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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present Ql1 their behalf this Eighteenth Report 
on the Action Taken by Government on this recommendations of 
the Public Accounts Committee contained in their Hundred and 
Third Report (Fourth Lok Sabha) relatilIlg to --Medical Stores 
Depots (Ministry of Health, Family Planning Works, Housing and 
Urban Development-Department of Health). 

2. On the 8th July, 1971, an "Action Taken" Sub-Committee was 
appointed to scrutinise the replies received from GoveIttlment in 
pursuance of the recommendations made by the Committee· in their 
earlier Reports. The Sub-Committee was constituted with the 
following Members: 

1. Shri B. S. Murthy 
2. Shri Bhagwat Jha Azad 
3. Shri Ram Sahai Pandey 
4. Shri C. C. Desai 
5. Shri Thillai Villalan 
6. Shri Shyama Lal Yadav 

I Convener 

lMembers 
I 

.J 
3. The Action Notes furnished by the Government were con-

sidered by the Acticm Taken Sub-Committee of the Public Account's 
Committee (1970-71) at their sitting held on the 17th November, 
1970. Consequent on the dissolution of the Lok Sabha on the 27th 
December, 1970, the Public Accounts Committee ceased to exist 
from that date. The Action Taken Sub-Committee of the Public 
Accounts Committee (1971-72) considered and adopted this Report 
at their sitting held on the 4th August, 1971 based on the suggestions 
of the Sub-Committee of PAC (1970-71). The Report was finally 
adopted by the Public Accounts Committee on the 31st August, 
1971. 

4. For facility of reference the main conclusionlrecommenda-
tions of the Committee have been printed in thick type in the body 
of the Report. A statemecnt showing the summary of the main re-
commendationslobservations of the Committee is appended to the 
Report (Appendix). 

(v) 
..-.,.,.. 'r 
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5. The Committee place on record their appreciation of the com~ 

mendable work done by the Convener and the Members of the 
Action Taken Sub~Committee (1970~71) in cQrlsidering the Action 
Taken notes and offering suggestions for this Report which could 
not be finalised by them because of the sudden dissolution of the 
Fourth Lok Sabha. 

6. The Committee place on record their appreciation of the 
.assistance rEllldered to them in this matter by the Comptroller & 
Auditor General of India. 

NEW DELHI; 
Au.gust 31, 1971 
Bhadra 9, 1893 (8). 

ERA SEZHIYAN, 
Chairman, 

Pu.blic Accounts Committee. 



CHAPTER I 

REPORT 

1.1. This Report deals with action taken by Governmetnt on the 
recommendations contained in the Hundred and Third Report of the 
Public Accounts Committee (Fourth Lok Sabha) on Audit Report 
(Civil), 1969 relating to Medical Stores Depots (Ministry of Health, 
Family PlaMing, Works, Housing and Urban Development-Depart-
ment of Health), which was presented to the House on 24th March, 
1970. 

1.2. Replies to all the 13 recommendations contained in the Re-
port have been received from Government. 

1.3. The Action Taken NoteslStatements on the recommendations I 
observations of the Committee contained in the Report have been 
categorised under the following heads:-

(1) Recommendationslobservations that have been accepted by 
Govexmment. 
S. Nos. 1, 2, 3, 4, 7, 8, 9, 10 and 11. 

(ii) RecommendationsJobservations which the Committee do 
not desire to pursue in view of the replies of Government. 
Nil. 

(iii) RecommendationsJobservations replies to which have not 
been accepted by the Committee and which require rei-
teration. 
S. Nos. 6, 12 SItld 13. 

(iv) Recommendationslobservations in respect of which Gov-
ernment have furnished interim replies . .. 
S. No.5. 

1.4. The Committee hope that final reply in regard to the recom· 
mendation/observation to which interim reply has been fumished 
will be submitted to them expeditiously after getting it vetted ,'by 
Audit. 

1.5,. The Committee will now deal with action taken by Govern-
ment on some of the recommendationslobservations. 
Financial Results of the Working of Medical Stores Depots-Para-
graphs 1.13, 1.60, 1.61 (S. Nos. 2, 12 and 13). 
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1.6. In paragraphs 1.13, 1.60 and 1.61 of their 103rd Report, the-
Public Accounts Committee had made the following observations 
regarding the working of the Medical Stores Depots and the question 
If their continuance: 

"1.13. Analysis of the working of the Depots managed by the-
Organisation suggests that the Depots at Madras and Cal-
cutta w~e primarily responsible for the set back. The· 
following factors in particular contributed to the deterlo-
ratingftnances of the Organisation:-

(1) The mounting cost of establishment, particularly at CaI-
:1' cutta end Madras Government have themselves admitted 
". 

that "there may be room for reviewing this expenditure 
at Calcutta", considering the turnover of the Depot. As 
regards the Depot at Madras, Government have not 
found it "possible to account for the higher salary bill"; 
the faot that labour in the factory attached to the depot 

. t was utilised to the extent of only 72 per' cent in 196'l-68 
and 47 per cent in 1968·69 indicates that the estabUsh-
ment in the depot is substantially under-employed. 

(U) The issue of medicines and other items at less th8ID cost 
price-This would appear to be due to the present sys-
tem of qllarterly revision of issue prices which inter-
poses as "time-lag of two to five months" in giviilg 
effect to increase in rates caused by rise in prices of 
items procured by the Depots. How substantially this 
affects the worki~ results of the Depots would be evi-
dent frOm the fact' that the Madras Depot sustailned a. 
loss of Rs. 4.05 lakhs on this account during 1967-68. 

(iii) Uneconomic manufacture-The two pharmaceutical' 
~ factories attached to the Depots at Bombay and Madras 

are menufacturing 250 items like tinctures, tablets, oint-
ments SIlld bandages which are ordinarily available in 
market. Their cost compares unfavourably with market 
prices in certain cases. The Depots have shortage of' 
technical staff but excess of factory labour." 

