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Abstract

Strategic sourcing involves aligning the processes and effects of the purchasing and supply
management function to the organization’s overall business strategy. Strategic sourcing aims
to add value to the organization through enhanced supplier relationships, total ownership cost
reduction, and demand management. In the Air Force (AF), the agency charged with
implementing strategic sourcing for all installation-level spend is the Air Force Installation
Contracting Agency (AFICA). AFICA needed a way to determine which supplies and services
represent the best strategic sourcing opportunity—a prioritization model that “digs” through
the mountain of spend to find veins of “gold.”

This research develops a spend analysis prioritization model that mirrors those used by the
commercial sector. It marries internal AF spend data to external market data to gain a
comprehensive view of each supply and service, and its potential as a strategic sourcing
opportunity. Ultimately, 1,706 supplies and services are ranked based on their strategic
sourcing opportunity score, thus providing a guidepost for AFICA to assign resources to
opportunities with the most potential value. Using this new approach, AFICA can combine
supplies and services into related categories to more strategically manage related spend,
allowing Category Management teams to thoroughly understand demand, underlying costs,
and the market.

Introduction

The Air Force Installation Contracting Agency (AFICA) is tasked with “managing and
executing above-Wing-level operational acquisition solutions, across the Air Force
enterprise” (AFICA, 2016). In years past, strategic sourcing projects were selected using
pivot tables that examined the attributes of each federal supply code (FSC) or product
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service code (PSC)." The process involved examining dollars obligated, number of contracts
written, number of suppliers, and other basic attributes that were readily available in the
data. Projects were also selected based on customer demand, meaning that if a customer
felt their project was worthy of being strategically sourced, AFICA (and its predecessor
organizations) would dedicate a team to investigate the potential cost and process savings
associated with the project and make a decision to proceed or not based on those potential
savings. This process is labor-intensive, and AFICA soon realized it must take a more
proactive approach to finding new strategic sourcing opportunities in order to more easily
find the veins of “gold” hidden in their “mountain” of spend.

The purpose of this research is to discuss the new proactive approach that was
designed as a collaborative effort between AFICA/KA (Strategic Plans and Communication
Directorate) and the Naval Postgraduate School (NPS). This new approach mirrors the
spend analyses that have been performed in industry for decades. It marries internal Air
Force (AF) spend data to external market data to gain a comprehensive view of each
FSC/PSC and its potential for strategic sourcing. Ultimately, 1,706 FSCs/PSCs are ranked
based on their opportunity score, thus providing a guidepost for AFICA to assign resources
to FSCs/PSCs with the most potential value.

Using this new approach, AFICA can combine FSCs/PSCs into related categories in
order to more strategically manage AF installation spend.? Those categories are managed
by Category Management teams, whose primary goal is to thoroughly understand the
demand, the underlying costs, and the market related to the category in order to properly
manage the category’s spend. The value of our research lies in understanding which
FSCs/PSCs represent the best strategic sourcing opportunities for the AF in order to
properly assign limited resources to exploit potential category savings. We want AF “miners”
to “dig” in locations with the highest likelihood of “gold.”

The remainder of this paper proceeds as follows: The next section discusses the
growing literature related to strategic sourcing and spend analysis, to include a discussion of
the government’s strategic sourcing goals. The Methodology section details the methods we
used to create and implement the algorithm that prioritizes the PSCs. The Results section
provides results of the algorithm, and the final section concludes the research and discusses
next steps.

Literature Review

Purchasing Transformation—Strategic Sourcing in the Commercial Sector

Transformation in the purchasing function began in the commercial sector in the
1990s. As the business world became more global, organizations began looking for new
ways to not only compete on a global scale, but also to gain competitive advantages. They
soon discovered that a more strategic approach to managing their costs and supply base

' “Also referred to as federal supply codes, product service codes are used by the United States
government to describe the products, services, and research and development purchased by the
government” (Outreach Systems, 2016). FSCs describe products, while PSCs describe services. We
examine both in our analysis.

