the National 
Iriformatics Centre for inventory management, better linkage and transparency. 

The MSO had established two pharmaceutical factories at Mumbai and 
. Chennai ·with the objective of manufacturing .common drug formulations and other 

medical supplies for supply to ·Government hospitals/ dispensaries. Though these 
factories were closed in June 1999 in the wake of Vaidyanathan Committee's 
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•· recornm~ndations; 79 employees· (Chennai 41 & Mumbai 38) continued to be po~ted 
in these two closed manufacturing· units ~s of August 2007. Salary aggregating Rs,· 
8.21 crore was disbursed to the idle staffduringthe period July 1999 to Jairuary2007 .. 

The· Ministry stated (August 2007) that the services of 79 employees were 
being . 'utilised agajrtst vacant posts.· The . reply does , not address the . issue of . 
redundancy of suck utilisation of staff . meant for pharmaceutical manufacturing 
against other vacant posts in MSO, as pointed out in the preceding paragrapl:i. . . 

Recommellll«llattfon · 

·~ · The dedine in the functioning ·of the MSO . and outsourdng of . 
procmnremellllt functions to the constilttants should be reviewed for ensuruig .. 
economies ·Of scrue and increasing ~upplier's interest in bidding. The .. 
possftfuiillity of obtaining divided deliveries over a period of time and :fo • 
mullttiplle delivery points cowd be examined .. 

The Ministry stated (August 2007) that recommendations had.been talcen note .. ' 
of for necessary action. · 

7.1.5. LocaR pull'chase of medici~es made by CGHS dispensaries and1bospitals 

· With .a vi~w to fill the gaps iri the availability of the prescribed medicfues at-. 
the dispensaries; the system of purchasing of medicines . from· Authorised . Local 
Chemist (ALC) was introduced in April 1991. Under the system, the ALC who were. 
appointed for a term of· two years were to . be local chertiists, preferably .within a 

. distance of 2-5 kms from the dispensary. The process of selection of ALC is through. · · · · 
open tender and one of the major criteria for selection of the chemist :is the ma:Ximum 
discount offered on maximum retail price (MRP) .. The position of drugs and · 
medicines supplied' to. CGHS dispensaries by MSO/contracted agency and value of 

. medicines purchased locally from designated local chemists during 2002-07 was as 
·undei;: · · · 

. ffiu11ees in crore) 
lUnivPeiriocll .. ·Total· Value of Value of · Percent3ge 

expenditure on · medicines medicines of 

' 
procurement of procured through· purchased from (4) to (2) 

medicines :\\180/ consultant loa\l chemists 
(1) (2) (3) (4) (5) 

CGHS Delhi (2002-06) 459.21 92.88 ·366.33 80 
CGHS Hyderabad 102.36 9.17 93.19 .. 91 
(2002-07) 
CGHS Bangalore· 39.33 9.88 29.45. 75 
(2002~07) .• 

CGHS Allahabad 95.11 2426 ·10.85 75 
(2002~07) .. 
CGHS Patna (2002-07) K81 1.53 7.28 83 
CGHS Kolkata 47.86 7.85 40.01 84 . 
(2002-07) 
CGHS Mumbai 59.2 . 10.18 . 49.0~ 83. 

(2002-07) ' 

CGHS Pune (2002-07) 26.23 3.23 23:00 88 

10 



·Report No. 20 of 2007 

Unit/Peri.od · Total Value of Value of.; Percentage 
. expenditure·on · medicines mediicnxnes of 
procurement of procured through purchased from (4) to (2) 

medicines MSO/ consultant local chemists 
(1) (2) (3) (4) (5) 

CGHS Guwahati 8..32 2.20 . 6.12 74 
(2002~07) ,, 

· · . . . It would be s~en from the above that out of the total expenditure of Rs. 459.2f · 
: ·crore on purchase of medicines f~r CGHS dispensaries at Delhi dunng )2002-06, the 
. v.ilue ofmedicines purchase<;! through local chemists was Rs. 366.33 crore which 
constinited '.80 per certt of the total purchases. Similarly the percentage 'of local 
purchase .of medicines to total :purchases in CGHS Hyderabad, Bangalore, 

.. Allahabad, :ratna, Kolkata, Mumbai, Pune anci Guwahati duri.Ilg the years 2002-
07 ranged ·between 74 to. 91 per cent respectively. The position in the two test 

···checked .hospitals, Smt •. Sucheta Ki:rplani Hospital ·and R.am Manoh.ar Lohia 
Hospital was similar as 77 to 97 per cent of the total purchases were made locally 

, d;uring 2002-2001. · 

As per paragraph 38 of GMSD Maimal, the MSD is to prepare the estirnated 
requirement carefully for each year to ensure adequate stock levels at an times to meet 
·demands of the indentors without resorting to local purchase. Further, PAC had 

·-recommended in paragraph 1.25 of its 103rd Report (Fourth Lok Sabha) the scaling 
down of local purchase of medicines to the niinimum since it was costlier than 

. centr3:1iseq purchase. . 

. . ·· · Despite these provisions. and PAC recommendations, the basic objective of 
.. m4ffig procurement in larger quantities in order to achieve economies of scale was 

not a.chieved mruniy due to defective and inadequate systems for . assessment, 
consolidatiori and preparation of essential lists. CGHS dispensaries: made extensive 
purchases of inediciries from local chemists without regard to the quality artd cost-· 

· effectiveness of· th.ese purchases. ·under the centralized procurement system through 
·. MSO and consultants, the major suppliers were ·generally the w.ell established large 

pharmaceutical companies who were allowing discounts upto 40 .per cent on MRP 
against which the local purchases 'were made' fot me~icines. manufactured by ·small 
·manufacturers . arid local chemists who allowed dis·counts generally up to three per 

. cent and in isolated cases up to eight per cent .. In CGHS. (Delhi) alone, based on the 
· ·. variatj.on· of ·11..25 per cen~ (20 - 8)5) in discount fates between the minimum 

·discount rate or'2o per cent offered by the. suppliers under the cerittalised purchases 
arid ·maXimunidiscount of 8:75 per cent offered by local chemists, the Department 

. incurred extra avoidable expenditure of Rs.41.21 crore (@ 11.25 per cent of total 
.. Payment of Rs. 366.33 crore made to ALCs during 200Z~06} on account of the local 
': purchases of medicines. Moreover, in. the absence of a system of quality ·checks on 

the supply of medicines by ALCs, the quality of the locally purchased medicines are 
... not ensured. 

The Mirtjstry stated. (August 2007). that due. to seasonal variation of diseases 
and changes in prescription p;:i.ttem, CGHS has to procure medicines outside 
formufary and that audl.tobservations had been noted and due care would be taken to . . . . . . . 
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improve the availability of medlcines in future. The Ministry further stated that loss 
·. worked out by audit was notional in view of need based medicines purchased for the 
patient in distress as per specialist doCtor' s prescription. 

