REVERSE AUCTION RESEARCH

1. In September 2000, SAF/AQC conducted a survey of several corporations that had used reverse auctioning (RA) in their procurement practices.  Several providers of RA services (hereafter referred to as “enablers”) were also surveyed.  SAF/AQC’s goal was to determine what the Air Force could learn from industry’s practices, with the express intent of determining if RA has a place in the AF’s arsenal of procurement tools.  

2. Responses from RA users and enablers were received.  The attachment to this paper provides a bulletized example of the question presented to both and an analysis of the trends and strategic recommendations gleaned from the responses.   Much of this information may assist us in formulating the baseline for AF policy direction to field contracting units.

3. Some corporations (users) have not yet developed a cohesive strategy with respect to incorporating RA into their routine buying practices.  There appears to be a correlation between a company’s perspective on electronic business as an umbrella concept and its application of RA in a logical manner; (i.e., companies with a corporate strategy with regard to electronic commerce seemed best able to define how RA fit within its future plans). 

4. One company first explored the use of RA with indirect materials such as adhesives and fasteners, and is now beginning to explore its use with more complex procurements involving direct materials.  Their decision points on when RA is an appropriate sourcing strategy are provided at Attachment 1 under the “When is RA appropriate?”  In summary, advance preparation is critical and must focus more upon the market than the product or service.   The characteristics of a market ripe for the use of RA include the presence of a number of competent, competitive suppliers; the presence of a clearly defined requirement that competitors find attractive; and management support for changing suppliers if required.  These three areas may seem overly simplistic, but they illustrate that numerous decisions must be made to ensure an RA is appropriate.

5. The services offered by the enablers range from simple, inexpensive “do-it-yourself” service to extremely complex offerings which can only be fully exploited by advanced users.  Simple service involves access to a website, where the buying agency can post its requirement and conduct an online auction.  The more mature offerings include participation in a fully integrated electronic business exchange in which RA is but one tool.  

6. The less complex companies price their offering in a straightforward manner.  A fee is paid, usually by the buying office, for do-it-yourself use of an RA website or for service provided by the enabler.  The service can range from moderately simple assistance with the conduct of an auction to more complicated market research and structuring of a marketplace.  One-time fees are usually available from most enablers for buyers who are exploring RA.  For those willing to commit to a longer relationship with the enabler, price breaks are available that either result in shared cost savings or licensing that allows unlimited usage.   

7. Larger enablers aren’t selling RA so much as e-business strategy assistance.  Therefore, the business model involves a more complicated, personalized strategy.  A company, for example, may develop an individualized e-business strategy consisting of a number of peripheral services (workflow management, financial services, etc.) while being involved with attracting clientele into exchange environments as well.  Clearly, enablers working in exchange environments are more tempted by a small percent of the larger volume of business dollars passing through the exchange environment than the smaller enablers, who charge discrete fees for auction service.

8. A buying office’s corporate e-business strategy should dictate if and how RA is used.  Buying offices should clearly understand that RA does not constitute the universe of electronic commerce, and should be approached as a small element that must eventually be incorporated into a grander strategy.  Subsequently, the buying office should determine how that service will be obtained.  

9. Recommendation:  Organizations that have very little strategy for using and fully exploiting electronic commerce initiatives would fall low on the maturity level.  Such a “Level I” office might be willing to explore individual electronic tools and initiatives with no strategic view toward integration or data-flow.  These types of organizations should consider procuring RA services from simple do-it-yourself enablers, or through the joint Army/Air Force Moai initiative.  The cost is minimal, and the ease of entry/exit from the marketplace is high.

10. As organizations mature in their strategy, capabilities, and expectations, they may wish to obtain services from similarly mature service providers that can ensure the foundation is present for continued growth.  These organizations and service providers would match in terms of strategic expectations and abilities.  Buying organizations that seek to do business with such companies without first developing their own strategy are at risk of spending money for capability they can’t truly exploit.  

Major Corporations

Why?  (Why should a company use reverse auctions?)

· Cost savings

· Provide a competitive way to reduce supplier base

· Stimulate competition; determine an accurate market price

· Move corporation into an e-biz operation (This particular respondent admitted there was no corporate e-biz strategy).

· Suppliers appreciate openness of the approach

· Some companies claim process is faster than standard approach

When?  (When is a RA appropriate?)

· Competitive bidding makes sense as a sourcing strategy

· Many, qualified buyers

· Desire to stimulate competition to determine a market price

· We can adequately/accurately spec the material or service (apples to apples)

· Can attract bidders

· Compressibility (ie, sufficient disparity between least and most efficient supplier)

· Market has excess capacity

· Your corporate sourcing strategy should dictate when it’s appropriate

How?  (How do you determine the above?  How do you prepare and execute?)
· Homework!  Must conduct thorough market research

· Must know external forces acting upon everyone… those things none of us can influence 

· Must know the “business we are in” to determine our relative position in it;  must also know the business our suppliers are in.  That’s the only way to make an informed sourcing decision.

