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PACIFIC GAS AND ELECTRIC COMPANY

Overview of VENDOR SELECTION PROCESS 

A. Introduction

This document summarizes the procedures undertaken by PG&E as part of the vendor selection process for PG&E’s Advanced Metering Infrastructure (“AMI”) Project.  

The specific elements of PG&E’s vendor selection process included:

1. Preliminary Request for Information (RFI);

2. Pre-qualification process;

3. Issuance of Request for Proposal (RFP);

4. First round of selection;

5. Second round of selection;

6. Bid clarification procedures;

7. Third round of selection;

8. Best and final offer procedure; and

9. Final negotiations.

The primary purpose of the vendor selection process was to identify the best technology to achieve PG&E’s AMI objectives and the right vendors to install PG&E’s AMI System and to perform any related work.  However, the vendor selection process also provided valuable information to the PG&E team to more fully define the scope of the AMI Project, such as information related to:

a) additional functional and technical requirements of the AMI Project; 

b) the functional and technical abilities of existing automated meter-reading  technology;

c) how the various AMI technology options would perform considering the unique technical and structural challenges posed by the existing circumstances under which PG&E performed its meter-reading and billing functions (e.g., the size and diversity of PG&E’s service area and the complex existing IT infrastructure); and

d) potential network infrastructure configurations and the implications of these for operations and maintenance costs.

 In particular, the earlier stages of the vendor selection process (i.e., PG&E’s RFI and Pre-qualification processes) served as information-gathering exercises and PG&E did not use these stages to “eliminate” bidders.

During the course of the vendor selection process, PG&E resolved to identify those firms offering the optimal combination of functional capabilities, price and risk profile to provide the AMI Project with products and services that would advance the prospect of a successful AMI deployment.

PG&E divided the RFP procedure into five ‘schedules’ of work, each representing a distinct part of the AMI Project. All of the invited vendors with an interest in participating in the Project, were allowed to bid on each of the five schedules.  Within each schedule, PG&E focused the questions on product functionality, price, vendor/product risk and supplier diversity.  PG&E instructed bidders not to submit proposals for a combination of schedules (i.e., a bidder choosing to bid for two or more schedules was expected to submit two or more separate proposals).  This process was designed to give the review teams as much visibility as possible into the substance of the underlying critical technology components and costs.  

There were several stages to the RFP process, each designed to reduce the number of bidders that progressed to the next stage until a preferred vendor emerged.  During each stage, PG&E gathered oral and/or written information from the remaining bidders, assessed and evaluated each set of responses in relation to those supplied by the other remaining bidders.  Much of the evaluation of bidders’ responses occurred during team meetings.  All of the key meetings were attended by the core AMI team, the relevant subject matter experts (“SMEs”) as well as representatives from the Legal and Purchasing departments.

Following this evaluation, PG&E progressed those bidders that provided the best overall result when considering product functionality, vendor/product risk and supplier diversity.  Price was also considered but, as explained below, price was not a critical consideration until later in the process.

B. PG&E’s Preliminary Request for Information

The RFI procedure was organized by PG&E’s Purchasing Department and reviewed by its internal audit department.  PG&E started developing a list of potential vendors in late 2003.  Ultimately, this list included vendors identified through industry contacts (especially through consultation with other utilities), through contacts made at vendor shows and conferences, and through the experience of PG&E staff involved with the AMI process.

PG&E issued its RFI document to potential vendors in January 2004.  The RFI covered all elements of PG&E’s AMI System as part of the same request and did not distinguish between the separate schedules discussed above.  This document was received by a large number of potential vendors.  Approximately half of the companies that received the RFI submitted a formal response.  

Potential vendors who had questions about the RFI process were asked to submit these questions electronically.  PG&E’s RFI Oversight Team passed these questions to the relevant SMEs, who formulated responses.  Once each response had been formulated, the question and its response were distributed to all participating companies.  This process was designed to ensure that information was distributed fairly among interested vendors.  If a vendor’s original question contained a vendor’s confidential information, the SMEs ‘sanitized’ the question before responding, thus ensuring that no vendor-confidential information was released to other companies

A team of PG&E’s technical experts performed a detailed review of the vendor responses to the RFI.  PG&E recorded the details of each response on spreadsheet forms within which the reviewer completed a series of Yes/No questions.  Specifically, PG&E reviewed vendor responses for system/equipment functionality, pricing information, evidence of system maturity, the industry experience of each potential vendor and the overall capabilities of the industry.
As discussed above, PG&E primarily used the RFI process to gather information from vendors.  PG&E compiled technical and functional data during this process , which allowed it to more firmly define the scope of the AMI Project.  In turn, the increased scope definition enabled PG&E to better evaluate the available technologies against the Commission’s AMI functionality criteria and allowed for a significantly more robust RFP process  than would otherwise have existed.  Although the quality of responses received to the RFI varied widely from vendor to vendor, PG&E chose not to eliminate any potential vendors at this early stage.

