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PART 1
Item 1. Business.

Overview

We manage, value, and sell inventory and equipment for business and government clients by operating a network of
leading ecommerce marketplaces that enable buyers and sellers to transact in an efficient, automated environment
offering over 500 product categories. Our marketplaces provide professional buyers access to a global, organized
supply of new, surplus, and scrap assets presented with digital images and other relevant product information.
Additionally, we enable corporate and government sellers to enhance their financial return on assets offered for sale
by providing a liquid marketplace and value-added services that encompass the consultative management, valuation,
and sale of surplus assets. Our broad range of services include program management, valuation, asset management,
reconciliation, RTV and RMA ("Return to Vendor" and "Returns Management Authorization"), refurbishment and
recycling, fulfillment, marketing and sales, warehousing and transportation, buyer support, compliance and risk
mitigation, as well as self-service tools. We organize the products on our marketplaces into categories across major
industry verticals such as consumer electronics, general merchandise, apparel, scientific equipment, aerospace parts
and equipment, technology hardware, energy equipment, industrial capital assets, fleet and transportation equipment
and specialty equipment. Our network of marketplaces includes: www.liquidation.com, www.govliquidation.com,
www.govdeals.com, www.networkintl.com, www.secondipity.com, www.unclesamsretailoutlet.com,
www.go-dove.com, www.irondirect.com, and www.auctiondeals.com. We have over 10,000 sellers, including Fortune
1000 and Global 500 organizations as well as government agencies. We have three reportable segments, Retail Supply
Chain Group (RSCG), Capital Assets Group (CAG), and GovDeals. See Note 16 in the Notes to the Consolidated
Financial Statements for Segment Information.

We believe our ability to create liquid marketplaces for surplus and salvage assets generates a continuous flow of
goods from our corporate and government sellers. This valuable and reliable flow of goods in turn attracts an
increasing number of professional buyers to our marketplaces. During fiscal year 2017, the number of registered
buyers grew from approximately 2,986,000 to approximately 3,171,000, or 6.2%.

During the past three fiscal years, we have conducted over 1,671,000 online transactions generating approximately
$2.1 billion in gross merchandise volume or GMV. We believe the continuous flow of goods in our marketplaces
attracts a growing buyer base which creates a self-sustaining cycle for our buyers and sellers.

In the fiscal year ended September 30, 2017, we generated GMV of $629.3 million and revenue of $270.0 million
through multiple sources, including transaction fees from sellers and buyers, proceeds from the sale of products we
purchased from sellers, and value-added service charges. Our GMV has grown at a compound annual growth rate of
approximately 12.5% since fiscal year 2006.

We were incorporated in Delaware in November 1999 as Liquidation.com, Inc. and commenced operations in early
2000.

Industry Overview

While a well-established forward supply chain exists for the procurement of assets, most manufacturers, retailers,
corporations and government agencies have not made significant investments in their reverse supply chain process or
systems. The reverse supply chain addresses the redeployment and remarketing of surplus and salvage assets. These
assets generally consist of retail customer returns, overstock products and end-of-life goods or capital assets from both
the corporate and government sectors. The market is large, as indicated by a National Retail Federation (NRF) report
in November 2015 that $260.5 billion of merchandise is returned on an annual basis. According to a May 2015 report
by the retail analyst firm THL Group, retailers worldwide lose $1.75 trillion annually due to the cost of overstocks,
out-of-stocks and needless returns. Additionally, the Investment Recovery Association, a professional association for
managers of surplus assets, reports on its website that at any given time, almost 20% of a typical organization's capital
assets are surplus to its needs.
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The supply of surplus and salvage assets in the reverse supply chain results from a number of factors, including:
Supply chain inefficiencies. Forecasting inaccuracies, manufacturer overruns, cancelled orders, evolving market
preferences, discontinued product lines, merchandise packaging changes and seasonal fluctuations result in the growth
of surplus assets.

Product innovation. Continuous innovation in technology products, such as computer and office equipment,
consumer electronics, and personal communication and entertainment devices, results in a continuous flow of surplus
assets.

Return policies of large national and online retailers. The flexible return practices of many large national retailers and
online shopping sites result in a continuous supply of returned merchandise, a significant portion of which must be
liquidated. The NRF report from November 2015 reports that approximately 8% of all merchandise purchases are
returned.

