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Question 26
“PG&E considers that a general risk-based allowance of 30-45 percent of total estimated costs is both appropriate and justified.”  (pg. 3-17, lines 7-8)  Exactly what is the risk allocation that PG&E used in this section within the range of 30-45%?
Answer 26
As discussed in Exhibit 1, Chapter 2 (pages 2-28 to 2-30), PG&E added an overall risk-based allowance of approximately $130 million to its AMI Project cost estimate after considering the ranges of risk-based allowance for each major Project component.  In order to test the reasonableness of the overall $130 million risk-based allowance PG&E analyzed a range of scenarios that considered:

· The sensitivity of risk assumptions within each major Program component;

· The inter-relationship of risks among Project components; and
· The professional judgment of PG&E’s technical team, industry guidelines and personal experience.  
On the basis of these scenarios, PG&E concluded that the overall $130 million risk-based allowance was reasonable.  It is not appropriate to isolate risk-based allowance amounts for individual Project components without considering the Project as a whole.
For purposes of calculating the revenue requirements associated with PG&E’s estimated AMI Project capital expenditures and expenses, PG&E needed to develop an allocation of the overall risk-based allowance to individual Project components.  Thus, the specific overall risk-based allowance calculation of $128.8 million included in Table 2-1 of Exhibit 1 includes an allowance of 35 percent of the estimated costs related to PG&E’s Customer Care and Billing System upgrades, as described in Exhibit 2, Chapter 3.  However, PG&E used this allowance solely for the purposes of the revenue requirements model.  As such, PG&E’s overall risk-based allowance is subject to future re-allocation among Project components as the Project progresses.
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