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CHAPTER 1 

INTRODUCTION OF INDIAN RAILWAY’S PURCHASE PROCESS 

 

Indian Railways is one of the world’s largest public sector organizations. Its network, traffic, 

organization and extent of vertical integration are gigantic. Indian Railways (IR) is the world’s 

third largest railroad network under a single administration. It is the world’s second largest 

railway passenger transport organization, carrying 7 billion passengers annually. It is also the 

world’s fourth largest railway freight transport organization 115,000 km (71,000 mi) of track 

over a route of 65,000 km (40,000 mi) and 7,500 stations. IR has a very high degree of vertical 

integration. It manufactures about 250 electric locomotives, 250 diesel-electric locomotives 

and 3000 passenger coaches annually at six manufacturing units for its own use and for export. 

Railway workshops manufacture items such as traction motors, switch gears and control gears, 

cast & fabricated bogies, cast steel railroad wheels and forged axles. It owns and operates 125 

hospitals with a capacity of 14,000 beds. It runs 316 schools for employees’ children with 

enrolments of nearly 100 thousand students. IR provides accommodation to about 45 percent 

of its non-executive personnel and nearly all its executive personnel in 600 thousand 

apartments owned and maintained throughout the network. It runs mechanized laundries for 

cleaning bed linen provided on passenger trains and kitchens for preparing food for 9 million 

passengers travelling daily on long distance trains. 

 

Further, the World Bank while analyzing public procurement in India has remarked regarding 

IR’s procurement organization: “The creation of a competitively recruited class one cadre of 

procurement specialists in the Railways and Department of Supply in the early fifties has 

contributed to comparatively higher professional standards in both organizations, and needs 

emulation in other ministries and sectors. Creation of such cadres fosters professional growth, 

pride in the profession, cross-fertilization of ideas, etc. Alternatively, professionals belonging 

to these services should be entrusted with the procurement activity in all ministries.”(World 

Bank 2003) 
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However there is no research available on the methodology of the IR’s procurement process, 

procedures for safeguarding institutional interests or the lacunae and advantages accrued by the 

system adopted.   

 

Procurement Organization 

 

Stock Items: The Stores Department is charged with the responsibility of procurement, storage 

and issue of stock items used by all other Departments of IR. Stock items are those items that 

are regularly required for repair, maintenance, operation and manufacturing activities and need 

to be replenished at regular intervals. The Stores Department also procures non-stock items 

(which are not listed as stock items) when requested by the functional departments. Non-stock 

items are those that do not require regular replenishment and are procured only for a particular 

activity. 

Stocking Depots: The Stores Department maintains more than 250 stocking depots spread 

over the entire railway network serving various zones and manufacturing units. The stocking 

depots stock 180 thousand stock items of various descriptions. The stocking depots form the 

basic unit of the materials management organization and are attached to track maintenance 

units, loco sheds, carriage and wagon shops, signal repair shops, repair and overhaul 

workshops and manufacturing units. The stocking depots are responsible for inspection, 

receipt, storage and issue of the stock materials to the consuming departments. The 

procurement of the stock items is not done by the stocking depots. Instead, the stocking depots 

are required to periodically inform inventory positions to the Controller of Stores (COS) and 

raise indents based on estimation of rate of consumption, through the RDBMS based online 

Material Management Information System. 

 

COS Office: The COS at the zonal or manufacturing unit headquarters is responsible for 

actual procurement of items, based on indents sent by the stocking depots. The COS has 

to ensure that the inventory is within limits, while ensuring that there are no stock outs in the 

stocking depots. 
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Board and DGS&D: There are certain items which are centrally procured only by the 

Railway Board or manufacturing units or the DGS&D (the Director General of Supplies & 

Disposals which is central procurement unit of the federal Government of India). Certain 

items are also marked for manufacture at in-house workshops or manufacturing units.   The 

COS is responsible for sending the zonal indent to the central procurement agencies or the in-

house workshops or manufacturing units. 

Local Procurement: Procurement of low value items can be made by executives of other 

departments too, for which guidelines for procurement procedure and maximum limits of 

expenditure are specified. The functional departments can also procure stock or non-stock 

items of very low value directly from the market, in events of stock outs or urgency. 

Source selection procedure 

In  order  to  ensure  reliability,  availability  and  safe working  of  railway  assets,  IR  has  

been following the practice of maintaining lists of approved vendors for certain specific items. 

The Railway Board decides the items for which lists of approved vendors are to be 

maintained, as well as the agency responsible for maintaining the lists. The responsibility is 

generally given to RDSO or the manufacturing units. The Railway Board might itself decide 

the approved vendors for certain items, in rare instances. Further, certain zones or 

manufacturing units might decide to maintain lists of approved vendors for a few more items 

(other than those specified by the Railway Board), which in their opinion is critical to 

maintaining reliability, availability and safe working of assets. 

RDSO requires that vendors register online for inclusion in the approved vendors list, 

following which RDSO examines the firm’s financial and technical capacity, infrastructure, 

manufacturing practices, quality assurance plan et cetera through examination of documents 

and plant visits. If the vendor is found suitable for enlistment, the firm is usually first placed in 

a Part 2 list; orders for only a limited portion (usually 20%) of the full tendered quantity 

are placed on Part 2 vendors. Vendors on Part 2 list are considered for up gradation to the 

Part 1 list after a minimum period of 15 months from inclusion in Part 2 list; orders for full 

tendered quantity can be placed on Part 1 vendors. Vendors can be downgraded from Part 1 to 

Part 2 in certain circumstances. Vendors once downgraded are not considered for up gradation 
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till at least a year has elapsed. Vendors could also be entirely delisted from Part 1 without 

process of down grading in certain circumstances. RDSO publishes the updated list of 

approved vendors on its website every six months in January and July for use of all IR 

units.(Research Design & Standards Organization). 

 

Procurement Process 
 

 Raising of indents by stocking depots 

Indents for stock items are raised by the stocking depots depending on the type of inventory 

control applied for the particular stock item. Two types of inventory control are used on IR: (a) 

Reorder point method and (b) Fixed interval procurement method.  In the reorder point 

method, indents are generated by the stocking depot whenever the inventory level falls to a 

certain minimum level or the reorder point.  In the fixed interval procurement, indents are sent 

at periodic intervals for covering the demand over a 12 month period. 

Tendering Process 

Indents received from the stocking depots are scrutinized and compiled at the COS office. 

In case the indents are required to be sent to other agencies for procurement, the indents are 

sent to the accounts department for allocation of funds from the budget of the zone before 

sending them to the central agencies. 

Type of Tendering: In case the procurement is to be done by the COS office, decision has to 

taken about the type of tendering process to be adopted. The type of tendering process 

depends on the nature of the item under procurement and the total estimated value of 

procurement. The different methods of tendering used are : 

(a) "Open" Tender where tenders are invited by advertisement in media. Procurement is always 

done by the open tendering method under the usual circumstances. 

 (b) "Limited" Tender where tenders are   invited from a limited number of firms; Limited 

tender systems are adopted in case of items for which list of approved vendors have been 

drawn up.  Such limited tenders are also given publicity in media from time to time (say every 
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third procurement cycle) to seek out vendors who might not be on the approved list but have 

the capability to supply the material; in such cases, the issue of the tender forms is not 

restricted to firms whose names are on the list of approved contractors. If the offer of firm 

and credentials submitted are found satisfactory for such firms, a portion of the ordered 

quantity may be placed with the firm. If the order is satisfactorily executed, the name of the 

firm is added to the list of approved contractors.  

(c) "Single" Tender or "Private" purchase where tender is invited from one firm only. It is 

used when a specific item has to be procured from a specific firm only; for example, spares 

for particular machinery will be required to be procured from the OEM only. 