C. PG&E’s Request for Proposal

During June and July 2004, PG&E identified and hired a number of technical and legal consultants to assist in the development of the RFP.  Shortly afterwards, the AMI Project team, including the consultants, began to draft questions and informational requests to be included under each of the various topics covered by the RFP for each of the five schedules, which were defined as follows:

· Schedule 1 – AMI System;

· Schedule 2 – AMI Interface System;

· Schedule 3 – Network and Meter Installation;

· Schedule 4 – Project Management and System Integration Management; and

· Schedule 5 – Load Control.

This was an arduous process during which the core AMI Project team debated the merits and wording of every question that was proposed for inclusion within the RFP.  In total, this stage of the process took approximately six weeks.

The resulting document was reviewed and approved by senior management within PG&E, including Tom Bottorff (Senior Vice-President, Customer Service & Revenue), Tom King (Executive Vice-President and Chief, Utility Operations), Kent Harvey (Senior Vice-President, Chief Financial Officer and Treasurer) and Roger Peters (Senior Vice-President and General Counsel).

In addition, PG&E developed a set of guidelines for the review and evaluation of the responses received and a scoring and assessment matrix to record these evaluations.  

In addition, PG&E selected the staff to be involved in reviewing submissions and divided them into review groups.  The members of each review group were determined following a discussion of the functional and technical expertise that should be represented for each schedule.  PG&E’s aim was for each review group to represent both a broad range of expertise as well as deep technical expertise in the area concerned.  As such, apart from technical staff, each review group also contained commercial expertise as it applied to the functionality or system in question.  Some members of staff were assigned to more than one of the review groups.  Since these assignments were determined early in the vendor selection process, PG&E retained some flexibility to replace SMEs assigned to a particular review group.

Finally, PG&E selected a core team of evaluators to analyze materials submitted by vendors across the various schedules.  This team comprised three or four team members with the most experience of each relevant area and/or those who had been most deeply involved to date in the vendor-selection process.  Members of the core team of evaluators assumed a greater responsibility with respect to understanding the interactions between each of the five schedules and how decisions made in one review team affected the other schedules (e.g., the impact of technology choice in one schedule upon the installation costs of a separate technology). 
By this stage, industry participants were familiar with PG&E’s search for vendors to assist with AMI implementation.  While PG&E had directly contacted a large number of potential vendors to alert them to the process, some companies that had not been involved in the RFI approached PG&E to participate in the RFP.  In addition, PG&E posted information about the RFP on its website and invited any potential vendors who had not thus far participated, to contact PG&E for a bid package.  Since the pool of companies that have experience in AMI systems is relatively small, PG&E is confident that all qualified vendors and suppliers had ample opportunity to participate in the RFP process.

During the period in which the RFP was prepared, PG&E conducted site-visits with utilities that were at varying stages of AMI implementation.  During these visits, PG&E developed a greater understanding of the issues that utilities typically encountered when implementing AMI systems.  PG&E used this understanding to develop questions to help identify and mitigate these potential issues.

1. Pre-qualification Process

PG&E chose to undertake a pre-qualification round in order to initiate the RFP process.  This established a mechanism through which PG&E could protect the confidentiality of information supplied with the RFP by asking bidders to sign a non-disclosure agreement.

On August 25, 2004, PG&E sent a pre-qualification letter to all recipients of the RFI, those companies that had been identified as potential vendors of load control technology, and certain additional companies that had approached PG&E to become part of this procedure or whom PG&E had identified as potential vendors after the RFI.  This letter requested that, in order to qualify for receipt of the RFP, each recipient should return the following items by September 1, 2004:

· A basic pre-qualifying questionnaire with an accompanying cover letter specifying the name and contact details of the person with whom PG&E should communicate about the AMI Project; and

· A signed non-disclosure agreement (since the RFP contained PG&E confidential and proprietary information).

