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PART |
Iltem 1. Business.

General
Corporate Structure and Business

PG&E Corporation, incorporated in California in 89%s a holding company whose primary purpose tstd interests in energy-
based businesses. PG&E Corporation conducts siedss principally through Pacific Gas and Eled@r@npany (“Utility”) a public utility
operating in northern and central California. Thdity engages in the businesses of electricity aatiral gas distribution, electricity
generation, procurement and transmission, andalagas procurement, transportation and storage UTitigy was incorporated in California in
1905. PG&E Corporation became the holding compdnieoUtility and its subsidiaries on January 19719

The Utility served approximately 5.1 million eldctty distribution customers and approximately smlion natural gas distribution
customers at December 31, 2007. The Utility had@pmately $36.3 billion of assets at DecemberZ1)7, and generated revenues of
approximately $13.2 billion in 2007. Its revenues generated mainly through the sale and delivegjextricity and natural gas. The Utility is
regulated primarily by the California Public Utiis Commission (“CPUC”), and the Federal EnergyuRegry Commission (“FERC").

Corporate and Other Information

The principal executive office of PG&E Corporatisriocated at One Market, Spear Tower, Suite 28@@, Francisco,
California 94105, and its telephone number is (£65)-7000. The principal executive office of thelitytis located at 77 Beale Street,
P.0O. Box 770000, San Francisco, California 9417d, its telephone number is (415) 973-7000. PG&EpGration and the Utility file various
reports with the Securities and Exchange CommisS®EC”). These reports, including Annual Repontskorm 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and any aimesmts to those reports filed or furnished purstmections 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, aiable free of charge on both PG&E Corporatiorebsite www.pgecorp.comand the
Utility's website www.pge.com The information contained on these websites iSmamrporated by reference into this Annual Rejort
Form 10-K and should not be considered part ofrég®rt.

Employees

At December 31, 2007, PG&E Corporation and its sliées had approximately 20,050 regular employeetuding approximately
19,785 regular employees of the Utility. Of thelityts regular employees, approximately 12,929 @reered by collective bargaining
agreements with three labor unions: the Internati@notherhood of Electrical Workers, Local 12451ACIO (“IBEW”); the Engineers and
Scientists of California, IFPTE Local 20, AFL-CI@&CLC (“ESC"); and the Service Employees Intevadi Union, Local 24/7
(“SEIU™). The ESC and IBEW collective bargainingraements expire on December 31, 2008. The SHIEctiwe bargaining agreement
expires on February 28, 2009.

Cautionary Language Regarding Forward-Looking Statenents

This combined Annual Report on Form 10-K, includthg information incorporated by reference fromjtsiet Annual Report to
Shareholders for the year ended December 31, 2Q00{ Annual Report”), contains forward-looking tetents that are necessarily subject to
various risks and uncertainties. These statemeatsased on current estimates, expectations afecfioms about future events, and
assumptions regarding these events and managekamidedge of facts as of the date of this repbinese forward-looking statements relate
to, among other matters, estimated capital experedif estimated Utility rate base, estimated enmirental remediation liabilities, estimated
tax liabilities, the anticipated outcome of varioagulatory and legal proceedings, future cashdlaamd the level of future equity or debt
issuances, and are also identified by words su¢hsssime,” “expect,” “intend,” “plan,” “project,”lfelieve,” “estimate,” “predict,” “anticipate,”
“aim, “ “may,” “might,” “should,” “would,” “could,” “goal,” “potential” and similar expressions. PG&Forporation and the Utility are not able
to predict all the factors that may affect futuesults. Some of the factors that could cause fugselts to differ materially from those
expressed or implied by the forward-looking statetseor from historical results, include, but act limited to:

. the Utility’s ability to manage capital expenditar@nd operating costs within authorized levelsragdver costs through rates in a
timely manner

. the outcome of regulatory proceedings, includingdireg and future ratemaking proceedings at the CBhiCthe FERC




. the adequacy and price of electricity and natuaal gupplies, and the ability of the Utility to mgaand respond to the volatility of
the electricity and natural gas marke

. the effect of weather, storms, earthquakes, fftegds, disease, other natural disasters, exples@ccidents, mechanical breakdov
acts of terrorism, and other events or hazardsientility’s facilities and operations, its custorseand third parties on which the
Utility relies;

. the potential impacts of climate change on theity’s electricity and natural gas busines:

. changes in customer demand for electricity andrabgas resulting from unanticipated populatiorvgioor decline, general
economic and financial market conditions, changdscéhnology, including the development of alteiveaénergy sources, or other
reasons

. operating performance of the Utility’s Diablo Camyauclear generating facilities (“Diablo Canyorthe occurrence of unplanned
outages at Diablo Canyon, or the temporary or peemicessation of operations at Diablo Can