Compliance with government regulations. An increasingly stringent regulatory environment necessitates the
verifiable recycling and remarketing of surplus assets that would otherwise be disposed of as waste.

Increasing focus by corporate and government agencies to seek green solutions for surplus assets. Most organizations
appreciate the growing need to be environmentally friendly by improving their management of end of life or surplus
goods, including the need to repurpose or efficiently redistribute surplus and capital assets to minimize waste and
maximize value for themselves and the communities they serve.

Changing budgetary trends in corporate and governmental entities. As corporate and governmental entities
tncreasingly are being pressured to enhance efficiencies, while utilizing less resources, the liquidation of surplus and
salvage capital assets become a source of funds.

Organizations that manufacture, distribute, sell or use finished goods regularly need to dispose of excess inventory or
returned merchandise. We believe the management and remarketing of surplus assets traditionally has been an
inefficient process. While many organizations spend considerable resources developing systems and channels
supporting the flow of finished goods to their core customers, we believe that many have not historically dedicated
significant resources to the reverse supply chain. Factors contributing to these inefficiencies in the reverse supply
chain include the lack of:

a centralized and global marketplace to sell bulk products in the reverse supply chain;

awareness of effective methods and mechanisms for disposal of surplus assets;

experience in managing the reverse supply chain to seek optimal net returns and improve gross margins; and

real time market data on surplus assets as they move through the final steps of the product life cycle.

Traditional methods of surplus and salvage asset disposition include ad-hoc, negotiated direct sales, utilization of
individual brokers or sales agents and live on-site auctions. We believe these solutions are generally highly
fragmented, geographically dispersed and poorly integrated with supply chain operations. The manual, negotiated and
geographically dispersed nature of traditional surplus resale methods results in a lack of pricing transparency for
offered goods, multiple brokers/parties ultimately involved in the final disposition and a lower number of potential
buyers and bids, which we believe typically leads to lower recovery for sellers.

A significant number of professional buyers seek surplus and salvage assets to sustain their operations and meet
demands of end-customers. They include online and offline retailers, convenience and discount stores, value-added
resellers such as refurbishers and scrap recyclers, import and export firms, and small businesses. Traditionally, these
buyers have had limited access to a reliable flow of surplus goods and assets, relying instead on their own network of
industry contacts and fixed-site auctioneers to locate, evaluate and purchase specific items of interest. Traditional
methods are inefficient for buyers due to the lack of:

elobal access to an available continuous supply of desired goods and assets;

efficient and inexpensive sourcing processes;

a professionally managed central marketplace with transparent, high quality services;

detailed information and product description for the offered goods; and

pricing transparency or ability to compare asset prices.

The Internet is a global medium enabling millions of people worldwide to share information, communicate and
conduct business electronically. Strong growth has occurred in the business-to-business (B2B) online retail market,
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which can be attributed to the rapid migration of manufacturers and wholesalers to open, online platforms. This
continued evolution toward ubiquitous B2B platforms that enable sellers and buyers to interact with each other
anywhere in the world, reached $889 billion in ecommerce sales in 2017, up 7.2% from 2016. (Source: Forrester
Research, Inc.). Forrester also anticipates that B2B ecommerce sales will grow 7.3% annually for three years, then
climb 7.9% between 2020 and 2021 to reach $1.184 trillion. We believe professional buyers of surplus and salvage
assets will increasingly use these B2B platforms to identify and source goods available for immediate online purchase.
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Our Solution

Our solution is comprised of ecommerce marketplaces and value-added services. Our marketplaces and services are
designed to provide sellers a comprehensive solution to quickly bring surplus assets to market and enhance the
financial value realized from the sale of their surplus assets while providing buyers with confidence in the reliable
flow of goods they purchase. We provide our sellers access to a network of liquid marketplaces with over 3.1 million
professional buyers and a suite of services including consultative surplus asset management, valuation, sales solutions,
logistics capabilities, as well as self-service tools to efficiently manage our sellers' reverse supply chain and maximize
total supply chain value. We also seek the optimal methods to maximize our sellers' net recovery using channel
strategies and dedicated programs to deliver transparent, sustained value.