The Process Tender notices, which are invariably advertised, include information about the 

specifications and quantity of items under procurement, place(s) of delivery, location of sale of 

tender documents and receipt of completed tenders, time of closing of bid acceptance 

and opening of bids. The tenders are opened jointly by COS office and accounts department 

representatives, in presence of the bidders. While opening the bids, the officials are required to 

announce the offers received and circle the offers on the bid documents. All instances of 

over-writing, erasing or blank spaces in the tender documents are required to be circled, 

numbered and recorded by both officials during the opening of tender documents. 

A comparative statement of offers, conditions and deviations for all bids is prepared by the 

COS office. The statement is then checked by the accounts department before being sent to the 

Tender Committee set up for consideration of tender offers. The user department might also be 

asked to evaluate the technical suitability of the offers received for the Tender Committee. 

A Tender Committee comprising representatives from the stores, accounts and user department 

has to be constituted for evaluation of tenders valued above Rs.1 million. The Tender 

Committee evaluates the offers and submits its written recommendations (with reasons) to the 

accepting authority. The accepting authority is usually an executive of the COS office; the GM 

is the accepting authority for tender values exceeding Rs.150 million.   The accepting 

authority has the authority to accept, modify or reject the recommendations of the Tender 

Committee; reasons for not accepting the recommendations of the Tender Committee must be 

recorded by the accepting authority. 
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Inspection, receipt and Payment 

Inspection The inspection is carried by personnel from specialized inspection agencies 

hired by IR. RITES, a subsidiary consultancy company of IR, or DGS&D are generally 

engaged by IR for carrying out such inspections. The vendor usually dispatches the supplies 

after inspection through railway transport.  The vendor then applies for 95% of total payment 

along with proof of dispatch. 

Receipt & Payment The consignee stocking depot on receipt of the supplies, will intimate the 

COS office and accounts personnel designated to make payment in a standard form, the date 

of supply, along with details of quantities received, rejected or accepted. While making the 

final payment,  accounts  department  checks  whether  the  purchase  order  has  been  placed  

by  a competent authority (in terms of financial powers granted), whether purchased items are 

not required to be purchased by the DGS&D or Railway Board, whether the accepted rates for 

purchase order are not in large variance with rates of earlier purchase orders for same item and 

whether the purchase orders and receipt notes exhibit any evidence of tampering (such as over 

writing, defacement or erasure). 

 It is seen that multiple agencies are involved in the procurement process: the indenting unit, 

the COS office, the user department, the accounts department, RDSO, RITES and DGS&D. It is 

also observed that the IR accounts department maintains oversight on procurement issues 

through financial scrutiny of all procurement proposals, participation in the tender process and 

payment. The associated accounts department also conducts regular checks on stocking depot to 

verify whether the physical inventory matches that in the records. 

The accounts department of IR is uniquely positioned for this role of oversight, since it 

is different from the other functional departments. The role of the accounts department is to 

protect the financial interests of the Government of India; the objective being to “secure 

maximum efficiency in railway operations at the minimum cost, without unduly sacrificing one 

for the other”.(Ministry of Railways 1998) The Financial Commissioner, who heads the 

accounts department at the Railway Board level, is also a representative of the Finance Minister 

in the IR. The Financial Commissioner is thus the only Board Member who can differ with 

the Chairman of the Railway Board. The Financial Advisor & Chief Accounts Officer 
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(functional head of the Accounts Department at Zonal level) is again the only functional head 

who can differ with the GM’s instructions. 
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CHAPTER 2 

PRIVATE SECTOR PROCUREMENT vs PUBLIC SECTOR PROCUREMENT 

Strategic Sourcing methodology has its origins in the private sector. To use it in the public sector 

requires first to have a comparison between the supply chain management in the public sector 

and private sector.  

First and foremost is a requirement for transparency. Government transparency exists when all 

information is openly and freely available. In public sector procurement, this means that the 

procurement process, rules, and transactions must be spelled out and available to the public as 

well as to potential suppliers. This requirement affects such areas as advertising of the contract 

opportunity, the public tendering process, and the awarding of the contract. Moreover, all 

suppliers must be treated the same regarding access to information, specifications, and the 

amount of time they have to respond to a bid. Pricing is public information, and bid openings are 

public events where suppliers are invited to witness the opening of the sealed bid submissions. 

Public sector procurement professionals often must work under strict rules regarding contract 

negotiation. Public procurement professionals can utilize "preferred suppliers" that have a special 

status bestowed on them.  

Under the preferred supplier system, then, the purchasing entity may end up paying a higher 

price. But that may be partially offset because "preferred" status exempts suppliers from 

background investigations and liquidity checks. This usually saves a significant amount of time, 

and since time has a money value in the procurement process, it can be advantageous. 
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People's skill sets often are different in public and private sector supply chains. A recent study by 

McKinsey & Company and the Institute for Supply Management (ISM) showed that public 

sector procurement professionals "lag behind private sector companies on several performance 

dimensions, including efficiency of purchasing tools and processes, capabilities, and 

performance management." 

One reason for this disparity is that mastering supply chain management requires ongoing study. 

Yet many public organizations have not invested in the necessary training to keep SCM 

professionals up to date, forcing them to focus on what to do rather than on how to think. It is 

only in the last decade or so that private sector best practices have been introduced to public 

sector supply chain managers. However, because public organizations are under increasing 

pressure to reduce costs, more supply managers are now seeking outside training and knowledge 

that will help them to improve their operations. 

Despite the real and perceived differences, public and private supply chains are alike in three 

important ways: 

1. They share a common goal: to obtain the best value for the organization. This means getting 

the most from each rupee at every step in the supply chain. In the public sector spending 

efficiency equals organizational efficiency; this applies not just to purchasing but to the entire 

supply chain. 

2. Customers continue to demand better quality, faster service, and lower cost. If an organization 

cannot continuously and consistently provide materials "better, faster, and cheaper," then its 

long-term survival is doubtful. This is as true for public sector supply chains as it is for the 
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private sector, especially in light of the current public backlash against the cost of government. 

Accordingly, public sector officials are placing a new emphasis on cycle-time compression and 

speeding up the supply chain, from procurement to delivery. Balancing this demand against the 

requirements for transparency presents a unique challenge for the public sector. 

3. The new reality is that all supply chains are pressured to provide more (materials, services, 

information, and so forth) in an environment of continually dwindling resources.  

Another way that public and private sector supply chains are similar is that they are both subject 

to three trends that are driving change: 

• Both supply chain models require total process visibility if they are to increase the speed of 

sourcing, drive down the cost of inventory, and improve the cash-to-cash cycle. Visibility 

promotes fact-based decision making and removes the excuses for making poor decisions by 

replacing anecdotes and conjecture with informational certainty. Driving costs out of private 

sector supply chains has been a priority for a generation of supply chain professionals. The 

reality for public sector supply chain managers is that they, too, need to eliminate costs from the 

supply chain to ensure their organizations' long-term viability. 

• Both public and private sector supply chains must become more agile. In a world where 

continuous improvements in communication and technology lead to shorter shelf lives for many 

products, supply chains have the increasingly difficult job of maintaining a relevant portfolio of 

materials and services while avoiding the losses caused by holding obsolete material. Material 

liquidation is an industry that exists because of supply chain inefficiency. Agility keeps 

obsolescence to a minimum. 
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• Both types of supply chains must have transparency. Transparency, however, is not just about 

rules, regulations, and filling out forms. It is also about ethics in business relationships. Ethics 

and proper decorum in business relationships allow organizations to simultaneously collaborate 

and be competitive. It is possible, moreover, for both public and private supply chains to have a 

business relationship based on trust and sharing information that rewards innovation and 

productivity improvement through shared savings agreements. 