2 While this research examines all AF spend data—installation and weapon system—we are only
interested in finding strategic sourcing opportunities in the installation portion of the data.
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could reap huge savings, allowing them to produce at lower cost—and often better quality—
than their competitors. Purchasing moved from a relatively ignored administrative function,
to a more holistic supply management function that aimed to cross organizational
boundaries in order to better predict supply needs and deliver better quality goods and
services. The tactical function of purchasing was no longer useful in the global marketplace.
In its stead came a “more transformational process, performed at higher organizational level
... [that] examine[s] the whole supply network, its linkages, and how they impact
procurement and purchasing decisions” (Wallace & Xia, 2014). This process is known as
strategic sourcing.

Strategic sourcing was developed to better align the mission of the supply
management function to the organization’s overall business strategy. In short, strategic
sourcing aims to add value to the organization through enhanced supplier relationships,
reduced total ownership costs, and demand management. Dwyer and Limberakis (2011)
identify organizations that are Best-in-Class strategic sourcing performers using the
following criteria: (1) spend under the management of the procurement group, (2)
procurement contract compliance, and (3) realized/implemented cost savings (p. 2). In their
study of 315 companies across the globe, they found that Best-in-Class performers
achieved

e 37% higher spend under management
e 72% higher contract compliance
o 52% higher realized/implemented cost savings

Clearly, implementing strategic sourcing can vastly improve the purchasing and
supply management function. So why haven't all procurement organizations implemented a
strategic sourcing process? Most find it difficult to get past the very first step.

Spend Analysis

Laseter’'s (1998) Balanced Sourcing Model involves seven steps: (1) spend analysis,
(2) industry analysis, (3) cost/performance analysis, (4) supplier role analysis, (5) business
process reintegration, (6) savings quantification, and (7) implementation. This research
focuses mainly on Step 1, the purpose of which is to understand the organization’s historical
spend patterns by examining them from many different angles. We also touch briefly on
Step 2, as external market data is critical to developing a sound sourcing strategy. Many
regard spend analysis as the most difficult step in the strategic sourcing process (RAND,
2004; Handfield, 2006; Pandit & Marmanis, 2008). It takes the longest amount of time to
implement and it requires a team of persistent researchers who are willing to diligently track
down the disparate data required to truly understand the organization’s history of spend (or
“profile”) in the category. Even after the data are aligned, they are often not readily
analyzable, that is, they require a large amount of cleaning to achieve accurate results. Take
Handfield’'s (2006) bleak assessment:

Be careful! Doing a spend analysis can in some cases mean diving into a
black hole. In about 80 percent of the companies we interviewed, an initial
venture into spending analysis proved to be a data nightmare. For example,
many companies found that their spend analyses were tracked using Excel
spreadsheets. (p. 110)

Despite these difficulties, all agree that the spend analysis is the most critical step,
as all subsequent steps rely on the information gathered therein.

Although such an analysis can be time-consuming and labor-intensive,
private enterprises have found that without a spend analysis it is difficult to
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identify prospective targets for applying better [purchasing and supply
management] practices, develop supply strategies for specific commodities,
select the best suppliers, manage suppliers in a way to maximize rewards
and minimize risks, and convince all senior leadership of the need to shift to
best [purchasing and supply management] practices and of the need for
resources for the shift. (RAND, 2004, p. 7)

Naturally, an organization must first understand its history of spend in a given supply
or service in order to make decisions to improve sourcing. “Spend analysis is the starting
point of strategic sourcing and creates the foundation for spend visibility, compliance, and
control” (Pandit & Marmanis, 2008, p. 5). A spend analysis “can help enterprises improve
their purchasing practices in the areas where they are likely to produce the greatest
benefits” (RAND, 2004, p. vii). Once an organization understands their spend history, they
can develop ways to reduce or aggregate demand, rationalize suppliers to the optimal
number, achieve volume discounts by leveraging spend, develop methods to improve
supplier performance, and minimize transaction costs. In short, strategic sourcing cannot
happen without first conducting a spend analysis.

