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GOVERNMENT OF KERALA

" Health & Family ‘Welfare Department - Procurement, storage and distribution of drugs

{medicines), surgical items, medical equipmerts, medical instruments etc. for public health
care institutions under the Government - Setting up of a Corporaiion viz. The Kerala
Medical Services Corporation Limited (KMSEL) and incorporation of the same uader the
Companies Act, 1956 - Sanction accorded - Orders issued. '

HEALTYH & FAMILY WELFARE (J) DEPART MENT

G.0.(P)No.448/2007/H&FWD Tiated, Thiruvananthapugany, 01™ November, 20607
Read:- 1. G.O.(P)No. 2672004/H&FWD dated 7:1G/2004.
" 2. G.O.(MS)No. 103/2007/H&EWD dated 4/5/2007.
3. G.O.(Rt)No. 3937/2007/GAD dated 16/5/2007.

-

In ihe G.O. read as first paper abovs, Governmsig nad aporoved a renewed

4

drug procurement pelicy as per which the requirement of drugs for Medical College

[y

Hospitals and for institutions from ths level of Primary Health Centres upro General

Hospitals in the State for each year should be assessed in advance and tenders invited and

080G
evaluated by the Central Purchase’ Committee (CPC3 and orders placed for the joweyt
bidders. i

[
"

2. Asthe Centra) Purchase Cormmittes (CPC) System: with irs inherent handicap i -
preparing specifications, tendering, evalpation of itendars, ensuring . quality. piéci!:;g of
purchase orders, payment after scrutiﬁy of purchage bilis eic. has been felt insufficient 0
undertake the purchase and distribution of medicines on a massive scale, Government
proposed to form a Corporation, viz. "The Kerala Medical Services C_‘ofpomt’ion Limited
(KMSCL)’ like the one in Tamil Nada and to register the said organization as a Company

with 100% Governmeri ownarship under the Cemparies Act, 19506, in the Budgsi Speech

for the year 2007-08, it was decizred to evolve a new .sel.up 1o procure and distribute
guality medicines at a mintmam cost for Governmernt Hospitals for which an amount of

R3.33.50 crores has been provided our of which R3.15.60 crores is for the new setun.
A

3. Government ars spending roughly 2 amouni of Rs.120 crore: annually. for

b1

/

o L

purchase of medicines and other medical items excluding dist f(:‘."}eafth care nstitution

/4
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- under Directorate of Health Services and Directorate of Medical Education. For the cuirent
year (2007 - 08), the allotment for purchase of medicines is roughly Rs.120 crores under
various heads of accounts. Apart from the budgetary allocation, funds available from
Hospital Development Committees (HDCs), LSGs and emergency allotments are used for
purchase of medicines and medical items in hospitals. Harnessing these resources for
timely procurement and prompt distribution of all these items in a most efficient,
transparent and cost effective way through an effective computerized system ensuring full
utilization of funds, will be the main objective of the new Corporatidn.

4. In the G.O read as 2™ paper above sanction has been accorded for appointing a
Special Officer for undertaking the preparation of Project Report for the proposed
Company and for facilitating the registration of the Company under the Companies Act,

« 1956 after observing all procedures. |

5. In the G.O. read as 3™ paper above, Dr.Dinesh Arora, AS, Deputy Secretary to
Government, Health and Family Welfare Department has been designated te function as
Special Ofticer for the purpose.

6. The Special Officer with the approval of the Secretary to Government (Health)
authorized M/s. Karnataka State Electronics Development Corporation Limited
(KEONICS), a Public Sector Undertaking of Government of Karnataka as Consulitant to
prepare a Feasibi]in-/ Study (FS)/ Detaiied Project Repoi‘t‘(\DPR) for the formation of the
proposed Corporation. After having detailed fieid study, discussions with the concerned
officials and verification of secondary data related to procurement and distribution of drugs
etc., a Feasibility Study Report (FSR) / Detailed Project Report (DPR) on 'Drug Logistics
and Warehouses' has been submitted by M/s. KEONICS and their partner M/s Broadline
Computer Systems, along with draft Memorandum of Association (MoA) and Articles of
Association (A0A).