In some ways, then, public sector supply chains are not very different from their private sector 

counterparts. Public sector customers demand that materials and services be delivered with the 

speed and cost structure of the private sector, and public sector supply professionals are 

struggling with how to accomplish that. It can be done—by using private sector principles such 

as strategic sourcing in a way that is acceptable in public sector settings. Let's take a look at 

those principles and some recommendations for how to successfully apply them in the public 

sector. 
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CHAPTER 3 

INTRODUCTION TO STRATEGIC SOURCING 

A method of managing procurement processes for an organization in which 

the procedures, methods, and sources are constantly re-evaluated to optimize value to the 

organization. Strategic sourcing, which is considered a key aspect of supply chain management, 

involves elements such as examination of purchasing budgets, the landscape of 

the supply market, negotiation with suppliers, and periodic assessments of supply transactions. 

 

Strategic sourcing is the ongoing process of finding the best suppliers and using these 

supplier relationships to maximize value for an organization. Every organization has a sourcing 

program in place whether they know it or not. A sourcing program can either be “strategic” or 

meet its objectives and targets or it can be ineffective, inefficient, and poorly planned. Most 

sourcing programs lie somewhere in between. Since the cost and quality of goods or services 

purchased has a direct impact on the financial and operational results of an organization, it makes 

sense to devote enough thought, time, and resources to make sourcing both strategic and 

successful.  

Strategic sourcing is not limited to a piece of software that a company can quickly implement to 

take care of all of its buying problems. Rather, strategic sourcing is a process or methodology 

that involves certain best practices. It also involved continuous improvement and ongoing 

assessment to make sure that the existing process fits the buying objectives and is structured in a 

way that best meets those objectives. This article will discuss the main parts of the strategic 

sourcing process. These include: assessment and strategy development, supplier identification, 
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information or bid solicitation, response capture, evaluation / comparison, source selection / 

award, and ongoing monitoring and evaluation. 

 

Assessment & Strategy Development  

Good assessment and strategy development are crucial in order for a company to realize sourcing 

improvement. Prior to purchasing a commodity or item, it is important to review the current 

spend, develop goals, and to review the market. The next few sections explain these points. 

Review Current Spend 

It is important to understand where money is being spent and whether or not it is being spent 

well. Reviewing the current spend is something that is usually done across the whole company 

and involves breaking down the money being spent into categories and then into suppliers and 

projects within those categories. Understanding the amounts and types of spend within the 

relevant category and supplier helps identify opportunities for savings and discover ways to get 

better value for the same amount of money. With this data, purchasing personnel can develop 

high level plans for commodities. Once these plans are in place, they can then focus on high 

priority goods or service purchases and can give priority to worthwhile projects. Once 

management has prioritized a particular project, it is important to gather additional data about the 

current spend for this particular product or service. This includes obtaining feedback from people 

within the organization that currently use or have contact with the supplier(s) delivering this 

product or service. These people could be in product development, warehousing, sales, 

management, accounting, or many other parts of the organization. It is also important to evaluate 

organizational needs to see if the current level of spend on this category is an accurate reflection 
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of what the organization wants to accomplish in the future. Demand forecasts and estimates are 

an essential tool that helps personnel understands the required or desired amount of particular 

good or service. 

Develop Goals 

Every organization should have a set of goals in mind when purchasing a product or service. 

These goals can arise from analyzing current spend for a category and can entail quantifying a 

specific opportunity for cost savings (Ex: Save 10% on purchases from this category). They can 

arise from talking to stakeholders within the organization and learning that higher quality items 

are needed (Ex: Reduce the defect rate by 10%). Or a goal can arise from an urgent business 

need (Ex: Get these items immediately). A sourcing goal or target should also be difficult, but 

still achievable. A sourcing goal should also be measurable - you can't track improvement 

without some form of measurement. Some common measurements that can be used include: 

Price per unit, Total Cost of Acquisition (TCA), Total Cost of Ownership (TCO), Total Value 

Management (TVM), etc. 

Once a goal or set of goals has been developed for a particular product or service, it is important 

to develop a strategy for purchasing the item(s). The strategy will depend on the goals or purpose 

of the project or purchase. A compliance project might employ a different strategy than a cost 

savings project or a supplier consolidation project. Another important part of the strategy is the 

method and the plan that will be used to purchase the goods. Will it be single source? Are there 

important technical requirements? What are the risks associated with this buy? The answer to 

some of these questions may determine whether the plan will involve competitive bidding, an 

RFI, a detailed screening process, or a combination of these. The strategy will also be influenced 
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by other factors like budgetary constraints, organizational buying policies, diversity, or risk 

avoidance. 

 

Review Market 

Another component of strategy development involves assessing the market. This means 

reviewing the market for a particular good or service and determining the main supplier or 

suppliers. It also involves assessing marketing conditions such as market demand, pricing, and 

supply for the product or service. In some industries, there may be a lot of spare capacity and 

suppliers would have more flexibility on price. The size of a market and the size of the buy can 

also play a role in putting together a workable strategy and sourcing plan. A large purchase that 

accounts for a significant portion of the market for that good or service will demand a more 

detailed strategy. Purchasing a commodity that is readily available might entail a more simple 

spot buy plan. 

Potential Supplier Identification  

Identifying suppliers that would be capable of delivering a particular product or service is often a 

difficult task. It involves determining the required capabilities, reviewing the current supply 

base, and locating new suppliers. Determine Required Capabilities Contracting with the best 

supplier involves knowing what being the best supplier entails. This means defining the 

organization needs in detail and can be one of the most difficult parts of the process. Talking to 

the people, group, or department that will use the goods or services is the best way to find out 

what is needed. Purchasing personnel will also need to talk to other departments (quality control, 

warehousing, etc) that should have input on the purchase. Purchasing should then put together a 
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detailed requirements document. This is a draft of what will later be sent out (as a solicitation) to 

prospective suppliers. It will be continually refined and edited during the sourcing process in 

response to new information. 

Review Current Supply Base 

If the organization has purchased these goods or services before, it is also helpful to review the 

current supply base to assess the performance of the existing suppliers for that good or service. If 

the company tracks the performance of supplier over time (it should) then there should be 

performance data available for review. Looking at the Key Performance Indicators (KPIs) for 

those suppliers can also be helpful to make sure that the requirements document is complete. 

Purchasing personnel should note any problems that have arisen with the supplier and take those 

into consideration when writing the new requirements document to prevent a repeat of these 

same problems in the future. The key here is in trying to determine what is good about he 

relationship with the current supplie(s) and what needs to be improved.  

Locate New Suppliers 

To contract with the best supplier, you must find and contact that supplier. You cannot develop a 

relationship with a supplier that you do not know exists. Locating new suppliers is an art and 

takes creativity and work. For some products and services, all of the suppliers may be listed in a 

trade group or publication. For other commodities, it may be helpful to check a marketplace 

where buyers and seller meet. Sometimes a simple web search can be a good plan as well. For 

global suppliers, it might make sense to obtain the services of a consultant for that industry who 

deals with all of the supplier’s day in and day out. For some events, it may be advantageous to 

include brokers or middlemen since they can help to drive the price down. In locating new 
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suppliers, there is no hard and fast rule. Rather, one or more of these methods should be used to 

get the best results. Information or Bid Solicitation (RFX, RFI, RFP, RFQ, etc.)The solicitation 

should develop naturally from the requirements document. In addition to stating the 

requirements, there are other things that the solicitation should cover. There are also specific best 

practices and ways that a solicitation should be written. 

Solicitation Coverage 

Once purchasing personnel have put together a list of suppliers, the next step is to obtain the 

information from these suppliers that are needed to make the optimal buying decision. How this 

is done will depend on the sourcing strategy that the company has selected and the technology 

being used for this process. At this point in time, the requirements document will be refined and 

edited to become an RFX, RFI, RFQ, RFQ, survey, etc. This document will be referenced and 

referred to throughout the remainder of the sourcing project. The key purpose of this document is 

to cogently communicate key purchasing information to suppliers. This information usually 

includes key terms, project goals, bid collection methods, time lines, product or service 

requirements, award criteria, delivery times, or other relevant information. Since this document 

will be shown to suppliers, it usually needs to be approved by all departments with a stake in the 

purchase.  