The reply is not tenable as list' of essential medicines is developed on the basis 
of standard clinical guidelines for common diseases and emergence of seasonal . 
epidemics etc. The contention of the Ministry that loss worked out by audit was 
notional is not correct as the . value of medicines purchased through local chemists, 
instead of being an excepti~n, constituted 80 per cent of the total purchases which 
resulted in loss due to low discount offered by lqcal . chemists as compared to 
discounts available for large scale procurement. 

Recommendatioilll 

);> Reasons foll." vell"y falt"ge local purchases exceeding 80 per cent should be 
identified and! co:r.rective measures to prevent bypassing of central 
procu..rement should be taken up to make pharmaceutical procurement 
economical and consistent with need f rnr quality. MSO procurement 
system should anso be strengthened. 

The Ministry stated (August 2007) that recommendations for minimizing local 
purchases and strengthening of MSO had been noted for necessary action. · 

! . 

7.1;6 JI:rregullarities noll:ked hn local.purchases 

On the basis of the irregularities and excess payment detected in audit in 
respect of indents, bills and i;ecords of 50 chemists for the month of April 2001, the 
then Secretary; Health & Family Welfare was requested by the Comptroller· and 
Auditor General in December 2002 to have the results of sample check looked into by 
the internal audit. The special al.idit of the payments made to the local cheffiists by the 
Internal audit wing . of the Ministry. had, inter alia brought out following 
irregularities:-

);> Variation. in the rates of discounts allowed by the local chemists to ESI and 
CGHS. . 

Unauthorised and irregular reimbursement of 8 per cent sales tax over retail 
prices resulting in loss of crores of rupees to the Government; 

);> Possibility of spurious drugs being supplied in CGHS 

)»- Leakage in the distribution system in CGHS; and 

)»- Delay in processing the bills of local chemist. 

The Ministry appointed during the year 2006, Mis. A F Ferguson & Company 
a consulting company for carrying out a review of the CGHS Scheme. The consultant 
in its interim report of Decem"Qer 2006 had inter .alia pointed out suspected formation 
of cartels of the local chemists, absence of a mechanism to track drugs procured from 
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them but not issued to beneficiaries and. delays of about six months in settlement of 
individual claims of the chemists. · · · · · · 

During the review of the system in audit all the above irregularities were not 
orily found to be still persisting but the situation had ·become :worse as delays in 
settlement of claims of chemists had increased to nine months.: 90p~r cent of selected 
ALCs offered a discount of 3 to 4.50 per cent during the period. May 2003 to 
December 2007 in CGHS (Delhi). This trend strongly points to the possibility of the 

· local chemists forming a c.artel. Apart from this, routinely delayed payments can lead 
to offer of very low discounts leading to loss. Review of the ALC Scheme in the 
states revealed following further points:-

.)> In CGHS (Delhi), contrary to the policy of the Dep~ent io award, one 
group/ area to one chemist located within 2-5 kms of the dispensary, firm 
namely: Mis Alankit Life care Ltd, Ashok Vihar (North Delhi) was allotted 
five dispensary groups spread over areas spanning from· South Delhi to 
Faridabad and Naida. 

·-. 
Some of ALCs in CGHS (Delhi) had offered _higher discounts subject to the 
condition that their payments were released • within fo.ut to six weeks of 
submission of their bills. The Department has not taken appropriate measures 
to meet this demand of the chemists, which could result in significant 
economy. 

)>. . In CGHS (Kolkata), dispensaries had been divided into four groups and 
separate tenders were invited-for each group. Bidders were permitted to bid 
for only one group· in which these. commercial establishment were ·1ocated. 
But it was observed that discount obtained in the zones varied widely rates 
ranging from 5 to 13 5 per cent during 2004-05 to 2006-07. 

CG;HS (Lucknow) had reimbursed an amount of Rs, 68.01 fakh during 2002-
07 to the CGHS beneficiaries ·directly on account of purchase of life saving 
~~- . . . 

The CGHS (Chennai) adopted a different system and. inste~d of appointing. 
local chemists, it reimbursed the cost of. medicines to CGHS beneficianes 
directly. The Department had reimbursed an amourit of Rs. 8.62 crore _to 
pensioners and Rs, 0.57 crore to CGHS beneficiaries during 2005-06 to 2006-
07. As a result the discount offered by ALC's was not availed of. 

)> CGHS (Patna) had procured life saving drugs/ medicines amounting to 
. Rs. 56.11 lakh during 2005-06 from a chemist offering lower discount rate of 

12.5 per cent instead. from another chemist who had offered 22 per cent 
discount. This resulted in extra expenditure of Rs. 1.74 lakh. 

)> Under a stop gap arrangement in CGHS (Delhi) during the period 2003-05, 
certain groups of dispensaries were allotted to chemists offering lower 
discount rates ignoring .chemists who had offered higher discount rates. 
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The Ministry stated (August 2007) that delays in ettlement of claims were 
procedural and for minimizing these delay the powers to pass claims of local 
chemists had been decentralized and delegated to zonal Additional Directors. It 
further stated that four dispensaries had been withdrawn from Mis AJankit Life· care 
Ltd through retendering process. 

Recommendation 

~ The scheme of appointing local chemists needs to be reviewed and 
rationalised to ensure fair selection with maximum economy in 
procurement. Delay in payment to ALCs also need to be curbed as these 
can have undesirable consequences. 

The Ministry tated that audit recommendations had been noted for necessary 
action. 

7.1.7 Excess procurement of medicines and loss due to expiry of drugs 

As per the standing instructions of the Department, the buffer stock in stores at 
any given time should not exceed four months requirements of any item. 

Test check of a sample of 20 purchase contracts in CGHS (Delhi) pertaining 
to 2005-06 revealed that in 10 cases (50 per cent), the quantity of the medicines 
purchased was sufficient to meet the average requirement of the CGHS for periods 
ranging from 8 to 16 months. A further comparison of the indents with bin cards of 
five medicines purchased during 2003-04 revealed that orders for procurements of 
these medicines were placed by CGHS (Delhi) with HSCC far in excess of actual 
requirements. Thi subsequently resulted in huge stockpiling of medicines worth 
Rs. 51.69 Jakh with short shelf life at the close of the year 2003-04. In order to 
liquidate the huge tock of medicines with hort shelf Life, circulars were issued from 
time to time to all the dispensaries directing them to lift the stocks by placing indents. 
Audit scrutiny revealed that bulk of these medicines were di spatched to various 
dispenl)aries between April 2004 to July 2004 by CGHS (Delhi). Scrutiny of the 
records of 17 di pensaries to which the excess quantity of medicines wa unilaterally 
supplied revealed that quantity of the medicines supplied during that period exceeded 
the previous year stocks and consumption of these medicines manifold. 