A spend analysis begins with the collection of data. For most organizations new to
spend analysis, this often involves consolidating data across several different databases, as
few organizations have their data organized at the corporate level. Data consolidation is
often a cumbersome process—data fields do not match perfectly, making them difficult to
combine into a rich set of data that contains all the information needed for a spend analysis.?
Once the data have been collected and consolidated, the next step in the spend analysis is
to identify opportunities for strategic sourcing.

Opportunity Assessment

Handfield (2006) defines an opportunity as supplies or services that have “a
reasonable possibility of adding more value,” with value coming in the form of time, money,
and/or quality (p. 54). Therefore strategic sourcing opportunities are those that can save the
organization time and/or money while maintaining or increasing quality.

Spend-level opportunities can be identified by examining as many of the following
variables as possible (Pandit & Marmanis, 2008):*
o Number of vendors per supply or service (known as vendor fragmentation)
¢ Number of purchasing offices per supplier
o Number of contracts across purchasing offices
e Number of purchases from preferred/non-preferred suppliers

3 The ideal spend analysis application contains components that allow for data definition and loading,
data enrichment, spend data analytics, and knowledgebase management (Pandit & Marmanis, 2008).
4 Notably, not all of these variables are available in AF’s spend data. However, many of these
variables were used in the RAND (2004) report that uses spend analysis to identify strategic sourcing
opportunities for the AF. Their report focuses on all AF spend, and the results point to achieving more
value in weapon systems spend. Our research focuses on where to achieve more value using only
installation spend data.
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¢ Diversity spend compliance (known as socio-economic factors in the
government)

¢ Amount of spend with suppliers with good performance/bad performance

Each of the variables should be examined for each supply or service. Then, once the
information has been unraveled at the lowest possible level, aggregation into appropriate
categories can occur. Once aggregated, categories can be scored to show which present
the best opportunities for strategic sourcing. Clearly, those with the largest potential for
savings with the easiest implementation should be the top priority. Pandit and Marmanis
(2008, p. 81) use an “implementation wave” analogy to determine which opportunities to
address first, shown in Figure 1.
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Wave Wave

. l 1 * Strategic IT consulting 2

« Office equipment and supplies * Financial services

* Industrial refrigeration
+ Sales channel operations

>
= + IT services
-1 « Banking and investment
g * Personnel relocation
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g * Trade shows and exhibits
* Porsonnel recruitment sorvices
« Site infrastructure equipment
+ Pension funds
» Treasury senvices
Wave Wave
| 3 * Business credit agencies 4/
Low | ! - |
Low . High

Implementation Difficulty Level

Figure 1. Opportunity Implementation Wave
(Pandit & Marmanis, 2008)

Opportunity assessment does not stop after all the internal spend analysis has been
completed. Instead, the internal data are married to external data (Step 2 in Laseter’s
model) that addresses the market conditions associated with the supply or service. “A spend
analysis integrates internal spend data and external supplier and market data and applies
analytical techniques to help identify risks and opportunities for performance improvements
and savings by applying best practices in purchasing and supply management” (RAND,
2004, p. 8). Using internal and external data, the most viable strategic sourcing opportunities
are identified, cross-functional teams are created to further develop the profile of the
category (i.e., develop cost/time savings and demand management estimates), and the
process continues through the remainder of Laseter’s (1998) model.

