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How To Pick Your Category

This guide is written to help you right from the beginning when all you may have in front of
you is 12 months worth of data and the objective to find the market prices on the various
spend categories. How do you take it from here? Well, please read the guide to get our
explanation behind sorting and categorising the data into market-facing supply pools.
Prioritise the categories by asking some pertinent yet straight-forward questions. Finally we
address how you can approach a strategy for each category to make sure you maximise the
potential benefits to your company.
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1. Introduction

ms document is intended to be a collation of many years of procurement and e-RFX consultancy fromh
Market Dojo team in how to pick your spend category to take to the Online Negotiation arena. This document
is written in the tone of negotiating a contract for a product or service you wish to purchase, however the
guidelines in this document also apply if you are looking to sell your product or service as well.

Compared to the actual running of the Event, picking a suitable category can be one of the most challenging
tasks, which is why there is such an abundance of consultancies and spend analysis 'experts' in the market.
However, the Market Dojo team have run hundreds, if not thousands, of Events using nothing more than
Microsoft Office and Online Negotiation software.

The teams's experience in online negotiations has averaged savings of around 27%, which is above the
industry standard, and not just on typical indirect spend like stationery and temporary staff, but on complex
direct spend such as zinc-alloy investment castings for the landing gear on a Boeing 747!

However, our intention as a business is not to become another consultancy in an already swamped market.
Our intention is to offer Online Negotiation software-as-a-service (SaaS); a service that you can switch on and
off when you like, a service with transparent pricing, and a service that is clear to understand and use. We
provide the software, you manage - 'Host' - the Event, whilst your bidders - 'Participants' - bid in the Event.

To achieve this, we felt the need to share our experience so you can appreciate that you have all the required
skills that some consultancies might try to sell you. This is not saying consultancies have no place in this
market, as many have instrumented fantastic achievements for their clients and will continue to do so. It is
more the case that given the right tools, methodologies and processes, you can achieve the same results with
your own skillset. At Market Dojo, we give you what you need in order to be successful at Online Negotiations.

So, if you are in the position where you feel that an Online Negotiation is the right tool for your business, or for
Qu personally, but you are not sure where to begin, we hope that this document will guide you throughth/e

process of selecting and preparing a spend category to bring about a successful Event.
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2. Spend Profiling

The first step towards picking a category to take to the Online Negotiation Event is understanding what
spend categories you actually have and what they are worth. Usually this can be done by carrying out a
spend report of the last 12 months from your purchase ledger or ERP system. The categories within these
systems have usually suffered from a level of ambiguity over the years, for example with stationery spend
falling into marketing spend or IT hardware spend falling into stationery spend. However, this is a useful
place to start.

Sort your categories by spend, and look at the suppliers that fit within each category. Use yours and your
colleagues' experience to sense-check that the suppliers within each category do actually cater for that type
of product or service. The experience within a business is usually of such a good standard that the collective
knowledge of the employees can pull together an accurate spend profile within a day or so, depending on
the scale of your spend. Any suppliers that are obviously not correct should be taken out of the category and
scrutinised further.

The categories themselves should now be organised into market-facing categories, and by that we mean
categories that are aligned to a specific supply market. You may find that your spend profile has separate
spend categories for printer paper, stationery, office furniture, IT consumables and so on. Once you begin to
target the key suppliers in these areas, you will see they actually cater for all of these categories, in which
case you should address all these categories together as say "Office Supplies". The same can apply to a
number of other categories as well. If you are in any doubt as to what categories can fit together, just look
at the websites of some of the suppliers in these industries, including your incumbents, and see how strong
the overlaps are. The sub-categories can be arranged into Lots for the Online Negotiation Event itself so
suppliers can still dictate their key capabilities. They can either bid for the sub-categories or for the whole
package which provides flexibility as well as good levels of liquidty.