7. The Feasibility Study Report (FSR) has put forth specific recommendations on
essential drug list, procurement, tender specification, supply related issues, transportation,
storage, indenting pass book system, quality assurance, specifications on warehouses,
organizational structure of the proposed Corporation, staff pattern for Head Office and
District Warehouses etc. besides certain ganeral recommendations.

8. Government have examined the Feasibility Study Report (FSR) in detail and are |
pleased to accord sanction for seiting up a-Corporation, viz. The Kerala Medical Services
Corporation Limited (IKMSCLY}, with 100% ownership under Goverament for procurement,

storage and distribution of medicines, surgical items, medical equipments. medical
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instruments etc. for healthcare institutions in the State and for incorporating it as a

Company under the Companies Act, 1956 with Thiruvananthapuram as its Registered

Office.
Objectives

9. The following will be objectives of the Corporation:

fa)

(t)

(c)
(@)

U]
{m)
(n)

(o)
)

(q)

{r

To implement a system for purchase and distribution of drugs, supplies and

equipments in the Departments of Health Services and Medical Education,
efc. -

To ensure complele transparency in the entive operations of procurement,
distribution and usage of medicines and medical items.

To procure and stock quality drugs and medical items at competitive prices.

To ensure adequale savings in the drug budget by efficient forecasting
system. '

To avoid loss due to expiry of drugs and medical items.

To implement a system to meet the qualitative and quantitative needs of the
end users to avoid scarcity end losses and for optimal utilization.

To economize expenditure on drugs through a poolzd procurement system.
To optimize accountability at al! levels.

To achieve constant quality control mowitoring of drugs and medical items
by establishing a seporate Quality Assurance Cell.

To adopt a sircamiined procedure jor the procurement, storage and
distribution of drugs and medical items through IT envbled service.

Human resource development through training of functionaries in computer
skill, warehouse management and logistic management.

Improve infrastructure of existing drug warehouses in the districts.

IT enabled services for e-governance and management.

To provide quality assured atmosphere both in material management and in
system operation up to the end user. )

To monitor various drug and therapy related information and to take
necessary follow-up action. '

To mairgain the accounts for ol expenditure and ensure toral transparency
and accountability.

To formulate, promote, implement, develop, maintain, operate, construct,
erect, build re-model, repair, execule, improve, administer, control and
manage drug warehouses cie. for efficient implementation of drug
distribution management and warehouse management.

To provide diagnostic and other wiscellaneous services to the government
health care institutions.
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(s)  To acquire by purchase, lease, exchange, hire, gifi, or otherwise, lands and
- reclamation of lands, buildings and properties for any tenure, for carrying
out objectives of the Corporation.

(t)  To undertake construction of the drug warehouses of the Corporation.

(u}) Impart training fo administrative, technical and ministerial and other posts

under the Corporation, as well as stgff of the Departments of Health
Services / Medical Education, as per necessity.

(v) To ewnhance public healthcare service delivery by providing excellent
management control and constant vigil. :

Features
10. The Corporation will have the following features:

(a) Suitable percentage of service charges (up to 7%) shall be realized by the
Corporation to meet the administrative expenses.

(b) Tender conditions for drugs procurement should clearly specify that
wherever it is necessary to be insisted, companies following WHO-GMP
standards only will be considered.

(c) Constant vigilance in stock management will be ensured because increased
budgetary allocations will translate into favourable stock levels and there is
a lurking danger of possible expiries. Timely inter-warehouse transfers can
help avoid such expiries.

(d) In order to ensure identification of pilfered drugs, every tablet / capsule
shall be imprinted with identifving markers like 'KG' indicaiing Kerala
Government. The stores at the district levels shall be insured, _

(e) A system for periodicai audit and physical verification will be introduced as

' part of the inventory management system. Exterral auditors shall be
appointed for undertaking stock verifications. The endeavour will be to
have Quality Management Sysiems like ISO ceriification over a period to
streamline the process and ensure sustainability.

(0 A system of vendor rating will be evolved over a period of time.

(8) A system of communicating with the doctors will be evolved through an in-
house publication to make them feel that they are part of the system.

