o — &

market




Contents

> What is a Reverse Auction

> History of the Reverse Auction
> Why use a Reverse Auction

> The Reverse Auction Process

1.

vk W N

6.

Category Selection
RFQ Pack

Supplier Search
Qualification Bids
Run Auction
Award Contract

> Reverse Auctions in action

marketdojo



What is a Reverse Auction?

“In a reverse auction sellers compete for a
contract to supply goods or services and the
price decreases over time.”

“In a forward auction buyers compete
to purchase assets and the price
increases over time.”




Whilst a reverse auction is mainly used to negotiate on price, the lowest bidder
does not always win the business. Often a reverse auction is carried out on
“buyers choice” or weighted basis. This allows the buyer the freedom to award to
any one of the suppliers based on factors, such as service levels and quality.

The process is much the same in terms of finding interested and capable bidders
and defining the item except you are selling a product or service. With forward
auctions you are less at risk with who to sell to. Usually it comes down to “do
they have the cash?”, and so “sellers choice” isn’t really necessary.
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Bids offered in ascending order until
the candle spluttered out

‘Spoils of war’
auctioned with
proceeds funding the
war effort and
used to liquidate
assets

Roman Empire

500 BC 193 AD

Babylon-
illegal to allow a
daughter to be sold
outside of the auction
method

Entire Roman Empire
auctioned by the
Praetorian Guard.*

17th C.

Dot Com Boom — Growth of
many competing start-up
reverse auction service providers
including SAP & GM

B

Evolution of many

Emergence LJCom B2C Auctions sites from
of internet-based »/ unique bids to service-based
online auction tools - reverse auctions
1990s 1998 Today
18th C 2004
Auctions held in Ariba announced
Taverns and its purchase of
coffeehouses FreeMarkets for
to sell art $493 million.**

Freemarkets and eBay
both formed this year.

* The highest bidder was later beheaded proving the leading bidder does not necessarily end up being the winner!

**Ariba later sold it's sourcing services to Accenture for ~S50M in 2010.
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What are your drivers to reduce cost?

LJELCOME TO AMOTHER
ROUND OF "IF WJE HAD
MONEY.”

|
I1lL GO FIRST.

Economic pressure

www.dilbert.com scotadams@®@acl.com

IF WE HAD MONEY,
WJE COULD DESIGN
AND TEST NEW
PRODUCTS.

5407 22009 Scott Adams, Inc./Dist. by UFS, Inc.

YOu
FORGOT
TO SAY,

“IF WE

The recession has forced all companies to become more streamlined.

Global competition

Competitors using new techniques to reduce their cost base.

Optimisation and efficiency

Company directives, supplier rationalisation, volume aggregation, process efficiency.

To increase profits

Reducing costs by 1% could increase your profits by 10%.
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What are the perceived challenges with eAuctions?

OUR

STOCK—
HOLDERS  THAT'S WHY
MIGHT  THEY ARENT
EIEAGREE INVITED TO
- MEETINGS.

4l

r’T;."' 2 |

THE £10,000 LWIOULD
COME OUT OF MY
BUDGET BUT THE

SAVINGS WOULD GO

INTO SOMEOMNE ELSE'S
BUDGET. IT'S NOT
FEASIBLE. —

I FOUND A WAY TO
SAVE A MILLICN
DOLLARS BY SPENDING
ONLY #10,000.

;g) =
# ol

They are too price focused
This is not an issue if the specifications are correct or you could even make it weighted.

scotindams @ sol.com

¥-6f @ 3008 Scotf Adams, Inc./DEst By UFS, Inc.

www.dilbért.com
g
—
1

eAuctions hurts relationships
eAuctions can actually strengthen ties with their open approach.

| don’t know how to run an eAuction
With the right approach and training (see our videos), you can minimise the risk.

Why should I?
What'’s the incentive to use new techniques & save company more money? Be the Hero!
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What are the benefits of eAuctions for the host?

I CANT PUT YOU ON A NUN, A CED AND 15 THERE

THE MANAGEMENT A SCIENTIST ARE TN TIME FOR
FAST TRACK UNTIL I A BURNING BUILDING. A BIDDING
CONFIRM THAT YOUR YOU CAN ONLY SAVE WAR? OH.