Through our relationships with our sellers, we provide our buyers convenient access to a substantial and continuous
flow of surplus and salvage assets. Buyers can find products in over 500 categories in lot sizes ranging from full truck
loads to pallets, packages and individual items. Our solution combines leading ecommerce marketplaces with a full
suite of integrated sales, marketing, merchandising, fulfillment, payment collection, customer support, dispute
mediation and logistics services. We provide our buyers a convenient method for sourcing surplus consumer goods
and commercial capital assets including, industrial equipment, energy equipment, and transportation assets. For any
given asset, our buyers have access to a detailed product description, product manifest, digital images of a product,
relevant transaction history regarding the seller, shipping weights, product dimensions and estimated shipping costs to
the buyer's location. This enables our solutions to become the primary source for surplus and salvage assets for many
of our professional buyers and end-users.

We believe our marketplaces benefit over time from greater scale and adoption by our constituents creating a
continuous flow of goods and a virtual cycle for our buyers and sellers. As of September 30, 2017, we had aggregated
approximately 3,171,000 registered buyers in our marketplaces and access to millions of end-users through a range of
existing consumer marketplaces. Aggregating this level of buyer demand and market data enables us to generate a
continuous flow of goods from corporate and government sellers, which in turn attracts an increasing number of
professional buyers. During the fiscal year ended September 30, 2017 we had over 2,290,000 auction participants in
our online auctions. During fiscal year 2017, we grew our registered buyer base by 6.2% or approximately 185,000.
None of our buyers represented more than 3% of our revenue during the fiscal year ended September 30, 2017. As
buyers continue to discover and use our ecommerce marketplaces as an effective method to source assets, we believe
our solutions become an increasingly attractive sales channel for corporate and government agency sellers. We believe
this self-reinforcing cycle results in greater transaction volume and enhances the value of our marketplaces.
Competitive Factors

We have created liquid marketplaces for virtually any type, quantity or condition of surplus or salvage assets. The
strengths of our business model include:

Aggregation of supply and demand for surplus and salvage assets

Our ability to aggregate sellers and buyers through our marketplaces is the strength of our business model. Sellers
benefit from a liquid, transparent market and the active participation of our large base of professional buyers, which
enhances returns. Buyers benefit from our relationships with high-volume, corporate and government sellers, which
provides them with continuous access to a comprehensive selection of surplus and salvage assets. Our solution
eliminates the need for sellers and buyers to rely on the highly fragmented and geographically dispersed group of
traditional liquidators. Instead, sellers and buyers access our ecommerce marketplaces for their entire surplus and
salvage asset needs.

Integrated and comprehensive solution

Our marketplaces are designed to provide sellers and buyers with a comprehensive solution for the online sale and
purchase of surplus and salvage assets. We offer self-service solutions as well as a full suite of value-added services to
simplify the sales and supply chain processes for our sellers and improve the utility of our marketplaces for our
buyers. For corporate and government sellers, we provide sales, marketing, logistics and seller support services that
are fully integrated with our marketplaces, creating operational and system efficiencies. For many of these sellers,
asset disposition is not a core business function to which they desire to dedicate internal resources. With our solution,
we manage each step of the transaction and reverse supply chain for our sellers, reducing complexity while providing

9
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the ability to optimize the seller's net financial return in the sale of surplus goods and assets. Sellers simply make
goods available at their facilities or deliver them to our distribution centers and we deliver the sale proceeds (less our
portion of such proceeds and/or our commissions or fees) after the sale is completed. Our buyer services include
intelligent alerts, search tools, dynamic pricing, shipping and delivery, secure settlement, live buyer support and
dispute resolution to enable the most effective methods to source assets for their businesses.

10
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Flexible and aligned transaction model

We offer two primary transaction models to our sellers: the purchase transaction model and the consignment
transaction model. Under the purchase transaction model, we purchase inventory from a seller that we resell in our
marketplaces. In some cases our inventory purchase price is variable, as we may share the gross or net proceeds of
such resales with the seller. Sellers that elect the purchase transaction model are considered vendors. Under the
consignment transaction model, we do not purchase inventory from a seller; instead, we enable a seller to sell its
goods in our marketplaces and we earn commission revenue based on the proceeds received from the sale. Sellers that
elect the consignment transaction model are considered consignors.

Faster transaction cycle times for our sellers and buyers

We believe our marketplace solutions allow our sellers to complete the entire sales process more rapidly than through
other liquidation methods by generally reducing the complexities in the reverse supply chain and utilizing our
multi-channel strategies to optimize recovery and velocity. As a result, our sellers are able to reduce surplus or less
valuable inventory quickly, generate additional working capital and reduce the cost of carrying unwanted assets. We
provide a one stop solution to enable professional buyers of any size throughout the world to purchase assets in an
efficient manner. For these buyers, we provide a broad range of services to give them the information necessary to
make an informed bid and ensure they quickly and efficiently receive the goods purchased.