Purchasing Transformation—Strategic Sourcing in the Federal Government

The Federal government began the purchasing transformation in the early 2000s. In
2003, then-principal deputy under secretary for acquisition, technology, and logistics
(USD/AT&L), Michael W. Wynne, challenged the DoD to make improvements to the
acquisition process by generating value-added changes (Rendon, 2005). In 2004, then-
director of defense procurement and acquisition policy, Deidre Lee, noted that “strategic
sourcing and commodity councils [are] procurement processes that are designed so more
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could be done with less by migrating large contracts to regional centers and consolidating
like services” (Rendon, 2005, p. 13). The Office of Management and Budget (OMB) issued a
memorandum to all Chief Acquisition Officers, Chief Financial Officers, and Chief
Information Officers to “leverage spending to the maximum extent possible through strategic
sourcing” (OMB, 2005, p. 1). Agencies were expected to develop strategic sourcing
governance, goals and objectives, performance measures, and communication and training
strategies to begin implementing strategic sourcing.

In response to these calls to action, the AF began the process of strategic sourcing
in 2003 with the advent of the Information Technology Commodity Council. This commodity
council was charged with standardizing the computers available to AF units while reducing
spend. To do that, they developed three computer configurations that were available for
purchase and negotiated a deal with Dell Computers for 12,500 computers. The savings
from this deal allowed the AF to purchase 2,500 more computers than planned for in the
initial procurement (Rendon, 2005).

With its first success under its belt, the AF created the Enterprise Sourcing Squadron
(ESS) in 2010. Along with other responsibilities, the squadron was tasked with finding more
opportunities for strategic sourcing. ESS later became the Enterprise Sourcing Group (ESG)
and in 2013, the AFICA. During that timeframe, the OMB issued another memorandum that
provided more detailed strategic sourcing guidance to the agencies, including the
designation of Strategic Sourcing Accountable Officials, an Interagency Strategic Sourcing
Leadership Council, and identification of the characteristics that all government-wide
strategic sourcing vehicles should have (OMB, 2012). Using this guidance, agencies have
been working hard to establish their strategic sourcing programs.

The AFICA currently has six commodity councils under its purview, including:
Information Technology, Medical Services, Furnishings, Force Protection, Civil Engineering,
and Knowledge Based Services (U.S. Air Force, n.d.). While these councils have been
successful at managing demand, reducing costs, and improving quality, the organization
must constantly search for the next supply or service to strategically source. The AF is a
very large buyer, purchasing an average of $59.8 billion in supplies or services annually.

A 2012 GAO report found that as of fiscal year 2011, the DoD, the Department of
Homeland Security, the Department of Energy, and Veterans Affairs—which collectively
account for 80% of federal procurement spending—spent only 5% of their funding using
strategic sourcing techniques (p. 7).° In defense of these organizations, spend analysis is a
difficult and time-consuming process, made worse by the fact that the data required to
conduct spend analyses exist in many different systems that are not linked for easy
consolidation. Further, most federal agencies lack the required employee expertise to lead
strategic sourcing efforts.

Despite these limitations, the AF is the leading strategic sourcing organization in the
DoD (Defense Procurement & Acquisition Policy, n.d.). Recognizing the need to identify
installation-level strategic sourcing opportunities by conducting a thorough spend analysis,

5 The DoD was just slightly better than the average among the four departments, with 5.8% of spend
via strategic sourcing. AF efforts in FY11 account for 3.7% of spend via strategic sourcing, which is
higher than any other military service component.
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AFICA partnered with NPS to develop a strategic sourcing prioritization model. We detail the
methods used to develop and implement the model in the next section.

Methodology

Data

Our analysis uses five years of data (FY2010-FY2014) from the Federal
Procurement Data System—Next Generation (FPDS—NG). Data held in this system are input
via DD350s—Individual Contract Action Reports (CARs), and consist of 699,522 cases.®

Although the data were readily available to us, they did not come without limitations.
AF spend data is not particularly “clean”—there are known problems related to user input.
The system relies on input from several thousand users—that alone increases the potential
for input error. Further, many of those doing the inputting do not know what ultimately
happens with the data, therefore they have little incentive to be perfectly correct with their
input.

Another limitation of the data is that it is not as comprehensive as we would like it to
be, another typical problem with research-related empirical data. FPDS—NG does not
currently capture all the fields needed to perform the most rigorous spend analysis possible.
See RAND (2004) for a detailed assessment of the issues related to AF spend data.