"1.60. The Medical Stores Organisation was set up as a cen-
tralised supply agency to hospitals, dispensaries etc. at a 
time when other sources of supply had not developed ade-
quately. The pharmaceutical industry in the country has 
since developed to a great extent, with Government: 
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undertakings like Indian Drugs and Pharmaceuticals Ltd. 
also entering the field. Over the years, the tendency has 
also been to entrust the work of procurement to bulk pro-
curing agencies like Director General, Supplies and Dis-
posals, as experience has indicated that such bulk purcha-
se is generally more economical. The data furnished to 
the Committee which is reproduced at pages 21--23 of this 
report would also show that hospitals are becoming less 
and less dependent on Medical Stores ,Depots as a supply-
ing agency and that the Depots themselves have at best 
been able to meet 50 per c~nt--60 per cent of the demands 
raised on them by the indentors. There are no doubt a 
number of small indentors in the States in whose case it 
might lIlot be possible to resort to bulk procurement 
against rate and running contracts concluded by the 
Director General, Supplies and Disposals, but this has to 
be weighed against the fact that 'the States have become 
a little more autonomous and many, of them want to 
make their own purchases'." 

"1.61. The Committee note that Government themselves are 
cognisant of all these factors which have a bearing on the 
future of the Central Medical Stores Depots and are con-
sidering "the ·whole question of the future of the Depot 
and the form in which it should continue, if at all it has 
to be continued." The Committee would like Govel11'lment 
to complete examination of this question speedily and 
come to a quick decision." 

1.7. In their reply dated 17-2-1971 the Department of Health have 
stated as follows: 

"(i) (a) The S. I. Unit of the Ministry of Finance shall be 
undertaking a workstudy of the Medical Stores Depots 
very shortly and in the light of their recommendations the 
staff composition will be refixed. 

(b) The Administrative Staff College, Hyderabad has been 
asked to examine the working of the Depots with a view 
to introduce modern practices of inventory control, finan-
cial accounting and other administrative reforms. 

(c) The assistance of National Industrial Development Corpo-
ration and World Health Organisation has also been sought 
with a view to modernize the existing factories in order 
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to achieve greater productivity and to study the range of 
products which could be taken up for manufacture consis-
tent with modern trends in medical practice. 

(ii) The P.A.C. has itself commented upon in para 1.13 (it) ot 
the report. The question of evolving an equitable formula 
for the fixation of rates is receiving the attention of this 
Department in consultation with the Depots. In the 
meantime, interim instructions have been issued to 
the Depots that whenever an article is purchased at 
a higher rate, issue price should be forthwith raised to 
avoid such losses. 

(iii) The shortage of technical staff i.e. analytical chemists is 
being made good by recruiting extra posts commensu-
rance with the analytical work load, for which the sanc-
tion has already been issued. Simultaneously instructions 
have been issued not to fill vacancies which arise in labour 
category on the Factory side." , 

"The question of continuance or otherwise of the Medical Store 
Depots has been thoroughly considered by this Depart-
ment and we are firmly of the view that the Depots have 
a definite place in the National set up. and must continue. 
Their utility is unquestionable particularly as far as the 
implementation of National Health Programmes and the 
Civil Defence activities are concerned. Some of the Union 
Territories and newly created States in the eastern sector 
situated in the vulnerable areas have no source of supply 
close at hand. Also for 16,000 odd clients of the M. S. 
Organisation of which 96 per cent are small hospitals I 
dispensaries, dotted allover the country in far Bung areas, 
the Depots provide the most ideal place for buying their 
requirements as the benefit of the bulk buying is passed 
on to these Institutions and quality control is assured. 
Two comparative studies, one carried out in 1963 and the 
other very recently of the cost of medicines which a small 
indentor had to pay in the State of Maharashtra when 
buying from multiple sources and the prices charged by 
the M. S. Depot revealed that only in a few odd cases the 
prices charged by the M.S. Deport were higher. On the 
wbole 1963 study showed that the cost of drawal from 
M. S. Depot as against the Maharashtra Govt. contracts 
was 72.2: 100 for a unit pack of each Item; the cost actually 
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charged on some indents picked up at random from M. S. 
Depot and compared as against the Maharashtra rate 
contract revealed a ratio of 64.2:100. The recent study 
shows these figures to be 78.1:100 and 68.1:100 respectively. 
This Department fully realises that the working of the 
Depots has to be streamlined to render efficient service 
to the client and to supply his requirements at economical 
prices. Accordingly, the question of setting up of a High-
powered Board to bring about necessary improvements in 
the existing organisational set up of the Depots is under 
active consideration of the Government. Also range of 
items to be stocked by Medical Store Depots is being re-
examined in consultation with the State Governments in 
order to ensure that the demand of a common indentor 
are met to the extent of 90 to 100 per cent." 

"The question of continuance or otherside of the Medical Store 
t>epots has been critically examined and decision taken at 
the Minister's level to continue the Organisation. Steps 
have been taken to streamline the working of the Medical 
Stores Organisation by constituting a High Powered Mana-
gerial Board in the Ministry headed by the Minister of 
State. The Board will provide overall guidelines on all 
important matters of policy, procedure and speedy clear-
ance of all proposals. The Administrative Staff College, 
Hyderabad has been asked to carry out preliminary survey 
with a view to introduce modern practices of inventory 
control, financial accounting and other administrative re-
forms. Similarly the assistance of NIDC and WHO has 
been sought with a view to modernize the existing factories 
in order to achieve greater productivity and to study the 
range of products which could be taken up for manufac-
ture consistent with modem trends of medical practics." 

108. The Committee understand from Audit that the accounts of 
the Medical Stores Depots for the years 1967.68, 1968-69 and 1969-70 
have not yet been sent to them. The latest financial results of the 
working of the Depots are, therefore, not known. Their non·submls-
sion for 3 years is an indicator of all not being well with the Depots. 
The Committee deprecate the delay and would urge Government to 
spot the causes of the delay and finalise the accounts expeditiously .. 
They would also like to empha.4Jise the need for timely submission 01 
accounts to Audit in future. 

1.9. The Committee note that after a critical examination Gov-
- --ment are inclined to continue the Medical Stores Organisation, 
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and that they propose to take steps to streamJine its working. It ap-
pears to the Committee that the main advantage of organisation wiD, 
if at aU, accrue only to the large pumber of small co .. swners. It is, 
however, not quite clear whether even for them the cost would 
necessarily be favourable in comparison with other sources (.If supply 
including local purchase especially as the bulk of the supplies of the 
Medical Stores Organisation are purchases resold. The Committee 
would, therefore, like to have another opportunity to go into the 
question of the advantille of cOilltinuing this organisation and would, 
therefore, like Government to send the review of the working of the 
organisation after one year from the date it has been reorganised.' 
The review should be sent through Audit. 