) {h) A systematic approach t¢ inculcate the culture of rational use of drugs and
- the benefits of adopting Standard Treatment Guidelines shall be ensured.

11. With regard to availability of funds, cost-benefit analysis, cost estimation,
accrued cost benefits ete. the Corporation will have the following features:

Availability of Funds

12. The funds for the Corporaiivn are proposed from -

1. Amount of Rs.15.00 crores provided under the flagship scheme on health;

2. Non-plan provision calculated roughtly to be Rs.120 crores.

In the first year's (2007 - 08) programme of the 11™ Five Year Plan, Government

have included a flagship scheme on health which visualizes achievement of universal health
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security in the State through free healthcare to the poor and health care at affordable prices
to the rest. The proposal is to utilize the Plan head and Non-plan head provisions'available

in the budget for meeting the expenses of the Cerporation.

Cost Estimation

13. Estimated cost including cost of construction for office building for the
Corporation, cost of construction of warehouses in 14 District headquarters, cost of

equipments required to the warehouses, cost of computer software and hardware, cost of

-

-

maintenance cost of head office and drug warehouses, maintenance cost of hardware, staff /

training for the staff in Drug Logistics Managzment, maintenance cost of equipments, -
cost for head office and drugs warehouses, quality testing expenses, transportation expenses
and administrative overheads .of the Corporation for the next 5 years starting from

2007 - 08 will be Rs.37.35 crores with the foliowing split up.

i.  Total expenditure for the first year Rs. 25.23 crores
ii Total expenditure for the second year  Rs.  3.00 crores
iti ~ Total'expenditure for the third year Rs. 3.04 crores
iv  Total expenditure for the fourth year "Rs.  3.04 crores
v Total expenditure for the fifth year Rs.  3.04 crores
Total Rs. 37.35 crores

Acgcrued Cost Benefits

14, The Corpora’tion- will be implementing a Ceniralised Drug Logistics
Management System (DLMS)'and a Drug Distribution Managsment System (DDMS) with
the foliowing accrued cost benefits:

- 0 The. holding cost will be substantialty minimized through proper
o reordering with the aid of DLMS.

(i)  Enormous savings will be achieved through bulk purchases by
reduction of Purchase/Ordering cost.

(iii)  Centralised purchases enable competitive pricing by the suppliers.
(iv)  The loss arising out of expiry of drugs will be completely arrested.

(v}  Most of the supplied commodities either non-moving or slow moving

: items being locked up in some of the districts, which result in large

investment will be avoided, through a controlled inter drug warehouses
transfer, us per the consumption details,

(vi)  Malpractices of taking out the supplies from the original packing and
then repacking and selling under different commercial brand names
will be totally controlled with the help of the proposed system where

adequate security measures are being taken up and also it will result in
cost benefits.




(vi) The computerized system is expected to put into consumption at least
99% of the materials procured thereby eliminating wastage.

(viii) The system will ensure a gross reach of 80% of the supplies to the
needy as against the current reach of approximately 40-50%.

(ix) The proposed system will ensure.proper accountability among the
stakeholders involved in the Drug Logistics Management System
operations thereby reducing '

~(x)  theloss in holding of inventory amongst other reasons.

(xi)  Surplus staff if any due to the automation/systemizatibn-can be re-
deployed for other essential operationai work.

(xiiy Overall, with a reduced budget more number of beneficiaries will be ~

catered.

(xiii) The Drug Distribution Management System (DDMS) will ensure -

proper distribution, resulting in cost savings in the outlay on supplies
to the extent of 20% of the allocation. '

- :
(xiv) Computerization of the entire operations of drug procurement, storage
and distribution will form a basis of the inventory levels at all points
and transfer of commodities from one point to another will be effected
S0 as to optimize utilization of commodities and to predict stock out,
stock moving etc.

~ {xv) Variations in the manually computed requlrements spec1ﬁed by the
‘service delivery institutions like Primary Health Centres, Community

Health Centres etc., leading to overstocking will be eliminated through
DDMS / DLMS.

(xvi) Excess stock of commodities at any giver pomt can be eliminated by

" this rational system, wherein requirements are arrived at, by the

consumption pattern  and mathematical modules, wh:ch could be
established to ascertain realistic requirements.