The primary purpose of the questionnaire was to query the depth of AMI-specific experience exhibited by each recipient.  The questionnaire was divided into six functional areas and requested basic information about each recipient’s business history and AMI capabilities for each functional area in which the recipient expressed an interest.  In addition, the questionnaire queried some of the basic functionality of the solution to be proposed by each recipient.  

The pre-qualification process was not intended to encompass a detailed technical review and, as such, PG&E asked recipients to keep their responses as brief and concise as possible.  PG&E did not ask recipients to respond to any questions regarding areas that were outside of their area of expertise. 

PG&E actively encouraged Broadband over Power Line (“BPL”) vendors to participate in the RFP procedure.  These vendors included Current Technologies, Amperion, Broadband Energy Networks and Main.net.  However, none of the BPL companies PG&E approached responded to the pre-qualification letter (despite PG&E calling each of these companies to ensure that the pre-qualification package had reached the correct personnel).

Following the completion and review of this round, PG&E did not exclude any of those bidders that had responded to the pre-qualification letter from the full RFP process.  Only those companies that failed to respond to the pre-qualification letter or affirmatively declined to participate, did not receive the RFP.

2. Issuance of Request for Proposal

PG&E formally issued the RFP on September 27, 2004, to bidders that had completed the pre-qualification procedures discussed above.  The timetable set by PG&E allowed for proposals to be returned no later than November 10, 2004.  PG&E asked bidders to supply five bound copies of their proposal and five electronic copies on CD.

PG&E asked bidders to respond to all of the questions that had been developed for each schedule for which they chose to submit a proposal and, for all apart from schedule 4, to supply pricing information separately.  PG&E requested pricing information in a separate binder and on a CD so that the reviewers could initially evaluate the vendor’s technical information without factoring in financial considerations.

For each of schedules 1 to 3 and 5, the RFP contained details of PG&E’s functional and performance requirements.  The information concerning schedule 4 focused more on obtaining a statement of vendor qualifications than the other schedules since PG&E had not fully determined the precise scope of schedules 1, 2, 3 and 5 at this stage and this work scope would have a significant impact upon the roles and responsibilities of the project management and system integration functions.  

On October 6, 2004, PG&E conducted a pre-bid meeting to which all those bidders that had received the RFP were invited.  During the course of this meeting, PG&E presented a discussion of the format and content of the information that it hoped the bidders would submit within their proposals.  Although PG&E set aside a significant amount of time at this meeting for questions from the potential vendors, only very few questions were asked.

Following the pre-bid meeting, PG&E allowed a period of time for each of the potential vendors to submit written questions.  PG&E’s responses to these questions were submitted to all of the potential vendors unless confidentiality had been specifically requested (although this occurred in only one instance).  Some questions were sanitized before responses were submitted to all of the potential vendors in order to avoid publicizing confidential information, even though confidentiality was not requested by the potential vendors in the first instance.

3. First Round of Selection

Once the deadline to respond to the RFP passed, PG&E began to review the proposals submitted for the first time.  Some vendors submitted proposals for just one of the schedules, while others (typically the larger participants) submitted bids for two or more schedules (sometimes by partnering with one or more of the smaller potential vendors).  A few responded to all schedules, although they were not necessarily submitting bids to all.

For each schedule, PG&E asked the core team of evaluators to review the responses to a specific list of questions in each and every submission.  For the first round of selection, reviewers performed high-level evaluations of the responses to these questions that queried business terms, proposal value and proposal risk.   The responses to ten questions were reviewed for schedule 1, five for schedule 2, eight for schedule 3, three for schedule 4 and nineteen for schedule 5.  

a. Scoring

PG&E asked all reviewers to award numeric scores of either 0, 1, 3 or 5 to each of the responses they reviewed (the higher the score awarded, the better the response).  In addition, each of the questions carried a pre-determined weighting of either 1, 3 or 5, indicating its importance relative to the other questions.  The total score for each response comprised the numeric score multiplied by the weighting for that particular question (so, for instance, a good score on an important question scored more in total than a good score on a question concerning less important matters).  Each proposal was reviewed by at least three people.
PG&E collated, processed and aggregated all the scores to arrive at a comparable, average, aggregate score for each of the submissions. Following this process, the resulting scores were translated using a system of color-coding whereby each of the proposals was categorized as either green (for acceptable or selected), yellow (for tentative or under consideration) or red (for unlikely to be acceptable) for each of the criteria of ‘Value’ (including functionality), ‘Business Terms’ and ‘Risk’.

b. Moving to Round Two

After completing the scoring exercise, the reviewers met as a group to consider which vendors should proceed to the next round of selection.  For the first time, the review teams were given an indication of the pricing information submitted with each response.  At this early stage, PG&E summarized the details contained within each pricing template with a simple indication of whether price was considered ‘Low’, ‘Medium’ or ‘High’ relative to other participants.  This indication was purely used for informational purposes.  No selection decisions were made using pricing information.  