While we recognize our data are not perfect, using it is far better than continuing to
rely on a reactive approach to strategic sourcing. Thus we proceeded with the research,
which involved two overarching steps: (1) creating the prioritization algorithm that uses
internal spend data to determine which FSCs/PSCs have the most potential for strategic
sourcing, and (2) matching the related external market data to those FSCs/PSCs to further
assess strategic sourcing viability.

Prioritization Model

The prioritization model was created by (1) culling the data for variables most useful
for conducting a spend analysis, and (2) assigning weights to select for the variables we feel
are most important. We discuss each of these steps in detail.

Selecting Variables

FPDS—NG contains more than 250 variables. To be parsimonious, we trimmed the
number of factors to the seven available in the data that are most similar to those used by
the private sectors to perform their spend analyses, and those we believe have the highest
reliability.” Those seven variables are: (1) number of contracts, (2) number of suppliers, (3)
number of purchasing offices, (4) number of offers received, (5) total obligated dollar
amount, (6) contracts per time period, and (7) number of AF major commands (MAJCOMSs)
that purchased the supply or service.

The first variable, number of contracts, assesses how many times in the last five
years a contract action has been performed to purchase the supply or service. The larger

6 In this case, a case is a contract action.
7 In this case, reliability refers to the likelihood that the data were input correctly—that the user filled
out the DD350 correctly and/or that the system generates the input automatically, thus reducing input

error.
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the number of contracts, the higher potential that a strategic sourcing opportunity exists to
gain volume discounts and reduce transaction costs by consolidating purchases.

The second variable, number of suppliers, assesses how many suppliers the AF
uses to purchase the supply or service. The larger the number of suppliers, the higher
potential that a strategic sourcing opportunity exists, as strategic sourcing involves
rationalizing the supply base to the appropriate number of suppliers to match the value and
risk profile for the supply or service.?

Number of purchasing offices, the third variable, assesses how many different
contracting organizations purchased the supply or service over the last five years—it
assesses the commonality of the requirement. The larger the number of purchasing offices,
the higher potential that a strategic sourcing opportunity exists, as consolidating purchases
for the supply or service allows the AF to leverage their strength as an enterprise (e.g.,
volume discounts, valuable customer benefits, etc.), rather than appearing as dozens of
smaller customers (i.e., individual purchasing offices) to the suppliers.

The fourth variable, number of offers, assesses the level of competition received in
the last five years. The larger the number of offers, the higher competition there appears to
be in the market. Higher competition indicates the buyer has more power over suppliers,
which equates to higher potential that a strategic sourcing opportunity exists.

The fifth variable, total obligated dollar amount, is a simple additive total of the spend
for each FSC/PSC over the last five years. Naturally, the more the AF spends on a particular
supply or service, the more interested the organization is in getting that spend under
management, i.e., the more interested they are in strategically sourcing the supply or
service to reap cost and process savings.

The sixth variable, contracts per time period, is an estimate of the trend in purchases
for the supply or service. We examine whether the number of contracts is increasing,
decreasing, or remaining relatively unchanged over the five-year period. Clearly, an
increasing trend indicates that the AF should consider strategically sourcing the supply or
service. Unlike the other variables, this variable received binary coding, where an increasing
trend received a score of 1, and a decreasing or unchanged trend received a score of 0.

Finally, the seventh variable, number of MAJCOMSs that purchased the supply or
service, assesses the universality of the supply or service. In other words, are all MAJCOMs
purchasing the supply or service, or is it only being purchased by a certain subset of the
MAJCOMs? For instance, consider transient alert services. This service is only used for
bases with flight lines, which may limit the MAJCOMs who purchase the service to Air
Combat Command, Air Mobility Command, and Air Force Education and Training
Command. Using this variable, we are attempting to assess if strategically sourcing the

8 We recognize that an extremely small number of suppliers is also cause to strategically source, as
the AF would benefit from developing closer relationships with critical suppliers who have little
competition in their markets. In our data, we found that FSCs/PSCs with extremely small numbers of
suppliers related mostly to weapon systems spend. Because we are focusing on installation-level
spend, we assume that the larger the number of suppliers, the better potential strategic sourcing
opportunity.
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supply or service should be handled at the enterprise-level (AFICA) or at the MAJCOM-
level.

