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Outline

* Introduction
* What is Supplier Assessment?
* What Does it Take?

 How can Predictive Cost Analytics support Supplier
Assessment?

* Value Proposition
— Validating Quotations
— Assessment of Bidders
— Ceiling Prices
— Preferred Suppliers

* Summary
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Overview: Abstract

* Review use of an effective methodology to perform
Supplier Assessment (“SA”), in the context of Predictive
Cost Analytics (“PCA”).

* Derive a quantitative method to benchmark, monitor
and evaluate potential suppliers of a customer-specified
technology.

* Obtain timely consistent bid evaluations as well as ceiling
prices for negotiation.
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Overview: Methodology

 Establish best practices to leverage evidence from past
procurements.

* Create arich repository that can be mined to find specific
relationships or comparable data points.

* Analysis of the latter knowledge creates a basis for
establishing ceiling prices used in supplier negotiations.
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Overview: Benefits

* Validate and evaluate potential suppliers of common
technology.

 Portfolio of preferred suppliers for use during the proposal
process and post-award.

* Benchmark/ monitor performance to evaluate if a
provided quotation is a reasonable expectation prior to
commencing negotiations.

Estimate with Confidence™



resented a e rofessional Development raining vvorksnop - www.iceaaoniine.com

What is Supplier Assessment ?

The lower Price associated with a

higher level of productivity-
. performance... hence a better

A PROCESS value than by other suppliers.

The business process of evaluating
and approving

potential suppliers by quantitative
assessment.

A NUMBER
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What Does it Take?
e Cost/Price History

* Technology/ Design
Details

STAKEHOLDERS

e Labor Rates & Factors
. PEOPLE
* Schedule Constraints _

TOOLS
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What Does it Take?

* Predictive Cost Analytics

* Knowledge Management STAKEHOLDERS
Resources
 SME & PM Interviews FEOREE
PROCESS
TOOLS
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What Does it Take?

e Data Normalization
Understanding
Determination
-
* Comparison
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What Does it Take?

* Project Management

Cost Engineering
.
Subject Matter Experts
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What Does it Take?

e Executive Team

* Product Line Leadership

* Acquisition Team
.

* Strategic Partners

* Influential Decision Makers
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What Does it Take?

e Realistic

. CULTURE
* Flexible
* Open Minded STAKEHOLDERS
* Adaptive

PEOPLE

e Committed to Success
PROCESS

TOOLS

DATA
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How Can PCA
Assessment?

roressiona g/e opme raining

upport Supplier

Technology
Normalization

Validation of
Supplier
Quotations

Benchmarking &
Preferred Suppliers

Establishing Ceiling Quotation
Prices Assessment

Assessment of

Suppliers
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Technology Normalization e,

Validation of

Supplier
Quotations

* Goal: Identify key product cost metrics to--
— Estimate reasonable cost expectation
— Evaluate different suppliers proposing similar technology

* Accomplished through calibration of the unitless Manufacturing
Complexity factor, a normalized representation of cost density,
comprising both:

— Productivity pommatized
— Technology

High

Low J-—————

Manufacturing
Complexity

* For common technology, it is possible to understand productivity
differences among multiple suppliers

Estimate with Confidence™



resented a e roressional veveliopmen raining vvorksnop - www.ice pline. com

Validating Quotations from Supplier

* |f the Technology is held constant, then the
difference between two suppliers is their
Productivities.

Analysis of the Technology/Productivity Metric - Manufacturing Complexity
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Knowledgebase Tool

e Search, Filter and Analysis

Import From Excel
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Benchmarking &

Preferred Suppliers

Establishing Ceiling
Prices
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Technology
Normalization
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Suppliers

Validation of
Supplier
Quotations

Quotation
Assessment
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Quotation Assessment

* The calibrated Manufacturing Complexity can
outside the range, due to three reasons linkec
consistency with the requirements and the design.

6,200 }
Complexity Outlier: FI—) 3 Reasons for Outlier Complexity:

S

g " ® 6 o6
=

E= 5800 - - Over Specified ~ Over-Design Spurious
& ® . * ¢ e o @ * J, l l

.| [ 3 [ ]

g =50 . o ACTION: ACTION: ACTION:
o - Relocate to Re-Design Negotiate
Y 5600 | Another Family Price
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Assessment of Suppliers

Establishing Ceiling
Prices

e Requires best practices to leverage historical
data

— Collection / Tracking
— Monitoring / Evaluation

* Allows historical trends to inform future decisions
— What is the reasonable range in price for an item?
— Does the vendor proposal fall within this range?
— What is the ceiling price for an item?

e Offers great benefits in the procurement of equipment:
— Establishing of cost targets for Requests for Proposals METHODOLO Y
— Evaluation of bids and their justifications

— Selection of the most appropriate suppliers
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Establishing Ceiling Price for Negotiations

 Establish ceiling price based on:
- Historical data 'Establis‘l;h_ing.Ceiling‘
— Established bench marks

— Use of predictive analytics

* Vendor and buyer can work towards common goal
— Fair price
— Mutually beneficial agreement
— Long term (secure) supply chains

* Ceiling prices determined by simple or complex analytics
— Analogies
— Descriptive statistics
— Bivariate regression

— Multivariate regression

Estimate with Confidence™
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Benchmarkmg & Preferred Suppliers

* Provides process to analyze data

- M ea s u re pe rfo rm a n Ce Establishing Ceiling

Prices

— |dentify cost trends over time
* Within product family

» Within supplier organization

* |dentify range of reasonable expectations for given end item

— Suppliers consistently outside this range may be avoided
— Periodic deviations from established range may aid in negotiations

* Ability to harness and understand historical data is critical!
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How Can PCA Support Supplier Assessment?

Technology
Normalization

Validation of
Supplier
Quotations

Benchmarking &
Preferred Suppliers

Establishing Ceiling Quotation
Prices Assessment

Assessment of

Suppliers
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Kgaan

Predictive Cost Analytics

Business Development
(Price-to-Win)

L—-J Budgeting ‘
| = Predictive Design Affordability
E é Ana Iytics Tradeoffs
|
_ Strategic Sourcing ‘
Cost & Knowledge Parametric
ost Management

Capabilities

Technical Data Estimating
’ Bid & Proposal
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Sensitivity Analysis: Understand productivity PRICE:

differences within & between suppliers
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Supplier Assessment Methodology

* Requires best practices to leverage historical data

— Collection / Tracking

— Monitoring / Evaluation

e Allows historical trends to inform future decisions

— What is the ceiling price for an item?

— What is the reasonable range in price for an item?

— Does the vendor proposal fall within this range?

. | myplement Data Collection

e Eztablizh The Data Repository

e COnduct Technology Normalization (Calibration)

e DEnchmarking

e Eztablizh the Ceiling Price for Negotiations
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Summary - Supplier Assessment

* |f your suppliers are selected on an ad-hoc basis then you are
less competitive yourself. The application of cost analytics in the
supplier assessment process
can help:

— Selecting the preferred supplier can be conducted on a rational basis

— Bids can be evaluated quickly
— Bids can be compared on a consistent basis

— In complexity terms the difference between two suppliers
providing the same technology is the productivity

— Cost analytics can be used at any level of the supply chain

— A stipulated solution, Predictive Cost Analytics, can provide a common
language between organizations and countries

— Detailed discussion around parametrics can avoid commercial taboos
— Usage in procurement or purchasing can improve accuracy of future bids
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