. whether the Utility can maintain the cost efficiemit has recognized from its completed initiagive improve its business processes
and customer service, improve its performance ¥ahlig the October 2007 implementation of new workgasses and systems, and
identify and successfully implement additional -saving measure

. whether the Ultility incurs substantial unanticightxpense to improve the safety and reliabilitit®€lectric and natural gas
distribution systems

. whether the Utility achieves the CPUC’s energyodficy targets and recognize any incentives thigyJthay earn in a timely
manner;

. the impact of changes in federal or state lawsheir interpretation, on energy policy and the tegian of utilities and their holding
companies

. the impact of changing wholesale electric or gasketarules, including new rules of the Californieépendent System Operator
(“CAISQ") to restructure the California wholesale electricitgirket;

. how the CPUC administers the conditions imposeBG&E Corporation when it became the Uti's holding company

. the extent to which PG&E Corporation or the Utiliteurs costs and liabilities in connection wittigiation that are not recoverable
through rates, from insurance or from other thiadips;

. the ability of PG&E Corporation and/or the Utility access capital markets and other sources oit énegltimely manner on
favorable terms

. the impact of environmental laws and regulatiors e costs of compliance and remediat
. the effect of municipalization, direct access, camity choice aggregation, or other forms of bypassl
the impact of changes in federal or state tax lgpwelcies, or regulation:
For more information about the more significanksishat could affect the outcome of these forwaaking statements and PG&E
Corporation's and the Utility's future financiainctition and results of operations, see “Risk Falttrat appears near the end of the section

entitled “Management's Discussion and Analysis of Financ@addtion and Results of Operatiohé“ MD&A”) in the 2007 Annual Report
that is incorporated by reference and filed as glExhibit 13 to this Annual Report on Form 10-RG&E




Corporation and the Utility do not undertake angdtion to update forward-looking statements, wheth response to new information, future
events or otherwise.

PG&E Corporation's Regulatory Environment
Federal Energy Regulation

As a public utility holding company, PG&E Corportiis subject to the requirements of the EnergyciPdict of 2005 (“EPAct”),
which became effective on February 8, 2006. Amitsgey provisions, the EPAct repealed the Publitity Holding Company Act of 1935
and enacted the Public Utility Holding Company AER005 (“PUHCA 2005"). Under PUHCA 2005, publidlity holding companies fall
principally under the regulatory oversight of tHeRC, an independent agency within the U.S. DepartmieEnergy (‘DOE”). PG&E
Corporation and its subsidiaries are exempt frdmegluirements of PUHCA 2005 other than the obigato provide access to their books and
records to the FERC and the CPUC for ratemakinggses. These books and records provisions arelyadgplicative of other provisions
under the Federal Power Act of 1935 and state law.

State Energy Regulatio

PG&E Corporation is not a public utility under Gatnia law. The CPUC has authorized the formatibpublic utility holding
companies subject to various conditions relatdthemce, human resources, records and bookkeeambthe transfer of customer information.
The financial conditions provide that:

« the Utility cannot guarantee any obligations of FEs&orporation without prior written consent fronet6PUC;

« the Utility's dividend policy must be establisheg the Utility's Board of Directors as though theilityt were a standilone utility
company;

« the capital requirements of the Utility, as deterad to be necessary and prudent to meet the Uibtyligation to serve or to oper
the Utility in a prudent and efficient manner, mhstgiven first priority by PG&E Corporation's Bdasf Directors (known as thdif'st
priority” condition); and

« the Utility must maintain on average its CP-authorized utility capital structure, although @ncrequest a waiver of this conditio
an adverse financial event reduces the Utilitylmimomn equity component by 1% or more.

(As discussed below under “ltem 3—Legal Proceedirthe California Attorney General and the City @ddunty of San Francisco
have alleged that PG&E Corporation and its dires;tas well as the directors of the Utility, viokhtihe CPUC’s holding company conditions
during the California 2000-2001 energy crisis. PG&&poration and the Utility believe that they haeenplied with applicable statutes,
CPUC decisions, rules and orders.)

The CPUC also has adopted complex and detailed galeerning transactions between California's gt and gas utilities and
their affiliates. The rules address the use ofutilégies’ names and logos by their affiliatese theparation of utilities and their affiliates,
provision of utility information to affiliates, anehergy procurement-related transactions betweenttlities and their affiliates. The rules also
prohibit each utility from engaging in certain piiaes that would discriminate against energy serpioviders that compete with that utility's
affiliates. In December 2006, the CPUC revisedltss to, among other changes:

« emphasize that the holding company may not aicbet a utility's violation of the rules or act asanduit to provide confidential utili
information to an affiliate;

« require prior CPUC approval before the utility camtract with an affiliate for resource procuremgatg.,electricity or gas), except
blind transactions where the identity of the otbarty is not known until the transaction is consuated;