Local purchases-Paragraph 1.25 (S. No.4) 

1.10. The Committee had made the following comments regarding 
local purchases of medicines made by the Depots in paragraph 1.25 
of the Report: 

:' 

"The Committee observe that notwithstanding steps taken by 
Government to bring down the quantum of local purcha-
ses by the depots, the value of such purchases ha'i gone up 
from Rs. 139 lakhs in 1964-65 to Rs. 200 lakhs in 1966-67. 
The experience of the Madras Depot, which incurred an 
extra expenditure of Rs. 25,000 in making local purchases 
to the tune of Rs. 1.76 lakhs during the period September, 
1965-August, 1968 suggest that purchases by a centralised 
agency like the Director General, Supplies and Disposals 
could be cheaper. The representatives of Government also 
admitted that, notWithstanding some instances to the con-
trary, "generally speaking, supply through the DGS&D 
would be cheaper". The Committee appreciate the fact 
that the enhanced powers given to the depots, coupled 
with the delay that sometimes occurs in supplies against 
contracts arranged by the Director General, Supplies & 
Disposals would tend to push up local purchases by the 
Depots. It may not also be possible to meet the require-
ments of small indentors individually through rate or run-
ning contracts, due to problems that will arise in the ins-
pection and despatch of small consignments. Nevertheless 
the efforts should be to scale down local purchases to the 
minimum, by advance indenting on the Director General, 
Supplies and Disposals and bulking of indents. Local pur-
chases being generally costlier, would unnecessarily push 
up the cost of health services." 



7 

1.11. The Department of Health have furnished the following • reply in their note dated 17-2-1971: 

uAs general rule major purchases are made through the DGS-
&D as per Government orders. It may be mentioned that 
large scale local purchases are also necessary in a trading 
institution like Medical Store Depots on account of failure 
of supplies against the DGS&D contracts. A trading ins-
titution can ill afford to lose business and render indiffe-
rent service to the clients, when a part of the demand can 
be met by local purchases under the powers as delegated 
to the DepotsID.G.H.S. It will be appreciated that M. S. 
Depots being trading institutions have a unique position 
as compare with other Centrall1>epartments who buy 
stores for their own consumption. Another reason for 
local purchases is that DGS&D do not entertain indents 
for amounts less than Rs. 25,000. Despite above mentio-
ned limitations, every possible effort will be made to 
place bulk indents on the DGS&D sufficiently in advance 
with a view to bring down the figures of local purchases 
in all Medical Store Depots." 

1.12. The Committee desire that concerted efforts should be taken 
to bring down the local purchase of about Rs. 200 lakhs per annum 
of medical Stores. The Committee understand that under the exist-
ing procedure indents ean be placed on the DGS&D even in advance 
of the budget allocation. They would, therefore, emphasise the need 
for timely indenting of the stores and proper follow-up action to 
etisure prompt supplies, so as to -reduce local purchases by the depots. 

Delay in procurement of stores by DGS&D-Paragraph 1.26 (S. 
No.5). 

1.13. Commenting on the delay in procurement of certain stores 
by the Director General of Supplies and Disposals, the Committee had 
made the follOWing observations in paragraph 1.26 of the Report: 

uThe Committee are also unhappy over the delay in procure-
ment of some of the stores by the Directorate General of 
Supplies and Disposals. In the case of the Madras Depot 
it is noticed !hat non-supply of 629 sets of dispensing scal-
es by the DGS&D resulted in their local purchase at an 
excess cost of Rs. 5,279/- while failure to procure knife 
Bard Parker Blades in time led to local procurement of 
one third of the quantity at an additional cost of Rs. 9,278/-. 
The Committee would like the DGS&D to look into these 
cases so as to plug the loopholes in procurement proce-
dure." 
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1.14. The Ministry of Supply, in their note dated 15-12-1970 have 
given the following reply: 

• "The two cases have been examined. It has been observed 
that the handling of these cases was delayed at various sta-
ges, and there were also some irregularities. Responsibi-
lity for such delays I irregularities is being fixed. The 
Public Accounts Committee will be apprised of the posi-
tion in due course." 

1.15. The Committee note that the two cases of delay referred to 
by them have been examined by Government and responsibility for 
the delayslirregularities is being fixed. 

1.16. The Committee would like the Directorate General of Sup-
plies and Disposals to take necessary steps to plug loopholes in the 
procurement procedt'll'e to avoid delay in procurement of stores in 
future. 

Delay in discontinuance of manufacture of certain items-Para-
graph 1.34 (S. No.6). 

1.17. In paragraph 1.34 of the Report, the Committee had made 
the following observations:-

"The Committee notice that it took Government over three 
years to come to a final decision about the discontinuance 
of manufacture cif certain items which were being pro-
duced by the Medical Stores Depot, Madras at rates higher 
than the market prices. Continuance of production of 
these items might have been justified to the extent the 
Depot had stocks of raw materials which could not be put 
to more gainful alternative uses, but there was no justifi-
cation to have continued their manufacture by procuring 
fresh stocks of Faw materials. In fact, items worth 
Rs. 10.07 lakhs were produced in this manner during the 
period 1966-67 to 1968-69, which resulted in extra expen-
diture of Rs. 3.00 lakhs. It was stated that the manufac-
ture of these items was not restricted as Uit was then 
thought that demands from indentors shOUld be met". 
These demands could equally well have been met from 
the market, where these items were available at cheaper 
rates." 

1.18. In their note dated 17th February, 1971, the Department of 
Health stated as follows:-

uIt is agreed that manufacture of bandages continued for a 
long time in the factory of M. S. Depot, Madras as 
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pointed by the PAC though the factory's manufacturing 
cost of this item was more than its market rate but due 
care will be taken in future to guard against recurrence 
of such like instances. 