Solutions that promote sustainability and green solutions for improved corporate/government stewardship

Our solutions provide a range of capabilities that enable corporate and government agency sellers to directly reduce
the amount of waste generated by redistributing end-of-life products or assets, through our solutions, improving the
net financial recovery generated while positively impacting the communities they serve. Some of the world's largest
forward-thinking corporations and government agencies have significantly enhanced their stewardship of communities
and the environment by utilizing our services and selling their surplus assets through our marketplaces.

Our Strategy

The focus of our growth strategy is to provide the world's most transparent, innovative and effective ecommerce
marketplaces and integrated services for surplus assets in order to bring commercial, municipal government and
federal agency sellers together with professional buyers. Our business has already attracted nearly 3.2 million
registered buyers and achieved over $629 million of gross merchandise volume in fiscal year 2017, and is well
positioned to serve any seller for virtually any asset type in every industry sector. We seek to position ourselves to
seize opportunities in a multi-billion-dollar market through organic growth by expanding our platform to a diversified
base of Fortune 1000 corporations, municipal agencies and small and medium size businesses that can benefit from
our global marketplace, buyer liquidity and integrated services.

The key elements of our growth strategy are to:

Intensify Supply and Demand in our core vertical markets

We intend to increase the active buyer participation within our consumer goods, commercial capital assets (energy,
industrial, biopharmaceutical, and other markets), and municipal government marketplaces, by attracting new buyers
and more deeply penetrating our base of existing professional buyers. We intend to attract new buyers by using a
variety of online and traditional marketing programs while improving the services and experience for our valued
professional buyers. In addition, we plan to use the comprehensive buyer profiles, preferences and transactional data
we have compiled over the last 18 years to enable us to identify and market highly relevant assets available through
our marketplaces to the most likely buyers. We believe these initiatives will help us to increase the total number of
auction participants and increase loyalty among our buyer base. In turn, increased buyer participation within our
marketplaces should enable us to sell higher volumes of surplus assets, expand into new vertical markets, and
maintain high recovery values for our sellers.

Increase value and services for sellers, develop new relationships, and expand our solution to the full reverse supply
chain life cycle

We intend to build upon our seller base of the world's largest retailers and manufacturers, thousands of municipalities
and our expertise with Federal agencies to attract additional corporate and government sellers to our marketplaces.
The majority of corporations and government agencies still rely on inefficient, traditional, and less transparent
disposition methods for their surplus assets. To help more organizations address these inefficiencies, we plan to

11
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extend our platform to new sellers, including dealers, auctioneers and refurbishers and other principals, who would
benefit from accessing our marketplaces, leveraging our global buyer base, and relying on our service offerings.
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Innovation and technology development

We are in the process of migrating our marketplaces from separate platforms, to a singular, unified platform. Pursuant
to our LiquidityOne Transformation initiative, we are creating a single integrated platform to support seller and buyer
management, property management, transaction management, and financial and human capital management across all
our marketplaces. This initiative implements a uniform set of best practices across our entire business and provides a
greater user experience by making more personalized tools and services available to our buyers and sellers.

During the fourth quarter of fiscal year 2017, we launched our Network International energy marketplace on the new
LiquidityOne platform. Our LiquidityOne platform’s upgraded features and enhancements to our multi-channel
optimization capabilities have already improved our business by enabling us to quickly adapt marketing and
operations activities to match current seller and buyer demands, optimize marketing spend, and improve lotting
activity to drive maximum recovery value for sellers. We expect that the efficiencies and operating leverage created
by the LiquidityOne platform will drive profitability, and enable us to be more competitive in pricing new seller
programs.

The LiquidityOne platform will further automate our global solution and enable us to leverage the scalability of our
technology investments across all of our marketplaces, including multi-currency and multi-lingual solutions. The
LiquidityOne platform’s mobile responsive design enables sellers and buyers to access account information, upload
assets for sale and search, bid and pay for assets on any device type. In addition to enhancing the features, experience,
and services available for our buyers and sellers, we are seeking to leverage the increasing insight we gain with each
transaction to enhance the recovery value sellers realize and improve the relevancy of our offerings for our buyers in
the reverse supply chain. Following the migration of our major marketplaces onto our new LiquidityOne platform, we
anticipate an overall increase in productivity across our sales, marketing, and operations activities, as the initiative is
intended to simplify and streamline our operations, improve the functionality of our systems support, decrease the cost
of our systems infrastructure, and increase participation from our sellers and buyers.