Further, in seven Medical Store Depots and two CGHS stores, failure of the 
Department to periodically assess procurement requirements reasonably and 
accurately resulted in unwanted medicines worth Rs. 5.87 crore becoming time 
expired at the end of January 2007. The Ministry stated (August 2007) that due care 
was being taken now in assessing the requirements on the basis of consumption 
pattern during the relevant period and therefore, there may not be any excess 
procurement of medicines and resultant expiry of drugs in future. 

Recommendation 

~ Based on past consumption of individual drugs or VEN techniques (vital, 
essential and non-essential drugs) suitable method of estimating the 
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requirements for procurement should be employed fora.r.riving at propelt" 
figures for pro.cur~ment. 

7.1.8 Quality assurance 

Scrutiny· of records revealed that a formal system of pre and post.,qualification 
of the prospectiye suppliers to ensure procurement from suppliers of quality products 
was not in place .. As per the: standing instructions of the Ministry, only pre-tested· 
medicip.es were to be accepted from the MSG/ HSCC .. Since, about 80 per cent of the 
medicines were purchased from local chemists/ suppliers in CGHS dispensaries and 

·Central Government hospitals, these instructions had become redundant as drawing of 
·samples of drugs for testing and follow up were not in vogue inlocal purchases. 

. . . 

In cases where specific complaints about the quality of drugs were received, 
the .Ministry issued ·instruction for sending samples to Government approved 

· laboratories for testing. Audit scrutiny revealed that during the years from 2001-02 to 
2006-07 in CGHS (Delhi), CGHS (Pune), CGHS (Kolkata) and GMSJD (Koikata), 
35 items of medicines were sent for laboratory testiiig on the basis-_ of complaints 
receiveq from Chief Medical Officers and individuals, The laboratory testing reports 
had confirmed that these drugs were of sub standru::d quality. In two cases the. test 

· report was subrriitted filter a lapse of one year by which date the drugs/ medicines had 
~eady ·been prescribed and adm1nistered to · the ·'beneficiaries': Similarly, ·in · 20 
other cases, more than 70 per cent of the medicine had been administered to the 
beneficiaries before test results could be receiv~d. 

The instructions of ,the Ministry further stipulated· that random samples of 
drugs· from the supplies received were .to be drawn by CGHS . and MSD and sent to 
Central Indian Phamiocopial Laboratory (CIPL), Ghaziabad for testing; The Central 
Government hospitals arid AIIMS had not drawn any samples for testing by CIPL as 
these organisation were relying on the laboratory test reports of the supplier. 

. . 

Recommendation· 

~ Local purchases from ALCs should be discouraged and · reduced. and. 
samples of drugs/medicines purchased.. should be subjected to timely test. 

The Ministry stated (August 2007) that major hospitals like Ram Manohar 
Lohia and Safdarjung rely upon tests conducted at the government approved 
laboratories or CIPL, Ghaziabad before accepting medicines from suppliers. 
However, tlie quality control assurance proposal in respect of,supply Of day to day 
emergency medicines to. individual patients through local chemist received by the 
respective dispensaries.was under active consideration of DGHS I Ministry. 

7.1.9 Appointment of contractors for procurement of drugs & medicines 

According to the guidelines issued in February 1999 by the Central Vigilance 
· Commission, consultants need to be appointed only when . it is felt !;lbsolutely 
essential. . Appointment of consultants has tO be done :in a transparent manner and 
after following .the competitive tendering system .. The consultants' role has to be wen 
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defined and they are to assist departmental. officers because of perceived lack of 
expertise. Further, the consultants are to be engaged for minimum period necessary 
subject to the overall ceiling of two years. '· 

The department has engaged consultants from time to time for procurement of 
drugs and medicines required for CGHS dispensaries in Delhi and other national 
disease control programme including externally aided projects. Even though these 
agencies are termed consultants, they are in fact contracted to carry out procurements. 
These agencies have been · appointed despite the existence of MSO, which was 
required to carry out the function of procuring, stocking and supplying pharmaceutical 
supplies. The details of programmes implemented and consultants appointed for 
procurement of stores is indicated in the following table:-

SI.No. Unit/ Programme Procurement Agency 
1. CGHS, Delhi Hospital Services Consultancy Corporation Ltd. 
2. Integrated Disease Hospital Services Consultancy Corporation Ltd. 

Surveillance Project 
3. National AIDS Control Hospital Services Consultancy Corporation Ltd. 

Programme 
4. Food & Drug· Capacity Hospital Services Consultancy Corporation Ltd. 

Building Proiect 
5. T.B. Control Programme ·Mis. Hindustan Antibiotics Ltd. & Mis. Pure Pharmer Ltd. 
6. Enhanced Malaria Control Rail India Technical Economic Services Ltd. 

Programme (NVBDCP) 
7 .. Immunisation Strengthening Mis. Bharat Immunologicals and Biologicals Corporation 

Proiect PPI Ltd., Bulandshar 
8. Reproductive & Child Health Hospital Services Consultancy Corporation Ltd. & 

Programme Hindustan Latex Ltd. I 

9. National Leprosy Control World Health Organisation 
Programme (NLEP) 

The services of Medical Store Organisation, New Delhi for procurement of 
drugs and medicines for CGHS units in Delhi was dispensed with in March 2003 and 
this work was assigned to Mis Hospital Services Consultancy Corporation (HSCC) 
India, Naida for the year 2002-03 and onwards. The Department entered into· an 
agreement with Mis HSCC from November 2002 appointing it as consultant for 
procurement of drugs/medicines on a consultancy fee of 4.5 per cent of the value of 
drugs procured. The term of the contract has been extended from time to tiine tipto 
November 2008. 

The reasonableness of consultancy fee of 4.5 per cent paid was also doubtful 
as the Purchase Advisory Committee (PAC) of the Ministry had in their meeting held 
in July, 2005 observed that commission claimed by Mis HSCC was on a very high 
side and should have been 1 to 2 per cent in view of the job done by procurement 
agency. The PAC had also observed that the Consultant had no major contribution to 
make and its job was only to. make enquiry from the manufacturers and place orders 
on them. Joint Secretary (VC) had also instructed (November 2005) Director CGHS 
to take up the matter for reducing the consulting fee to 2 per cent at the time of 
renewal of contract from December 2005. However, the fee was never reviewed or 
revised. Rs. 9.03 crore (Rs.4.15 crore for CGHS Delhi and Rs.4.88 crore for various 
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National programmes was paid to the consultant (HSCC) as consultancy fee for the 
services of procuring drugs during 2002-03 to 2006-07. 

Recommendations 

· ~ The consultants should· be appointed in conformity with the guidelines 
and instructions issued by the eve .. 

The consultancy fee paid should be Jreviewed. and Jrevised keeping in view 
the limited services .provided as observed by the Purchase Advisory 
Committee and recommendations of the PAC. 