The next step is to look at the detail behind each category, i.e. the line items. Any existing contracts should
have a price list. If you are fortunate enough to have an extensive part number list with detailed
descriptions, then this should also be outputted into the spend history, along with volumes and prices. The
trick comes when you have no contract nor part listing. There are two approaches here; the first approach is
again to request help from colleagues from all areas of the business who may have category-specific or
suppier-specific knowledge to pull together the spend profile, and the second approach is to ask the
suppliers themselves. The sales data from a supplier is usually of a far greater detail than the purchase data
of a business. Whilst it can be difficult obtaining this data, as you are at risk of raising suspicions in the
supply base and of them saying no, you can adopt a positive message to the suppliers, such as you are
looking to consolidate spend to offer to preferred suppliers, of which supplier X is one of them. Therefore
supplier X could stand to gain business but only if their spend is put in the pot. Alternatively, de-personalise
the action by saying that your company directors have asked you as a buyer to pull together accurate spend
profiles to feed into the next budget plan. Either way, the output you are asking is Spend Category, Part
Number, Line Item Description, Price, Volume and Delivery Date / Order Date, Currency and any other
associated costs, on an order-by-order basis.

Whichever methods yield the results, by the end of this first stage, you should have a complete list of spend
categories, sorted by an approximate annual value, with an idea of the number of line items in each, and an
understanding of who the current suppliers are and what they do. The next step is to really get into the
details of which categories are viable and which are not, and which categories have the greater potential for
success.
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3. Category Evaluation

The most appropriate way to discern which categories will be suitable for an Online Negotition Event is by
carrying out an in-depth interrogation of each category in turn. If time and resource permits, this should be
done with a multi-disciplinary team from your company, covering technical, commercial and supply chain
expertise.

You may have hundreds of spend categories, so rather than go through them all with your team, firstly use
the pareto rule, looking at just the spend categories that fall within the top 80% of the spend. Statistically, it
usually ends up being just 20% of the categories. So if you had 100 spend categories worth a combined total
of £100m, the top 20 categories should cater for £80m of the spend. Naturally, this is not always the case,
so pick a pragmatic cut-off point and agree to focus on just the categories within that.

For the interrogation itself, the Market Dojo Category Evaluation Questionnaire can greatly assist in
assessing whether the category has any potential for an Online Negotiation Event. Complete the
Questionnaire for as many of the higher value categories as you can. Once all the answers are in, you will be
able to assertively state which categories are not suitable and which might or would be suitable. The only
doubt that remains is what order to pick them and what outcome to expect. This is the role of Category
Prioritisation.

Market Dojo Category Evaluation Questionnaire — available to download online.
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4. Category Prioritisation

Broadly speaking, a category that would be most primed for an Online Negotiation Event is one that has not
been negotiated recently, has a high value of negotiable spend, has dozens of verified participants, can be
defined down to the last minutiae of detail, and is quick to put together, to quote on and to implement. In
other words a category that has savings potential, liquidity, definition and a simple schedule. That is not to
say that you cannot run an Event that is constrained in one or more of these areas, but certainly these types
of categories should be the first ones to approach.

From the Category Evaluation previously, you will have an idea of which categories you wish to include for
the prioritisation stage. With the evaluation answers in mind, ask yourself the question: would you be
happy to run an Event on any one of the included categories? If the answer is no to any of them, exclude
them from the prioritisation to save them for a later review.

A method of prioritisation is to grade the included categories on each of the four key criteria; Savings
Potential, Liquidity, Definition and Scheduling

For each key criterion in turn and using the answers from the Category Evaluation Questionnaire, compare
the categories side-by-side and assign them a rank. For example, for the Definition criteria, you may score
the stationery category as rank 1, the IT hardware category may be ranked 2, the pre-printed material
category rank 3, CNC machined parts rank 4, temporary staff rank 5 etc. You might say that the stationery is
rank 1 because you have all the specifications, there is absolutely no ambiguity as to what the items are and
there is only really one type of product - stationery. In comparison, the IT hardware specifications are all
available, are all accurate but that there are a few more variants, such as photocopiers, printers, scanners,
modems, server hard-drives, laptops, desktops etc. all of which will need a separate specification sheet.
Therefore this is rank 2, and so on for all the categories. You can then repeat the ranking for the next key
criterion.