 

Solicitation Tips 

The solicitation document should tell suppliers what is required of them and should give them 

instructions for how to submit their bid and/or response. This document should also be written in 

a clear and concise manner. Unclear or needlessly long solicitations will result in lower supplier 
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participation and bids that are not optimal or not targeted for the requirements. The solicitation 

should be easy for suppliers to follow and should specify the responses required for each point. 

For events without auctions, the pricing format should be specified for easy comparison. 

Moreover, a solicitation should specify the award criteria so that suppliers can provide offerings 

that match the requirements and will score highly during the evaluation phase. The technology 

that will be used to deliver the solicitation should is also important. Many companies use 

sourcing software for this purpose in order to have a process that is not subject to fraud and is 

fair and transparent.  

Solicitation Response Capture 

To get the best results during the solicitation or bid response process, it is important to respond to 

questions and comments from prospective suppliers. This should be done in a way that does not 

give an unfair advantage to a particular supplier. It should also be done in a timely manner. 

Often, supplier questions will reveal areas that the company may have overlooked when the 

company created the requirements. Purchasing personnel should then modify the solicitation to 

include the new information and provide clarification as needed. If the event is a multi-stage 

event, purchasing personnel should remove unqualified suppliers from consideration before 

proceeding to the next phase. The responses to information requests that suppliers provide should 

be in a format that can easily be compared across suppliers. This reduces work for the group 

making the award and prevents suppliers from inserting other unnecessary information or terms 

into the response. A good sourcing solution can greatly assist in this process. When dealing with 

competitive bids, a sourcing solution can also be helpful in running sealed bid or reverse auction 

events. It is very important for the bid collection process to remain in the format agreed upon in 

the strategy and plan designated for this item. To accept a bid submission outside of the plan can 
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result in a violation of policy and can diminish the effectiveness of a good process. It is also 

important for suppliers to know that their response/bid has been submitted successfully and they 

should receive some form of confirmation.  

Response Evaluation and Comparison 

Once all of the bids or responses have been collected, they should be arranged for comparison. 

The key stakeholders in the project should also be involved in this process. If the solicitation and 

the response collection process has been structured correctly, then the bids/responses should be 

organized in an easily quantifiable format. This format should allow scoring of the responses and 

can provide a building block for analysis based on key metrics and targets that were set at the 

beginning of the project. It can also be helpful to look at the best bids using multiple frameworks 

for analysis since sometimes different scenarios and evaluation criteria can produce very 

different results. Another consideration is to look at the overall total value that is provided to the 

organization rather than a straight cost measurement. 

Further Solicitation and Comparison 

If the first stage of the solicitation was an RFI or was designed to obtain information or supplier 

qualifications, it may be necessary to create an RFP or and RFQ to obtain pricing and other 

information. This stage of the process will involve repeating part of the process again and 

evaluating the responses or bids that arrive for the second round. Sometimes, if the organization 

is unable to reach an agreement with a supplier, it may be necessary to repeat the solicitation 

process again to obtain another supplier. Often, the second stage or a sourcing project will be 

the auction or competitive bid portion. This will be done once all unqualified suppliers have been 

removed. 
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Source Selection or Award 

The source selection or award portion of the sourcing process involves supplier notification and 

contract creation. 

Supplier Notification 

Once the analysis is complete, it is time to award the winning supplier or suppliers. Sourcing 

personnel should send the supplier(s) a written notice of award. Suppliers that were not awarded 

should receive notice that they did not win the award. This helps to maintain the relationship in 

case the winning supplier does not work out or for the next time these goods or services are 

required by the organization. If there is a change one one supplier to another, it is important to 

handle the award decision in a way that will ensure a smooth transition and prevent problems. 

The way that this should be handled can vary depending on the particular situation. 

Contract Creation 

After the supplier is notified, the company should create a contractual relationship with the 

supplier. The contract, along with the solicitation, is extremely important for maximizing the 

benefits of an effective sourcing process. The contract should accurately reflect the proposed 

business relationship and should be a natural outgrowth of the terms outlined in the solicitation. 

If there are any problems with how the solicitation was structured, these problem can surface 

during this contract phase. Automation can also help to build and manage agreements with 

suppliers. Once the contract is signed, it is important to make sure that all new contract terms 

(pricing, delivery schedules, payment terms, etc) are updated throughout the organization. Often 

companies have one person that moves this transition process along and spearheads these efforts. 
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Implementation, Monitoring and Evaluation 

The ongoing process of monitoring supplier performance is crucial for realizing all of the cost 

savings and benefits that are available. This step of the sourcing process has two important parts: 

performance metrics and performance tracking. 

 Performance Metrics 

If the contracting company does not have a plan in place for monitoring supplier performance on 

an ongoing basis, much of the savings from the sourcing process will be lost. It does take effort 

to realize these savings however. This involves monitoring for compliance to the contract. 

Compliance to contract can often include comparing the invoice to the contract, making sure the 

products or services are delivered on time, monitoring the quality of the items, assessing the risk 

of non-performance, and many other things. The organization should determine what 

performance metrics are essential (KPIs) and have a system in place for measuring these over the 

course of the contract. Software systems and automation make this process much more feasible 

to implement. 

Performance Tracking 

 With the measurements for these key performance indicators on hand, purchasing personnel will 

be better able to determine what went wrong and to evaluate potential risks. Only by being able 

to measure poor performance and then identifying the cause of the poor performance quickly can 

the company determine an effective solution. This solution often involves working with a 

supplier to develop an improvement plan and helping the supplier implement it. In some cases, it 

may be necessary to switch suppliers. The process of monitoring supplier performance is an 
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ongoing process and does take time and effort. However the benefits of doing this are significant 

and the risks of not monitoring supplier performance are very large. Tracking performance can 

also help purchasing personnel to make better buying decisions in the future. 
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CHAPTER-4 

STRATEGIC SOURCING METHODOLOGY 

SWOT Analysis of Railway Supply Industry 

Table presents a diagrammatic representation of the strengths-limitations-opportunities and 

threats for the railway supply industry. Of specific interest is the fact that the markets in certain 

countries like Japan are closed. This has been covered in greater detail in the chapter. 

SWOT Analysis of Railway Supply Industry 

INTERNAL 
FACTORS 

 

STRENGTH LIMITATIONS 
- Vast market with huge potential to 

grow 
- Good and cost-competitive 

manufacturing base 
- Availability of specialised 

personnel 
- Good technological skills " 

- Poor regulatory framework 
- Murky bureaucracy 
- Transport and logistics costs 

  OPPORTUNITIES THREATS 
  
  
  
  
EXTERNAL  
FACTOR 

- Potential availability of European 
markets as well as other markets 

- Possibility of FDI inflows in the 
railway supply industry 

-  Reduces procurement costs and 
increased transparency  

- Rising competition of other 
" market, as well as of other 
emerging Asian powers 
(China, Korea)  

-  Presence of strict regulatory 
standards in many foreign 
markets  

- Closed markets in North 
America and Japan 

 

Strategic sourcing is a series of processes within supply chain management that are focused on 

developing long-term sources of supply and relationships with the most appropriate suppliers so 

that lifetime costs are minimized. There are a number of private sector concepts and tools that 
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public procurement professionals should consider adopting when implementing a strategic 

sourcing program. Some of them include: 

Consolidation:  Consolidation is a very simple concept in theory yet it is one of the most difficult 

to implement. Through consolidation, the organization is in most cases able to leverage greater 

spending volumes, and it therefore gains a visibility into spending that had been unknown before. 