· Is the market fragmented enough to warrant an RA?  Are there enough suppliers?

· Do the suppliers want to participate?

· Is there excess capacity in the marketplace?

· Is there a “timing” issue?  e.g., Propane should be purchased in the spring/summer, not the fall when prices are rising.

· What is our competition doing? 

· What if WE are called upon to participate in an auction?

· Must know our company-specific strengths, weaknesses, and abilities

· Is company willing to change suppliers?  Have we evaluated the cost to do so?

· Are our own people willing to adopt the practice and give it a realistic attempt?

· Must ensure thorough exchange of information among all potential RA participants

· Must rigorously prepare RFQ/P/Is to ensure all participants are seeing and evaluating the same requirement

· Performance factors evaluated before auction

· Determine opening and reserve prices

· Determine if you want to show all or just lowest bids

· Determine extension periods

· Must determine what constitutes “success”; ensure you factor in cost of switching suppliers if needed

· Should review statistical data

· Companies tend to track users, purchase volume, cost history, dollars auctioned, results of auction, percentage of savings.  Bottom line:  Maintain stats that YOUR organization will use.

· Should review lessons-learned; incorporate them into local practices

What?  (What do you buy?  What risks do you face?)

· Everything from commodities, to more complex products, to services

· Some use only for one-off purchases (laptops, other commodities)

· Best answer:  Focus is not so much on what we buy as it is on the market that exists for the product/service.  In addition, they do their homework to see if other conditions exist that make an RA favorable (see the “How” above… market research is big!)

· Company moved from indirect materials (adhesives, fasteners, etc.) into direct materials with more complexity.  Got people used to working with the concept and to accept it.  

· Risks are a failed market (no bidders); technology failure; collusion

· Can all be precluded with up-front research and preparation

· Risk of damaging supplier relationships (though respondents seemed to bend over backward to explain how this actually strengthens relationships)

· (paraphrased) Reduced supplier base allows us to focus on key suppliers, supplier relationships, and development efforts.  Suppliers win only by being highly competitive.  RA allows us to gather rational data rather than relying on relationships alone.  Competitiveness can be tested often even with an LT relationship.  Pressure keeps relationships on track, motivates suppliers to perform.

· Others say RA should change relationships; it only reveals price market will bear

Who?  (Who are your suppliers?  How do you determine who will participate?)

· Pre qualify suppliers; use past performance to limit competition if needed.

· Invite them to your auction rather than have them just “show up”

· Final competitors can be down-selected; can do auction first or second

· Must have capability to perform at the price they offer (responsible)

Where?  (Where do you conduct your RAs? Why?)

· Everywhere from simple websites to exchanges

· Depends at the moment on whether company has formal e-strategy, or is merely dabbling with a new tool

· Low-tech websites allow easy entry/exit; exchanges appear to offer more services to more mature companies.

· One company kept two separate enabling companies on contract to conduct both complex auctions and smaller, desktop events 

Providers
What?  (What differentiates you from your competitors?) 

· Key differentiators

· Level of service ranges from RA only through full e-biz strategy development and integration (including catalog hosting, supply chain mgt., etc.)

· Some specialize in DITY service; others provide assistance in market-making; others see RA as but one tool in a full-spectrum e-biz environment.  One company sees itself strictly as a software-developer, and seeks to integrate with numerous platform providers.

· Both public and privately-held companies

· Has been used for 100s of different product and service categories.  

Who?  (Who owns business data?)
· Customers own data

· Enablers use data in the aggregate to analyze trends, improve their products, focus their efforts

How?  (How is security ensured?)
· Numerous software, network, and physical security measures are enacted by each enabler

· Registration through SSL page

· Procurement integrity guaranteed by non-disclosure policy

· Transaction security through system architecture designs (firewalls, redundant DBs, etc.)

· Infrastructures are all remarkably similar, all scalable horizontally (through memory increases) or vertically (through adding additional servers)

· All allow access to sites with browser

· Redundant server capacity with load balancing

How?  (How do you provide value-added service?)
· Help buyers reduce costs and effort to complete transactions

· Add new capability to reduce procurement effort

· Streamline and automate the RFx process

· Assist buyers make better sourcing decisions; reach out to new suppliers

· Train buyers and vendors on processes – bring them together in the marketplace

· Provide logistics support (supply chain, shipping assistance)

· Provide finance services (escrow, order processing and payment)

· Provide a secure environment for conducting transactions

How?  (How do you ensure vendors get opportunity to participate?)

· Customer invites vendors; USAF responsible for competition requirements

· Providers all provide technical assurance of connectivity