However, in this connection, it is submitted that the bulk of 
the raw materials have to be procured through the 
DGS&D under the Government procedure. DGS&D nor-
mally take six months or so to process the demands to 
which may be added another three months for the raw 
materials to actually arrive. The actual manufacture may 
be taken up still later depending upon the availability of 
the machinery/equipment etc. and or the manufacturing 
programme. Thus there is a time lag of almost a year 
when the programme is initially planned and the actual 
manufacture is taken up in our Factories. The cycle of 
purchases through the Governmental procedure is so long 
that the comparison of rates has necessarily to be done 
almost a year in advance of the actual production in our 
own factories. Once indents have been placed on the 
DGS&D and firm commitments entered into there is no 
going back on the production programme. If the compa-
rison is instituted at the actual time of manufacture on 
the basis of raw materials already received through the 
DGS&D and manufacture is found to be uneconomical, 
the raw materials will have to be disposed of leading to 
greater losses to the State. The periodical comparison 
with market rates has been found impracticable in view 
of the peculiarity of procurement of raw materials through 
the DGS&D which necessitates maintenance of huge in-
ventories. 

In the case of many drugs the protocols of use for the finished 
products can be satisfied according to the pharmacopoeal 
standards even by using inferior quality raw materials. 
Unlike the State Excise under which check of all the in-
comings usage and outgoing of alcohol, by an inspector 
permanently attached to a factory there is no such con-
trol during the manufacture of drugs. Checks by the 
Drug Inspectors are only random during their rather 
infrequent visits to the factories, the number of Drug 
inspectors and the testing Labs. in the country is woe-
fully inadequate as determined by the experts. 

In the circumstances a comparison of rates with the private 
manufacture is, rather invidious for such products, since 
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in M.S.D. factories only standard quality raw materials 
will be used. 

In the case of Bandages, regardless of what quotations are 
received from the market and the claim made the quality 
is generally 'suspect' both in the matter of c10th and di-
mensional particulars. No hospital!dispensary or even 
a Medical Store Depot can possibly institute hundred per 
cent inspection of the quality of cloth used and the di-
mensional particulars since the quantities \purchased at 
a time run into lacs of numbers and the testing of cloth 
and measurement of individual bandage or even a subs-
tantial percentage check is a highly time consuming and 
expensive bUsiness. This is particularly so as the ban· 
dages are made from hand loom cloth which is cut ah~ 
rolled by and large through processes which are essen-
tially manual fUrther the rolling of bandages is an acti-
vity of highly strategic importance. If we give up this 
activity on account of marginal price variations in our 
factories, the Government will have no means 6f direct 
production under its control in times of emergencies when 
bandages are required in huge quantities and the private 
sector is unable to cope with the demand. It will ·riot 
be out of place to mention here that during the Indo-Pak 
conflict our factories were running two shifts and pro-
duced the badly needed bandages in enormous quantities. 
It is felt that bandage making activity must continue re-
gardless of marginal price variations both from the strate-
gic point of view and also on account of quality considera-
tions. 

The Department fully realises that where products of com-' 
parable quality are available at cheaper rates in the mar-
ket, purchases of such products should be made from the 
market in preference to manufacture in our own facto-
ries. However, in view of the fact that our factories work 
under circumstances vastly different from the private 
sector and the term 'market rate' is valid only at a given 
point of time and for 'comparable quality' products, we 
have taken up the overall question vrith the Audit to 
arrive at an equitable and rational system of comparing 
the costs." 

1.19. The Committee find Ito justification for continnance by the 
Med;cal Stores Depots manufacture of certain uneconomic items 
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'which are ordinarily available at cheaper rates from the trade. The 
-(;omm. ttee .note .that the assistance of National Industrial Develop-
ment Corporation and World Health Organisation has been sought 
'with a view to modernising the existing factories and to study the 
range ·ofproducts wlhich could be taken up for manufacture consis-
tent with modem trends in medical practice. The Committee suggest 
that Government should examine the economics of manufacture of 
:all the items under production at present after comparing the cost 
.,f manufutUl'e with the .prevailing market prices. 

:2023 LS-2 1 



CHAPTER n 
RECOMMENDATIONSjOBSERVATIONS THAT HAVE BEEN 

ACCEPTED BY GOVERNMENT 

Recommendation 

The Committee are concerned about the progressive deterioration 
in the working results of the Medical Stores Organisation. The 
Organisation made a profit of Rs. 23·43 lakhs in 1964~65 which was 
reduced in 1965~66 to Rs. 13·11 lakhs. In the subsequent year it ran 
up a deficit of Rs. 4·78 lakhs. The deterioration in performance 
occurred despite an increase in the turnover of the Organisation 
during this period by over a fifth i.e., from Rs. 538 lakhs in 1964-65 
to Rs. 664 lakhs in 1966-67. 

[5. No. 1 of Appendix (Paragraph 1.12) of 103rd Report-4th 
Lok Sabha]. 

Action Taken 

It is agreed that there had been loss of Rs. 4·78 lakhs in 1966~67 
inspite of progressive increase in the turnover during the period 
from 1964~65 to 1966-67. 

However, the salient factors which contributed to this loss were' 
as follows: 
(i) Over-heads:-

There had been periodical increase in allowances granted to the' 
employees if the Medical Stores Depots during the period 1964~65 
to 1966-67. Besides there had been a steady rise of prices of con~ 

Burnable items, cost of maintaining the depot fleet/hired transport t() 
carry the stores and other miscellaneous items. 

(ii) Quarterly fixation of Issue rateB:-
The P.A.C. has itself commented upon in Para 1.13 (U) of the' 

report. The question of evolving an equitable formula for the fixa-
tion of rates is receiving the attention of this Department in con-
sultation with the Depots. In the meantime interim instructions 
have been issued to the Depots that whenever an article is purchased 
at a higher rate, issue prices should be forthwith raised to avoid such 
tosses. 

12 
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(iii) Non-recovery oj indirect e:x:penseB pertaining to non-commer-

cial scheme handled by the Organisation: 

There are certain incidental expenses incurred by the Depots in 
connection with the handling of stores received and distributed 
under the different National Health ·Programmes. This expenditure 
relates to the space occupied by the stores within the Depot pre-
cincts, ... , .......... watch and ward arrangements, cost of propor-
tionate time spent by the Officers and the Establishment personnel 
of the main Depot incidental to these programmes. These indirect 
expenses were borne from the Capital Head of Accounts pertaining 
to the Commercial Activities of the Depots instead of from the 
National Scheme. Now with a view to ensure that the proforma 
accounts exhibit a true and fair state of affairs, it has been decided 
that with effect from 1967-68 accounts, in respect of non-commer-
cial activities, proforma recoveries for the services rendered by the 
Depots would be adjusted in the Profit and Loss ~ccounts. On 
account of the above measured being taken the working picture of 
the Depots is expected to register a substantial improvement". 

