army reverse auction

1. Background

In May 2000, Dr. Kenneth J. Oscar, the Deputy Assistance Secretary of the Army for Acquisition and Logistics (AL&T), challenged Army contracting activities to run reverse auctioning pilot programs.  In October 2000, Professor David C. Wyld prepared a grant report for PricewaterhouseCoopers Endowment for the Business of Government. The Wyld report and Oscar’s challenge served as the impetus for the Army’s auction model initiative. The Communications-Electronics Command (CECOM), located at Fort Monmouth, New Jersey, answered Oscar’s call.

The reverse auctioning program offers an opportunity to improve Government business practices because it helps to realize the CECOM Acquisition Center’s goal to make on-line acquisitions more efficient and cost effective and expands upon CECOM's Interactive Business Opportunities Page (IBOP). CECOM and its Electronic Reverse Auction Project Team (ERAPT) sought to reduce acquisition lead times, using a “Best Value” decision model rather than simply awarding based upon the lowest priced products. The program also fulfills the mandate set forth in the Government Performance and Results Act (GPRA) to manage for results-- in this case, achieving the Army's goal of decreasing acquisition cycle time and administrative costs. Reverse auctioning is a commercial industry practice and has the potential to lower overall acquisition costs for services and supplies while maintaining a competitive environment. 

The ERAPT team quickly established the process for an on-line reverse auction and conducted the Army’s first such event on May 17, 2000. The entire Army readily adopted the CECOM approach. The program gained attention from the United States Air Force and the United States Marine Corps. Both have joined the Army in their approach to the on-line auctioning model. 

CECOM’s support contractor contracted with Frictionless Commerce, Inc. and Moai Technologies to tailor software applications to meet the specific needs of the new tool. The design is based around the Internet and web-based interfaces. This design allows for integration into the Army Single Face to Industry (ASFI) website. The systems design also ensures instant interaction between the buyer and suppliers in an easy to use environment. Participants range from industry leaders to 8 (a) businesses. The AFSI website serves as a portal for the entire Army community to access and use the reverse auction function. 

The tool developed by CECOM consists of four distinct components. The components include a “Spidering” tool, “Reverse Auction” tool, Forward Auction Tool “A”, and a Forward Auction Tool “B.” The reverse auction tool is the focus of this paper. 

2. Initial Demonstrations

CECOM began the pilot program with two immediate demonstration auctions. The first was conducted on May 17, 2000 and was a buy for a Ricoh Secure Fax System. The initial bid price (based on historic pricing information) was set at $6,891. The final bid and purchase price was $5,511. The $1,380 decrease represented a savings of 20%. The second auction was for two IBM Thinkpad notebook computers (or equivalent). The initial bid price was established at $7,000 each. The final price paid was $3,280, or more than 50% savings. The initial trials showed great promise as an innovative process change. To date the CECOM on-line reverse auctioning tool has been used in 43 reverse auctions. Savings range from 0% to 53%. Total savings realized surpass $1.6 million in just one year of demonstration. 

Initial feedback from industry is promising. Comments refer to the ease in which the web site is navigable. Small and disadvantaged firms also give praise to the openness of the process. Some actually claim the process is fairer because of the openness. The openness obviates a perception that selecting an existing General Services Agency (GSA) Federal supply schedule or other Government-wide contract vehicle is a “de facto” sole source acquisition by a requiring activity. The program provides suppliers with an easily acceptable source of business opportunities while maintaining a competitive environment in which the Government obtains the best value for its customers. 

3.
Process
On-line reverse auctioning has been called an innovative change to the process of acquiring goods and services in the Government. Mr. Edward G. Elgart, Director of Acquisition, describes CECOM’s approach to on-line reverse auctioning in the following quote. 

Reverse auctioning is a process whereby contracting officers enter specific product features, delivery dates, and warranties. Then a best value analysis is performed by weighing each feature’s importance. This information is then posted to our web site, know as the Army Single Face to Industry Interactive Business Opportunities Page (AFSI IBOP), along with the starting and ending date for the reverse auction. The prospective sellers offer their best price and, as other sellers post their best prices, sellers are permitted to reduce their original price thus defining “Reverse Auctioning.” 

The process begins with the identification of a need. The customer describes the need by specifying features or standards. Traditional acquisition strategies follow the same course. In the reverse auction strategy multiple avenues are available depending on the specific buy. In most cases vendors are screened prior to participation in the private auction. All vendors are registered in the Central Contract Registration (CCR) database. CECOM has only used GSA supply schedule vendors or its own contractors that already possess a Blanket Purchase Agreement (BPA) or Indefinite Delivery Indefinite Quantity (IDIQ) contract vehicle. In the instances where vendors are not screened prior to the auction or invited to participate, such as Sealed Bid procedures, the contracting officer conducts a pre-award survey upon completion of the auction but prior to award. Future enhancements to the model will allow for “Best Value” awards. 