{(xvii) Through the DDMS, the consumption could be momtored in all the-

institutions and a regular feedback generated which could be an input
for arriving at the consumption cost. '

(xviii) Patlent attendance and service levels can be increased con51derably
: owing to the ready availabitity of drugs, sutures, surgical items etc.

‘(xix) Through ~this transparent system and als;o through excellent’

management control, enhanced public image can be derived on the
service levels. '
Cost-Benefit Analysis

- 15.-The cost beneﬁt analySIS of the Feasibility Study suggests cost savmgs to the

extent of 20% of the allocanon for purchase of drugs and materials. As a result of’ this
'break—even status of the Corporatlon is expected by the end of fifth year. The Corporation

‘ shall be allowed to realise 7% of the cost of the items purchased t_hrciugh the Corporation-as
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service charge from the user departments for meeting the administrative cost and making

" the Corporation economically viable. '

Structure of the Corporation

16.  The proposed Corporation will have an administrative head office at

Thiruvananthapuram and one drug warehouse in each district headquarter. Initially there

will be a lean staff structure with around 15 permarnent staff and supporting staff will be

hired on contract basis/deputation or outsourced.

accord sanction for the following;

" 17. In connection with the setting up of the Corporation, Government are pleased to

L
=

=

. . ) .

(1) The management of the Corporation will be vested with a Board of
Directors with its operations headed by a Managing Director who will
report to the Board of Directors. Government are pleased to accord

sanction for constituting the Board of Directors of the Corporation with.

the following members.

Secrétary to quérnment, H&F WD
Spe‘cial Secretary to Govemmer_zt,'H&F WD
.. State Mission Director (NRHM)

oW

Additional Secretary to Governmeni, Finance
Department L

"Director of Health Services
Director of Medical Educaiz‘on
Drugs. Controller

co - =1 o Lh

An expert in Pharmaceutical Sciences to be
nominated later, by Government from among the
Jaculty of Government College of Pharmaceutical
Sciences, Thiruvananﬁthapumm/ Kozhikode

9 Managing Director, KMSCL

Chairman

Vice Chairperson

- Director

Director

Director
Director
Director

Director

Director-

 (2) Sanction is accorded for registering (incorporating) the Corporation
with an duthorized Share Capital of Rs.10 croves with 10 lakhs shares

worth Rs.100 each. The following officers of Government are hereby

" nominated as promoters / subscribers 1o make memorandum of the

- proposed corporation.
I. Dr. Vishwas Mehta,

. Secretary, Health and Family Welfare Department .
1I. Dr. Dinesh Arora, Dy. Secretary, Health and Family Welfare
Department and State Mission Director, NRHM

e
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(3} The main objectives to be incorporated in the Memorandum of
Association (MoA) of the proposed Corporation shall be the following:

o To buy or otherwise acquire all kinds of medicines, medical
products, surgical consumables, equipment, instrument elc.,
required for Government medical institutions. '

e o distribute, assemble, install, maintain or otherwise deal in all
types of capital equipments, vehicles, and instruments required in
hospitals / institutions/projects/various directorates under Health
Department :

e To outsource services, insrrume';éﬁs',‘* ‘equipments, vehicles,
diagnostic and medical instruments, lab facilities, diagnostic
. o systems and facilities from companies, individuals, ~experts,
! institutions required for hospitals, medical.colleges and other
medical, para medical institutions, projects and various health.

institutions under Health Department '

e To establish modern warehouse and engineering workshops to
manufacture, assemble, repair or otherwise maintain various
medical  equipments, surgical  instruments,  diagnostic
equipments, fire fighting equipments, furniture and fittings
including hospital furniture and also undertake civil construction
works and other general maintenance of hospitals.

o To buy, sell, supply, distribute, store, -stock, maintain and
otherwise handle, deal in and carry on business in all kinds of
veterinary science medicines and drugs and medical products
and surgical dressings relating to all kinds of animal husbandry.

o ' To procure, produce and distribute food items for hospitals.

