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INTRODUCTION

Oracle Sourcing Optimization

e Guides the buyers to automatically analyze sourcing
problems.

» Creates optimal solutions and award recommendations
while allocating business to suppliers

 Takes care of business policies and goals.
« Generates better and faster award decisions.
« Was originally released in Sourcing Mini-Pack J.
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Problems in the Real Life Scenario

e Client in the manufacturing sector faced a problem while
allocating business.

* The client was using earlier versions of Oracle
applications(11.5.8).

e Sourcing team manually handled evaluations/analysis of
guotes/bids while awarding business to supplier.

« Absence of a decision support tool.

e Multiple bids and line items received from large number of
suppliers.

 What - If Analysis process is time consuming since
manually done.
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Award generation - Ildeal Situation
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What is Sourcing Optimization?

e Sourcing Optimization uses mathematical analytics to
arrive at the best possible solution given a set of
purchasing policies and objective represented in the form
of business constraints.

* It guides the buyer in making Award decisions.

* It helps in analyzing and evaluating supplier bids and
quotes.

 Referred to as a scenario modeling tool.
e Optimization is the next level in Sourcing decisions.
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Optimization In Strategic Sourcing

o Strategic Sourcing is an institutional procurement process
which uses advanced technology to help an organization
to make better buying decisions.

e Strategic Sourcing was introduced by General Motors in
1980s.

e Strategic Sourcing involves identifying the Supply market,

current company’s procurement requirement, identifying
suppliers to be present in the negotiation cycle.

e Sourcing Optimization is a key component in Strategic
Sourcing.

home of the OAUG KNowledge Factory T



Optimization in Theory

In mathematics, the term optimization, or mathematical
programming, refers to the study of problems in which
one seeks to minimize or maximize a real function by
systematically choosing the values of real or integer
variables from within an allowed set.
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Sourcing Optimization in Oracle

e Sourcing Optimization is a decision support tool.

* |t helps in evaluating supplier’s responses to provide the
best award recommendation while adhering to the
purchasing policies and goals.

 Itis also referred to as Award Optimization in Oracle
terminology.

« The optimization tool is designed to allow the buyer to
evaluate a much wider range of cost elements and non-
cost factors.

« Configurable award rules build in compliance with policies
such as minority business preference or multi sourcing of
critical items are taken into consideration while generating
award recommendations.
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Ciorrvmunty

Reviews on Sourcing Optimization

German Bertot, “Oracle Sourcing Optimization helps you define
group manager, in business terms your criteria for deciding how to
Oracle Sourcing award the business, and then it determines what
Product will be the optimal award given the constraints
Management. that you specify.”

“The application of optimization tools to analyze total
Aberdeen  costs, and of flexible bidding functionality to uncover
Group creative supplier solutions has enabled early adopters to
identify average incremental savings of 12% above those
that basic, price-focused auctions alone have gener
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Sourcing Cycle Iin Oracle

e Sourcing activities precedes purchasing activities
 Various processes in the Oracle Sourcing are:
ldentifying Sourcing Team

Creating Negotiation Document

Determining Item attributes/Price Structure
ldentifying Vendors

ldentifying Sourcing rules of engagement
Publish negotiations

Evaluate supplier responses

Award responses
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Sourcing Optimization In Sourcing
Cycle
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Oracle Sourcing Optimization
Features

Sourcing Optimization comprises features like Scenario Objectives,
Business Constraints, Sourcing Optimization, What if Analysis
and Scenario Acceptance.

Sourcing Optimization

What-if Scenario

Business Scenario
Constraintsg@Optimizatio

Scenario

Objectives Analysis JAcceptance
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Sourcing Optimization

Sourcing Optimization

Scenario
Objectives

Business

Scenario

Constraints

Optimization

What-if
Analysis

Scenario
Acceptance

 Feature Description

» Allows buyers to create scenarios that can help in creating

the best award.

* Allows buyers to achieve maximum savings while meeting

business policies and goals.

o Particularly useful in cases of large line items and a large

number of Competitive bids.

Change from Prior Releases

The above functionality was originally released as a patch

for 11i.10.
Set Up Steps

Profile Option = PON: Enable Award Optimization to Yes

at Site level
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sracle applications users group

Sourcing Optimization

ORACL Sourcing
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Responsibility: Sourcing Buyer
Navigation: Sourcing Home Page>Select the Auction Number.

Sourcing Optimization begins after buyer receives responses from all suppliers
(Evaluation phase)
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Sourcing Optimization

Scenario Objectives

| | | |
Business | Scenario | What-if | Scenario
(OlJElMNYEY Constraints Optimization Analysis Acceptance
 The buyer chooses an objective that defines what the

optimization engine should consider to generate
recommendation.

 The objective ‘Maximize award quantity and minimize
award amount’ will cause the optimizer to try to award
guantities indicated on the negotiation while minimizing the
total cost of the award.

 Buyer can choose the following objectives seeded in the
system while creating a scenario:
» Maximize Award Quantity and Minimize Award Amount
» Maximize Award Quantity and Minimize Price/Score ratio.
» Maximize Award Quantity
» Minimize Award Amount
» Minimize Price/Score ratio
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Creating Scenario Objectives
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Buyer creates the
scenario for the
optimization process.

Responsibility: Sourcing Buyer
Navigation: Sourcing Home Page>Select the Auction Number>" Award
Optimization” from the Actions LOV
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Sourcing Optimization

Scenario EISESSM Scenario | What-if | Scenario
Objectives| [®IEISOptimization Analysis Acceptance

* Buyers specify the purchasing policies or goals in terms of
constraints.
e There can be business constraints and rules that need to be
followed, such as:
» No sole-sourcing of an item
» Maximum business that can be awarded to any supplier is
X
» Minimum spend with the primary supplier is Y

Business constraints

* The optimizer will satisfy all the constraints defined for a
scenario, while it seeks to find the optimal solution for the

chosen objective.
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Types of Business constraints

Constraints can be defined at three levels viz.