ONE OF THEM. LUHICH
OME DO YOU SAVE?

\

MORAL COMPASS 15
BROKEN.

T 0f o2008Scott Adams, Inc./Dist by UFS, Inc

wiww. dilbert.com  scottadams ®aol.com

More efficient
Negotiate with multiple participants over 30 minutes rapid timescales.

No geographical constraints
Easily involve participants from around the globe.

Intensity of social interactions
It is a highly interactive process with instant feedback.

Find the best price
Online negotiation is the fastest way to find the true market price.

Transparent process
All steps in this process are open, giving confidence and visibility all-rou

et
nd. v

b — G

marketdojo



What are the benefits of eAuctions for the supplier?

MY COMPANY TYPICALLY AND DURING THAT SHALL WE SAVE SOME
TAKES ABOUT FOUR TIME THERES A 100% TIME BY DECLARING
MONTHS TO NEGOTIATE CHANCE THAT WELL FAILURE AND BLAMING

EACH
OTHERT? I GAVE UP
BEFORE I EVEN
J HAMDED YOU
THE CONTRACT.

i

CHANGE OUR MINDS OR
YOU'LL DISCONTINUE
THE PRODUCT.

)

THIS TYPE OF CONTRACT.

Dilbertcom DilberdCartoonist@gmail.com

11009 =2009 Scon Adams, Inc./Dist. by UFS, Inc.

Lower sales cost
Communications handled online, documentation is stored centrally, no paper needed.

Instant market feedback
Auctions are interactive and with a careful strategy much more insight can be attained.

Efficiency and transparency
Professionalism and a tight specification ensure transparency for suppliers.
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The Procurement cycle

Traditional RFQ process

Preparation Negotiate

Preparation Negotiate

Typical eAuction Process




Preparation

Preparation

Preparation

Preparation for an eAuction is generally longer than for
a RFQ and face to face negotiation activity.

eAuctions need tighter specifications:

eAuctions encourage tight specifications as everything
needs to be tied down so suppliers can negotiate on like
for like specifications and SLA’s

More in depth supplier sourcing:

eAuctions facilitate negotiations with many more
suppliers thus more effort might be required here.

Note: Subsequent years require less time




Negotiation

Negotiate

Negotiate

eAuctions allow for extremely
efficient negotiations.

Price can be negotiated with
multiple suppliers in a rapid
timescale.

Typical Reverse Auction

=== Hefore == After

|kt

B C D
Supplier
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Implementation

The upfront preparation, and tightness
Implement of the specifications and SLA’s for an
eAuction means that the
implementation should be more
straightforward.

However, this stage is critical and
never easy.
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The Reverse Auction process

1. Category Selection

3. Supplier Search

4. Qualification Bids

5. Run Auction ‘

6. Award Contract




Variants on this could be the addition of a pre-qualification questionnaire, invitation to
tender, RFx, and so forth.

Rarely do you begin the process with the full confidence that you will conclude it with a
reverse auction. However it is a good idea to follow this process up until the point you
decide how to conclude the negotiation, be it auction or otherwise.

1.

Category selection
What spend category do we negotiate next?

What information can we pull together on this category to make it presentable to
the market to accurately and efficiently quote on?

Supplier Search
Who is out there in the market and how to we get them involved?

Qualification Bids
Who understands my requirement and is capable of supplying it to me and what
price levels am | looking at?

Run Auction
To settle the negotiation.

Not part of negotiation process, but very important follow-up. Q
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1. Category Selection

0% 100

1% Ssabdri

Savings potential

L

Liquidity Scheduling e
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To negotiate something, you need to know what it is you are buying. To do this, you
have to go through the detail, build up the spend data and align those into spend
cate%ories recognisable by the supply market. The big question is, “Will my suppliers
clearly and easily understand what | need and be able to give me an accurate price?”

This helps you answer the concerns over whether you will be able to receive your
return on investment of both your time and money. To maximise ROI, you must
interrogate your categories with questions like, “Are my specifications easily
available?”, “How much of my category actuaIIY] consists of non-negotiable content?”,
”Vxh?en did | last carry out a negotiation on this category and what approach did |
take?”.