The next phase in the LiquidityOne transformation initiative is the launch of our commercial self-service marketplace
AuctionDeals.com on the new platform. Because the AuctionDeals marketplace mirrors the technology of the
GovDeals marketplace, we expect that its launch will aid the subsequent transition of our GovDeals marketplace onto
the new platform during the second half of fiscal year 2018. We expect to launch our remaining CAG marketplaces
(Golndustry DoveBid, and Government Liquidation) on the new LiquidityOne platform in the summer of 2018, and
our RSCG marketplaces (Liquidation.com and Liquidation.com DIRECT) by the end of fiscal year 2018.

Lastly, we anticipate that we will launch a new consolidated marketplace on the new LiquidityOne platform by the
end of fiscal year 2018. This new marketplace will serve as a single marketplace to search, find and buy any asset
from across our current network of marketplaces. We expect that a single, unified marketplace will drive increased
traffic from our buyer base through more efficient marketing strategies and will provide our buyers with a more
efficient method of sourcing our global supply of available assets from sellers across the globe.

Our Marketplaces

Our ecommerce marketplaces serve as an efficient and convenient method for the sale of surplus and salvage
consumer goods and capital assets. They are designed to address the particular requirements and needs of buyers and
sellers. We operate and enable several marketplaces, including the following:

Our www.liquidation.com marketplace enables corporations located in the United States to sell surplus and salvage
consumer goods and retail capital assets. This leading business to business marketplace and our related value-added
services are designed to meet the needs of our sellers by selling their surplus assets to domestic and international
buyers.

Our www.govliquidation.com marketplace enables federal government agencies as well as commercial businesses to
sell surplus, salvage, and scrap assets. The assets that we purchase as a contractor of the Defense Logistics Agency
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(DLA) Disposition Services of the U.S. Department of Defense are sold in this marketplace. To satisfy the
requirements of U.S. federal government agency sellers, this marketplace incorporates additional terms and conditions
of sale, such as U.S. Trade Security Controls clearance for the sale of export-controlled property.

Our www.govdeals.com marketplace provides self-service solutions in which sellers list their own assets,
and enables local and state government entities including city, county and state agencies, located in the
United States and Canada to sell surplus and salvage assets. GovDeals also offers a suite of services that
includes asset sales and marketing, and seller self-service.

14
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Our www.auctiondeals.com marketplace provides self-service solutions in which sellers list their own assets, and
enables commercial businesses located in the United States and Canada to sell surplus and salvage assets.

Our www.networkintl.com marketplace enables corporations to sell idle, surplus, and scrap equipment in the oil and
was, petrochemical and power generation industries. This marketplace and our related services are designed to meet
the unique needs of energy sector sellers.

Our www.go-dove.com marketplace enables corporations located in the United States, Europe, and Asia to sell
manufacturing surplus and salvage capital assets. This marketplace and our related services are designed to meet the
specific needs of manufacturing sector sellers selling their surplus assets to domestic and international buyers.

Our www.irondirect.com marketplace enables buyers to purchase new and used construction equipment, attachments,
technology products and replacement parts conveniently without sacrificing quality or cost effectiveness. IronDirect
does this by offering a convenient platform which allows online configuration, pricing and lead time transparency,
free direct shipping on most products and an asset disposal support process.

In addition to these leading business-to-business marketplaces, we recognize the need to reach end users for some of
the assets our sellers have entrusted to us. Thus, we have developed the capability to sell products on our seller's
behalf directly to end-users and/or consumers using a range of existing marketplaces. Our www.secondipity.com
marketplace provides consumers a trusted source of value products through a socially conscious online experience
designed to provide "Better Value, Better Life," by donating a portion of the proceeds of every sale to charity. Our
Uncle Sam's Retail Outlet website uses a business-to-consumer model to sell surplus military goods. We also have an
established global buyer base that seeks to buy in larger quantities than are offered through our standard auction
platform. Thus, we have dedicated sales teams to support their needs and supply chain. These range from a single
truckload to ongoing flows of goods for export anywhere in the world, where we market, handle, and support the full
transaction on behalf of our buyers. We expect to continue to meet the needs of our sellers and to access a growing
range of products for all our buyers by enhancing our multi-channel strategy to ensure we create the greatest value for
assets at the end of their initial product life cycle.