Solicitations occur in electronic and paper formats. The contracting officer, per the FAR, has the discretion to determine the most appropriate medium. In Army buys thus far, the requirement has ranged from Military Specification (MILSPEC) items to Commercial Off the Shelf (COTS) items. However, no auctions for services have occurred. The date and time of the auction is publicized in order to allow ample time for vendors to register and receive training. Even though the model is web-based and accessible from any computer with Internet access, orientation training is necessary to understand the interface semantics. 

The contracting officer establishes initial bid prices, based upon historic prices and market research. Price analysis techniques assist the contracting officer with this process. In essence, the opening bid price represents what the Government deems a fair market price. The dynamics of the auctioning model occur when the auction begins. 

The majority of reverse auctions conducted to date were designed for a 30-minute run time. However, latitude does exist to extend the auction based on bids received in the last minutes of the auction. If a bid is received in the last five minutes, time is added to the run clock. Five-minute increments appear to be the norm. During the course of the auction, vendors bid the price down based on their strategies for the competition. Any movement down on the price represents savings to the buying agency. 

Vendors remain anonymous. Prior to the auction vendors receive passwords and training. On the web page vendors only see alphanumeric identifiers that represent the other vendors. These identifications are only visible once a vendor makes a bid. Precautions such as these preclude any violation of restrictions on source selection information because only the contracting officer knows the identity of each vendor. 

Once the bidding ceases and time expires the auction is complete. At this point in time the contracting officer determines the award. Simplified acquisition procedures enhance the timeliness of award. However, at least seven of the auctions exceeded the Simplified Acquisition Threshold (SAT). In these cases the award process is more complex than a credit card transaction, but no more so than an award using traditional fixed pricing techniques.

The main difference between the Army’s on-line reverse auction and traditional methods is the dynamic pricing environment present in the auctioning model. In essence, all other aspects of the acquisition are similar with slight variations caused by the web-based interface. 

4.
Future

After one year of demonstration and use the future of the Army program looks promising. The program has gained notoriety and recognition as a leader in the industry. Government Executive magazine has recognized the CECOM’s Electronic Reverse Auctioning Project as an example of innovation and creative business strategy. The program has been selected as a winner in the “2001 Business Solutions in the Public Interest” as a member of an elite group that showcases the finest acquisition practitioners in the Federal Government. 
III.
DATA SUMMARY

A.
INTRODUCTION

This chapter presents data collected from periodicals and interviews with acquisition professionals that have been involved with the pilot program over the past year. The on-line reverse auction process is still evolving and this chapter presents a snap shot of insights from the users. In order to create a pattern in the presentation, each of the three cases follows a repetitive format. The discussion includes: a description of the items acquired; the quantities involved in the acquisition; initial and final bid prices; factors associated with time; and the number of vendors participating. The last piece of data presented is a table of all reverse auctions conducted through the ASFI. A common factor in each of the three cases is the choice to use a private reverse auction, where competitors require passwords to gain access to the bidding arena. This feature allows the contracting officer to ensure only responsible and responsive bidders participate.

B.
Case 1

CECOM conducted a reverse auction as a test case. They chose to use a spares replenishment item with a historical background of acquisition as its candidate. The reverse auction was conducted on July 25, 2000. This was one of the earliest auctions conducted through the CECOM initiative. Many of the procedures established over time benefited from this event. One of the prominent lessons learned centered around the auction time span and termination procedures.

1.
Description

The item acquired was an electrical connector plug, NSN 5935-01-236-3117. The plug is part of a power control cable for a 30 Kw/400 Hz generator Power Distribution Unit (PDU). The PDU is a component of the Patriot system. The item is designed to a military specification (MILSPEC). A complete drawing package existed and dictated the design of the item. This was a standard design and low risk item to procure. The MILSPEC design did not limit competition in the past or in this acquisition. The acquisition was determined to be a Lowest Priced Technically Acceptable (LPTA) action. 

2.
Quantity

The acquisition was in response to a replenishment need. The number was set at 100 units. The acquisition history included three previous buys. Pins were acquired in 1991, 1998, and 1999 in quantities of 406, 30, and 60, respectively. Nothing led the researcher to believe the quantities were dictated by anything other then demand for stockage levels. Obviously, demand for replenishment was much higher in the time period surrounding Operations Desert Shield and Storm when Patriot systems were in high demand.