Liquidity describes the sufficient number of capable and interested suppliers in the
market. It is affected by factors such as the base number of suppliers in the market,
the attractiveness of your business on offer and the difficulty, complexity and time it
will involve them to try and win your business. Poor liquidity and an auction is likely
to fail. Great liquidity and it is likely to succeed.

This refers to timescales and potential barriers for runnin§ the auction process. For
example, “am | locked in a contract?”, “how easy would it be for me to switch
squI[ers?”, “how long would it take me to gather specifications, or for my suppliers to
submit their offers, or for me to process those offers”. :
V
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Spend value

Lot structure Service Levels ...
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Spend value relates to how much value (and profit) the suppliers are likely to gain by
winning this piece of business from you so they can make an early decision on
allocating suitable resource and time.

We have the specifications, hopefully all accurate and readily available. This can
include engineering drawings for manufactured goods or delivery profiles for logistics
and freight or raw material grades for purchase of raw materials and so on.

Create a structure that both encourages maximum participation and reflects how you
intend to offer out the business. You can do this bOY segmenting the lots into market
facing groups, for example separating out the broad category of “office supplies” into
printer paper, IT Consumables, Office Furniture and Business Stationery. This will
Increase your liquidity and chances of finding the market price for the Lot. But you
have to be fair. If you do not have any desire to award the ﬁrinter paper to a different
supplier then you would be wasting their time by allowing them to take part.

The final part is similar to an RFQ Overview or Contract Overview, which would
contain the process instructions, the contact information, the bid terms and
conditions, the cost breakdown requirements and so on. You may also choose to
provide this or combine it with a Service Level Agreement, defining all the small print
to ensure the required goods and services meet your expectations.
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- 3.SupplierSearch

Define Criteria Ask your colleagues

Internet / Specialists Referrals? e
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DEFINE CRITERIA

Firstly the criteria: what are you looking for? What does a great supplier look like to
you? Turnover, geography, accreditations, facilities, employees, machinery — all these
may come into your search list.

ASK YOUR COLLEAGUES

Ask your colleagues about who they know and what they know about the market.
You may be surprised!

INTERNET/SPECIALISTS

Using sites and associations such as Kompass, Applegate, Kellysearch, Hotfrog,
Alibaba, Tradelndia, Chambers of Commerce... the list goes on. You could even enlist
the help of industry experts to help point you in the right direction.

REFERRALS

Don’t forget that any organisation that you do speak to, even if it is a supplier turning
you down, don’t forget to ask them if there is anyone else they can recommend.
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4. Qualification Bids

Understood ?

‘ —

Initial savings



Have my suppliers understood my requirements? Any bid that looks either much lower
or much higher when compared to your current prices or to the other bids you receive
would indicate an error. If you haven’t received any bids at all, then that would be an
even stronger indicator that something is wrong!

How is my liquidity in each Lot? Should | consolidate any Lots if the supplier overlap is
very strong? Should | remove a Lot if | don’t have any bids for it? The Qualification Bids
can really help you justify or remedy your Lot situation.

Simply - “Do | have any savings yet?”

All of these points decide what our strategy will be. It is important to know where the
incumbent suppliers are positioned in each Lot, in case you strengthen their negotiation
position by giving them the ability to be unchallenged in an auction. You will want to
know how close the bids are, which will suggest which type of auction to use. You will
also wish to confirm the Lots, clear up any anomalies and be totally confident that all is

ready for the auction.
V
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5. Run Auction

Contingencies Keep it short

=== Refore === After

"2 Q1111

Supplier

Communication Price Compression
p .*'
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CONTINGENCIES

As the auction itself can be quite frantic, it is a good idea to have your contingencies in
place, such as proxy bidding, clear telephone lines, fax machine full of paper and so on!

KEEP IT SHORT

Typically auctions are set for a 30 minute duration, with optional automatic extension
periods should bids be placed in the last couple of minutes.

COMMUNICATION

Communication is really important during the auction, not just from a contingency point
of view, but also to answer any questions that come in during the process. Online
message boards are always a good way to ensure everyone gets the same information
during the auction.