« Header level
» Header constraints span all the lines in the negotiation.

» Buyer can put a cap on the budget amount so that the
award amount is not exceeded.

» Constraints can also be set up to exclude suppliers
that do not meet cutoffs for header attribute scores,
header attribute group scores or total score.
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Types of Business Constraints...contd.

e Line level

» The buyer can decide whether or not a line award can be split
between multiple suppliers.

> Price and score cutoffs can be defined for the lines so as to
eliminate bids that do not meet the cutoff.

> Line constraints can be used to limit the maximum amount or
guantity awarded for a particular line.

» The buyer can specify if he or she wants to award all lines in a
group to the same supplier.

o Supplier Level

» Supplier constraints can also be set up based on business
classifications such as Minority Owned, Women Owned, etc.

» Setting up constraints based on Approved Supplier List
statuses can ensure that a certain percentage of the business
Is awarded to approved suppliers
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Adding Constraints in Scenario
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Responsibility: Sourcing Buyer
Navigation: Sourcing Home Page>Select the Auction Number>" Award
Optimization” from the Actions LOV
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- - - - Sourcing Optimization
Scenario Optimization °F
| | | |
Scenario | | Business [ESIehE(OM \What-if | Scenario
Objectives Constraints Analysis Acceptance

 The buyer can compute the optimal award allocations for a
scenario with a single click.

 Oracle Sourcing uses ILOG’s CPLEX optimization engine
to generate the optimal award allocation that satisfies the
constraints.

 Optimization results are displayed in both graphical and
tabular formats for ease of interpretation.

 The buyer can easily view savings resulting from the
optimal solution for the scenario.

* The constraints are summarized and supplier type
constraints are graphed so the buyer can see how these
constraints were met.
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Scenario Optimization

ORACLE" souring

Repasitions | Aegotlations | Integenco

At Soenaren 20 Ogtimez on Rosuts [RI) S627)

@ testl
Ectve  lsdrlng Award Cusn ity ard Sininslgf foward Ansnd
“oat Faciorn Transform suppler Pegirmes

| BRI T T e bndwibinl Frodadty

Ofas

Award 1o All Suppliers

Lol ]

dvaid Amwakl

| B

]
-
|

nil biwharh Casdsni

Result views in pie

charts

1= ] Aocrpt

Lot Upclated  O-Moee- 007 1553400
Uecdatied By lliir Ui, e, Joben
od D7 o= FIOT 1553040

alaatial Fovidair

[ E aines
Award by Supplier Type

Vi O 0 D5 N gy JUOO N

Sappliar Typs

home of the OAUG KNowledge Factory ©



COLLABORATEOS

Wh at' I f Aﬂ a. I yS i S SourcingI Optimization

| | |
Scenario | Business | Scenario [WhEISIEM Scenario
Objectives/Constraints OptimizationaAUEWEAISRA cceptance

 Through ‘What-if Analysis buyer can define multiple scenarios
and compare optimization results.

« The buyer can edit an existing scenario or copy it to create a
new scenario to quickly generate alternate scenarios.

« The buyer can create such scenarios e.g. no more than 5
suppliers are awarded.

« Another scenario might stipulate minimum award percentage to
Minority or Women-owned businesses.

* The buyer can compare the optimal solutions for different
scenarios; the buyer may realize savings that would otherwise
not be apparent.

home of the OAUG KNowledge Factory T



COLLABORATEOS

Scenario Acceptance Souraing Optimzaton

Scenario Business | Scenario | What-if gS{e=gENle]
Objectives| |ConstraintsOptimization Analysis f\cceptance

« The buyer can choose the scenario that provides
the most savings and satisfies company policies
and business objectives to create the award.

* A single click copies the accepted scenario results
Into a draft award.

* The buyer can modify the draft award if desired.

« Award approvers can compare the accepted
scenario results to other scenarios to better
understand the rationale for the proposed awards.
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Myths and Realities

e |tis a Decision support tool; not an intelligent one.

e Guides the buyer in taking the correct decision; does not
enforce it.

« Given a complete scenario, it will find the optimal answer;
but can not build the proper scenario.

* In cases where constraints clash, the tool cannot generate
the award and hence no result is found.

 The buyer has to define the scenario, ensure all the data
are present and correct, make sure all the constraints are
present and analyze the alternatives. Hence it does not
replace a human being.
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Benefits

* Purchasing professionals can save effort and time while
selecting vendors for award.

e Speeds the awarding process.
e Increases accuracy in decision making.

« Helps in performing What-If analysis quickly with multiple
scenario building.

* Buyer has the advantage to view the percentage savings
In each case of scenario optimization.
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Sourcing Optimization IIIustratlon

2 Suppliers
bidding for
“Lapiop |3

Carrying
Case” order

Scenario 1

Award recommendation
without constraint

Supplier 1 Supplier 2
Bid Price=$110 Bid Price=$150

E Supplier 1

Scenario 1: Without Constraint

Award Split
Bid Price of Supplier 1 < Bid Price of Supplier 2 Scenario 2
100% of Order will go to Supplier 1 Award recommendation

. . _ i Constraint
Scenario 2: With Constraint o -onstan

[Constraint — Minimum 80% of business should ]
be awarded to the Veteran supplier
In spite of Bid Price of Supplier 1 < Bid Price of Supplier 2

H Supplier 2
H Supplier 1

80% of Order will go to Supplier 2 & remaining 20% to |
Supplier 1 Award Split
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