(D~partment of Health O.M. No. F.l5-5170-D dated ] 7-2-1971). 

Recommendation 

An analysis of the working of the Depots managed by the 
Organisation suggests that the Depots at Madras and Calcutta were 
primarily responsible for the set-back. The following factors in 
particular contributed to' the deteriorating finances of the Organisa-
tion:-

(i) The mounting cost of establishment, particularly at Calcutta 
and Madras Government have themselves admitted that 
"there may be room for reviewing this expenditure at 
Calcutta", considering the turnover of the Depot. As re-
gards the depot at Madras Government have not found it 
"possible to account for the Higher Salary bill" the fact that 
labour in the factory attached to the depot was utilised to 
the extent of only 72 percent in 1967-68 and 47 per cent in 
1968-69 indicates that the establishment in the depot is sub-
stantially underemployed. 

(ii) The issue of medicines and other items at less than post 
price. This would appear to be due to the present system 
of quarterly revision of issue prices which interposes a' 
"time-lag of two to five months" in giving effect to increase' 
in rates caused by rise in prices of items procured by th~ 
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Depots. How substantially this effects the working results 
of the Depots would be evident from the fact that the 
Madras Depot sustained a loss of Rs. 4.05 lakhs on this 
account during 1967-68. 

(iii) Uneconomic manufacture-The Two Pharmaceutical fac-
tories attached to the Depots at Bombay and Madras are 
manufactUring 250 items like tinctures, tablets, ointments 
and bandages which are ordinarily available in market. 
Their cost compares unfavourably with market prices in 
certain cases. The Depots have shortage of technical staff 
but excess of factory labour. 

IS. No. 2 of Appendix (Paragraph 1.13) of l03rd Report-4th Lok 
Sabha]. 

Action Taken 

(i) (a) The S. I. Unit of the Ministry of Finance shall be under-
taking a workstudy of the Medical Store Depots very shortly and in 
the light of their recommendations the staff composition will be 
t'efixed. 

(b) The Administrative Staff College, Hyderabad has been asked 
to examine the working of the Depots with a view to introduce 
modern practices of inventory control, financial accounting and other 
administrative reforms. 

(c) The assistance of National Industrial Development Corpora-
tion and World Health Organisation has also been sought with a view 
to modernize the existing factories in order to achieve greater produc-
tivity and to study the range of products which could be taken up 
for manufacture consistent with modern trends in medical practice. 

(il) The P. A. C. has itself commented up on in para 1.13 (ii) of 
the report. The question of evolving an equitable formula for the 
fixation of rates is receiving the attention of this Department in con-
sultation with the Depots. In the meantime, interim instructions have 
been issued to the Depots that whenever an article is purchased at a 
bigher rate, issue price should be forthwith raised to avoid such 
losses. 

(iii) The shortage of technical staff i.e. analytical chemists is being 
tIlade good by recruiting extra posts commensurance ~ith the analyti-
cal work load, for which the sanction has already been issued. Simul-
taneously instructions have been issued not to fill vacancies which sr_ &1 labour category on the Factory side. 

(Department of Health O.M. No. F 15-5/70-D dated 17-2-1971). 
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Recommendation 

The Committee note that Govennment are at present considerm, 
Ute f\lture of the Medical Store Organisation as a whole and "th .. 
form in which it has to continue if it has to continue". Pending a 
decision on this major issue, the Committee would like Government 
to consider if the establishment employed in the Depots could be-
rationalised. A more rational system of pricing of issues from the 
Depots will have also to be evolved, so that there may not be delays 
in giving effect to increase in prices procured by the Depots and 
losses on this account may be minimised. 

[So No. 3 of Appendix (Paragraph 1.14) of l03rd Report-4th Lok 
Sabha]. 

Action Taken 

The question of continuance or otherwise of the Medical Store 
Depots has Deen thoroughly considered by this Department and we 
are firmly of the view that the Depots have a definite place in the 
National set up and must continue. Their utility is unquestionable 
particularly as far as the implementation of National Health Pro-
grammes, the Civil Defence activities are concerned. The main bene-
ficiaries are however the small hospitals/dispensaries situated in the' 
rural £i!ld semi-rural areas which are run on very small budgets and 
constitute nearly 96 per cent of the clientale of M.S. Depots. Their 
purchases are assentially of a retail character comprising of a large 
assortment of common drugs and other medical requisites in small 
quantities. Their value of purchase per item is extremely low and 
so is the total value per ilndent. In dealing with M.S. Depots they 
get the advantages of buying from a single source their varied require-
ments of assured quality with the benefit of bulk prices as the depotS' 
charge very nominal departmental charges-lO per cent against 
25 per cent or so which is the common margiln-retail sale3 in 
Medical establishments. Accordingly Government has taken a 
decision to set up a High Powered Managerial Board with a view 
to streamline the working of the Depots on proper commercial 
lines, and Illecessary details thereof are being worked out. 

As already stated against Para 1.12 interim instructions have 
already been issued to Depots to revise the issue rate forthwith .. 
soon as fresh stocks are purchased at higher rates to avoid loss OJ'I 
this account in future. 
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Simultaneously details of a regular revised formula for fixation 
of P.V. Rates on aIll equitable baSis are being worked out and neces-
sary instructions to this effect will be issued soon to all concerned. 

[Department of Health O.M. No. F. 15-5j70-D dated 17-2-1:71]. 

Recommendation 

The Committee observed that notwithstanding steps taken by 
Government to bring doWlll the quantum of local purchases by the 
depots, the value of sUJ:h purchases has gone up from Rs. 139 lakhs 
in 1964-65 to Rs. 200 lakhs in 1966-67. The experience of the Mad-
ras Depot, which incurred an extra expenditure· of R3. 25,000 in 
making local purchases to the tune of Rs. 1.76 lakhs during the 
period September, 1966-August, 1968 suggests that purchases by a 
centralised agency like the Director Qeneral, Supplies and Dispo-
sals would be cheaper. The representatives of Government also 
admitted that, notwithstanding some instances to the contrary, 
<'generally speaking, supply through the D.G.S.&D. would be 
·cheaper". The Committee appreciate the fact that the enhanced 
powers given to the depots, coupled with the delay that sometImes 
occurs in supplies against contracts arranged by the Director 
General, Supplies & Disposals would tend to push up local pur-
chases by the Depots. It may not also be possible to meet the 
reqUirements of small indentors indiVidually through rate or run-
ning contracts, due to problems that will arise in the inspection P!1ld 

.despatch of small consignments .. Nevertheless the effort should be 
to scale down local purchases to the minimum. by advance indent-
ing on the Director General, Supplies and Disposal> and. bulking 
,()f indents. Local purchases being generally costlier, would un-
necessarily push up the cost of health services. 