3.
Opening/Final Bid Price

Prices previously paid for this item were used by the Government to estimate a price. The Government estimate was used to establish an opening bid price of $1,180 per unit. The estimate for the total acquisition was $118,000 ($1,180 x 100). The final bid offered was $780. Because this was a LPTA designed acquisition, the lowest bidder received the award. The total acquisition cost $78,000 ($780 x 100).

4.
Time Period for Auction

Figure 3.1 is a graphical representation of the bidding process during the reverse auction. Unfortunately, the bid history was not available for this auction. This was one of the earliest reverse auctions conducted through the CECOM site. One lesson learned was to capture the bidding history data for future use. The auction commenced at 1:30 PM and was designed to last 30 minutes. Ten five-minute extensions were necessary because bids were received in the last five minutes. 

The researcher has attempted to portray the bid history graphically with the use of only the opening and final bids. The graph still indicates the reduction in price by the downward sloping line over a period of 80 minutes.
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Figure 3.1
CECOM Reverse Auction After [Ref Anderson or meinert]

5.
Vendors

Two competitors participated in this reverse auction. Efforts to ensure competition followed the route of traditional sealed bid techniques. The solicitation was announced in the Commerce Business Daily (CBD) and on the CECOM IBOP. The success in the past with acquiring this item eased any concerns with competition. However, the technology was new to the vendors and required training prior to the auction. On-line reverse auctioning was very new a year ago and few vendors were familiar with it. 

6.
Time Issues

As one of the earliest tests of the Army’s reverse auction initiative, training was imperative to success. In essence, the procedure mirrored traditional sealed bid techniques. Two factors stand out as contrasts, though. First, there was a learning curve for the vendors. Because it was a new process, they had to be reminded to sign up for passwords. As the process becomes more commonplace the need for reminders and training will decrease. A second issue involved the process of submitting bids. This reverse auction was designed to last for 30 minutes. One vendor submitted a bid so close to the end time it was not processed through the Internet and server in a timely manner. The vendor was not awarded the contract and submitted a protest based on the submission of his late bid. The protest was withdrawn before any action. There is an analogy between the delivery of a bid through the Internet and the delivery of a bid through the mail system. Ultimately, the bidder is responsible for the prompt delivery of his bid, at the time or place set forth in the solicitation. 

C.
CASE 2

The III Corps and Fort Hood, Texas Contracting Command conducted the second reverse auction analyzed in this thesis. The command supports III Corps and tenant units located at Fort Hood, Texas, Fort Bliss, Texas, Fort Carson, Colorado, and Fort Riley, Kansas. The command was the first Forces Command (FORSCOM) unit to attempt an on-line reverse auction. The initiative was directed in FORSCOM guidance on the pilot program in response to the Deputy Assistant Secretary of the Army’s request for FORSCOM to run a test before the year-end. 

1.
Description

On August 29, 2000 the III Corps Contracting Command conducted FORSCOM’s first ever, on-line reverse auction. The local Aviation-Missile Command (AMCOM) OLR Project Team submitted a request for the command to procure 40 computer systems. The request identified the minimum characteristics as mid-tower, Pentium III 650 MHz Central Processing Units (CPU), or compatible, with 128 megabyte (MB) of Random Access Memory (RAM), 8 gigabyte (GB) hard drive, 16 MB video card, 250 MB Zip drive, keyboard, an optical mouse. The request also stipulated compatibility with on hand equipment such as disk drives, network interface cards, monitors and printers. No other special requirements were identified in the purchase request. The acquisition strategy centered on awarding based on LPTA. 

Market research conducted by the contracting office revealed the minimum stated requirements were below current technology standards. Several CPUs were identified which had faster processing speeds and larger hard drive storage capability. The risk for this acquisition was low because the item resembled a Commercial Off The Shelf (COTS) item and did not demand the latest technology advances.

Review of the above requirement by the contracting office revealed no reference to a quality standard such as warranty period or “Service after the Sale.” Nor did the requirements stipulate a minimum industry standard such as Tier I or II manufacturing. These characteristics are commonly found in the commercial industry. Follow up communications with the user clarified this issue with the user. Based on the contract specialist’s recommendation to the user, the requirements document was changed to include a 3-year warranty. The warranty accounted for 1st year on site parts and labor and 2nd and 3rd year parts and labor. As well, the salient characteristics of the system mandated manufacturing by a Tier I or II manufacturer. 

2.
Quantity

The customer dictated the requirement for 40 systems in the purchase request. In an after-action comment, the contracting specialist noted the prospective contractors did not have a problem with the requirement. Market research led the buyers to believe larger quantities were more conducive to realizing greater production efficiencies and savings. The contracting command did not exercise influence in determining the number of units purchased because the customer only needed 40 units. 