Once you have scored each category, you can then sum the rankings per category to give you an answer as
to which category has the best average rank. For example stationery may have a rank of 1 for Definition, 3
for Savings Potential, 2 for Liquidity, and 1 for Scheduling. Overall this gives you an average rank of
(1+3+2+1)/4 = 1.75. The IT hardware may come in at an average rank of 2, temporary staff at at 2.25 and so
on. You can now see which categories you should attack first based on an all-round suitability to the Online
Negotiation Event.

If you find that the summed ranking is too close, then apply a weighting to each criterion. So for example, as
Liquidity is a key feature for an Event to be successful, you could give that a weighting of 5. Therefore each
category rank for Liquidity can be multiplied by 5. Definition is the next important feature, so give that a
weighting of 3. Savings Potential and Scheduling are really a measure of the return to your company rather
than a measure of whether the Event will work, so perhaps those criteria can have a weighting of 2. Now by
taking a weighted average, you should have a more scattered result. You could then experiment with the
weightings. For example, in the event that Savings Potential is the key driver behind why you are running
Online Negotiation Events, you could give this the highest weighting. You can then see which categories
float to the surface on that basis.

This is certainly not a firmly robust approach, but then no approach truly is. What is most crucial about this
method is that it gets you asking the right questions for each category, it gets you comparing each category
on a like-for-like basis, and it allows you to clearly see the shortfalls and opportunities within each category.
You can prioritise by looking at the categories that tick all the right boxes, and you know what areas to
address for those categories that do not. All that remains is to take the top ranked categories and to plan
the strategy that will deliver the all-important result.
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5. Category Strategy

Up to this point, it would be fair to say the Who, What, Why, When and Where have been covered, which is
Liquidity, Definition, Savings Potential, Scheduling and Online. All that is missing is the How, and that comes
down to the strategy.

With your chosen intial category, the final check before you engage the Online Negotiation Event software
and process is to make sure you are completely comfortable with the strategy. All too often we have seen
companies that want to run Events for the sake of running an Event and therefore quickly knock up some
spend on a fairly arbitrary category, such as toilet paper or corporate lawn mowing services (this is really
true). Or they have the right category but execute the plan poorly thus resulting in reduced savings,
affected reputations and difficulty in implementing and maintaining the negotiated prices.

The thorough approach, and most likely the correct approach, is to again review the evaluation answers for
the category so that you are familiar with any potential risks; for example the accuracy of the documents, or
the fact that a contract is in place on a chunk of this spend until the end of the year. This will allow you to
plan a mitigation strategy for any such risks.

Having worked through the answers as a team, you will know who to turn to for support in various areas and
can plan that into the strategy by calling for internal meetings at key milestone points.

The strategy should also incorporate a firm timing plan, detailing these milestones and the key dates that
your participants should be alerted to. These dates should be communicated in the documentation you
prepare for the participants and upload to the software. The Market Dojo Request For Participation
document is a great template to rigorously prepare the introduction, the process, the commercial and
technical considerations and any other important characteristics of your Event.

The particular category nuances should also be considered. We have given some examples within our online
guides section. Such considerations include how to run an Event that has hundreds if not thousands of line
items. Using Core Lots and Baskets is a sensible approach, as is splitting the Event up into a Stage 1 with the
main representation of items, and a Stage 2 which is the tail of items only made available to the final few
participants who are on the verge of being succesful. Either way, this highlights the need to plan for the
category as a whole, rather than running a piecemeal Online Negotiation Event.

Other aspects to the strategy may not just be to create one huge Event that covers the entire category, but
to break it up into smaller chunks and to offer the chunks as a series of Events to your preferred supply pool
of participants, a supply pool that becomes more refined and efficient with every Event that takes place.
Then, the next time you have some newly designed products that need manufacturing, you have your pool
of participants at your fingertips to quickly invite to bid in an Event. This can lead to huge efficiency savings
as you no longer have to e-mail out many sets of drawings to many recipients, then collate numerous bids of
varying formats and completeness. Instead create the Event, upload the drawings once, invite your
participants once, and they do all the work with all their results ready for you in one place. If you want to
negotiate further, progress to the Online Negotiation Event.

As a final note, if you do need some final guidance or support on any of the points raised in this guide or any
of the other guides, please don't hesitate to get in touch. One consultation session is included in the event
price. Best of luck and we sincerely wish you every success.