‘ (4) Sanction is accorded to the Director, "NRHM to meet the expenses
) incurred for . incorporation of the "proposed company subject fo -
: reimbursement of the same later.

(5) Sanction is accorded for fixing an amount of Rs.1 (one) crore as paid
up capital for incorporating the Corporation..

(6) Sanction is accorded to the Special Officer referred to GO 3rd read
-+ above for taking steps for incorporation of the Company.

(7} Sanction is accorded for the operation of the Corporation in the Jirst

year in the existing buildings of the Health Services Department with
modification works.

'(8) Sanction is accorded for c_onstmctibn,of head office building of the
; Corporation in the premises of the office of the DHS providing an
amount of Rs.50 lakhs initially for the construction. The construction

will be undertaken observing all procedures / formalities in this
respect. : ,
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(9) Sanction is accorded for construction of own buildings for warehouses
in 5 districts where facilities are not currently available in the I* year
of operation, observing all procedures / formalities in this respect.

(10) Sanction is accorded for the purchase of modern equipments for the
‘warehouses of the proposed Corporation as per Stores Purchase Rules.

(11} Sanction is accorded for accepting M/s. KEONICS and their partner
M/s Broadline Computer Systems for software consultancy for the
proposed Corporation at a reasonable price to be fixed through
negotiations, to avoid delay in going for fresh competitive tenders Jor
procurement of software consultancy and 1o reduce the risk of going

for a new software system ‘as their software has been successfully tried
and implemented in a srmzlar way in Tamil Nadu.

(12) Sanction is accorded for creatmg the following permanent posts inthe

S ' , proposed Corporation. . N
No.of - , '
Sk.no Name of Post . Salary
' _ . - _ Posts Al

1 Managing Director ' 1 Rs.35000

2 Administrative Officer [Company Secrelary s Rs. 25,000

3 Quality Control Manager - .1 Rs:20,000

4 Purchase Manager ‘ 1 -+ Rs. 20,000

5 Monager (F&4) | 1 Rs 20,000

6 Senior Saperintendent o 7 .'1 Rs. 15,000 |

7 Assistant i 7 As per Govt. scale.
8 Cashz‘e.r | I As per Govt. scale.

9 Peon - ' 2 As per Govt. scale.

. ) . s - Total : 16

. The incumbents in posis except the last three posts viz. Assistant,
Cashier and Peon shall be placed in a scale of pay at par with those in
Government service so as to have the total emoluments at the existing .
rates of pay and allowances.

(13) Sanction is accorded Jor allowing the personnel that may be hired for
operationalising the systems in the Corporation 1o work at least for a
Sfull-year period so as to avoid disruption of continuity of the work and
fo ensure the best performance of the personnel hired.

(14) Sanmction is accorded for treating all the staff rendered surplus in the
Health Services Department and Medical Education Department after.”
adjusting the vacancies available in the proposed Corporation, as
Supernumerary posts for the time being. The orders regarding existing
posts rendered surplus and to be redeployed will be issued separately.

. The Divector . of Health Services will furnish proposals for re- .
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deployment of the staff thus found surplus fo places in the department .
where there is more workload.

(15) Sanction is accorded for accept:ng the market price as advzsed by the
Drugs Controller as the basis for fixing the benchmark price of
medicines to be purchased by the Corporation.

(16) Sanction is accorded for constituting a Technical Commitiee (Exper!
Committee) in the proposed corporation with the following members .
for deciding the list of drugs to be purchased by the Corporation.

Director of Medical Education (DME)

" Director of Health Services (DHS) - =557
Drugs Controller '

‘State Mission Director, National Rural Health Mzsszon (NRHM) .
Two senior doclors one each to be nominated by DHS & DME

AN

- One official experr in Pharmaceuncal Sciences to be nominated by _.
the Government. '

(17) Sanction is accorded to the Corporatzoﬁ for realizing service charge at
7% of L1 price quoted for each product.

(18) Sanction is accorded for approval of total estimated expenses of -
Rs.37.35 crores for the Corporation for the Sirst five years.

(19) Sanction is accorded for opening a new suitable major head of account '
in the budget Jor the Corpomnon

(20) Sanctron is accorded for operations of the Corporation through bank-
account(s).

