eAuctions

_ X=X market

Based upon the many thousands of eAuctions run on our software, we’ve compiled this handy
guide to help you create your next eAuction. Read on to find answers to some key considerations.

What type of Auction should you use?

Japanese
14%
Popular Open
Auction types 17%

(% used)

Average Savings % per auction type

It’s clear the savings results support our client’s
preferences with Ranked auctions averaging a 23%

saving!

However, Ranked Auctions tend to be used in more

favourable market conditions.

Japanese auctions languish behind but then they tend

Popularity of different auction types

Ranked:
» Encourages competition, widely recognised
® Poor in oligopoly markets & can get bid shadowing

Open:
® Efficiently finds best price
® Not good for ‘buyer’s choice’ or large price variances

Japanese:
W Great for tight markets, just one bidder needed!
® Not as favourable for bidders who get little feedback

Open IETE [

to be used in tight markets where in fact it could just be 2 1% 16%

the one bidder actively taking part.




Average Bid Drop % per Event Type

Previously we saw how effective the various event types are at generating savings. Further to this we can also
assess how much on average the participants reduce their bid by within different event types.

This graph accounts for the reduction in a participant’s bid during the course of an auction relative to their
starting bid. For example we observe that the participant who wins a Ranked Auction has on average
reduced their bid by 16% compared to their initial offer.

Compare this to the average saving in a Ranked Auction of 23% and it becomes evident that typically
participants commence their eAuction bidding with an offer that is better than the current price.

This is a frequent phenomenon which can arise from the competitive pressures of an eAuction. Even taking
an average across all participants who are bidding in an Ranked eAuction, we can see they reduce their bids
by 12% from their starting position, giving buyers some good alternative supply options. We can see this is
less applicable to the other two event types.

Once again it appears that Japanese Auctions generate the smaller bid reductions, with Ranked Auctions
creating the most improvement.




How many bidders should you have?

See below how both Ranked and Open auctions are increasingly successful with more bidders before tailing
off once you’ve already established a competitive market.
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# of Auction Bidders

However note what we see with Japanese Auctions - a flat line. Perhaps that’s not surprising as Japanese
Auctions don’t rely on nor promote interactive competition. Bidders drop out at their own final offer instead
of being pushed by the market.

Average drop-off rates
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Ii'é ’i| an event versus the number who actively take part in it.
. We recommend you invite many and qualify those that are keen

and capable before negotiating the market price to find your ideal
6 take supply partner.
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How many Lots should you have?

We always recommend to clients to make your Lots mirror how to intend to award business. If you just
want one supplier, have just one Lot. If you welcome multiple suppliers across the requirement, build your
Lots to match market

capabilities.
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How does the number of Lots affect savings?

These results came as a bit of a surprise to us. Savings are usually attributed to levels of competition,
category characteristics and other market forces like cost drivers.

However the graph
indicates that with
increasing numbers of
Lots, the Savings
decreases!

N
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— We believe the complexity
of the tender and bidding
process is driving away
competition and diluting
the benefits of the auction.

There may be several factors at play here but the message seems to be clear:




How long should your Auction be?

Some clients are keen on running eAuctions over a period of several days. One hypothesis is that the longer
the initial auction duration, the more bids and hence the better the result.

Nevertheless the
majority of our
auctions have been
set up to be short

and sweet.

It proves auctions

help procurement

professionals to

condense what could

be several weeks of
- _— —_— —_— —_— negotiating into just

the time it takes to
make a coffee!!

10 mins or less

Let us explore the theory that longer
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More than 2 hours
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However, if we examine the initial auction duration, the dynamic close (the time extension should bids be
placed in the final few minutes of the eAuction) and the savings together we notice some interesting
conclusions.

Average
| | | extension
8 Minutes 5 Minutes 22 Minutes period

We can see that the initial auction duration only affects final savings by a few percent. The dynamic close
then generates further savings.

The lower savings percentage from events that ended on time is not due to an incorrect set-up, as most of the
events have the dynamic close turned on, rather it is due to a lack of interaction in the closing minutes.

If an event goes to a dynamic close, the longer that dynamic close period runs the more savings are
generated. However the final average savings for events that go into an extension period is approximately
21.5% across all events, irrespective of the initial auction duration setting.

The average extension period does seem to vary considerably. Auctions with an initial duration of 30
minutes tend to be on more complex events where the hosts have chosen a longer dynamic close period, thus
they typically run for longer.




But at what point are the bids placed during the auction?

Of course it’s not as simple as just setting the auction duration to more than two hours. We also need to
factor in the bidding habits to make sure our participants are not just twiddling their thumbs!

We see an initial flurry as
30% suppliers get familiar with
the process, then a lull

® 25% before a rapid increase in

E 20% bids towards the end.

g 15%

= In fact, what we really see

E_ 10% is that no matter how long

E 5% the auction was originally
0% set for, suppliers leave it

Qi1 Q2 Q3 Qa Overtime until the overtime (dynamic
close) period before they

make their final moves!

Point during Auction when bids received

How long should the dynamic close be?

Two minutes appears to be the
most popular setting in our
software. This is interesting as
our default is 5 minutes, so our
clients are obviously overruling
us!

Very few clients opt for 15 minute
extension, and for good reason.
The auctions are supposed to be
short and snappy: a fiery
negotiation and demonstration of - -

market forces at play. Why

interfere with that?




Lastly, how should you handle tied bids?

By timestamp
11%

Equallowest rank

1=° Stick with equal lowest rank and ensure you have mitigation plan in

place in the event the bidders remain in a tied position, and you’ll do
well.
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