3.
Opening/Final Bid Price

The customer conducted market research in order to estimate a unit price. The market research focused on pricing separate components included in the CPU. In the computer industry this is a common practice. The component prices were added together to derive the cumulative price. The user added an additional 20% to account for assembly, shipping, and handling. The contracting specialist verified this price estimate by conducting a separate market research effort. The price estimate created by the user and verified by the contracting specialist was $1500 per unit. The total estimated cost for the entire acquisition was $60,000 ($1,500 x 40). [Ref Calderon]

Twelve bids were issued from three different companies during the course of the reverse auction. The final and accepted reverse auction bid was $1340. The total acquisition cost was $53,600 ($1,340 x 40). The lowest bidder was awarded the contract at the $1,340 price.

4.
Time Period for Auction

Thirty minutes was allotted for the reverse auction. The command thought 30 minutes was a sufficient amount of time for vendors to bid the price down to the lowest price and still sustain a fair profit. However, the reverse auction did allow for extensions. If a bid was submitted in the last five minutes of the auction, an additional five minutes of time was added to the auction commencing at the time of the bid. No rules establish the end of the auction because extensions exist. A period of five-minute inactivity since the last bid would terminate the auction if the total elapsed time exceeded 30 minutes. The rationale for this feature is to preclude the winner from being the last person to submit a bid versus the lowest bid available. Thirty minutes reverse auctions with five-minute extensions has turned into the standard allotment for on-line reverse auctions conducted through the CECOM ASFI.

In this case, two bids were received in the latter portion of the time frame and caused the auction to extend past the 30-minute period. The auction terminated after five minutes of inactivity after the last bid. This auction lasted a total of 32 minutes.

Figure 3.2 graphically displays the bid price over time. The downward sloping line indicates a lowering of the bid amount. The opening bid of $1,500 is the first point plotted on the left hand side. The final bid is the last plot at $1,340.
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Figure 3.2
Fort Hood Reverse Auction After [Ref ft hood papers]

5.
Vendors

Five vendors were chosen among the General Services Administration (GSA) Federal Supply Schedules for computer equipment. The command chose to use this purchase as a small business set-aside. In order to keep the playing field level, all vendors chosen were classified as a small or small disadvantaged business. Initial contacts with the vendors were used to recruit participation in the on-line reverse auction process. One of the vendors did not respond to any inquiries. A second vendor was interested in the process, but chose not to participate once the initial bid price was established because the price was below his lowest available price. Therefore, a total of three vendors participated in the competition.

6.
Time Issues 


The requirement was received by the contracting command on 23 August 2000. The contracting office took six days preparing for the reverse auction. The majority of this time was used for market research and for communications with the customer. Upon completion of the reverse auction the contracting officer reviewed a specification sheet from the “winner” to ensure compliance with the stated requirements. In this case, the “winner” provided a product that exceeded the minimum salient requirements. Specifically, the CPU was rated at 733 Mhz and the hard drive capacity measured 15 GB. The contract was awarded on the same day of the reverse auction using DD Form 1155. Debriefings by the contracting officer occurred the day after the reverse auction. The remaining contractual actions were estimated to take five working days to complete. Twelve days were required to process and complete this acquisition. Using GSA supply schedule vendors precluded CCR registration verification. 

D.
Case 3

The United States Army Tank-automotive and Armaments Command (TACOM) procures supplies in an effort to support the various programs under its purview. A common component such as brake pads requires acquisition at staggered intervals depending on inventory on-hand and demand. In December 2000 the TACOM chose to use the reverse auction initiative to fill a brake pad replenishment requirement. 

1.
Description

The items being acquired were brake pads, NSN 2530-00-602-5738. These pads were acquired as replacement parts for use on tracked vehicles. The pads were completely described in a Military Technical Data Package categorized as complete by the TACOM Engineering Business Center. The data package fully defined the product through specifications and drawings. The brake pads represent the opposite end of the description spectrum. 

Demand for the brake pads began in 1982, the first year of acquisition for this specific supply. The acquisitions continued annually through 1986. The late 80’s and 90’s marked a period of no acquisitions for this item. After a 12-year hiatus the requirement surfaced again in 1998. Since then, the pads have been bought annually in reduced quantities. 

2.
Quantity

The item manager established the quantity for acquisition. Replacement part orders are derived from inventory requirements and predicted usage. Quantities wee dictated by the requirements determination process. Economic Order Quantities (EOQ) are always a potential factor, but they must be balanced against other factors such as holding costs. In this case, the buyer did not influence the quantity purchased, but simply responded to the customer’s request. In 1999 the year’s buy totaled 298. The acquisition in 2000 was for a quantity of 140. The reduction is over 50% from the previous year. 