[So No.4 of Appendix (Paragraph 1.25) of 103rd Report-4th Lok 
Sabha]. 

Action Taken 

.. As a general rule major purchases are made through the D.O:] . 
.& D. as per Government orders. It may be mentioned that large 
scale local purchases are also necessary in a trarliltlg institution like 
Medical Store Depots on account of failure of supplies against the 
D .. G.S.&D. contracts. A trading institution can ill afford to lose 
business and render indifferernt service to the clients, when a part 
·of the demand can be met by local purchases under the powers as 
<lelegated to the DepotsID.G.H.S. It will ~e .appreciated that MS. 
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.Depots being trading Institutions have a unique. position as com-
pared with other Central Govemment Departments who buy 
.stores for own consumption. Another reason for local purchases is 
that D.G.S.&D. do not entertain indents for amounfs less than 
Rs. 25,000. Despite above mentioned limitations, every possible 
effort will be made to place bulk indents on the D.G.S.&D. suffi-
ciently in advance with a view to bring down the figures of local 
',purchases in all Medical Store Depots. 

[Department of Health O.M. No. F. 15-5/70-D dated 17-2-1971] 

Recommendation 

In para 2.141 of their Forty-second Report (1965-66) the Public 
.Accounts Committee had desired that periodic reviews should be 
undertaken to ensure that depots do not continue to produce items 
which can be more economically procured from the market. The 
Committee note that, pursuant to this recommendation, Govern-
ment initiate rate enquiries once every year while provisioning 
for items manufactured in the Depot. The experience in the pre-
sent case, however, suggests that follow-up action on such enquiries 
is not prompt and effective enough. It might be con~idered wht:-. 
ther the periodicity of such enquiries could be increased, so that 
the period for which Depots continue uneconomic manufacture of 
items is restricted to the minimum. 

'(So No. 7 of Appendix (Paragraph 1.35) of 103rd Report-4th Lok 
Sabha]. 

Action Taken 

Due care will be taken in future to guard against recurrence of 
-such instances. However, in view of fact that our factories work 
under circumstances vastly different from the private sector and 
the term 'market rate' is valid only at a given point· of time and 
for 'comparable quality' products. we have taken up the overall 
question with the Audit to arrive at an equitable and rational sys-
tem of comparing the costs. 

[Department of Health O.M. No. F. 15-5/70-D dated 17-2-1971] 

ReeoniDlendation 

While the Committee note that the dues awaiting realisation by 
"Medical Stores DepOts have come down from Rs. 233 lakhs as on 
:31st March, 1967 to Rs. 204 lakhs as on 31st March, 1968, they cannot 
help feeling that the pending dues are still large. The bulk of the 
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dues as on 31st March, 1968, i.e. as much as Rs. 169 lakhs, was on 
account of supplies to Government Institutions, a sum of Rs. 9.12 
lakhs out of these pertaining to supplies made in 1965-66 and even. 
earlier years. The Committee would like expeditious action to be 
taken to realise these dues, as also dues amounting to Rs. 3.48 lakhs. 
pertaining to non-Government Institutions. 

[5. No. 8 of Appendix (Paragraph 1.40) of 103rd Report-4th Lok 
Sabha].. 

Action Taken 

The latest position of the outstanding dues as on 31st March, 197()l 
(pertaining to the year 1966-67) is as under:-

Government 
Non-Governm:n t 
Others 

Rs. 18,43,541. 14 or 
Rs. 2,18,063.11 
Rs. 14,79,773.93 

The above figures are, however, unaudited. 

Rs. 18.44 lakhs 
Rs. 2.18 lakhs 
Rs. 14.80 lakhs 

(i) Out of Rs. 18.44 lakhs due from Government Institutions. 
Rs. 16.85 lakhs is due on account of Anti-T.B. Stores and the Accoun .. 
tant General, West Bengal, Calcutta has been advised in May, 1970 
to affored credit to Medical Store Depot, Calcutta and Rs. 1.55 lakhs 
represents Stores supplied to Bihar State on Draught Relief, sanc-
tion to grants-in-aid is awaited from the Government of India. 

(ii) Out of Rs. 2.18 lakhs due from Non-Government InstitutIOns 
Rs. 1.90 lakhs is due from Panchayats, Zile Parishad, Municipalities~ 
These institutions are being reminded to expedite settlement. 

(iii) Out of Rs. 14.80 lakhs due from others, Rs. 14.59 lakh~ 

relates to everhead allocated to quinine account and represents Pro-
forma adjustments in accounts and no recovery is due from any 
party. 

It will be seen from the figures mentioned above that strenuouS' 
efforts have been made to realise the outstanding dues and balance 
left are almost normal as compared with the figures of past years. 

RecommeDdatioD 

The Committee note that due to a 'mistake' on the part of· the-
Medical Store Depot, Calcutta, in fixing issue rate of certain medi;" 
cine, there was a loss of Rs. 1.81 lakhs. The Committee hO}re that 
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Government will take action to guard against the recurrence of such. 
e! default. 
[So No.9 of Appendix (Paragraph 1.54) of 103rd Report-4th Lok 

Sabhaj 

Action Taken 

With a view to guard against the recurrence of such instances of 
losses interim instructions have been issued to all the Medical Store 
Depots to revise the issue price forthwith whenever a fresh stock 
of stores is purchased at a higher price. A regular formula is be-
ing evolved. 