« require certain key officers to provide annualifiegtions of compliance with the affiliate rule

« prohibit certain key officers from serving in thanse position at both the utility and the holdingnpany, or, in the alternative, proh
the sharing of lobbying, regulatory relations amdtain legal services (except for legal servicesersary to the provision of permit
shared services);

« require the utility to obtain a “nonconsolidatiopimion” indicating that it would not be consolidated intdankruptcy of its holdir
company; and

« make the CPUC's Energy Division responsible fombiindependent auditors to conduct biennial autditserify that the utility is i
compliance with the affiliate rule

The CPUC has established specific penalties armt@thent procedures for affiliate rules violatiodslities are required to se



report affiliate rules violations.




The Utility's Regulatory Environment

Various aspects of the Utility's business are siliiea complex set of energy, environmental ahemolaws, regulations and
regulatory proceedings at the federal, state acal levels. In addition to enacting PUHCA 200%éplace the Public Utility Holding Compa
Act of 1935, as discussed above, the EPAct sigmitiy amended various federal energy laws applcabElectric and natural gas markets,
including the Federal Power Act of 1935, the Ndt@as Act of 1938 and the Public Utility Regulatétglicies Act of 1978 (“PURPA”).

This section and the “Ratemaking Mechanisgection below summarize some of the more signifitams, regulations and regulatt
mechanisms affecting the Utility. These summariesn®t an exhaustive description of all the lawgutations and regulatory proceedings that
affect the Utility. The energy laws, regulationglaegulatory proceedings may change or be impleadent applied in a way that the Utility
does not currently anticipate. For discussion efcHjir pending regulatory proceedings that are etgubto affect the Utility. For more
information, see “Regulatory Matters” in the MD&A the 2007 Annual Report.

Federal Energy Regulation
The FERC

The FERC regulates the transmission and wholes#ds sf electricity in interstate commerce andtthesmission and sale of natural
gas for resale in interstate commerce. The FERE€ralgulates interconnections of transmission systeith other electric systems and
generation facilities; tariffs and conditions of\dee of regional transmission organizations, idahg the CAISO; and the terms and rates of
wholesale electricity sales. The EPAct granted®BERC significant new responsibilities to overses rtliability of the nation’s electricity
transmission grid, to prevent market manipulatenmg to supplement state transmission siting effartertain electric transmission corridors
that are determined to be of national interest. ERAct also expanded the FERC'’s authority to impms®alties for violation of certain federal
statutes, including the Federal Power Act of 193% the Natural Gas Act of 1938, and for violatiofi$ERC-approved regulations. The FEI
can impose penalties of up to $1,000,000 per dayiptation. The FERC has jurisdiction over thélityts electricity transmission revenue
requirements and rates, the licensing of substhnéit of the Utility's hydroelectric generatioadilities, and the interstate sale and
transportation of natural gas.

Electric Reliability Standards; Development of Tsarission Grid As part of its directive to oversee the develeptof mandatory
electric reliability standards to protect the nagibelectric transmission system, the FERC cedifiee North American Electric Reliability
Corp., known as the NERC, as the nation’s Ele®gtability Organization under the EPAct. The NERCesponsible for developing and
enforcing electric reliability standards, subjecHERC approval. The FERC also has approved aat&degagreement under which the NERC
has delegated enforcement authority for the geddgagrea known as the Western Interconnectionddestern Electricity Coordinating
Council. Failure of the Utility to comply with FER&pproved electric reliability standards may subjee Utility to penalties. In addition, the
CAISO is responsible for providing open accesstgfsty transmission service on a non-discrimingitbasis, planning transmission system
additions, and ensuring the maintenance of adegaségves of generation capacity.

The FERC also has issued rules on electric tramssomipricing reforms designed to promote neededstient in energy
infrastructure, to reduce transmission congestaod, to require transmission organizations with nizgd electricity markets to make loterm
firm transmission rights available to load-servemgities, so these entities can enter into longreansmission service arrangements without
being exposed to unhedged congestion cost risk.

Prevention of Market ManipulationThe EPAct also gave the FERC broader authorityoticg and penalizes the exercise of market
power or behavior intended to manipulate priced paFFERC-jurisdictional transactions. In Janu2@p6, the FERC adopted rules to prohibit
market manipulation, modeling its new rules on SE@e 10b-5, which prohibits fraud and manipulatiothe purchase or sale of
securities. Under the FERC's new regulations, utnlawful for any entity, directly or indirectlin connection with the purchase or sale of
natural gas, electric energy, or transportationfmaission services subject to the jurisdictionhef FERC: (1) to use or employ any device,
scheme or artifice to defraud, (2) to make anyusstatement of a material fact or to omit to stateaterial fact necessary in order to make the
statements made, in the light of the circumstanoeker which they were made, not misleading, otd3ngage in any act, practice or course of
business that operates or would operate as a fradelceit upon any person.