3.
Opening/Final Bid Price

Previous purchases for the same requirement provided a base for estimating prices. The item has not changed over time. The design is the same as earlier buys. The historical prices and the price paid in 1999 served as the basis for establishing the opening bid price of $815. Review of the purchase did not indicate market research led to any revision of the price estimate. As well, personnel turnover in the office did not allow further insight to the price analysis. The total estimated cost of the acquisition was $111,300 ($795 x 140).

During the course of a planned 30-minute reverse auction ten bids were submitted. At the conclusion of the event, and when no bidder chose to submit a lower bid, the final bid was established at $700. The contract was awarded to the lowest bidder at the $700 price. Total acquisition cost was $98,000 ($700 x 140).

4.
Time Period for Auction

The auction was planned for 30 minutes. The terms of the auction included a provision for a five-minute extension if a bid was received in the last five minutes of the auction. As well, an inactive period of five minutes after the minimum auction period elapsed would terminate the auction. This process was previously described.

Figure 3.3 portrays the dynamic pricing as it occurred during the reverse auction. The maximum bid price of $815 is the first point plotted on the left side of the graph. The final bid price of $700 is the final plot. The figure graphically displays the lowering of the bid price over time. 

[image: image3.emf]Brake Pads

$670

$690

$710

$730

$750

$770

$790

$810

$830

13:00 13:18 13:20 13:39 13:46 13:55 13:56 13:58 13:59 14:01 14:03

Time

Bid


Figure 3.3
TACOM Reverse Auction After [Ref wendy Jacques]

5.
Vendors

The contracting officer solicited four previous suppliers of the item based on their performance and standing. The first vendor was described as an “excellent” contractor. Problems were referenced in another, but waivers were in place and the contractor had produced before. The third vendor was technically good, but slow to deliver sometimes. The last vendor was simply described as good. All four vendors were classified as small businesses. Capability had been demonstrated before and the contracting officer thought they were good candidates. It is important to remember GSA supply schedule vendors were used in the process. 

Of the four, only three chose to participate in the reverse auction on the day of the event. TACOM chose to use this acquisition as a set aside for award to a small business. Even though the item was built with a MILSPEC there was ample competition in the small business arena. In previous acquisitions for this item through sealed bid methods the competition surrounded around three to four competitors. The technology did not appear to cause concern for bidders.

6.
Time Issues

No special process was created to notify the competitors of the solicitation. However, the buyer sent e-mail messages to all previous suppliers of the item and all sources suggested by the TACOM Small Business Office to notify them of the on-line reverse auction. The purpose of the e-mail messages was to announce the solicitation appearance on TACOM’s web page. Contracting personnel did not note any significant difference in time associated with the acquisition effort. The Indefinite Delivery/Indefinite Quantity (IDIQ) contract in place allows streamlining in the process after award. 

One difference from the traditional sealed bid method employed in past buys was the need for training. The contracting officer ensured each vendor was in contact with the reverse auction administrator prior to the event for hands on training. The training resembled a reverse auction and allowed the vendors to practice making bids and get accustomed to the “buttonology.” 

E. 
Consolidated Reverse Auction DATA

In just under one year CECOM’s reverse auction initiative has served as the foundation for 43 on-line reverse auctions conducted by the United States Army, United States Air Force, and the United States Marine Corps. Table 3.1 presents pertinent data from these acquisitions. Acquisition users around the globe have experienced the web based reverse auction tool through the ASFI. The Internet has not only provided a seamless environment for the user community, but the suppliers as well.

Item descriptions range from common products such as livestock (goats) and lumber to sophisticated products like secure fax machines and computers. The range of products spans a spectrum of commodities from COTS to Military Specification (MILSPEC).  

Quantities acquired range from single units to the hundreds. In some instances acquisitions were for lots. Lots should not be confused with single items because most lots totaled tens and hundreds of items. The size of the acquisition did not affect the ability to conduct a reverse auction process. 

The number of vendors participating in any particular reverse auction ranges from one to 22. More competition causes the forces of the market economy to operate effectively. The on-line reverse auction environment serves as a dynamic environment based on real time changes in the market economy. 

Finally, Table 3.1 presents opening bid prices and final bid prices for the 30 acquisitions. Data can be extrapolated to show the savings achieved measured against the price determined to be fair and reasonable prior to the reverse auction. Each action is surrounded in peculiarities specific to its case that are not presented in the table. However, over the course of 43 acquisitions trends and outcomes can be observed and measured.