PRICE COMPRESSION

One interesting characteristic to watch during the auction is price compression. This is
where the bids reach a general convergence around the same price level. This is known
as the “market price”. The supply market has dictated that is the price level at which
they are willing to go no further. One of the major benefits of the auction is this ability
to find the market price and the number of suppliers from whom you can order
business, knowing that price is no longer part of the award decision.
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6. Award Contract

x+By ¥

Feedback Signed Bids

Sign Contract



It is important to give feedback to the supply market, thanking them for the time and
resource, being very clear what is next to happen and how they will be involved. Any
feedback on why they have or have not been awarded the business is always a good
idea for their continuous improvement.

It can be very useful to get a signed copy of the final bids placed in the auction for
future records.

A signed contract is also important, should any complications occur on price debates.

Lastly, outside of the auction process you have the implementation with the chosen
supplier or suppliers. This bit is over to you. Tips would be to run trials, or request
samples, whatever it may be!
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CASE STUDY: ¥ HomeServe
HomeServe Identify Savings Opportunities of £1.9 Million We'll take care of it

following the Implementation of Market Dojo.

Homeserve is the UK’s leading home assistance company. The scope of services
they provide ranges from plumbing and drainage emergencies, locksmith services
and gas boiler repair. Jadon Silva, Director of UK Procurement, spearheaded the
incredibly efficient implementation of Market Dojo at HomeServe with the first
auction taking place in April 2015. Following HomeServe’s first three auctions,
savings of £1.9 million were identified. You can read more on this at
blog.marketdojo.com.

“It is great that we can extract this value from smarter procurement initiatives. The
subcontractor network may have fallen into the complex category, which often
doesn't favour eAuctions. However, with the correct communication, due diligence
and controls, we have proved that the eAuction methodology can still be a
success.”

- Jadon Silva, Head of Procurement, HomeServe
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CASE STUDY: 0 rQ!VO

Argiva Save 48% in 2 hours Through a Reverse Auction
with Market Dojo.

Argiva, the communications infrastructure and media services company, operates
at the heart of the broadcast, satellite and mobile communications markets. Argiva
provides much of the infrastructure behind television, radio, satellite and wireless
communications in the UK and has a significant presence in Ireland, mainland
Europe and the USA. Argiva met Market Dojo at a trade show in Spring 2011 and
iImmediately recognised the potential and ease of use of our eAuction platform.
Argiva's purchasing team now use Market Dojo as a key tool within their purchasing
strategy and have run numerous auctions.

‘I managed to generate a 48% saving in 2 hours so was very happy with the result!
| would definitely recommend these guys. | honestly don't have a bad word to say
about them. Excellent service, excellent software and a fantastic experience.”

- Tara Hunt, Category Manager, Argiva.
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CASE STUDY: W Shro psh re

Shropshire County Council Negotiate an 8% Saving on County Council
Contracts via eAuction

The UK in 2012 is facing unprecedented changes to Local Government — much of it
driven by the global financial crisis which is being firmly felt in the public sector. To
adapt, Shropshire Council sought to quickly become more streamlined and cost-
effective. Having previously outsourced the running of its eAuctions to a
consultancy firm, after visiting our website and studying the comprehensive guides
we have freely available, they felt confident in their ability to run a successful
auction alone and therefore selected the Market Dojo solution.

“In our first e-procurement event using Market Dojo eAuction software we saved
over 8% on our contract prices, which was a great success, especially considering
the current pressure affecting the transport industry. The 12 month licence that
Market Dojo offers significantly reduces our costs associated with holding eAuction
events and is comparable to the cost of running a single event with an eAuction
facilitator.”

- James Willocks, Shropshire Council.
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categorydojo
Discover & Prioritise
Opportunities

SIMdojo

Guarantee Supplier Compliance

innovationdojo
Collaborate & Innovate Together

marketdojo J

Accessible e-Sourcing
Software

Want to try running a reverse auction? Head to marketdojo.com, sign
up for free and see our software for yourself.

Or get in touch. We’d love to hear from you.

info@marketdojo.com | +44(0)117 318 2537 | www.marketdojo.com
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