Our Value-Added Services for Buyers and Sellers

We have integrated value-added services to simplify the reverse supply chain processes for our buyers and sellers. We
believe these services create the greatest operational efficiencies within this element of the supply chain enabling the
greatest value for sellers and buyers with the highest level of confidence and transparency in the services we provide.
Additionally, we believe these services improve compliance with the various policies, regulations and sale restrictions
of our corporate and government sellers while supporting, or greatly enhancing, many corporate or government
environmental initiatives.

Seller services. We offer value-added services to sellers in three areas: (1) merchandising and channel optimization,
(2) logistics and (3) settlement and seller support, including compliance services.

Merchandising and Channel Optimization efforts encompass all of the services necessary to prepare merchandise for a
successful auction and include the following:

Channel Optimization—we determine the marketplace and channel sales strategy that creates the greatest value for the
individual asset using our real-time transaction systems and proprietary data to support ongoing optimization.
Marketing and promotion—we use a variety of both online and traditional marketing methods to promote our sellers’
merchandise and generate the greatest interest in each asset.

Asset lotting and merchandising—we leverage our industry experience to organize the merchandise we receive into size
and product combinations that meet buyer preferences within each marketplace and channel.

Product information enhancement—we provide digital images of the merchandise to be sold and combine the images
with relevant information. In order to increase the realized sales value, we also research, collect and use supplemental
product information to enhance product descriptions.

Logistics. We provide logistics services designed to support the receipt, handling, transportation and tracking of
merchandise offered through our marketplaces, including the following:

Distribution centers—we provide sellers with the flexibility of either having us manage the sales process at their location
or delivering merchandise to one of our distribution centers.

15



Edgar Filing: LIQUIDITY SERVICES INC - Form 10-K

Inventory management—sellers benefit from our management and inventory tracking system designed so that
merchandise is received, processed and delivered in a timely manner.

Cataloguing merchandise—we catalogue all merchandise, which enables us to provide useful product information to
buyers and sellers. In certain circumstances, we inspect the merchandise and provide condition descriptions to

improve quality and the financial recovery to the seller.

Testing, data wiping, de-labeling and refurbishment—we test products, wipe electronic data, refurbish and remove labels
and product markings from merchandise prior to sale in order to add value to the asset and protect sellers' brand equity
and distribution relationships.
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Return to vendor or product disposition to non-sales channels—we manage the end-to-end processes for our sellers
ensuring that returned merchandise is disposed of in compliance with a variety of disposition requirements. We
provide end-to-end management of returning products to vendors, charities, or channels outside of our leading
marketplace solutions.
Outbound fulfillment—we can arrange for domestic or international shipping for all merchandise, whether it's a small
item or container load for export located in one of our distribution centers or at a seller's facility.
Settlement and seller support. Settlement and seller support services are designed for successful and reliable
completion of transactions and include:
Buyer qualification—we qualify buyers to ensure their compliance with applicable government or seller mandated terms
of sale, as well as to confirm their ability to complete a transaction.
Collection and settlement—we collect payments on behalf of sellers prior to delivery of any merchandise and disburse
the proceeds to the seller after the satisfaction of all conditions of a sale.
Transaction tracking and reporting—we enable sellers and buyers to track and monitor the status of their transactions
throughout the sales process. We support the successful completion of each transaction on behalf of the buyer and
seller. We provide a range of comprehensive reporting services to sellers upon the completion of a transaction. Our
invoicing and reporting tools can be integrated with the seller's information system, providing a more efficient flow of
data.

Seller support and dispute resolution—we provide full support throughout the transaction process and dispute