Table 3.2 is similar to Table 3.1. However, the individual bid prices are extended for the total acquisition. In the cases of lots, the extended bid price is the same as the individual bid price. The extended bid prices portray the potential for order of magnitude differences using the reverse auction dynamic pricing model.
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Secure Fax Machines 1 $6,891 $5,511 2

Laptops 2 $7,000 $3,280 3

Fax Machines 5 $500 $440 2

Electrical Connector Plugs 100 $1,180 $780 2

Computers 733 MHz 20 $2,300 $1,850 5

Computers 800 MHz 135 $1,900 $1,300 5

Computers 800 MHz 10 $4,100 $2,490 6

Computers 140 $1,900 $1,470 4

Computers 40 $1,500 $1,340 4

Computers 866 MHz  520 $1,550 $1,120 6

Photo Workshop 1 $7,000 $7,000 1

Color Printer 16 $4,500 $3,800 3

Computers 197 $1,700 $1,400 6

Lumber 1 $17,000 $15,400 3

Multipurpose Paper 1 Lot (880) $22,500 $19,700 3

Overhead Projector 1 $4,100 $3,300 4

Goats 100 $130 $100 5

PC Card 1 $12,200 $7,600 5

Zip Drives 1 Lot (30) $4,950 $3,900 3

Dishwashers 1 Lot (100) $22,000 $15,700 14

Hot Water Heaters 1 Lot (100) $20,000 $12,200 6

Brake Link 140 $815 $700 3

Tool Kits 100 $900 $895 5

Collar Assembly part 1 Lot (35) $145,425 $121,500 7

Hydraulic Wrench 308 $1,410 $1,410 1

Office supplies 1 Lot (160) $10,000 $6,000 9

Link Assembly part 1 Lot (54) $207,900 $149,000 3

Supplemental Armor 87 $490 $442 3

Dishwashers, Ranges, Refrigerators 1 Lot (90) $31,000 $23,300 3

Computer Hardware 1 Lot (278) $500,000 $368,008 16

Desktop Computers 27 $1,700 $1,600 2

Grenade Launcher 1 $11,500 $10,990 3

DVD & Camcorder 1 Lot (2) $8,200 $7,800 3

Notebook Computers 40 $4,650 $2,700 6

Hardware for Messaging System 1 Lot $230,000 $138,850 3

Desktop Computers 1 Lot (60) $147,000 $118,000 7

Appliances 1 Lot $42,000 $33,600 3

Desktop Computers 1 Lot (109) 197,000 $115,000 6

Paper 1 Lot (10) $43,000 $37,328 8

Sun Equipment 1 Lot $1,847,000 $1,717,500 9

Sun Microsystems 1 Lot $1,052,000 $959,000 4

Eyepiece Assembly 1 Lot $550,000 $261,500 2

Modular Office Buildings 1 $24,000.00  $17,400 3

Opening Bid Award Bid


Table 3.1
Total Reverse Auction After [Ref Meinert email]
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Secure Fax Machines 1 $6,891 $5,511