The Ministry stated (August 2007) that consultants were appointed keeping in 
view the difficulties in supplies of drugs and medicines by MSO to CGHS Delhi and 
other National disease control programme network throughout the country. The reply 
is not tenable as ·Organisational structure of Ministry· provided for the spedalised 
Medical Store Organisation which was responsible for procmement of medicines and 
equipment. ·Instead of activating the Medical Store Organisation, the Ministry hired 
consultants. which impacted the economical operation of the Department due to 
und~rutilization of the . existing infrastructure of Medical Store Organistion and 
avoidable payment of consultancy fee. The Ministry further stated tha{ the matter of 
reducing consultation fee to 2 per cent had been initiated and the same would be 
considered at the time of extension of contract with HSCC. 

7.1.10 Non-adjustment of adyances 

As per the terms of contract between Ministry of Health and Family Welfare 
(DGHS) and HSCC (I). Ltd. for procurement of medicines for CGHS Dispensaries,. 
100 per cent cost. of the medicines was to be released by CGHS to HSCC on· 
placement of orders to HSCC. The adjustment bills are to' be submitted to CGHS 
within 3 months of the release of advance. · 

Audit scrutiny revealed that against the advances aggregating Rs. 74.92 crore 
released to HSSC during 2002-06 for procurement of medicines for CGHS 
dispensaries, adjustment accounts for Rs. 49.59 crore only had been rendered leaving 
an amount of Rs. 25.32 crore outstanding with HSCC as of February 2007. 

Recommendation 

};;;- Internal controls should be strengthened for monitoring of timely 
recovery of unadjusted advances along with interest. 

The Ministry stated (August 2007) that the audit observations has been noted 
for necessary action. 

7.1.11 Management Information System 

The department had not put in place any Management Information System(s) 
for tracking status of supply orders and payments to compile information on suppliers, 
inventory and stock outs etc either in a manual or computerised environment. 
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A reliable MIS should be developed as a tool for effective planning and 
managing procurement. The Ministry stated (August 2007) that with the proposed 
computerization of procurement activities, the issue of MIS was being addressed. 

7 .2 Acquisition of medical equipment 

The responsibi lities of Management for acquisition of medical equipment 
inter-alia include, planning for acquisition, selecting medical equipment and 
standardising medical equipment by type. 

7.2.1 Planning the acquisition of medical equipment 

A properly planned approach to the purchase of medical equipment taking into 
account the needs and preferences of professionals and end users whilst retaining 
consistency and control is needed if value for money is to be obtained. As per 
Chapter 10 (Planning, Organisation and Management techniques) of the Hospital 
Manual issued by DGHS, each hospital should prepare a prospective master plan, 
broken into phases and the plan should inter-aJia include physical tructure, building, 
equipment, furniture, manpower and consumables needed. The annual plan prepared 
by the hospital each year should be based upon the m!lster plan and adhoc planning 
has to be avoided. 

No long term and well documented plan for procurement of equipment had 
been prepared either centrally in the Ministry or at the level of individual hospitals 
test checked in audit. The hospitals have no documented systems for assessing the 
need to acquire and replace medical equipment by analysing demand and usage 
information from medical equipment inventories and other sources of information 
including estimates of the volume of clinical demand. All acquisition cases, 
irrespective of value, contained very few details and were not made on a formal basis. 
There was no evidence to demonstrate that purchase decisions were taken after 
assessing the needs of the patients and were economically sound and affordable. 

The initial cost of a medical equipment is only a part of the total cost of 
medical equipment and other costs over the lifetime of equipment include operating 
costs, maintenance and training. None of the test-checked hospitals had used the life 
cycle costing approach to evaluate cost implications of medical equipment purchased. 
The hospitals/units were merely projecting the requirement of funds annually in an 
adhoc manner on the basis of requisitions projected by each departmental head. 
Absence of proper planning had resulted in deficiencies in the acquisition of medical 
equipments as discus ed in succeeding paragraphs: 

(a) Common use items of machinery & equipment not identified 

There was no system in place for compiling and consolidation of information 
on commonly used items of Machinery and Equipment (M&E) in each hospital for 
their collective purchasing under one contract for obtaining economy from bulk 
purchase. Each unit was processing its purchase proposals costing up to Rs. 50 lakh 
separately. Similarly, the concept of medical equipment libraries for lower cost 
common items like infusion pumps, nebulisers, endoscopes and portable devices etc 
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was not developed by· any of the hospitals, .due to which the benefits of lower costs, 
standardisation, intensive use of equipment and improved access to equipment were 
not achieved. The Ministry stated (August 2007) · that the issue of identifying 

. common items in. Government hospitals under a system of Joint purchase ·committee 
has been initiated and would be in place soon. · 

(b) Standardisation of Medical equipment and benchmark for holding 
medicai equipment 

Considerable saving and benefits in the form of lower costs of service, spares 
and training tesultif a single product model is used for a given application throughout 
various hospitals/units. Jn. addition, medical equipment. standardization. gives. greater 
flexibility in the clinical setting, allowing patients to be transferred between medical 
departments if necessary, facilitated ~y the availability of the same medical equipment 
in different units. The Mip.istry did not have a policy on standardisation of medi@al 
equipment. 

. It was noticed in audit that while Ram Manohar Lohia Hospital prqcured 
Colour Doppler Echo Cardiography System for Cardfology Departinent during 2003- · 
04 for.Rs. 47.05 lakh, Safdarjung Hospital procured the same equipmentin the same 
year at a cost of Rs. 44.64 lakh. Similarly, Sarfdarjung Hospital procure~ ICU 
Ventilator for Anesthesia department in 2005-06 for Rs. 10.84 lakh and during the 
same· year Lady Harding· Medical College and Hospital procured two ICU Ventilators 
for Anesthesia department at a unit cost of Rs.5.95 lakh. The variation was due to 
different ma,kes and models of medical equipment in use in different hospitals .. 

Test check revealed wide . variation in the nuIJ:lber of some of the medical 
·equipment held by Radiology department of different hospitals as indicated in. the · 
following ~ble:- · 

(hi numbers) 

Lady Harding 
All India Ram Nmnber of makes and! 

Equipment installed Safdarjung . 
Medical College 

Institute of· Manohar mo dells 
in the Radiology ·Hospital (1531 Medical · Lohia 

department beds) 
& Hospital (877 

Sciences Hospital. Make ,. beds) 
(1864 beds) · (1000 beds) 

MRI 1 Nil 3 1 2 
CT Scan •: 2 1 7 1 4 
Colour Donoler '- · ... 1 2 12 . 1 5. 
Ultrasound 5 

•. ···-· 
2 7 3 9 

Di11:ital Radiolo11:v 1 Nil 2· 1 3-
X-rav machine 11 8 12 7 5 

. Portable XRav 16 4 22 13 5 
Mammo11:raohv ' 1 ~ 2 - .2 

.. . . . 