First and foremost, consolidation will reduce the cost to procure and give the supply chain 

organization the opportunity to re-engineer and standardize its processes. The material and 

service standardization that is a key factor in reducing item cost, optimizing the supply chain, 

and reducing lifetime ownership costs then becomes possible. Spending consolidation also 

allows the organization to transition from transactional purchasing to "blanket" and 

"requirement" contracts that obligate funds for materials or services as needed rather than all at 

once, thus reducing financial risk and obsolescence. 

But consolidation should not be limited to procurement opportunities. Where possible, public 

sector supply chains should also consider consolidating procurement with the traditional supply 

chain functions of distribution and transportation. This can improve supply chain management 

by integrating all touch points—supplier, internal, and customer—viewing them as a single unit 

rather than as individual silos. 

Leveraging proven, cost-effective technology: The best technology for a public sector 

organization to adopt is one that will meet the needs of the organization not just today but also in 

the future, when it achieves its desired state.  
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Technologies that public sector managers should investigate include warehouse management and 

advanced planning systems for managing large distribution operations.  

Another useful technology-based technique for procurement visibility is the "spend cube." A 

spend cube is a statistical analysis tool that allows simultaneous analysis of spend components 

along three axes: vendor, commodity, and cost center. 

Segmenting and/or rationalizing suppliers. Supplier segmentation is a savings mechanism that 

groups purchases made over a period of time (usually one year) by rupee value of commodity or 

rupee value by supplier. Information from this exercise can determine the relative importance of 

suppliers and the risks associated with having too many or too few suppliers for a commodity. 

One important byproduct of supplier segmentation is supplier rationalization. As buying groups 

are consolidated and procurement organizations review their suppliers they often find that they 

have several contracts that include similar items and are good candidates for consolidation. 

Properly structuring bid documents: Much of suppliers' behavior is determined by how the 

organization structures its requests for proposals (RFPs).RFPs must be clear and concise relative 

to terms and conditions, material specifications, and the procurement process itself.  

Supplier relationship management: Good supplier relationships are easy to manage, and easy-to-

manage relationships cost less to maintain. Yet all too often, public sector supplier relationships 

seem to run the spectrum from commodity-driven to contentious. Supplier relationship 

management, which establishes policies that govern supplier relationships, can help change that 

situation. 
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The key to good relationships is to develop a balance between managing suppliers and being an 

advocate for them within your organization. Procurement professionals should manage supplier 

relationships through objective measurement data to determine how well the supplier is meeting 

the business's requirements. One of the best tools for this is the supplier scorecard. There are 

numerous formats to choose from, but the most effective is one that measures from three to five 

criteria and weighs them based on importance. Commonly used criteria include on time delivery, 

completeness of delivery, and quality, among others. 

Scorecards quickly improve suppliers' compliance with established performance standards—

especially when the policy for utilizing the scorecards includes meeting face to face with 

delinquent vendors to discuss their performance.  

Another factor in good supplier relations is contract length. Many public sector procurement 

managers prefer short contracts of one year or less because they usually are bid as fixedprice 

contracts. In such a case, suppliers need only concern themselves with a short-term contract for 

which their costs can remain relatively stable, and the purchaser believes that it is receiving the 

best price. (Unfortunately, the purchaser often does not consider that it costs both the supplier 

and the purchaser a significant amount of money to create and bid a contract, and that this cost 

has to be absorbed into the price. Additionally, there is a cost for the purchasing organization to 

manage all of these contracts.) 

While there may be some logic in this, the number of contracts managed can become unwieldy. 

As an alternative, public procurement managers should consider lengthening contracts where 

possible. Longer-term contracts provide the supplier with an added level of stability and an 

incentive to keep prices low over time. The supply chain manager, meanwhile, will spend less 
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time on contract development and more time on supplier relationship management. Managers 

should also consider including a price adjustment clause that allows prices to be revised (up or 

down). 

Supplier relationship management is not an adversarial situation, with the supply chain manager 

always on one side of an issue and the supplier on the other. Instead, the public procurement 

professional should also be an advocate for suppliers when necessary. For example, when there 

are issues associated with deliverables or late payment, the manager can strengthen the 

relationship by helping suppliers navigate through the organization and resolve the problem. 

Supplier collaboration programs, in which suppliers and purchasers exchange information for the 

purpose of reducing costs for both enterprises, are also excellent ways to maintain 

communication. Sharing information is a key to improved fill rates, customer satisfaction, and 

productivity. 

In summary, following points can be focused on:  

 Include Lifecycle cost analysis  

 Lengthening contracts for improved contract management. 

 Resolving general and supplier-related issues. 

 Providing information on orders to suppliers to give them insight into demand. 

 Vendor segmentation and rationalization has resulted in just 11 percent of SCO's 

vendors accounting for 80 percent of the agency's spending. 

 Maintaining a vendor scorecard to improve vendor compliance 

Discussion on Supplier Relation Management 
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One of the primary components of strategic sourcing is supplier segmentation and 

rationalization.  

Supplier Segmentation 

We have accumulated a proliferation of unmanaged or poorly managed suppliers that are 

supporting their businesses. This situation often arises out of historical imperatives to chase 

incremental sales and cost improvements—a strategy that in some cases has contributed to 

substantial value creation, but not without incurring certain "costs." 

In general, we are plagued with a range of problems that stem from supplier proliferation, some 

of which can be attributed to inability to effectively manage those partners. Common issues that 

arise from this situation include: failures of products to conform to company or regulatory 

standards, uncompetitive service levels due to unforeseen delays and miscommunications, and 

overly complex product designs and portfolio offerings that are not sufficiently differentiated in 

the minds of consumers and other customers. Moreover, as suppliers proliferate, supply risk 

exposure—from price volatility, political and economic instability, environmental disasters, and 

a host of other, difficult-to-predict factors—often increases to an unacceptably high level. 

In short, today's supply management challenges go beyond cost containment. Thee objective is 

not achieving lower costs, but producing a range of other benefits. That is, to create more value 

by optimizing effectiveness at every step of the value chain. 

A supplier segmentation effort—like every business activity—should be driven by practical 

business objectives. Different businesses have different objectives, and so supplier evaluations 

should focus on the suppliers' abilities to deliver on those objectives in ways that create value.  
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Thus, when conducting supplier segmentation, a company must look both outward and inward. 

The "outward" part consists of a rigorous, analytical evaluation of suppliers' capabilities. For 

example, Supplier X is good at innovation but has a high cost structure, Supplier Y is the 

cheapest but is not always dependable, and Supplier Z is slightly more expensive but is reliable. 

Of course it should be much more sophisticated than that, and you may even borrow from 

advanced statistical methods to identify different types of capability clusters in your supply base. 

But in order to correctly judge which combinations of suppliers create the most value, it is also 

necessary to look "inward"—to get cross-functional involvement in prioritizing the capabilities 

needed to achieve your business objectives.  

The Figure below shows an example of this type of clustering analysis.
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We can illustrate with an example. Let's say that our top-down analysis identifies three strategic 

priorities: reducing non-conformances, lowering supply risk exposure, and ensuring dependable 

delivery. To group suppliers based on their performance in just these three characteristics: 

 Some suppliers are good at all three—they're your best partners. 

 Others may be good at two out of three—you can explore with them how to improve their 

scores in the lagging category. Meanwhile, you can address internally how to mitigate 

their weaknesses, for example, by developing risk management strategies for the 

suppliers that expose you to certain risks. 

 Others may be good at none or only one of your three priorities, and these may be targets 

for rationalization. Granted, if the one dimension in which a supplier excels is truly 

strategic, then you might retain it as a niche supplier. And if a supplier provides you with 

something that is critical, and there are no easily obtained substitutes, then you may have 

to stay with that supplier for a while. But in general, you'll find that some suppliers in this 

segment could be eliminated, a process that will help you achieve your business 

objectives more quickly. 