Before weighting, our prioritization algorithm is given in Equation 1.

FSC/PSC Score = #Contracts + #Suppliers + #PurchOffices + #0ffers +
$0bligated + Trend + #MAJCOM (1)

Weighting Variables

We recognize that each variable does not have equal influence in determining the
overall prioritization score for the PSC. Some variables matter more than others. We used a
group of subject matter experts to discuss and assign weights to each variable. After
weighting, our prioritization algorithm is given in Equation 2.

FSC/PSC Score = .20(#Contracts) + .20(#Suppliers) + .20(#PurchOffices) +
A5(#0f fers) + .12($0bligated) + .08(Trend) + .05(#MAJCOM) (2)

When summed, the weights total to 1.00, or, in terms of percentages, 100%. Number
of contracts, number of suppliers, and number of purchasing offices are the highest
weighted variables, each receiving a weight of .20, or 20%. The subject matter experts
weighted these variables heaviest because they are common variables used by industry
experts to examine commercial spend for strategic sourcing opportunities. Number of offers
received a weight of .15, or 15%. Existence of competition is important as it signals the AF’s
ability to leverage its large buying power to get a better deal.

Total dollars obligated received a weight of .12, or 12%. Some readers might find it
odd that total spend for the supply or service received a relatively smaller weight. This
decision was made purposefully, in recognition that high spend does not necessarily mean
higher potential for a strategic sourcing. Some high-spend categories may already be
operating on thin margins—the savings have already been sifted out. It is important to note
that we do not simply ignore high-spend supplies and services. We take special measure to
include those FSCs/PSCs in the opportunity assessment, which is discussed later.

The lowest weighted categories took the least precedence for identifying a potential
strategic sourcing opportunity in the eyes of our subject matter experts. Trend received a
weight of .08, or 8%, and number of MAJCOMs received a weight of .05, or 5%.

Applying the Weights

Each FSC/PSC was given a point score on each variable that could not exceed the
weight. In other words, the FSC/PSC with the largest number of contracts received the full
weight: .20. The FSC/PSC with the next larger number of contracts received less than the
full weight, a decrease equal to the proportional decrease in the number of contracts. For
example, FSC 7030, ADP Software, had the highest number of contracts. It received a
score of .20 points. The next highest number of contracts belongs to FSC 7110, Office
Furniture. It received a score of .1209 points. This scoring method was performed for each
variable, with the total points available for each variable equal to the weight for the variable.
If a FSC/PSC were to score the max on each of the variables, its overall score would be
1.00; thus the closer to 1.00 in overall score, the higher potential that a strategic sourcing
opportunity exists.

Once the weights were applied to each variable, the points were summed for each
FSC/PSC, creating a total score for each FSC/PSC. Those FSCs/PSCs with the highest
scores are considered the highest potential strategic sourcing opportunities. Finally, external
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market data were matched with the highest scoring FSCs/PSCs to complete the spend
analysis.

Results

We examined the weighted total scores from two different angles: total score and
total spend. Using this method, we capture FSCs/PSCs that scored highly using the
algorithm as well as FSCs/PSCs that may not have scored highly in the algorithm, but
represent a substantial amount of spend. This method simultaneously recognizes that spend
may not necessarily be the most important variable (hence the lower weighting in the
algorithm), but it is still an important factor in spend analysis.

First, with the FSCs/PSCs ranked by total score, we asked the following questions:

o Which FSCs/PSCs have the highest overall scores?
e How much spend is accounted for in the top 100 FSCs/PSCs?
e How many FSCs/PSCs account for 80% of the total spend?