[Department of Health O.M. No.-F. 15.5j70-Dated 17-2-1971] 

Recommendation 

There was also a case where it took over 8 months for Govern-
ment to come to a decision on the acceptance of a tender for en-
callsulation of powder. Consequently Government could not evail 
itself of the offer which was open for 90 days and had to entrust the 
work to another tenderer, who had quoted a higher rate, at an extra 
cost of Rs. 0.95 lakhs. As it has been indicated that the lower rate 
received in this case might not have been workable, the Committee 
do not wish to pursue the case further. The Committee however, 
t.rust that Government would ensure that delays of this kind in 
acceptance of tenders do not recur. 

[So No. 10 of Appendix (Paragraph 1.55) of 103rd Report-4th Lok 
Sabha} 

Action Taken 

Noted for future guidance. 

Recommendation 

The Committee note that there is a doubt whether supply orders 
placed by the Depot constitute binding contracts and that the matter-
\s under examination. The Committee would like Government to 
take appropriate legal advice in the matter and suitably revise the 
procedure so that the supply orders become enforceable contracts in 
law. 

[So No. 11 of Appendix (Paragraph 1.56) of l03rd Report-4th Lok 
SabbaJ~ 
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Action Taken 

At present the supply orders placed by the Depots are not bind-
ing contracts. However, instructions have been issued to the Depots 
(except Gauhati and Kamal Depots where DADGs are not in posi-
tion) to change their forms and DADGs instructed to sign for and 

. on behalf on the President of India as per notification issued by the 
Ministry of Law dated 1st February, 1966. As regards Gauhatl and 
Kamal Depots, Ministry of Law is being approached for issue of 

;similar notification in favour of junior officers who are holding 
.. .charge of these Depots till regular DADGs are posted. 

[Department of Health O.M. No. F. 15.5j70-Dated 17-2-1971] 



CHAPTER III 

RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMIT-
TEE DO NOT DESIRE TO PURSUE IN VIEW OF THE 

REPLIES OF GOVERNMENT 

NIL 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITERATION. 

Recommendation 

The Committee note that it took Government over three years 
to come to a final decision about the discontinuance of manufacture 
of certain items which were being produced by the Medical Stores 
Depot, Madras at rates higher than the market prices. Continuance 
of production of these items might have been justified to the extent 
the Depot had stocks of raw materials which could not be put to 
more gainful alternative uses, but there was no justification to have 
continued their manufacture by procuring fresh stocks of raw mate-
rials. In fact, items worth Rs. 10.07 lakhs were produced in this 
manner during the period 1966-67 to 1968-69, which resulted in extra 
expenditure of Rs. 3.00 lakhs. It was stated that the manufacture 
of these items was not restricted as "it was then thought that de-
mands from indentors should be met". These demands could.equal-
ly well have been met from the market, where these items were 
available at cheaper rates. 

[So No.6 of Appendix (Paragraph 1.34) of 103rd Report-4th Lok 
Sabha]. 

Action Taken 

It is agreed that manufacture of bandages continued for a long 
time in the factory of M.S. Depot, Madras as pointed by the P .A.C. 
though the factory's manufacturing cost of this item was more than 
its market rate but due care will be taken in future to guard I\gainst 
recurrance of such like instances. 

However, in this connection it is submitted that the bulk of the 
raw-materials have to be procured through the DGS&D under the 
Government procedure. DGS&D normally take six months or so 
to process the demands to which may be added another three months 
for the raw-materials to actually arrive. The actual manufacture 
may be taken up still later depending upon the availablity of the 
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machinery/equipment etc., and or the manufacturing programme. 
Thus there is a time lag of almost a year when the programme is 
initially planned and the actual manufacure is taken up on our 
Factories. The cycle of purchases through the Governmental pro-
cedure is so long that comparison of rates has necessarily to be done 
almost a year in advance .of the actual production in our own fac-
tories. Once indents have been placed on the DGS&D and firm 
commitments entered into there is no going back on the production 
programme. If the comparison is instituted at the actual time of 
manufacture on the basis of raw materials already received through 
the DGS&D and manufacture is found to be uneconomical, the raw-
materials will have to be disposed of leading to greater losses to the 
State. The periodical comparison with market rates has been found 
impracticable in view of the peculiarity of procurement of raw-
materials through the D.G.S. D., which necessitates maintenance of 
huge inventories. 

In the case of many drugs the protocols of use for the finished 
products can be satisfied according to the pharrn.acopoeal standards 
~ven by using inferior quality raw-materials. Unlike the State, Ex-
cise under which check of all the incomings usage and outgoing of 
alcohol, by an inspector permanently attached to a factory there is 
no such control during the manufacture of drugs. Checks by the 
Drug Inspectors are only random during their rather infrequent 
visits to the factories, the No. of Drug Inspectors and the testing 
Labs in the country is woefully inadequate as determined by the 
-e~erts. 

In the circumstances a comparison of rates with the private 
manufactures is, rather invidious for such products, since in M.S.D. 
factories only standard quality raw-materials will be used. 

In the case of Bandages, regardless of what quotations' are receiv-
ed from the market and the claim made the quality is generally 
'suspect' both in the matter of cloth and dimensional particulars. 
No hospitals, dispensaries or even a Medical Store Depot can possibly 
institute hundred per cent. inspection of the quality of cloth used 
and the dimensional particulars since the quantities purchased at a 
time run into lacs of numbers and the testing of cloth and measure-
ment of individual bandage or even a substantial percenta~e check 
is a highly time consuming and expensive business. This i!l parti-
cularly so as the bandages are made from handloom cloth which is 
cut and rolled by and large through processes which are essentially 
manual. Further the rolling of bandages is an activity of highly 
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strategic importance. If we give up this activity on account of 
marginal price variations m our factories, the Government will have 
no means of direct production under its control in times of emergen-
cies when bandages are required in huge quantities and the private 
sector is unable to cope with the demand. It will not be out of place 
to mention here that during the Indo-Pak conflict our factories were 
running two shifts and produced the badly needed bandages in enour-
mous quantities. It is felt that bandages making activity must con-
tinue regardless of marginal price variations both from the strategic' 
point of view and also on account of quality consideration. 

The Department fully realises that where products of comparable 
quality are available at cheaper rates in the market, purchases of 
such products should be made from the market in preference to 
manufacture in our own factories. However, in view of the fact 
that our factories work under circumstances vastly different from 
the private sector and the term market rate is valid only at a given 
point of time and for 'comparable quality' products, we have taken 
up the overall question with the Audit to arrive at an equitable and 
rational system of comparing the costs. 