Note that the results of segmentation are thus a series of action plans. The action plans for top 

suppliers include the details of how to deepen and strengthen your collaborative partnership. For 

suppliers with potential, the action plans involve encouraging them to meet that potential. And 

for less capable suppliers, the action plans may involve ending the relationship.  

The figure below outlines a hypothetical example of this approach. 
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In short, suppliers should be segmented and managed differently based on the business 

objectives they help you achieve. Furthermore, this segmentation should involve an analytical 

technique that is both repeatable and objective. Of course, each individual situation brings 

complications. But this is where our internal strategic analysis can get very interesting and 

potentially very rewarding. 

Supplier Interaction 

Value is created not by a segmentation analysis but by the actions you take based on that 

analysis. The action of rationalizing inappropriate suppliers is a good start. But the real potential 

comes in the collaborative, mutually supportive relationships you establish with the suppliers 

whose capabilities best fit your needs. By building trust and transparency with these companies, 

you can eliminate inefficiencies, collaborate on innovations, and take advantage of each other's 

strengths. 
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Any such partnership requires an interaction model. The interaction model defines expectations 

around how you interact at all times in the relationship: how much information you share, when 

and how you share it—in essence, the rules of engagement.  

Unlike a contract, which tends to be the work of lawyers and be written in legal language, an 

interaction model is a more conceptual framework that includes roles and responsibilities, 

process maps, decision guidelines, and so forth. This model defines for your cross-functional 

team which partner-suppliers to engage with, when, and how. The more explicit the model, the 

more useful it will be in the day-to-day execution of joint activities with your suppliers. 

Thus, to achieve a collaborative partnership you must first design (or redesign) your partnership 

models to build on your strengths and achieve your business objectives. You should have an 

interaction model for each segment or cluster of suppliers—each set of suppliers with whom you 

are going to create value in similar ways. 

As you develop interaction models internally, you may want to think about a set of interaction 

principles that describe where and how you will work differently than in the past. For example, 

to achieve objectives aimed at reducing delivery time, you might develop interaction principles 

around the planning function that define how supply and demand planning and inventory 

management activities are managed, and by whom (you or your supplier-partner). These 

principles would be associated with specific measures of desired outcomes, such as fill rate, "on 

time in full" delivery, or end-to-end lead time. Figure 4 shows one example of how companies 

can organize and define their interaction principles. 
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Developing interaction models for numerous supplier-partners may sound like a lot of work—but 

this is an outcome of our segmentation effort. The interaction model, defined at the segment 

level, provides the broad blueprint for how to engage suppliers in that segment. When applying 

the blueprint to a specific supplier, you may want to tailor it based on unique market conditions 

or that supplier's constraints. Such tailoring should be a set of slight, inexpensive, and 

manageable tweaks (see Figure below). 

 

 Consider the example discussed earlier, of a segment of suppliers that perform well in most of 

your critical categories but expose you to too many risks. For this segment, some of your critical 

interaction principles will center on risk management, and your interaction model should 

implement them with a focus on communicating, evaluating, and minimizing potential 
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exposures. You may have specific evaluation methods for a particular supplier, but the principles 

remain the same. 

In short, with an interaction model and supplier-specific action plans, you can apply key value 

drivers strategically, ahead of time, using a disciplined, objective, repeatable approach: 

 In which areas do you need to control risk? 

 Which steps in the supply planning process have the greatest effects on your key value 

drivers (cost, for example)? And how can you best achieve results at those steps (such as 

by using the supplier's volume to gain discounts)? 

 How can you gain value beyond cost benefits (by cutting time to market, or improving 

reliability, or maximizing risk management practices, for example)? How should 

responsibilities be divided so as to capture that value? 

These questions will inevitably vary by company and by segment. They, like your segmentation 

strategy as a whole, are determined by our objectives. 

Transparency for all 

Collaboration with suppliers is becoming a high priority. It is nevertheless a daunting task to try 

to coordinate the activities of a far-flung supply chain across a large and diverse portfolio, and so 

the concepts of segmentation and interaction models are still limited in their application. In fact, 

that's why the first step toward truly thriving with collaborative partnerships has to be to segment 

the supply base into smaller, more manageable chunks. We believe that coming years will see 

more such partnerships —and the best way to start on that journey is to segment oour supply 

base to identify good candidates for partnership. 



38 
 

Partnerships are all about transparency. Not only must we be willing to be transparent with a 

partner you trust, but the partnership also depends on both sides taking advantage of that 

transparency to act quickly and in mutually beneficial ways. 

A good interaction model and supplier-specific action plans increase transparency—making you 

a more desirable partner for your suppliers. In this way, successful execution of the segmentation 

effort and resulting partnerships better achieves your (and your management's) business 

objectives. 
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CHAPTER – 5 

PROCUREMENT ON INDIAN RAILWAYS 

• Railways need to modernize their supply chain management techniques and consider the 

possibility of entering into long-term tie-ups with vendors to ensure timely availability of the 

materials required. 

• Railways need to ensure that a specific time frame for the complete procurement process from 

indent to supply is set and adhered to. 

 

Decentralization of procurement of stores in Indian Railways 

• Railway Board needs to strengthen the systems for registration of vendors by making a detailed 

assessment of the vendor’s technical, financial and manufacturing capability. Systems for 

elimination of vendors from the approved list in case of misbehavior should also be strictly 

enforced. 

• The information sharing mechanism in respect of rates finalized by various zonal railways/ 

Railway Production Units should be streamlined and made effective use of for achieving the 

most competitive rates. 

Advantages of bulk purchase and better management of vendors/ suppliers in the centralized 

system of procurement have been counter-balanced by the long time taken in processing and 

finalization of tenders at the apex level, delaying supply of material to the field units. Through 

decentralization of procurement for selected items the Railway Board has attempted to address 

problems faced in centralized procurement. Decentralized procurement is expected to give the 

zonal railways/ RPUs a better control over the procurement process resulting in reduced lead-

time, timely availability of material and better post-contract and inventory management. 
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The rationale behind the decentralization for specific items was recorded as availability of 

sufficient number of RDSO approved sources, reduction in the requirement of the identified 

items and value of some items being low and within the purchase power of zonal railways and 

RPUs. The decentralization was expected to achieve cost-effectiveness, better quality control and 

faster processing of procurements, resulting in increased efficiency and availability of material. 

This performance review is primarily focused on examining whether the decision was based on 

appropriate feedback and consultations and whether it resulted in improved procurement and 

better inventory management systems in the field offices of the railways. This objective was 

divided into the following sub-objectives: 

• Whether the need to change the centralized system of procurement was established through 

consultation and necessary studies; 

• Whether the systems and structures available to the field organizations were adequate for 

undertaking the responsibility devolved; and 

• Whether the decision has resulted in improved procurement and better inventory management 

in the field offices. 

 

Deficiencies in vendor management systems affecting decentralized procurement 

The Research, Design and Standards Organization (RDSO) has been entrusted with the work of 

vendor development and quality assurance in respect of vital and safety related stores items used 

in railways. Certain items have also been entrusted to the zonal railways/ RPUs for the same 

purpose. The system of registration is expected to ensure the technical credentials, manufacturing 

capability, quality control systems, past performance, after sales service etc of the registered 

suppliers. Initially RDSO places vendors in Part II list for restricted supply of a specified item 
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after prototype testing. The firms can be upgraded to regular supply category i.e., Part I list only 

after fulfillment of minimum time limit of 18 months for ISO 9000 certified firms (two years for 

others) and where the firm has a valid approval on the date of application and its performance 

has been satisfactory. 