PG&E did not determine the vendors that would proceed to the next round solely according to the numeric scores discussed above.  Although important, PG&E used these scores as a tool to provoke discussion among the review team members.  For instance, if a wide range of scores was applied to a particular response given by a potential vendor, this response would be discussed in detail during the group meeting.  The group consistently reached a consensus as to whether each particular vendor should be considered ‘red’, ‘yellow’ or ‘green’.  Since review team members may have felt strongly about a proposal for reasons that were not, or could not be, adequately reflected in a numeric response to a specific question, these considerations were also taken into account within these discussions. 

During the first round, PG&E’s discussions focused on whether a vendor’s proposal should move forward for a more detailed review.  If there was uncertainty within the review group, PG&E erred on the side of caution and the potential vendor moved into the next round of review.  Slightly over 40 percent of the proposals PG&E received moved forward into the second round of selection. 

For each bidder that was eliminated from the RFP process, PG&E contemporaneously recorded the details of why they were eliminated.  PG&E updated this document at the end of each round of selection and recorded the review group’s rationale as to why each eliminated bidder did not go forward to the next round of selection.

PG&E completed the first round of selection by the end of November 2004.

4. Second Round of Selection

During the second round of selection, the members of each review group (including the core team of evaluators as well as the SMEs) reviewed the entirety of the proposals submitted by those bidders remaining in the process.  Following this review, each member of the review group preliminarily scored all of the responses given by each bidder for their respective schedule in the same way as discussed above.  As with the first round of selection, PG&E made no selection decisions using the pricing information supplied by bidders.  As before, the core team of evaluators was in receipt of pricing information, but this information was not made available to the SMEs involved in the review.  

All of the bidders in the second round of selection were separately invited to a two-hour meeting at PG&E.  During the course of each of these meetings, each bidder was allocated one hour to present their proposal followed by one hour of questions from members of the relevant review group.

Prior to each vendor meeting, PG&E conducted a team meeting at which review team members discussed the questions that they would put to the bidder and the relative priority of these questions.  The bidder meetings themselves were attended by all members of the review group for the schedule in question and the core team of evaluators.  These meetings largely occurred during December 2004 and January 2005.

During these meetings, the questions PG&E asked each bidder were a mixture of generic questions that were asked of all bidders and vendor-specific questions that had arisen from the review of the potential vendor’s proposal.  The questions typically addressed technical and functional clarifications.  Prior to each meeting, the bidder was not advised of the questions that PG&E would ask.  After each meeting, the review team discussed what they heard and were given the opportunity to update their scoring.

After the second round of bid evaluations, PG&E chose to discontinue as part of the AMI project the vendor selection process for schedule 5 of the RFP and to focus on the other schedules.  This occurred for several reasons.  First, PG&E determined that unlike Critical Peak Pricing, the benefits of direct load control technologies as part of an AMI rollout did not appear to outweigh the incremental costs of these technologies.  Second, the CPUC determined that PG&E's load control efforts were too premature for funding in 2005.  Since removing this schedule from the AMI Project, PG&E has continued to evaluate load control technology in the context of its existing demand response programs.
5. Bid Clarification Procedures

In order to clarify the responses given by bidders during the two-hour meeting or within their written materials, PG&E internally collected and submitted additional written questions to them.  These included detailed questions about the pricing information submitted by each of the bidders to date.  In response, bidders clarified the detailed pricing information already supplied for their solution (by supplying, in some cases, information pertaining to the average cost per meter, the total cost of the solution and whether or not the bidder proposed to use union or non-union labor).  Following this exercise, each of the team leads prepared a presentation summarizing the proposal submitted by each of the remaining bidders.  These presentations contained details of the critical proposal components, a functional needs assessment, a summary of the pricing information provided and the benefits and risks of the proposal concerned.

Upon completion of the bid clarification process, a team meeting was conducted, involving the core team of evaluators as well as all of the SMEs, for each schedule of work.  Those present discussed the presentations for each of the remaining bidders and determined which of the bidders, if any, should be eliminated from the process.  As before, PG&E used the scores of each bidder as an aid to making these decisions.  However, for each bidder, the final decision was made within the team meeting, during which those present used the opportunity to fully explore the merits of each bid until the group reached a consensus for each bidder.