As would be. seen from the table, th~ equipment held by the hospitals did not 
have a ratio~al basis. Audit scrutiny further revealed that there was variation: in the 
number of makes . ~d ,models of these hems of equipment~ The suppFers technical 
information brochures aild bulletins were mainly ' used . for . obtailling technical 
information about medical equipment and taking purchase decision. Since .the 
suppliers of medical . equip~ent have an interest in presenting· the· information about. 
their models in a way d~signed to encourage a purchase,. which manifests at times in 
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the departmental heads favouring technical specifications tailor made for a particular 
firm/ supplier, it is necessary to have ome degree of standardisation in medjcal 
equipment procurement on the basis of a wider range of advice. The Ministry stated 
(August 2007) that DGHS had recently undertaken an exercise with the involvement 
of various Government Hospitals to generalize specification of general equipment 
required by various departments to mruntaill similari ty in aU central government 
hospitals. 

A comparative and relational study of ' machinery and equipment avrulable ', 
'Work load ' and 'avail able Staff ' in Dr Ram Manohar Lohia Hospital in respect of 
Cardiology department revealed underutili ation of equipment and lack of skilled 
manpower as ind icated in the folJowing table:-

Ca pa-city No of 

Name of 
of the Actually 

technicians 
No of 

M&E Qty machine to 
tested on 

Percentage actually technicians 
Location 

carry out 
patients 

utilisation required to 
in position 

number of operate at 
tests particular t ime 

TMT 2 4200 1330 32 2 I 
Machine 
(NIC Lab) 
Echo 2 9000 5098 67 * * 
Machjne 
(NIC Lab) 
Holter 4 1200 4 19 35 * 
Monitoring 
system 

Waiting 
list 

2 weeks 

4 month 

I week 

ECG 17 6 12000 63449 10 17 11 No wruting 
Machjne 
Cath Lab I 1044 (in 3 261 (in 3 25 4 I 

months) months) 

*These tests are per/ ormed by doctors themselves 

The above table indicates that despite a list of wruting patients and availabil ity 
of equipment, services could not be rendered due to lack of killed manpower. There 
is thus a need for benchmarking the holding of equi pment by each hospital after 
making allowance for difference in size of ho pitals, patient load and case mix. The 
Ministry stated (August 2007) that under utili ation of equipment was due to non­
availability of sufficient number of cardiologist and technical staff. 

Recommendation 

);> Procurement needs of various hospitals and autonomous bodies should be 
properly planned, consolidated and coordinated in order to take 
advantage of bulk purchase discounts. There is considerable scope for 
standardising makes and models of medical equipment. 

The Ministry tated (August 2007) that audit recommendations had been taken 
note of for nece ary action. 
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( c) Hurried purchase of medka.i. equipment at the end oJf fimallJlcfail · yearr 

Hurried and unstructured purchases at the end of financial year often precludes 
rational selection.. It was noticed that . in All India Institute of Medical Sciences 
expenditure of Rs. 1.54 crore, ·on procurement of M&E in 10 cases was made in the 
month of March of the financial year. In Central Research Institute, Kasauli 34 to 84 
per cent of expenditure of Machinery & Equipment and Supply & Material was made 
during the last quarter of the financial year during the years 2002-03 to 2006-07. 
Similarly NIMHANS , Bangalore incurred expenditure ranging from 39 to 83 per cent 
of the total expenditure on procurement of Machinery & Equipment in the last quarter -
of the financial years 2002-03 to 2005-06. 

Recommendation 

~ Mechanism provided in rules for regular monitornng of the pattern of 
expenditure to avoid rush of expenditure at the encl of tlhle fimm.cial year 
should be followed and J'iirnternali controis strengthened!. 

The Ministry stated (August 2007) that audit recommendations had been taken 
note of for necessary action. 

( d) Delay in installation of equipment 

According to st~nding instructions the equipment & machinery received are to 
be installed and· commissioned as per the time schedule. prescribed in the contract. 
Scrutiny of records of various Central Government hospitals/ Autonomous bodies 
revealed that 39 items of equipment costing Rs. 31.94 crore received during 2004-05 
to 2006-07 were installed after delays ranging from 2 to 23 months. In NIMHA.NS, 
.Bangalore and National Tube:rcufosis lnstlitl!llte (NTI), Baungaforre, equipment was 
installed after delays ranging from 10 to 54 months. Simill:).fly, in March 2005, 
PGIMER.Chandigarh procured attachment of Haematology Analyzer· at a cost of Rs. 
18.37 lakh without procuring custom slides which are .essential for operationalising 
the equipment. The equipment installed in August 2005 was lying idle as of May 

. 2007. 

RecommendatioIDl 

~ MiS Procedures should be strren.gthened. for moniforh11g nnstall.lation i(J)Jf 

equipment within prescribed time schedule. 

The Ministry stated (August 2007) that audit recommendations had been taken 
note of for necessary action. 

(e) A voidable payments of Rs 69.86 lakh on account of Deml!l:rrrage charges 

Safdarjung Hospital, Dr RML Hospital and Post Graduate Institute Gf 
Medkal Education and· Research (PG!MER), Chandigarh make heavy purchase 

. pf imported machinery and equipment regularly for use in various departments. The· 
consignments of imported items received at the airport ar~ to be released by clearing 
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agents hired for the purpose by the hospitals. Scrutiny revealed that hospitals incurred 
an expenditure of Rs. 69.86 lakh (Rs. 31.66 lakh (Safdarjang hospital) +Rs. 18.73 
lakh (RML) + 19.47 lakh (PGIMER,Chandigarh)) towards demurrage 
charges/ground rent charges to the airport authorities from 2002-03 to 2006-07 due to 
failure in releasing the con ignments within the stipulated period. It was further 
observed that the demurrage charges were being paid as a matter of routine and the 
reason for delay• in not ensuring timely release of consignments were not analysed. 

Failure on the part of the Hospitals in ensuring necessary formalities being 
completed in time and getting the consignments released in time besides being 
indicative of deficient planning and monitoring, resulted in avoidable expenditure of 
Rs. 69.86 lakh paid towards demurrage charges from 2002-03 to 2006-07. The 
Ministry stated (August 2007) that the audit observation had been noted and efforts 
were being made to minimize the delay and to develop better coordination. 

7.2.2 Unplanned purchases of medical equipment 

(a) Tenders for procurement of 10 bedside monitors with central station were 
invited by Safdarjung Hospital on 5th August, 2002. The equipment of three out of 
five firms, which had responded, was found technically suitable. Joint Purchase 
Committee of the hospital in its meeting on 10th July 2003 under the chairmanship of 
Medical Superintendent approved the procurement of the equipment costing US$ 
72659 plus freight, insurance and other clearing charges (INR Rs. 34.46 lakh). The 
equipment wa received in October, 2003 and the HOD, Cardiology was requested to 
indent the equipment. HOD Cardiology in his note stated that he was not aware of 
any such purchase being requisitioned by the Department of Cardiology. It was 
further stated by the HOD Cardiology that the file relating to purchase of equipment 
was never shown to him. The equipment was installed in October 2004 in ICCU after 
a lapse of one year on the direction of Medical Superintendent. The Cardiology 
department was reque ted (April 2007) to intimate the status of the utilization of 
bedside monitors but this information was not provided to audit. 