[Department of Health O.M. No. F. 15-5/70-D dated 17-2-1971]. 

Recommendation 

The Medical Stores Organisation was set up as a centralised supply 
agency to hospitals, dispensaries etc., at a time when other sources, 
of supply had not developed adequately. The pharmaceutical indus-
try in the country has since developed to' a great extent, with Gov-
ernment undertakings like Indian Drugs and Pharmaceuticals Ltd., 
also entering the field. Over the years, the tendency has also been 
to entrust tHe work of procurement to bulk procurring agencies like 
Director General, Supplies and Disposals, as experience has indi-
cated that such bulk purchase is generally more economical. The-
date furnished b' the Committee which is reproduced at pages 21-23 
of this report would also show that hospitals are becoming less and 
less dependent on Medical Stores Depots as a supplying agency and 
that the Depots themselves have at best been able to meet 50 per cent 
to 60 per cent of the demands raised on them by the indentors. There 
are no doubt a number of small indentors in the States in whose 
case it might not be possible to resort to bulk procurement against 
rate and running contracts concluded by the I)irect-o'r General, 
Supplirs and Disposals, but this has to be weighed against the fact 
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that 'the States have become a little more autonomous and many· 
of them want to make their own purchases.' 

[So No. 2 of Appendix (Paragraph 1.60) of 103rd Report-4th Lok 
Sabha]. 

Action Taken 

The question of continuance or otherwise of the Medical Store 
Depots has been thoroughly considered by this Department and we 
are firmly of the view that the Depots have a definite place in the 
National set up and must continue. Their utility is unquestionable' 
particularly as far as the implementation of National Health Pro-
grammes and the Civil Defence activities are concerned. Some of 
the Union Territories and newly created States in the eastern sector 
situated in the vulnerable areas have no' source of supply dose at 
hand. Also for 16,000 odd clients of the M.S. Organisation of which 
96 per cent are small hospitalsldispensaries dotted all over the coun-
try in far flung areas, the Depots provide the most ideal place for 
buying their requirements as the benefit of the bulk buying is pass-
ed on to these Institutions and quality control is assured. Two 
comperative stUdies, one carried out in 1963 and the other very 
recently of the cost of medicines which a small indent·ot had to 
pay in the State of Maharashtra when buying from multiple sources 
and the prices charged by the M.S. Depot revealed that only in a 
few odd cases the prices charged by the M.S. Depot were higher. On 
the whole 1963 study showed that the cost of drawal from M.S. 
DepJt as against the Maharashtra Government contracts was 
72.2 : 100 for a unit pack of each item: the cost actually charged 
on some indents picked up at random from M.S. Depot and com-
pared as against the Maharashtra rate contract revealed a ratio of 
64.2:100. The recent study shows these figures to be 78.1:100 and 
68.1:100 respectively. This Department fully realises that the work-
ing of the DepJts has to be streamlined to render efficient service 
to the client and to supply his requirements at economic prices. 
Accordingly, the question of setting up of a High-Powered Board to· 
bring about necessary improvements in the existing organisational 
set up of the Depots is under active consideration of the Govern-
ment. Also range of items to be stocked by Medical Store Depots 
is being re-examined in C-O'J'lsul'tation with the State Govermnents in 
order to ensure that the demand of a common indentors are met to'· 
the extent of 90 to 100 per cent. 

[Department of Health O.M. No. F. 15-5/7o-D dated 17-2-1971].-
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Recommendation 

The Committee note that Government themselves are cognisent 
..of all these factors which have a bearing on the future of the Cen-
.of the future of the Depot and the form in which it should continue, 
.of the future of the Depot and the form in which it should continue , 
· if at all it has to be continued.' The Committee would like Govern-
ment to complete examination of thIs question speedly and come 
to a quick decision. 
[So No. 13 of Appendix (Paragraph 1.61) of l03rd Report-4th Lok 

Sabha] 

Action Taken 

The question of continuance or otherwise of the Medical Stores 
· Depots has been critically examined and decision taken at the 
Minister's level to continue the Organisation. Steps have been 

· taken to streamline the working of the Medical Stores Organisation 
by constituting a High-Powered Managerial Board in the Ministry 
headed by the_ Minister of State. The Board will provide overall 
guidelines on all important matters of policy, procedure and speedy 

· clearance of all problems. The Administrative Staff College, Hyde-
rabad has been asked to carry out preliminary survey with a view 

· to introduce modern practices of inventory control, financial 
accounting and other administrative reforms. Similarly the assis-

· tance of NRDC and WHO has been sought with a view to moder-
nize the existing factories in order to achieve greater productivity 
-and to study the range ·of products which could be taken up for 

: manufacture consistent with modern trends of medical practiCes. 

[Department of Health O.M. No. F. 15-5/70-D dated 17-2-1971]. 



CBAPTDV 

llECOM?tJ[END~TIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERID4ENT HAVE FURNISHED lNTERIM REPLIES. 

~omm.encbation 

The Committe~ are ttlso Wlhappy over the delay in procurement 
of some <Yf tile stores by the Directorate G~eral of SupplIes and 
UisposaIs. In the c~e of the Madras Depot it is noti~ed that nOD-
tnlpply of 629 sets of dispensing scales by the DGs&p resulted in 
their local purchase at an excess cost of &. 5,2791- while failure to 
procure Knife Bard parker Blades in time led to local procurement 
Qf one third Qf the quantity at an additional cost of Rs. 9,3791-. The 
Cbmmittee would like the DGS&P to look into these ~aaes 10 as to 
plug the loop-holes In procurement pr~edure. 

[So No.5 of Appenqix (Paragraph 1.26) of i03rd Report--4th Lok 
~bha.] 

Actio~ T~e. 

The two cases have beep. examined. ~t has been observed that 
tJ1e handling of these cases was delayed at vlU"ious stages, and there 
were also some irregularities. Responsibility for such delayslin-e-
Rularities is being flxed. The Public Accounts Committee will be 
apprised of the position ill due course. 

[Ministry of Supply, O.M. No. PIII-21(10)/70, dated 15-12-1970.] 

NEW DELm; 
August 31, 1971. 
Bhadra t, 1893 (S.). 

J7 

ERA SEZHIYAN, 
Chairm4n, 

Public Accounts Committee. 
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