Rail India Technical and Economic Services Limited, RDSO representatives, railways’ own 

representatives and some other government approved inspection agencies have been assigned the 

responsibility of inspection/testing of material supplied by vendors. RDSO maintains individual 

files for each approved vendor. The users (zonal railways/ RPUs) as well as the RDSO watch the 

performance and conduct of the registered vendors. Registered vendors are liable to be removed 

from the approved list if they fail to abide by the terms and conditions of the registration, fail to 

supply the goods in time or supply sub-standard goods. As seen from the rationale for selection 

of items for decentralization the success of decentralization of procurement was dependent on 

the correct functioning of the vendor management system. Audit examined the actual 

procurements carried out during the post-decentralization period at zonal railways/ RPUs in 

respect of the selected 19 items and observed that the procedures followed for procurement by 

railways as well as in the vendor management system were unable to ensure reliable and timely 

supplies in the decentralized environment as brought out in the following points. 

- Long lead-time for supplies 

Prior to decentralization, supplies to the user departments were often delayed due to the long 

time taken in consolidation of indents received from various zonal railways/ RPUs and delays in 

processing of tenders at the Railway Board. After comparing the lead-time pre and post 

decentralization to assess whether the decentralization had improved the timeliness in supply of 

stores. 
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The following table shows the average time taken from placing of indent by consignees to supply 

by the vendor, over the past five years, in respect of the selected items over all zonal railways/ 

RPUs: 

Year 

 

 

Average time taken from placing of indents to supply by 

the vendors to the consignee (number of days)  

  

  

Minimum Maximum 

2000-01#  504 879 

2001-02#  434 626 

2001-02  395 760 

2002-03  398 669 

2003-04  429 685 

2004-05  389 552 

 

Though the average number of days in which the consignee received supply after placing indents 

came down after the decentralization, the total duration was still unconscionably long for a one-

year procurement cycle. The various components of the total lead-time were also studied in audit 

to examine the reasons for delays. 

•It was observed that despite being directly in control of the procurement of decentralized items, 

Controllers of Stores at zonal railways/ RPUs took, on an average 114 days to consolidate the 

user’s indents. 

• The following table shows the minimum and maximum average time taken from the date of 

advertisement to issue of purchase orders over the past five years: 



43 
 

Year  

Average time taken from date of advertisement to 

placing of purchase order  

 Minimum Maximum 

2000-01#  276 304 

2001-02#  313 339 

2001-02  174 200 

2002-03  163 214 

2003-04  176 215 

2004-05  169 193 

 

For centralized procurement of selected items the Railway Board on an average took 276 to 339 

days from the date of advertisement to issue of purchase orders during 2000-01 and 2001-02. 

Similar processing of tenders and issue of purchase orders took zonal railways/ RPUs on an 

average 163 to 215 days from the date of advertisement to issue of purchase orders. A period of 

76 days has been prescribed by the Railway Board for processing of tenders from the date of 

opening to issue of purchase orders. Taking into account a period of 7 to 45 days from the date of 

advertisement to the opening of tenders, the average time taken for processing in the 

decentralized scenario was much higher. Thus, while the tender processing had been expedited in 

the decentralized scenario, the benefits of the time gained in this activity were eroded due to the 

long time taken by the Controller of Stores to consolidate users’ indents. 
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Routine extensions of delivery period leading to delay in supply of stores 

Availability of stores of the right quality at the right time at the right place is critical for railways 

operations. Audit observed that long extensions of delivery periods were granted to the suppliers, 

which also diluted the benefits of time gained in the processing of tenders. 

• The rate at which extensions in delivery period were granted to the suppliers increased 

considerably after decentralization. As against extensions in delivery period ranging from 3 to 

1031 days granted by the Railway Board in 12 per cent of the contracts (64 out of 505 contracts) 

the zonal railways/ RPUs granted extensions in 32 per cent of the contracts (767 out of 2393 

contracts), with periods ranging from 1 to 1095 days.  

• Extensions of delivery period were being granted in a routine manner and in some cases 

supplies were allowed to be made even up to three years after the initial delivery period. 

• It is also examined 2393 post-decentralization period contracts comparing the quantity supplied 

by the vendors within the initial delivery period vis-à-vis the quantity ordered. In 513 contracts 

less than 50 per cent of the ordered quantity was supplied within the initial delivery period. Of 

these, in 348 cases no material was delivered by the suppliers within the initial contracted 

delivery period. It was also seen that the same firms defaulted in supplying the same item during 

a particular year over a number of zonal railways/ RPUs. The default was indicative of 

inadequate assessment of the vendor capacity for supply along with his commitments elsewhere, 

as well as inadequate/non sharing of information between different zonal railways/ RPUs. 
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Maintenance of buffer stock and Inventory Turnover Ratio 

As railways were not sure of timely supply of material by the suppliers, they were maintaining 

high levels of buffer stock in the store depots, which was also reflected in the high inventory 

turnover ratios of stock items. 

Decentralization of procurement of stores in Indian Railways 

• Consequent upon decentralization, it was expected that the amount of buffer stock would 

decrease in view of improved availability of stores. A comparison of levels of buffer of stock 

items pre and post decentralization revealed that for ten28 of the 19 items selected for detailed 

review the buffer stock levels remained the same in Western Railway (WR), Northern Railway 

(NR), Chittranjan Locomotives Works(CLW), Diesel Loco Modernization Works (DMW), 

Patiala and East Central Railway (ECR). It was also seen that in one case [Northeast Frontier 

Railway (NFR)] the level of buffer stock was increased from six-month requirement to eight-

month requirement in respect of 25 KW brushless alternators. Similarly, South Central (SCR) 

Railway increased the buffer stock limit from two months to three months for items such as 

brushless alternators and train lighting batteries. For certain items like EPM brushless alternators, 

train lighting batteries, VRLA batteries, air brake kits and underground signaling cables, for 

which there was no provision of buffer stock before decentralization, North Eastern (NER), 

South Eastern (SER) and Central (CR) Railways made provisions to the extent of 2 to 3 months’ 

requirements after decentralization. 

• An attempt was made in audit to calculate inventory turnover ratios of 29 selected stock items 

viz., knuckles, draft gears, brushless alternators, loco batteries and train lighting batteries over 

various zonal railways/RPUs. The maximum closing balances observed over various zonal 

railways/ RPUs in respect of these five items, before and after decentralization are shown below: 
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Item 

Closing balance in terms of months’ requirement 

Pre-decentralization  Post-decentralization  

Knuckles  16 32 

Draft gears  8 60 

Brushless alternators  2.5 12 

Loco batteries  6 28 

Train lighting batteries  12 83 

 

Provision of high levels of buffer stock and high closing balances were indicative of deficient 

assessment of requirements as well as lack of confidence in the ability of the vendor 

management system to assure supply on need. 

 

Cartel formation and risk purchases due to supply failures 

Cartel formation by suppliers is a risk area in railway purchases. Railway Board issued directives 

(Aug 2002) to include certain conditions in the tender documents warning the vendors against 

cartel formation and reserving 28 Brushless alternators, loco batteries, train lighting batteries, 

VRLA batteries, draft gears, knuckles, vacuum circuit breakers, optic fiber cable, underground 

signaling cables and HDGCC wire. 
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Railways’ rights in cases where such a practice was noticed. A number of cartel cases were 

noticed where firms quoted similar high rates. In some cases where railways floated fresh tenders 

or risk cost tenders, none of the approved firms quoted against the tender. 

• Audit noticed that cartels had been formed in nine30 tender cases out of 31 cases examined for 

pre-decentralization period. Cartel formation was noticed in 47 tender cases issued by zonal 

railways/ RPUs for the same items after decentralization. Out of these in seven cases the special 

conditions regarding cartel formation were not incorporated. 

• In the case of two items31, despite there being a large number of approved suppliers the zonal 

railways/ RPUs did not receive any tenders against successive tender notices. In twelve tenders 

of elastic rail clips, the tenders were discharged due to nil response from the suppliers. 