(b) The test check of the records of PGIMER, Chandigarh revealed that the 
hospital bad to incur extra avoidable expenditure due to delay in initiating 
procurement process, uncoordinated approach and indecisiveness on the procurement 
of equipment which resulted in the acquisition of the same material subsequently at 
higher rates as detailed below: -

Initial 
Name of Higher s. Month/ year of Purchase/ Avoidable Equipment purchased Reasons No. 

& quan tity 
Demand quoted r ate & 

rate & date expenditure 

I. 
date 

lntracranial December 2002 Rs. 16.70 lakh Rs. 20.86 Rs. 4.17 lakh Delay 
Pressure January 2003 (Rs. 8.35 lakh lakh procurement 
Monitor per item) March 2006 process 
(2 Nos.) February 2004 

• Failur.: of supplier to give timely intimation about dispatch of goods; delay in payment of custom 
duty; delay in providing information lo clearing agent or failure of clearing agent lo clear equipment in 
time. 
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Name of 
Initial 

Higher s. Month/ year of Purchase/ Avoidable 
No. 

Equipment 
Demand quoted rate & 

purchased 
expenditure Reasons 

& quantity rate & date 

2. 
date 

ICU October 2005 Rs. 69.70 lakb Rs. 82.00 Rs. 12.30 lakh Original tender 
Monitoring Feb 2006 lakh crapped for 
System Mar2007 getting a better 
(1 No) deal 

(c) In view of increase in the number of road accidents in Delhi, the Dr RML 
hospital prepared a scheme for the establishment of trauma center in order to optimise 
utilization of the first hour, which is critical for the survival of the accident victims. 
In July 2001 , the Ministry conveyed its approval for the construction of Trauma 
Building, purchase of medical equipment, consultancy and staff cars etc. at a cost of 
Rs. 28.13 crore (Rs. 10 crore for civil works; Rs. 18.13 crore for equipments etc.). 
The construction work was started in June 2003 with the target date of completion by 
December 2005.The construction work had, however, not been completed as of 
February 2007. · 

Scrutiny revealed that during the period October 2005 to January 2007 
machinery and equipment costing Rs. 8.49 crore was purchased for Trauma Centre 
even though the construction of building and other physical infrastructure was 
incomplete. Machinery and equipment items costing Rs. 2.10 crore were issued to 
other departments of the hospital viz. , Orthopaedics, Anesthesia, Surgery, Radiology 
etc purportedly for testing of quality of the machinery under working condition during 
the warranty period. The balance machinery and equipment items acquired for Rs. 
6.39 crore were lying in the store awaiting installation as of March 2007. Purchase of 
costly equipment and machinery without ensuring availability of physical 
infrastructure resulted in idling of the equipment and attendant risks of damage during 
storage, loss of warranty benefits and obsolescence etc. This could have been avoided 
if the progress of the construction of buildings was monitored and proper coordination 
ensured between the authorities responsible for building construction and equipment 
procurement. 

The Ministry stated (August 2007) that due to various technical reasons the 
trauma center has not yet been handed over to the hospital. 

(d) Cobalt Therapy Machine and Low Energy Linear Accelerator Machine 
(LINEC) is a radiotherapy machine for cancer treatment. The Cobalt Therapy 
Machine is based on technology that is more than 33-year-old, and uses radioactive 
material (in this case cobalt 60) as a source of energy whereas Low Energy Linear 
Accelerator Machine is a new technology, which does not need a radioactive source. 

In the meeting of Directors of Regional Cancer Centres under National Cancer 
Control programme held on 23rd December 2003 for taking a decision on phasing out 
of Cobalt machines in the country, it was held that low energy linear accelerator 
machines were superior to Cobalt machines in view of better technology and 
considerations of difficulties in procuring and disposal of radioactive material. Cobalt 
Unit was considered suitable only in small centres. 
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. In anothe~ meeting of experts on 12th May 2004 h~ld to take a decisiQn on 
purchase of second cobalt machine at Sa[darjung Hospital, the members were of the 
view that though the initial cost for Linear Accelerator Machine was more, fu view of 
maintenance cost of cobalt technology which requfred source replacement after 7 to 8 
years, per patient cost was same as that of Low Energy Linear Accelerator Machine~ . · . 
The Director JIPMER had also· pointed out that· Low .Energy Linear Accelerator 
Machine was superior to Cobalt Machine for treatment of deep-seated tumours. Most 
of the experts. were of the view that if Safdarjung Hospital already had one functional 
Cobalt Machine procured.and installed i,n 1992; then hew purchase should be of Low 
Energy Linear Accelerator Machine; · 

. . . . . 

Notwithstanding thes~ retoirimend~tion and the fact that onecobalt unit were 
already functional in the hospital, Safdarjang hospital purchased 2nd. cobalt therapy .. 
unit in March 2005 at a cost of Rs. 2.10 crore. Reasons for purchasing 2nd Cobalt · 
therapy machine despite recommendations of experts to the contrary were not on 
record. . Thi~ resulted in depriving the pat~erits of the benefits of improved/ new 
technology, apart froin hazards oftheradioactive source. . ' 

7.2.3 Non-adjustIDel!llt ~f outstanding advances given· to suppliers 

. . Scrutiny of records of · Safdarj'ung hospital, Dr. R.M.L Hospital and 
NEIGRIHMS Hospitai revealed that.large amounts.of outstanding advances given to 
suppliers· for services· rendered. or supplies nia,de from 1986-87 to 2006-07 remained · 
unadjusted as indicated in the following table:" . 

) (R upees 111 crore 

Advannices outstanding 
.. 

' Ainouri.tofadvance 
out:Standin~ 

Upto 5 years 51.11 
6~10 years .1.90 
11-15 years 0.31 

Above 15 years · . 0.05 
.. Totan· 53.37 . 

. . 

The reasons for outstanding amounts for adjustrilents have been called for 
from the department.. The Ministry stated· (August 2007) that the outstanding 
advances. would be adjusted shortly. . 