resolution for our buyers and sellers if needed.
Buyer services. Many of the services we provide to sellers also benefit buyers by providing them with the
information necessary to make a more informed bid and by delivering the goods they purchased. Our buyer-focused
services include the following:
Intelligent alerts and recommendations—we notify buyers of upcoming auctions based on their registered preferences
and prior transaction history. Registered preferences can be as broad as a product category or as specific as a part
number or key word. We use this information to ensure informed recommendations whenever we identify a product
that fits a buyer's preference. We will alert our buyers based on their preferences when auctions are initially launched
or nearing conclusion and based on various other parameters to enable our buyers to see the most relevant products.
Search and navigation tools—buyers can search our marketplaces for products based on a variety of criteria and
personalized settings, including product category, keyword, lot size, product condition, product geographic location
and auction ending date.
Dynamic pricing tools, product information, and shipping quotes—we offer multiple dynamic pricing tools including
outbid notification, automated bid agent and automatic auction extension. In addition, we provide buyers the
information they need to make informed decisions, including product data, seller performance, and online shipping
quotes to help understand their landed cost.
Broad and flexible range of shipping/pick-up options—we can provide packaging and shipping services for each
transaction, whether it is a small item or container loads for export, including buyer pick-up at our premises, for the
majority of transactions, or support buyer arranged transportation. We support the most efficient solution for each
transaction and each buyer.
Secure settlement and buyer support—in addition to qualifying sellers, providing several electronic payment options and
serving as a trusted market intermediary, we verify transaction completion, which in turn enhances buyer confidence.
In addition, we provide full reliable buyer support throughout the transaction process.
Sales and Marketing
We utilize a direct sales and marketing force to acquire and manage our seller and buyer accounts. As of
September 30, 2017, we had 210 sales and marketing personnel. Our sales activities are focused primarily on
acquiring new sellers and improving the value of our solutions to existing sellers. Our marketing activities are focused
primarily on acquiring and activating new buyers and increasing existing buyer participation. Our marketing team also
manages our Liquidity Services and marketplace brands, and drives lead generation efforts that support the sales team.
Sales
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Our sales personnel develop seller relationships, enter into agreements to provide our services and manage the
business accounts on an on-going basis. Our sales team focuses on building long-term relationships with sellers that
we believe will generate recurring transactions. They also leverage our years of experience and market data of
completed transactions to identify which of our various services would be beneficial to each new or existing seller.
Our sales team works with a number of auction partners globally for both purchase and consignment transaction
model projects. In addition, we have a Lead Generation Team which tracks announcements regarding plant closures
on a global basis in the key industries which we serve. The lead generation team uses a number of sources to research
plant closures which include news aggregators, trade journals, industry specific web sites and bankruptcy reports on a
global basis.

Our sales group is organized to serve three distinct groups of sellers: large corporate accounts, medium to small
corporate accounts and government accounts. This approach is based on our experience in understanding and serving
the unique needs of each type of seller:

Large corporate sellers. These sellers require a customized approach, using a combination of our industry-focused
sales team and our value-added services to create a comprehensive solution.

Medium to small corporate sellers. These sellers are offered a turn-key solution enabling them to self-serve in our
marketplaces by accessing tools and resources to optimize their internal processes and net recovery.

Government sellers. These sellers require a customized approach. Sales efforts are both pro-active and re-active,
tncluding responding to already structured contract proposal requests and assisting government agencies in
developing the appropriate scope of work to serve their needs.

Our sales personnel receive a salary and performance-based commissions.

Marketing

We use a variety of online and traditional marketing strategies to attract and activate professional buyers to maximize
the number of bidders participating in our ecommerce marketplaces as well as to support our sales team:

Buyer acquisition. We utilize sophisticated marketing automation and digital online marketing, including paid search
advertising, search engine optimization, affiliate programs and cross promotion on all of our marketplaces to acquire
new buyers. We supplement this online marketing with special event print media, classified advertisements and
selected direct mail campaigns. Public relations campaigns, participation in trade shows and speaking engagements
also complement our overall buyer acquisition efforts.

Buyer participation. We use a variety of tools to increase buyer participation, including: targeted opt-in e-mail
newsletters that provide content based on the buyer's stated categories of interest and past bidding or transaction
activity; special e-mail alerts highlighting specific products of interest; personalized recommendation engines; and
convenient search tools that enable a buyer or prospective buyer to find desired items on our ecommerce
marketplaces.

Market research. In order to better target buyers by industry segment, geographic location or other criteria, our
marketing department continually gathers data and information from each of the buyer segments we serve. In
addition, the marketing department conducts regular surveys to better understand buyers' behavior and needs. We
have adopted a privacy policy and have implemented security measures to protect this information.

Sales support. Our marketing department employs a robust lead generation program, creates documentation and
research to support our sales team in presenting our company to potential sellers and buyers, including sales brochures
and white papers, and participates in selected trade shows.