Laptops 2 $14,000 $6,560

Fax Machines 5 $2,500 $2,200

Electrical Connector Plugs 100 $118,000 $78,000

Computers 733 MHz 20 $46,000 $37,000

Computers 800 MHz 135 $256,500 $175,500

Computers 800 MHz 10 $41,000 $24,900

Computers 140 $266,000 $205,800

Computers 40 $60,000 $53,600

Computers 866 MHz  520 $806,000 $582,400

Photo Workshop 1 $7,000 $7,000

Color Printer 16 $72,000 $60,800

Computers 197 $334,900 $275,800

Lumber 1 $17,000 $15,400

Multipurpose Paper 1 Lot (880) $22,500 $19,700

Overhead Projector 1 $4,100 $3,300

Goats 100 $13,000 $10,000

PC Card 1 $12,200 $7,600

Zip Drives 1 Lot (30) $4,950 $3,900

Dishwashers 1 Lot (100) $22,000 $15,700

Hot Water Heaters 1 Lot (100) $20,000 $12,200

Brake Link 140 $114,100 $98,000

Tool Kits 100 $90,000 $89,500

Collar Assembly part 1 Lot (35) $145,425 $121,500

Hydraulic Wrench 308 $434,280 $434,280

Office supplies 1 Lot (160) $10,000 $6,000

Link Assembly part 1 Lot (54) $207,900 $149,000

Supplemental Armor 87 $42,630 $38,454

Dishwashers, Ranges, Refrigerators 1 Lot (90) $31,000 $23,300

Computer Hardware 1 Lot (278) $500,000 $368,008

Desktop Computers 27 $45,900 $43,200

Grenade Launcher 1 $11,500 $10,990

DVD & Camcorder 1 Lot (2) $8,200 $7,800

Notebook Computers 40 $186,000 $108,000

Hardware for Messaging System 1 Lot $230,000 $138,850

Desktop Computers 1 Lot (60) $147,000 $118,000

Appliances 1 Lot $42,000 $33,600

Desktop Computers 1 Lot (109) $197,000 $115,000

Paper 1 Lot (10) $43,000 $37,328

Sun Equipment 1 Lot $1,847,000 $1,717,500

Sun Microsystems 1 Lot $1,052,000 $959,000

Eyepiece Assembly 1 Lot $550,000 $261,500

Modular Office Buildings 1 $24,000 $17,400
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Table 3.2
Extended Prices After 

F.
SUMMARY

This chapter presented three cases and a compilation of auctions to date in which contracting agencies used the Army’s reverse auction initiative to acquire supplies. Credit must be given to the personnel making the choice to try new innovative techniques and make the process work better. 


conclusions and recommendations

a.
conclusions

The reverse auction represents a change to the way acquisitions are priced. A dynamic pricing model replaces the static model. The research concludes there are advantages to using a reverse auction and real monetary savings. The conclusions represent inferences and deductions made from the research. Conclusions are grouped in three categories: 1) description; 2) future use; and 3) savings.

The items acquired span a spectrum from COTS to MILSPEC. The COTS items are readily available in the market place and are bought by non-Government buyers. The availability and demand of these products make them ideal for reverse auctions because there are many suppliers. The MILSPEC items are designed and built to a very specific military standard. However, the MILSPEC items reviewed in depth were not new requirements. They were previously acquired and the reverse auction was simply a replenishment buy. In this sense, the reverse auction is not the appropriate strategy for a new requirement built to a MILSPEC. It is appropriate for a MILSPEC item in which competition with proven ability to produce the specific item exists.

A second aspect of the description category is the criteria for selection. These reverse auctions chose Lowest Price Technically Acceptable (LPTA) as the selection criteria. LPTA is the most appropriate method because the strategy reduces or eliminates non-price factors in the evaluation. Non-price evaluation factors allow the selection to be more objective and streamlined.

The third aspect of the description category is the number of items acquired in a reverse auction. The range spans from one to the hundreds. The underlying premise is that higher numbers, combined requirements, may allow the Government to take advantage of Economic Order Quantities (EOQ). Success was not limited to small or large acquisitions, nor did a relationship exist between the savings rate and the quantity acquired.

The second category of conclusions revolves around the potential for the future use of reverse auctions. General Services Administration Federal Supply Schedule vendors were used in all three cases reviewed. The research did not lead to insight pertaining to the entire sample of reverse auctions. Obviously, GSA supply schedule vendors streamline the process when determining responsibility and responsiveness. Future use should expand past the sole use of GSA supply schedule vendors. All of the auctions in the research were for goods. The reverse auction has not demonstrated the ability to acquire services. The increase in the amount of dollars spent for the acquisition of services make this a logical path to pursue. Finally, the research did not present the ability to acquire goods based on “Best Value.” The most likely reason for this relates to the item description. Successful reverse auctions occur when the items are commercial in nature and easily defined. There is little room to innovate the production or add value other than in price.

The final category is savings. Savings were previously defined as the differential between the contracting officer’s determination of a fair and reasonable price (max bid price) and the final bid price for award. The monetary difference represents savings to the command. The percentage of savings in each reverse auction ranged from zero to over 50%. The mean savings rate was 21.83%. The total savings achieved in the 43 reverse auctions reviewed was $1,606,395. This value equates to 19.82% dollars saved by the command while meeting the mission. A key aspect tied to the savings achieved is the necessity for competition. In the dynamic pricing arena, the perception that competition exists does not hold value. If only one vendor shows up, the bid price does not move below the maximum established prior to the auction. In two cases only one vendor participated in the auction and the savings achieved were zero. Zero savings means the item was acquired at the historic value. 

Overall, the pilot program has been successful. Many lessons were learned along the way. The process continues to get better. While there are limitations to its effective use, the attempt to innovate the acquisition process based on current commercial methods has put another tool in the acquisition toolkit. 

b.
answers to research questions

Brief answers to the research questions are presented here.

1.
Primary Research Question

What is the best use of a reverse auction as an acquisition tool by United States Army contracting agencies?

The best use of a reverse auction is to use it as a pricing tool. The reverse auction does not relieve the contracting officer of any duties or responsibilities in the acquisition process. Reverse auctions are not “silver bullets” designed for use all the time. Limitations and constraints affect the usefulness. The reverse auction simply allows vendors to assess their bid against the competition. Vendors are allowed to adjust their bid to remain competitive for the award. This process refines the contracting officer’s initial assessment of a fair and reasonable price. The process represents efficiency in establishing a fair and reasonable price.