Table 1 shows the top 40 FSCs/PSCs based on overall score. The top 100
FSCs/PSCs account for 64% of total spend. When ranked by algorithm score, it takes 281
FSCs/PSCs to account for 80% of the total spend. Second, with the FSCs/PSCs ranked by
total obligation, we asked the following questions:

¢ Which FSCs/PSCs have the highest total obligation (spend)?
e How many FSCs/PSCs account for 80% of the total spend?

Table 2 shows the top 40 FSCs/PSCs based on total obligation. The top 67
FSCs/PSCs account for 80% of the total spend.

Because we wanted to focus on a smaller subset of FSCs/PSCs (not the full 1,706
FSCs/PSCs), we chose to use the 67 FSCs/PSCs that account for 80% of the spend. We
selected the top 67 FSCs/PSCs based on total algorithm score and the top 67 FSCs/PSCs
based on total spend score. Thirty-two of the FSCs/PSCs were duplicates—there were a
total of 102 unique FSCs/PSCs that fell into the top 67 in each category (total algorithm
score and total spend).

Next, we performed an analysis to see how many FSCs/PSCs scored in the top 67
across the algorithm variables. We sorted the data by each algorithm variable and selected
the top 67 FSCs/PSCs for each variable. Note that we did not include two variables in this
analysis: Trend and Number of MAJCOMSs. These variables do not discriminate well across
FSCs/PSCs, so they were not useful in this analysis. When lined up next to each other, we
were able to determine how many times a specific FSC/PSC scored in the top 67. Naturally,
the more times an FSC/PSC scored “high” (i.e., in the top 67), the more potential it has as a
strategic sourcing opportunity. See Table 3 for the results. Table 3 highlights how many
times an FSC/PSC scored in the top 67. The table shows many blue- and green-shaded
FSCs/PSCs. That indicates that many FSCs/PSCs scored in the top 67 across four or more
variables in the algorithm. That is a positive indication that the model is identifying the
FSCs/PSCs with the highest potential for strategic sourcing.
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Table 1.

Top FSCs/PSCs Based on Total Algorithm Score
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Table 3. Top 67 FSCs/PSCs for Each Variable
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Within Table 3, there are 145 individual installation-level FSCs/PSCs.° We separate
those 145 FSCs/PSCs into two categories: Winners and Weirdos. Winners are those
FSCs/PSCs that had a high total score from the algorithm (top 67 on algorithm) and scored
in the top 67 across three or more different algorithm variables. Clearly, these FSCs/PSCs
present a high likelihood of successful strategic sourcing, thus they are considered Winners.
There are 45 installation-level FSCs/PSCs considered Winners.

The FSCs/PSCs in the second category are considered Weirdos—they are not clear
Winners, but they are also not clear losers. These FSCs/PSCs require further investigation
to determine if they should be elevated to the Winner category, or if they do not have the
potential for successful strategic sourcing and should be dropped from analysis. There are
two ways a FSC/PSC could be considered a Weirdo: (1) the FSC/PSC scored in the top 67
in total algorithm score, but scored in the top 67 in just two (or fewer) algorithm variables, or
(2) the FSC/PSC was in the top 67 of overall spend, but did not score in the top 67 in total
algorithm score. There are 71 installation-level FSCs/PSCs considered Weirdos.