7.3 Bid docmnent preparation·and bidding process mail~gement.etc .. 

7.3.1 PJ,"eparation .of Bid document 

· Corisequent upon decentralization of purchase activities by DGS&D, Ministry . 
of Health & ~amily Welfare issued instructions (Janu.ary 1993) regarding procedure 
to be followed for purchase ofstores/equipmertts by.vanous organizations intluding 
delegation of enhanced financial powers: As per these instructio11s, the tender set and 
the resultant contract was to be adopted as per DGS&D standard proforma including 
terms ·and conditions with some modifications. Scrutiny of the bid: document 
preparation in the Ministry and its subordinate . and. attached office~ . showed that 
standard bidding documents as per DGS&D standard proforma was not adopted. by 
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-- RML, lLHMC, SSK lHiospnU!i~ and AJrnMS and instead separate non-standard bid 
documents had. been adopted by these hospitais. - -

_ _ Scrutiny of the non:.st~dard bid do~ument disdosed that in . some cases 
important provisions relating to 'liquidated damages', 'document establishing bidder 
eligibility and qualification', .. 'force majeure', 'packing' etc had_been left out. The· 
'levy of liquidated damage charges in_ case of late. supply' and 'replacement of 

-•- machinery & _equipment . in -the. case of non _performance of the equipment within 
guarantee period' .etc adopted by the Af][MS under sections Ii°and ill were not in 

-accordance wiili .the_ DGS&D standard _.bid documents. Further, various forms -
specified under sec;tion vn to xn of standard bidding documents rela,ting to bid form 
& price schedule, bi~ security form, contract form, performance security form etc. 
were aiso Jptot ,provided forjn the non-standard bid documents. Similarly; the bid 
document of Nad.ollllail Tulbeircirnl!@sns :J!mistiitute Baimgsfo:re and All Imrnllfa hnsm1lllte oft' 

-Speedbt and Heall"illlig (AilSH) Mysore did not provide for important _clauses viz. 
_ 'performance security', 'warranty period', 'imposition of penalty for delay in supply 
andinstallatiort of equipments' and 'bid security'. . 

· A.s the Hospitals are procuring ,high value equ~pment on regular basis, the 
- clauses ._ referred in the DGS&D standard bid documents are important for -

s_afeguarding the interest of --the -Govenlineni andl also has _indirect financial · 
implication in the evah:mtion of offers ancfexecuting the contract.· fu162 test-checked 

-cases in CGHS, RML hospital, Safdarjang hospital, ADMS and PGIMER, 
Chandigarh, supply of medicines an:d equipment had; been delayed in 38 cases- for 

_ periods ranging Jrom 2 to 10 months. fu th~ absence of liquidated damages clause ih 
the bid; penalty of Rs. 37.08_ lakh.based on rate of 0.5 per ce~t of the delivered price · 
of tl;te delayed goods· for each week of delay or part -thereof until actual delivery upto a 
miixifilum of 10 per Cerit as per the terms .and conditions of standard bid was not 
re~overed. · · 

- . 

· -R~~~mmendlatfto~ 
.. ·. . ' . . . . 

, > . · . ___ The lblidiling d@c1lllmtents slbtQJlllli«ll lbe reviewed. amll ~trumdairdnsed nllll Ilnne with . 
stalfiirl!srd._·-. d@cmJ!Jl.enfa of tllie DGS&D acmss- sill -the· attached -anull 

___ · . . .. · . The Ministry stated (Aug~st 2007) that the bidding documents of th.e hospitall~ · 
· :had.now beensrandardised. - · · - · 

·. 
7 ~'302 _ Biirlliliimg proc~ss lllllalrilagemellllt . 

. The bid evaluation process should be fair and t~ansparent and proceedings of 
the comillittees shotlld be recorded in detail. fudent for procurement of equipment 
valuing Rs. 50 lakh and _above are raised on !he Pfo~urement Cell of DGHS New 
Delhi by various hospitals/institutio:p.R under Ministry of Health and Family Welfare. 
The Procurement ~ell fixei:; the, calendar of :activities annually and informs- the 
indeJt11ors so thatindented equipments is procured as per schedule date and payments 
are made in. the same fi_nancial year.. In .. this regard following· points were noticed in 
audit: - . . . - . -- . - . -
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· · a) · Delay furn prn(Cessiiirng am:llaward of contract · 

As per provision of Chapter? .6 of DGS&D M~nual and instructions dated 19th 
July 1999 of the department, the indent was to be raised by the indentors only after 
obtilining the administrative approval and financial sanction from the competept 
. authority. In 15 test checked cases out of a total 'of 35 purchase cases processed· in. 
DGHS Procurement Cell durillg the period 2002:'06, it was noticed that in 14 cases 
· procurement process had not been completed according tQ the fixed schedule for the 
year, mainly becalllse . of delays · ranging from · 3 · to 24 months in obtaining 
administrative approval and. financial · sanction · from the competent authority. · 
Similarly in 14 out of 15 cases test checked, there was delay ranging from 15 days to · 
eight months in submission of indents by the.indentors. In: 14 cases, there was delay . 
of three tff 27 months from the date of receipt of indents in the award of contracts.• · 
Delay of 10 to 80 days,in evaluation of technical bids by the Technical· Evaluation 
·Committee against the fixed schedule of 15 days from the date of sending technical 
bids were also noticed~ 

. Thus, undllle delay in obtaining the admillistrative approval and financial 
sanction, submission of indents ancl evaluation of bids resulted in delay in processing 

· and award of contract. The Ministry stated that based on audit observation· -11ecessary 
instructions had ·been issued ·to• all concerned departments for processing technical · 
evaluation bids in a time-bound manner of 15 days. . 

. . . . . .. . . . 

b) . Government hospitals were expected to complete the purchase process within· 
six months from i:he date of invitation of bid. ··Delays were. noticed in processing and 

· award of work in the case of various hospitals as indicated below:- · 

(R I3kil) uneesin 
_. Delay in.purchase of equipment · 

Cases 6to12 12to 18 18 to 24 24to 36 More than 

Hospitall · .·test months months months. months 36montlis 

checked .No. Cost No. Cost No; Cost No. Cost No. Cost 

R.M.L 10 -- -- . .8 118.16 - - 2 24.86 - -

Safdar.hmi?: 16 5 571.70. 1 .. 35.70 2 28.50 6 58.40 1 118.00 
LHMC . 5 2 46.96 - - 1 16.38 1 9.79 -- --
BCGVL, 1 - - - - 1 225.00 - - - -
Chennai 

. . . 

. The mfilii reason fo~ delay in finalization. of pi.irchase process was delay in . 
·evaluating the technical and financial bids. The Ministry stated (August 2007) that 
instructions would be issued to an ·hospit~s to complete the purchase process within 
six months from the date of invitation of bids. · 

• (c) Undue haste iJ!ll procurement 

With a vie~ to having wide~ fair and adequate competition, it is important that 
sufficient time of say 4-6 weeks in case of advertised I global tenders and 3-4 weeks 
in case of limited tenders is allowed, except in cases of emergency wh~rein also a 

· reasonable time should be permitted. The tender should preferably be kept· open for 
sale till the date of tender opening orjust one day prior to the date of opening. 
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·.It was observed inAIIMS th~t against the normal time of 4~6 weeks allowed. 
for submission of tender, only, 5: to 16 days was allowed in 8 test checked cases 

· involving purcha'se· value of Rs. :6,91 crore during 2005..:Q6 .. It was further noticed that 
sale of tender was closed 7 ·to ·.17· days before· opening; of tender .. The procurement was 
thus done in a mariner, which limited cmnpetition. , 

