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Energy Auction versus the Typical  
 

Paper RFP process 
 

     Recently, Energy Choices developed an 

online reverse auction for energy procure-

ment.  Reverse online auctions have been 

popular for several years, with the most no-

table being municipal bond auctions.  With 

rising commodity prices and outstanding sav-

ings levels published by auction providers, 

we thought auctions for electricity procure-

ment warranted some investigation. Before 

developing our auction, we wanted to find 

out more.  Are savings being overstated?  Is 

third party energy a commodity that is an 

equivalent product across all suppliers, mak-

ing it a good fit for online reverse auctions?  

Or is there some hybrid process that is the 

best of both the paper RFP and online reverse 

auction worlds?  Here’s what we found out 

and how we made our auction process 

uniquely effective. 

What are Reverse Auctions? 

     In most auctions, buyers bid up the price 

of the object being sold.  The auctioneers 

control the process and they (and the sellers) 

make more money the higher the ultimate sell-

ing price.  In a reverse auction, the roles are 

reversed in that the suppliers compete by bid-

ding down the price in the hope of securing the 

sale.  The suppliers know the margin they need 

to make the contract worth their while, and if 

there are enough suppliers in the mix, the price 

should be driven down towards the marginal 

cost of the hungriest suppliers.  This is how 

many municipal bonds are now issued. 

 

Do they save more than the paper 

RFP? 
 

     In the paper RFP process, suppliers get one 

chance to offer an attractive price.  As suppliers 

don’t want to “leave money on the table,” they 

guess what others will be bidding and they ad-

just their bids accordingly.  They try to maxim-

ize their profits, while hopefully still offering a 

price that is competitive enough to get the con-

tract.  In an online reverse auction, the initial 

bid prices are usually abnormally high as sup-

pliers test the competitive environment.  It is 

from these initial inflated prices that savings 

are often calculated and professed.  However, if 

sufficient competition is generated during the 
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auction process, then energy prices are con-

tinually bid down as suppliers adjust their 

margins to secure your business.  This results 

in prices lower than what the typical RFP 

process alone would yield. 

 

Our auction: extracting even more 

value from the suppliers 
 

     The open bid process only gets prices 

down so far.  In our auction, variations be-

yond the open auction process (described 

above) are introduced to secure even lower 

pricing.  For example, the auction time is au-

tomatically extended each time a bid is regis-

tered, thereby keeping the pressure on the 

suppliers to sharpen their pencils even fur-

ther.  Another variation is a final blind bid 

that encourages suppliers to bid below their 

last registered bid.  We’ve found that this can 

encourage the lowest bidder to drop their 

price even further, closer to their marginal 

cost, to fend off other suitors. 

 

What is the magnitude of auction  

savings? Free green power upgrade 
 

    Assuming all is done correctly and an ac-

tive bidding environment is created, where 

all lower bids are accepted, a savings of up to 

0.3¢/kWh can be reasonably achieved, with 

very large customers saving a bit less.  Our 

recent experience with a very large institu-

tion has shown that a reverse auction can re-

duce the price you pay for electricity by 

$1/MWh when compared to the results pro-

vided through the typical RFP process.  In-

terestingly, the savings are more than the cur-

rent price for Renewable Energy Certificates 

(RECs).  So, if you combine the reverse auc-

tion with the purchase of offsets (i.e., have 

the suppliers bid green power), you can get a 

green power upgrade for “free.”      

Our auction supplements the RFP Pro-

cess 
 

     Combining the auction process with the cur-

rent paper RFP process, and eliminating over-

lap and some unnecessary function, is probably 

the best of both worlds—and the approach that 

Energy Choices employs.  Third party retail 

suppliers purchase energy on the wholesale 

level through a commodity exchange.  The 

clearinghouse ensures the trade and it details a 

specification for the product being delivered.  

Energy on the wholesale level is a commodity.  

Unfortunately, while retail suppliers purchase 

commodity energy, they go out of their way to 

sell a differentiated product.  While the RFP 

tries to make an apples-to-apples comparison, 

there are always adjustments that need to be 

made to supplier responses to ensure adequate 

assessment.  The current RFP process also en-

sures the creditworthiness of suppliers and it 

takes into consideration things such as billing 

performance and how client problems are han-

dled.  These latter issues, which can have a sig-

nificant influence on which supplier should be 

chosen, cannot be assessed adequately by way 

of an online auction process on its own, where 

all is quantified numerically.   

 

 

     Energy Choices’ online reverse 

auction can be an important ad-

junct to your current procurement 

strategy.  It is a process that has to 

be carefully navigated and inte-

grated into your procurement pro-

cess in order to achieve real sav-

ings. Energy Choices can offer a 

combined strategy that works for 

you. 
 