• Audit noticed twenty-seven cases in respect of five items32, where RDSO approved suppliers 

failed to supply material and railways were forced to procure the items against risk-purchase 

tenders. As the railway procurements are restricted to suppliers registered with the RDSO even 

in the cases of risk and cost purchases, often the vendors take undue advantage of railways 

policy of having to make bulk quantity procurement only from approved sources. It was seen that 

in five out of the 27 cases railways could not procure the risk and cost items eventually, as the 

risk purchase tenders did not materialize. In five other cases risk-purchase contracts were placed 

on the defaulting 

firms themselves at the same price, in effect extending their initial delivery period. 

 

Non-establishment of Vendor Development Cells 

The Railway Board issued directives (September 1999) to establish Vendor Development Cells 

(VDC) in all zonal railways/ RPUs to carry out vendor rating for assessing the technical and 
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financial capability of firms both in terms of quality and quantity and to strengthen the control 

over vendors and suppliers. In addition, the source approving authorities were required to 

maintain files containing records of quality and delivery performances of the vendors. These files 

were to form inputs to the Tender Committees/tender accepting authorities at the time of 

consideration of tenders. 

It was observed that VDC had been created only in four zonal railways/ RPUs (NER, CLW, East 

Coast Railway and Integral Coach Factory) out of 23. No quality files were being maintained at 

any zonal railways/ RPUs except at Integral Coach Factory. As quality files were not being 

maintained, Tender Committees depended on vendor lists maintained by RDSO/ RPUs. 

 

Deficient monitoring of vendor management system 

It was observed that no structures had been created at the ministry level for regular 

monitoring/feedback on the procurement activity undertaken at the field offices. The Controllers 

of Stores and Chief Engineers of various zonal railways/ RPUs intimate the problems being 

faced by them through Periodical Principal Confidential Demi-Official letters (PCDOs) to 

respective Members or in the COS and GM conferences. It was observed that Controllers of 

Stores have been bringing out several deficiencies in the performance of RDSO with respect to 

proper vendor assessment and inspection procedure. RDSO response to specific complaints 

about material failures and cartel formations brought to its notice by various zonal railways/ 

RPUs was not verifiable. The 

Railway Board also limited its response to issuing guidelines on certain issues raised but did not 

play a proactive role in ensuring the efficacy of the vendor management system. 
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Thus while the world over the concept of ‘Just in time’ supplies was being used, the railways 

continued to be dependent on the traditional supply systems. They were also unable to control 

the vendor behavior. During discussions the Ministry stated that the vendor registration system is 

in place with responsibility on RDSO and RPUs for evaluating the technical capabilities of the 

manufacturer. They also stated that the capability of the vendor is the basis for upgrading a 

vendor for bulk supplies. Ministry also stated that the Vendor Development Cells and 

maintenance of quality files will be ensured. Audit observed that though technical capability of 

vendors was being examined by the RDSO and the RPUs, the financial capability and the overall 

manufacturing capacity of suppliers was not ascertained, which may also be a contributory factor 

in supply failures in a decentralized scenario. 

Recommendations 

• Railways need to modernize their supply chain management techniques and consider the 

possibility of entering into long-term tie-ups with vendors to ensure timely availability of the 

materials required. 

• Railways need to ensure that a specific time frame for the complete procurement process from 

indent to supply is set and adhered to. 

• Railway Board needs to strengthen the systems for registration of vendors by making a detailed 

assessment of the vendor’s technical, financial and manufacturing capability. Systems for 

elimination of vendors from the approved list in case of misbehavior should also be strictly 

enforced. 

Procurement of stores items through works contracts 

Procurement of certain work specific non-stock items through works contracts at higher rates. 

Supply for such items as a part of works contract was to be taken subject to personal clearance of 
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Controller of Stores. The rates in case of 50 contracts were higher than those received for the 

same items procured by the stores departments in the same year as shown in the table below: 

 

 

 

 

Percentage variation  Number of contracts  

Up to 10 per cent  32 

More than 10 per cent and less than 20 per cent  15 

More than 20 per cent and less than 30 per cent  1 

More than 65 per cent and less than 150 per cent  2 

Total  50 

 

It was also seen that these cables were categorized as stock items over some railways, whereas 

some others railways procure them as non-stock items. 

 

Variations in price consequent to decentralization 

To evaluate the financial impact of decentralization, audit examined the price trends for items 

procured after decentralization. For the 19 items reviewed, the prices showed a mixed trend after 

decentralization. In respect of ten items the variation between the maximum and minimum rates 

finalized over various zonal railways/ RPUs ranged between 97 per cent and 171 per cent. In the 

remaining nine items, this difference ranged between 25 per cent and 89 per cent. Wide 

variations noticed in rates for the same item in the same year between various zonal railways/ 
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RPUs indicated that the system for sharing of information between various procuring 

organizations was unable to deliver the advantage of lower rates. 

During discussion the Ministry stated some of the price increases during the past few years could 

be attributed to the fluctuations in steel prices. However, the Ministry agreed that the instructions 

for information sharing between railways need to be further reinforced so as to avail best 

competitive rates. 

 

 

Recommendations 

• The information sharing mechanism in respect of rates finalized by various zonal railways/ 

RPUs should be streamlined and made effective use of for achieving the most competitive rates. 

 

- The procurement system of Indian railways also relies on the Research and Design Standards 

organization (RDSO), which operates as an advisor to the Railway Board, zonal railways and 

RPUs. The RDSO’s primary function is research development and standard setting. The duties of 

RDSO consist of developing standards, conducting technical investigations, testing and 

inspecting items to ensure the safety of the system. The most important function is aiding in 

drafting the specification ofthe tenders to ensure the quality of the vendors. Indeed, before selling 

an item to the Indian Railways it is important to ensure that the items are approved and inspected 

and approved by the RDSO. 

The primary function of the RDSO is to engage in research, development and standard setting. 

However, the practices point out that RDSO focuses on vendor approval even though this is not 

its specific responsibility. Further, it is argued by many stakeholders’ that this practice creates a 
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disconnect between the authorities that any flaw in procurement does not make the RDSO liable 

resulting in a lack of accountability. Furthermore, there exists a tendency among public procurers 

to limit participation to the big and reputed. This is adopted with a view to reduce the cost of 

evaluating bids or to ensure the stability and quality of supply. However this tendency has a 

potential to raise high entry barriers for new entrants. 

Interviews with stakeholders suggest that Indian Railways procures high value traction 

equipment items for well known public sector enterprises and other companies on annual basis, 

by operating their price list without adhering to the normal tendering process. This is in 

dissonance with the spirit of competitive neutrality, a concept which describes the aim of a level 

playing field in mixed public/private markets, where state owned or quasi-public bodies line up 

to compete with private sector companies. These markets tend to be distorted as a result of 

structural advantages enjoyed by public providers and a failure by public buyers to ensure fair 

process. 

Lack of Specification of the Quantity to be purchased 

Sometimes it is impossible to define a priori the quantity to be purchased, especially in big 

contracts. The CVC report further indicates that in such cases the quantity is indicated as 

‘approximate’ and the tendering authority often splits the quantity among different bidders at the 

lowest rate quoted by the bidders, without providing reasons for doing so. The result is that only 

when the tender is concluded, the winning bidders are informed that they can get order for a 

certain percentage of the contract and not the entire contract. This practice may not only 

discourage bidders to apply for future contracts but may also result in disputes/litigations, and 

the supplier might even withdraw its offer. 

Local Purchases 
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The most common irregularities in ‘Local Purchases’ are: 

(i) Creation of artificial ‘demand’ for materials to justify purchases;  

(ii) Splitting up of demands/quantities with a view to bringing each case under the 

financial powers of the local purchase officer etc; 

(iii) Projecting artificial urgency to the purchase although no such urgency actually exists; 

(iv) Obtaining “supporting quotations” from fictitious/non-existent entities where the 

quoted rates are invariably higher vis-à-vis the rates of the pre-determined supplier; 

and (v) Effecting redundant purchases at exorbitant rates 