8 Conclusion. . 
. . .. . 

Performance audit of P!l"ocuirem~nt ({)f med~cines aind meriical eqlllipment 
in Ministry· of Health and. Family Welfaire revealed that good procurement 
practices , were by and large not followed! and pirocu:rement processes weire 
characteriied by ad-:hoc d~cisions. The basfic requirement of developing formmall 
written procedures, using explicit criteria or key performance indicators for . 
making · procurement decisions was not · met. ·. : Similarly, a. Management ·. 
Information System for. tracking demand and supply of medicines and medica! .. · 
.equipm.ent , ha& not ·.been, set~up either in a manual o:r computerised, environment , 
for plan,ning and managing procurement. · 

· A common formlllary or essential drag list 4ad not .been developed alllld 
· ·.there were Wide variations between the . numbel!". and. type of drugs inClluded m 
. essential drug lists adopted· by CGHS and. some of the Gove:rnmenf hospitals/ 
I~tif;ute. The Ministry had also failed to formrilate any policy oJ!Ji 
standardisation . of medical· eqwpment and benchmarks lfor hollding of medical· 
equipment by each hospital based on the size of hospitals, patient load and' case , 

•• mix ete.' As a resul~ wide variation in the nmiiber of· makes and models . CJf 
med.ic31 equipment held by va:rious hospitals was noticed.; , 

.The. irregu.lariti~s of. silspected cartel formatic:m by local chemists, serfo1lllS 
doubt:S about the quality of· drugs supplied ll>y chemists and delay in a few cases 
in settlement of. th,e. cl~ of. chemists, lmrmght ·out by internal and statutory 
aud)f in the years2002, 2003 and by the corum.ltant ~ngaged by the Ministry ft'oi 
study of CGHS?. persisted .as effective corrective measures had not be.en taken; 
Mecl!ical · Store Organisation· failed to meet the ne~ds of various . indentors a111d 

· . only 3 ·per.; cent of the total · reqillreille.nt l!)f medicines was supplied by . them. 
during 2002-07 •.. Consequently, .large local purchases ranging· from ·7 4 to. 97· per '· 
cent Wei"e noticed due to which the bask. i!llbjective of making procuremenU.n 

, farger quantities, in order to achieve economies of scale was not achieved~ 
Failure of the ·nepartme~t to make :reasonably accur~lte estimate· of pr9curement· · 

, requirements from time to time :resuited in medicines valued at Rs. s.s7 crnre 
·becoming time barred in Government Medical Store Depots and CGHS Store. . , , 
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,<\nnexure._I 

. (Refers to paragraph 4) 

HospitalS and Dispe~ries (Nation&! Capital Territory _of Delhi) 

SI.No. Name of the Hospital• 
1. Safdariung Hospital and Medical College, New Delhi 

. 2. Dr. Ram Manohar Lohia: Hospital; New Delhi . 
·, 3. ,• Kalawati.Saran Hospital; New Delhi .. 

4. Lady Harding Medical College and Sucheta Kriplani Hospital, New Delhi 
.. 5~ .. Lala Ram Sarup Institute ofT.B and allied diseases, New Delhi (AB•) . 
6~ Central Government Health Scheme 
7. Medical Store Organisation, New Delhi -

.· 8. Government Medical Store Depot, New Delhi 
9. All India 'Institute of Medicat Sciences and its allied 'departments, New Delhi (AB) 

' 10. National Institute of Biolo~cals, Noida fU.P (AB) 1 
11. National Institute ofCommuriicable Diseases, Delhi '' 

12. Indian CowicilofMedical Research, New Delhi(AB) . 
13. . Central Drugs Standard and Control Organisation, Ghaziabad{U.P} 
14 . ·Procurement of Meningitis Vaccfue for Inoculation of Hai Pill!:rims 

•Autonomous.Body 
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Annexure-U 

(Refers to paragraph 4) 

Hospital and Dispensaries (Outside NCT, Delhi) 

SI. Name of the Hospital/Unit By whom to be audited 
No. 
I. Central Institute of Psychiatry, Ranchi Accountant General (Audit) Jharkhand, Ranchi 
2. All India Institute of Speech & Hearing, Pr. Accountant General (Civil) Karnataka, 

Mysore (AB) Ban,1!,alore 
3. All India Institute of Physical Medicine & Pr. Director of Audit (Central) Maharashtra, 

Rehabilitation, Mumbai Mumbai 
4. PGIMER. Chandigarh (AB) Accountant General(Audit) Haryana., 

Chandigarh 
5. JIPMER, Pondicherry Pr. Accountant General (Civil Audit) Tamil 

Nadu, Chennai 
6. Indira Gandhi Institute of Health & Medical Pr. Accountant General(Audit) Meghalya, 

Sciences, Shi long (AB) Shi long 
7. NIMHANS, Bangalore (AB) Pr. Accountant General (Civil) Karnataka, 

Bangalore 
8. All India Institute of Hygiene and Public Pr. Director of Audit, West Bengal, Kolkata 

Health, Calcutta and Serologist and 
Chemical Examiner, Kolkata 

9. Central Research Institute, Kasauli Accountant General(Audit) Himachal Pradesh, 
Shimla 

10. National Tuberculosis Institute, Bangalore Pr. Accountant General (Civil) Kamataka., 
Bangalore 

11. Pasteur lllstitute of India, Coonoor (AB) Pr. Accountant General (Civil Audit) Tamil 
Nadu, Chennai 

12. Govt. Medical Store Depot, Mumbai Pr. Director of Audit (Central) Maharashtra, 
Mumbai 

13. Govt. Medical Store Depot, Chennai Pr. Accountant General (Civil Audit) Tamil 
Nadu, Chennai 

14. Govt. Medical Store Deoot, Kolkata Pr. Director of Audit, West Bengal Kolkata 
15. Govt. Medical Store Depot, Hyderabad Pr. Accountant General(Civil Audit) Andhra 

Pradesh, Hyderabad 
16. Govt. Medical Store Depot, Guwahati Pr. Accountant General(Audit) Assam, 

Guwahati 
17. Govt. Medical Store Depot, Kamal Accountant General(Audit) Haryana, 

Chandigarh 
18. BCG Vaccine Laboratory Guindy, Madras Pr. Accountant General (Civil Audit) Tamil 

Nadu, Chennai 
19. Central Leprosy Teaching and Research Pr. Accountant General (Civil Audit) Tamil 

Institute, Chenglepattu, T.N Nadu, Chennai 
20. National Institute of Population Sciences, Pr. Director of Audit (Central) Maharashtra, 

Mumbai (AB) Mumbai 
2 1. Central Drugs Standards Control PDA Mumbai, PDA, Kolkata., Pr.AG, Chennai, 

Organisations (Mumbai, Kolkata, Chennai, AG, Allahabad, AG, Patna, Pr.AG, Hyderabad 
Lucknow, Patna & Hyderabad) 

22. Regional Leprosy Training and Research Pr.Accountant General(Civil Audit) Orissa, 
Institute (Orissa, Raipur) Bhubneshwar 

23. Jawaharlal Medical College, Pondicherry Pr. Accountant General (Civil Audit) Tamil 
Nadu, Chennai 
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