All marketing activities are evaluated based on the level of auction participation in our marketplaces, the cost to
acquire new sellers, and the cost effectiveness of each action.

Technology and Infrastructure

Our marketplaces are fully web-based and can be accessed from any Internet-enabled device by using a standard web
browser. Our technology systems enable us to automate and streamline many of the manual processes associated with
finding, evaluating, bidding on, paying for and shipping surplus and salvage assets. The technology and content
behind our marketplaces and integrated value-added services were developed in-house, providing us with control over
the marketplaces and the ability to make enhancements quickly to better fit the specific needs of our buyers and
sellers. Our infrastructure provides:
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an efficient channel to sell online through a variety of pricing mechanisms (standard auction, sealed bid, Make and
Offer, and fixed price);

a scalable back office that enables buyers and sellers to efficiently manage transactions among remote business users
by utilizing account management tools, including payment collection, invoicing management, shipping and
transaction settlement; and
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an input/output agnostic platform, including Application Programming Interface or other conduits that enable us to
integrate seamlessly with partner enterprise applications of sellers and third party service providers.

We have designed our websites and supporting infrastructure to be highly robust and to support new services and
increased traffic. Our servers are fully-managed and hosted by Amazon Web Services and Microsoft Azure Public
Cloud Platforms. Every critical piece of our application is regionally resilient, and we maintain off-site back-up
systems and we can provision a disaster recovery facility. Our network connectivity offers high performance and
scalability to accommodate increases in website traffic. Since January 1, 2003, we have experienced no material
service interruptions on our ecommerce marketplaces.

Our applications support multiple layers of security, including password-protected log-ins, encryption technology to
safeguard information transmitted in web sessions and firewalls to help prevent unauthorized access to our network
and servers. We devote significant efforts to protecting our systems from intrusion.

During the fourth quarter of fiscal year 2017, we launched our Network International energy marketplace on the new
LiquidityOne platform. Key enhancements offer buyers and sellers a more attractive and updated responsive design,
engaging user experience and improved functionality that provides greater visibility and access to a universe of
surplus energy assets. This launch marks a significant deployment in the company’s LiquidityOne transformation
initiative

During the fourth quarter of fiscal year 2016, we launched the IronDirect marketplace. The launch of the Network
International and IronDirect marketplaces supports our strategy of leveraging investments in technology, superior
process and integrated services to drive transparency, convenience and win-win value creation for buyers in large,
global markets. During fiscal year 2018, we will continue to migrate our marketplaces to the LiquidityOne platform.
Operations

Supporting large organizations that have a recurring need to sell surplus and salvage assets requires systematic
processes to enhance the financial value and convenience received by our sellers. We believe we have integrated all of
the required operational processes into our solution to efficiently and to effectively support our buyers and sellers. Our
operations group is comprised of three functions: (1) buyer relations, (2) shipping logistics and (3) distribution center
and field service operations.

Buyer relations

Our buyer relations group supports the completion of buyer transactions by managing the buyer registration and
qualification process, answering questions and requests from buyers, collecting buyer payments and resolving
disputes. Our websites contain extensive information about buying through our ecommerce marketplaces, including an
online tutorial regarding the use of our marketplaces, answers to frequently-asked buyer questions and an indexed help
section. Buyers are able to contact a buyer support service representative by live chat as well as e-mail or phone if
they need additional support.

Shipping logistics

Our shipping logistics group manages and coordinates inbound and outbound shipping of merchandise for sellers and
buyers. We offer, as part of our value-added services, integrated shipping services using our own fleet or multiple
vetted and pre-qualified carrier partners. In addition, our shipping coordination group personnel monitor the
performance and service level of our network of carriers to help ensure speed and quality of service.

Distribution center and field service operations

Our distribution center and field service operations group perform selected pre-sale and post-sale value-added services
at our distribution centers and at seller locations globally. These activities include unloading, manifesting and
reporting discrepancies for all received assets and sales preparation of offered assets, including merchandising and
organizing offered assets, writing product descriptions, capturing digital images and/or video and providing additional
optional value-added services such as returns management (RM) services, return to vendor (RTV) services and
product delabeling, data cleaning/wiping, testing, refurbishment and repackaging. Our distribution center and field
service operations group personnel also arrange the outbound shipping or pick-up of purchased assets for our buyers.
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Competition
The online services market for auctioning or liquidating surplus and salvage assets is competitive and growing rapidly.
We currently compete with:
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