The competitive nature of a reverse auction ensures the Government pays no more than what is fair and reasonable according to the current market conditions. The differential between the Government’s assessment of the market and the actual market represents savings to the command. 

2.
Secondary Research Questions

a.
What is a reverse auction?

Essentially, a reverse auction is the opposite of an auction. Instead of many buyers bidding the price of something up, there are many sellers bidding the price down. In a reverse auction one buyer is offering his purchase for numerous sellers to bid for his patronage. The sellers successively bid the price down until no one is willing to offer a lower bid. Technology has allowed this process to be conducted on-line via a web-based interface in real time.

b.
What is a good candidate for reverse auction?

The goods acquired ranged from COTS to MILSPEC. The overwhelming preponderance of items was COTS in nature. While a small percentage of the items were military in nature, a successful reverse auction would not include the acquisition of a newly developed, complicated MILSPEC system. The underlying premise is that the item is easily defined; competition exists for manufacturing and distributing the item; the civilian community readily acquires the items; and price is the determining selection factor. The selection does not include services at this time.

c.
How is the opening bid price established?

Historical prices paid adjusted for inflation, Independent Government Estimates, and market research provide the insight to establish competitive maximum bids. In essence, the same methods to determine a fair and reasonable price are used to establish the opening bid price.

d.
Does a reverse auction provide savings to the Government?

A reverse auction strategy provides significant monetary savings. In the 43 auctions reviewed in this research, the mean savings was 21.83%. However, the research did not measure or conclude time savings were realized. 

e.
What factors must be considered in determining whether a requirement is suitable for use of reverse auction techniques?

Three factors must be considered prior to using a reverse auction to acquire goods. First, the item description must resemble COTS. The closer the item is to COTS, the more likely a reverse auction approach is appropriate. Along with that is the priority of price in the selection (LPTA). Second, the ability to establish a fair and reasonable maximum bid price is essential to a successful reverse auction. If the price is established too low, vendors will not participate. Third, competition for the item must exist in the market place. Market research is essential to understanding the market for items. Market research helps determine the level of all three factors.

f.
Are there any statutory issues associated with executing a reverse auction?
The 1997 FAR Part 15 rewrite removed the prohibition on auctioning. However, reverse auction bidders must give their approval for their bids to be seen by competitors prior to the reverse auction commencing. 

c.
recommendations

1.
Establish a users guide to the Army’s reverse auction.

The Army’s initiative to develop and implement use of an on-line reverse auction tool is one year old. The process and key players have changed over the course of the year. Unfortunately, there is not a single source guide for users to query. The personnel involved in the reverse auction on a daily basis represent the expertise in the field. Approximately one third of the auctions reviewed were conducted by Army activities. In order to expand the use of the reverse auction by Army activities, a user’s guide should be written for dissemination. The guide can also help educate the contractor community better understand the process.

2.
Expand the use of reverse auctions to acquire services.

All of the auctions reviewed were for the acquisition of goods. Recently, the dollars spent by the Department of Defense (DOD) on services surpassed the amount spent on goods. The future use of the reverse auction in acquisition for services is a logical path. The use of performance specifications is a likely choice over detailed statements of work (SOW). The question is not whether to use or not use a reverse auction for the acquisition of services, but when. The research recommends reverse auction techniques be applied to the acquisition of services.

3.
Minimize future policies regarding the use of reverse auctions.

The procedures for using a reverse auction strategy are still developing. Establishing the right user interface is a constant challenge. The process is simply still evolving. In order for the Army to maintain progress the tactics, techniques, and procedures must be developed. Any statutory or policy implementation restricting innovation with this process will have detrimental effects on its usefulness. The best recommendation is to let the process evolve into a well-defined procedure before considering any policy regarding its use.

d.
areas for further research

1.
Future reverse auctions. 

Future research in this area should attempt to capture other than monetary savings and efficiencies offered by the on-line reverse auction process. As well, research should analyze successive buys of similar items to assess any change in the savings rates realized compared to previous acquisitions. 

2.
Reverse auction process analysis.

Future research should analyze the on-line reverse auction process using a knowledge inference system in order to identify pathologies and remedies. The research should define and measure the current process and suggest changes to make the process more efficient. 

3.
Contractor perspective.

Future research should analyze the effect of reverse auctions on contractors, particularly small and disadvantaged businesses. The contractor’s perspective would provide an insight to the process not currently expressed.
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