(21) Govermment are pleased to -appoint Dr. Dinesh Arora, I4AS as

™y , ' Managing Director of the Kerala Medical Services Corporation

’ Limited (KMSCIL) after incorporation of the Company. He will

function as Managing Director in addition to his duties as Depury

Secretary 1o Government, Health and Family Welfare Department and
State Mission Director, National Rural Health Mission.

(22). Sanction is accorded for releasing an amount of Rs.5 (five) crores from
_ .the current year's (2007-08) budget allotment for the Departments of
. : ' Health Services and Medical Education for medicines and other
: supplies, to the Managing Director of the Corporation for meeting the
initial expenses for setting up the Corporation.

" (23} Government are pleased to accord sanction for releasing the total
budgetary allocation for the Departments of Health Services and
Medical Education for purchase of medicines and other supplies to the
Cor_poratzon as advance in two equal installments in April and October
every year, as working capital for the Corporation.

- (24) The Corporation will commence its operation of supplying medicines,

surgicals etc. to all the Government healthcare institutions wzrh ejfecf '
. from 01/04/2008.

Nd ¥2:L0 ¥20Z-ung-£z uo.iayang fuibeue Aq panoiddy. y20zZ/26E TT/HH/IQSINM. AL 40 T# eI o ... .
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(25) Government further -order that in view of the formation of the
Company, the policy for procurement, storage and distribution of
drugs and supplies for different categories of hospitals ordered in the
G.O. read as first paper above is declared to stand modified suitably to
the extent of powers transferred now 10 the Corporation.

(26) Government orders on approval of the Memorandum of Association
(MoA) and Articles of Association (Aod) of the Corporation will be
issued separately. '

By order of the Governor,

= : T - . Dr. VISHWAS MEHTA
Co ) Secretary to Government
L ' To o
' - The Chairman, Central Purchase Committee (CPC), Directorate of, Medical Education,
Thiruvananthapuram - 695 011 : Ny
The Managing Director, The Kerala Medicat Services Corporation Ltd., T hiruvananthapuram-695 037.
The Director of Medical Education, Thiruvananthapuram - 695 011. - ,
The Director of Health Services, Thiruvananthapuram - 695 037.
‘/f he State Mission Director, National Rural Health _Mission,Thiruvananthapuram-B’?.
All District Medical Officers of Health. '
The Principal, Government Medical College, = -
- . Thiruvananthapuram / Alappuzha / Kottayam { Thrissur / Kozhikode.
The Superintendent, Medical College Hospital, .
‘ Thiruvananthapuram / Alappuzha / Kottayam / Thrissur / Kozhikode.
The Director of Treasuries, Thiruvananthapuram. L '
. The District Treasury Officer, Thiruvananthapuram.
- ) " The Principal, College of Pharmaceutical Sciences, Trivandrum / Kozhikode.
: _ The Drugs Controller, Thiruvananthapuram. , C -
Dr. Dinesh-Arora, State Mission Director, National Rural Health Mission, Thiruvananthapuram
The Director, Regional Cancer Centre, Thiruvananthapurarm.
7 o The Director, Malabar Cancer Centre, Thalassery, Kannur.
A o The Private Secretaries to Chief Minister and all Ministers.
L ' The Additional Secretary to Chief Secretary. : :
The Findnce (H&L) Department {vide U.0. No.59%7! 9/H&La3/2007/Fin. Dated, 04.10.2007)
The Accountant General (A&E) / (A udit), Kerala, Thiruvananthapuram
The Finance (PU) Departmerit. : .
The General Administration (Special-A) Department.
The Planning & Economic Affairs (BPE) Department.
The Industries Department.
The Stores Purchase Department.
The General Administration (SC) Dept. - -
- The Secretary; Kerala Legislative Assembly (with C/L.). Thiruvananthapuram. -
& ‘ " The Director of Information and Public Relations, Thiruvananthapuram
All Officers / Sections.of Health and Family Welfare Department. o
" Stock File / Office Copy : . .
Caopy to: PA to Secretary (H&FWD), PA to Special Secretary (H&FWD),

" Forwarded / By Order

Section Officer

g
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