Following the decision as to which bidders progressed from the second round of selection, PG&E formally notified the other bidders from the first round of selection that their participation would no longer be required.

6. Third Round of Selection

The third round of selection comprised a series of all-day meetings with each of the schedule 1 to 3 bidders that remained.  For schedule 4, this stage of selection was deferred since there were only three remaining bidders and the precise scope of work to be undertaken in schedule 4 was not sufficiently defined to make this a valuable exercise.  The agenda for each of these meetings was divided into specific issues that PG&E wanted each of the bidders within schedules 1 to 3 to address (e.g., IT security, outage management, functionality, etc).  PG&E’s review team identified the appropriate SMEs to attend and participate in each topic session of the all-day meetings.

PG&E used the questions and issues generated by the second round of selection to identify some of the agenda items for the third round of selection.  Each of the remaining bidders within schedules 1 to 3 received the agenda in advance of their meeting.  Some bidders chose to present on each issue before taking questions, while others chose simply to take questions throughout the day.  PG&E formulated a number of questions in advance for the remaining bidders within these schedules.  In addition, everyone present at the all-day meetings was free to ask ad hoc questions as the meeting progressed.

Apart from assessing the responses of the bidders to these issues, the PG&E review teams also took this opportunity to evaluate the potential business relationship that they might have with each of the remaining bidders and factor this into their decision-making process.  

No numeric scoring was applied to the responses given by the bidders during the third round of selection.  Instead, the PG&E review team conferred at the end of each full-day meeting to determine the relative strengths and weaknesses of each remaining bidder.  

PG&E chose not to exclude any of the remaining participants from the final selection procedures on the basis of information supplied during the third round of selection.

Between the third round of selection and the best and final offer procedure, PG&E conducted both financial and technical due diligence.  This work comprised a number of site visits to other utilities in order to observe, where possible, the short-listed systems in a live environment and an assessment of each remaining bidder’s financial condition.

The site visits included meetings with relevant personnel at the utilities visited in order to understand the performance of the systems in question and the performance of the vendor in responding to issues.  In some cases, short-listed systems or vendors could not be observed because there were no live installations that were sufficiently similar to the proposed PG&E installation to draw relevant comparisons.

The financial due diligence comprised a desktop analysis of each remaining bidder’s ability to finance its proposed obligations to PG&E throughout its warranty period.  This exercise identified those vendors that might be unable to complete their obligations to PG&E due to their financial condition and suggested potential strategies to mitigate this risk in the event that PG&E concluded that those vendors’ technologies best met PG&E’s objectives for AMI. 

7. Best and Final Offer Procedure

Each of the bidders that participated in the third round of selection for schedules 1, 2 and 3 were invited to participate in the ‘Best and Final Offer’ (“BAFO”) selection round.  This round of selection was focused on the pricing information prepared by the remaining bidders although PG&E also continued its analysis of the financial strength and stability of the remaining bidders.  To assist with this process, the bidders were given the opportunity to ask questions that were relevant to preparing their BAFO proposal.

Following the two-hour presentations undertaken during the second round of selection, the three finalists in the schedule 4 vendor selection process were also subject to a BAFO procedure.  Following review of the BAFO proposals, two of the three finalists were invited to attend another two-hour meeting, attended by senior PG&E management in addition to the usual AMI participants.  The result of the schedule 4 vendor selection process was finally determined using the information provided during these meetings and the pricing information provided at the conclusion of the BAFO procedure. 

For all four schedules, the BAFO round of selection generated some aggressive reductions in price on the part of the remaining bidders.

Following the BAFO round of selection, the preferred vendors were submitted for executive approval at the 17 May 2005 Management Committee meeting.  These selections were approved by the Management Committee at the meeting.

8. Final Negotiations

Since the preferred vendors were approved by the Management Committee, PG&E personnel have been working towards the detailed preparation of contracts with those vendors.  These negotiations have primarily concerned service levels, business terms, functional deliverables and the contractual wording proposed to memorialize these issues.

9. Confidentiality

In order to manage certain of the risks associated with the vendor selection process, particularly the risk of litigation resulting from the elimination of bidders from the process, PG&E staff were instructed carefully as to how selection criteria, scoring and selection decisions were to be documented.  