After separating the FSCs/PSCs into Winners and Weirdos, we added an
assessment of the market for each FSC/PSC by using the IBIS Buyer Power score.
IBISWorld publishes business intelligence reports, including detailed reports of industries
and procurement reports that provide information about the market, average purchase
prices, trends in the market, buyer power in relation to the market, etc. For this research, we
are particularly interested in their procurement reports, specifically the buyer power score.
IBIS measures buyer power based on a weighted average of Price Trend, Market Structure,
and Market Risk. It is an aggregated measure of the softness of the market, where a score
of 1 means the supplier has more power and a score of 5 means the buyer has more power.
The average score for our FSCs/PSCs was 3.48. The FSCs/PSCs were ranked according to
buyer power score, where 1 = highest buyer power."® Total algorithm score ranks were then
added to buyer power score ranks to compute a Total Rank Score for each FSC/PSC. Thus,
each FSC’s/PSC’s Total Rank Score is equal to their internal AF rank (using the total
algorithm score) plus their external market rank (using the buyer power score). Naturally, the
lower the Total Rank Score, the more potential opportunity exists to strategically source the
FSC/PSC. See Table 4 for a list of FSCs/PSCs ordered by Total Rank Score.

9 These results show 29 FSCs/PSCs that belong to the Air Force Sustainment Center (AFSC). While
not carried forward in this analysis, they represent potential strategic sourcing opportunities for the
AFSC.

0 The median rank was 53, thus a rank of 53 was assigned to all FSCs/PSCs that did not have a
corresponding IBIS Report.
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Table 4. Installation-Level Winners and Weirdos—Total Rank Score
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Finally, using the OMB taxonomy of categories (Rung & Sharpe, 2015), the
FSCs/PSCs were summed into their respective categories. Categories then received an
average rank score (an average rank score of all FSCs/PSCs included in the category), and
the categories were ranked according to total average rank score and total spend. Naturally,
those categories with the lowest rank score and highest amount of spend represent the best
potential category strategic sourcing opportunities. See Table 5 for the results by category.

Table 5. Installation-Level Winners and Weirdos—Total Rank Score by Category
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Conclusion

Our results suggest that Logistics Support Services, IT Hardware, and Business
Administration Services had the best Total Rank Score and would likely make good strategic
sourcing candidates. Further, large total obligation categories like Management Advisory
Services, Technical and Engineering Services (non-IT), and Facility Related Services
account for nearly one-third of all the spend—these categories would also make good
strategic sourcing candidates. More research into each category is needed to assess the
true viability of the category (i.e., estimated cost and process savings and how demand
management might affect the category).

Spend analysis is just the first step in strategic sourcing. While we identify categories
that represent a higher likelihood of strategic sourcing success in this research, our results
are based solely on the available data—they do not take into account the often-richer data
found via qualitative analysis. RAND (2004) warns that the data collected via the DD350
(CAR) can help identify potential strategic sourcing opportunities, “but they should not be
used to make final decisions to develop specific supply strategies without additional data
validation, cleaning, enhancement, and analyses by substantive experts and manual
resolution of anomalies” (p. 15). We agree with this assessment, and, to that end, AFICA
has a process in place to assign Category Management teams the task of digging deeper
into the details of each category and sub-category of spend to verify if savings exist, where
specifically those savings can be garnered, and how to adjust policies and practices to
realize those savings and better manage consumption (demand).

AFICA plans to profile each category using Category Intelligence Reports (CIRs).
Category teams are tasked with completing four steps to confirm and estimate potential
savings. After the spend analysis is complete, they (1) work with the customer to identify and
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leverage any existing customer data in order to better understand the demand patterns and
potential of the category for strategic sourcing, (2) perform a more in-depth market analysis
to understand the processes of the commercial sector and how they might apply to the AF,
(3) perform a gap analysis that estimates where AF processes are different from commercial
processes, and how to minimize the gap to better align the AF’s practices to those of the
commercial sector (when beneficial), and (4) develop courses of action to present to
leadership (i.e., AFICA leadership and customer leadership), who then decide whether to
proceed with strategic sourcing, and, if so, which course of action to use.

In summary, the goal of this research was to develop a prioritization list of AF
strategic sourcing opportunities using available internal spend and external market data. We
aimed to develop an easily repeatable process that quickly enables AFICA “miners” to find
the “gold” in their mountain of spend. The algorithm we developed mirrors those used in the
commercial sector and can be used by other service components to quickly identify and
prioritize their strategic sourcing opportunities.
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