QF Regulation. Under PURPA, electric utilities were required taghase energy and capacity from independent powelupers
that are qualifying cogeneration facilities knows@Fs. To implement the purchase requirements &HA) the CPUC required California
investor-owned electric utilities to enter into ¢gpterm power purchase agreements with QFs and eggithe applicable terms, conditions,
prices and eligibility requirements. The EPActsfigantly amended the purchase requirements of PAIRAs amended, Section 210(m) of
PURPA authorizes the FERC to waive the obligatibaroelectric utility under Section 210



of PURPA to purchase the electricity offered tbyita QF (under a new contract or obligation),  HERC finds that the QF has
nondiscriminatory access to one of three defineelgmaies of

competitive wholesale electricity markets. Thewggpermits such waivers as to a particular Q&roa “service territory-wide basis.” The
Utility plans to assess whether it will file a rest with the FERC to terminate its obligations urfldRPA to enter into new QF purchase
obligations after the implementation of the new dhgad market structure provided for in the CAISK&ket Redesign and Technology
Update (“MRTU") initiative.

The NRC

The Nuclear Regulatory Commission (“NRC"), oversteslicensing, construction, operation and decassimning of nuclear
facilities, including the two nuclear generatingtsrat Diablo Canyon and the Utility’s retired neiat generating unit at Humboldt Bay
(“Humboldt Bay Unit 3”). NRC regulations requirgtensive monitoring and review of the safety, rémjacal, environmental and security
aspects of these facilities. In the event of mompliance, the NRC has the authority to imposesfior to force a shutdown of a nuclear plan
both. NRC safety and security requirements havtherpast, necessitated substantial capital experdiat Diablo Canyon, and additional
significant capital expenditures could be requirethe future.

The NRC operating license for Diablo Canyon Unéxpires in November 2024 and the NRC operatingnéedor Diablo Canyon
Unit 2 expires in August 2025. Under the termshefe licenses, there must be sufficient storagaaity for the radioactive spent fuel
produced by the Diablo Canyon plant. For a disoussf the Utility’s spent fuel storage projectes&nvironmental Matters — Nuclear Fuel
Disposal,” below.

State Energy Regulatio
California Legislature
The Utility's operations have been significantlfeafed by various statutes passed by the Califdegislature, including:

« Assembly Bill 1890 Assembly Bill 1890, enacted in 1996, mandated ithstructuring of the California electricity indos
commencing in 1998 with the implementation of a keaframework for electricity generation in whickrgerators and other ene
providers were permitted to charge market-basess farr wholesale electricity and the investor-ownélities’ customers were givi
the choice to become “direct accessistomers by buying energy from an alternate seryirovider other than the reguls
utilities. Among other provisions, Assembly BilB40 provided for the establishment of the CAISOaasonprofit public bene
corporation, to operate and control the staige electricity transmission grid and ensure @fit use and reliable operation of
transmission grid

« Assembly Bill 1X Assembly Bill 1X was enacted during the Califar@000-2001 energy crisis when the California steeownec
electric utilities were no longer able to buy etimity. Assembly Bill 1X authorized the Californiaepartment of Water Resour
(“DWR”) beginning on February 1, 2001, to purchasectricity and sell that electricity directly tbet investomwned electric utilitie
retail customers. Assembly Bill 1X required the i€ahia investorewned electric utilities to deliver electricity mivased by the DW
under the contracts and to act as the DWR's biling collection agent. To ensure that the DWR ver its costs to proct
electricity, Assembly Bill 1X required the CPUC $aspend the right of retail ender customers to become direct access cust
until the DWR no longer procures electricity punsugo Assembly Bill 1X. The current DWR contrad¢ésminate at various da
through 2015.

« Assembly Bill 57 Assembly Bill 57, enacted in September 2002 andraled by Senate Bill 1976, required the Califoinisestor
owned utilities to resume purchasing power on Janta 2003, required the CPUC to allocate eledyritd be provided under t
DWR contracts among the customers of the Califoimiastor-owned electric utilities, requires thditigs to file short- and longern
electricity resource procurement plans with the CPor approval, and authorizes the utilities toonesr their reasonable wholes
procurement costs incurred under a CPajproved procurement plan through the establishrmémtew electricity procureme
balancing accounts to allow timely recovery by thdities of differences between recorded revenaled costs incurred under
approved procurement plar

« Senate Bill 1078. Senate Bill 1078, enacted in September 2002 ifa=nded by Senate Bill 107, enacted in Septembe8 20¢
effective on January 1, 2007) established the Rahis Portfolio Standard Program, which requireghe&2alifornia retail seller
electricity, except municipal utilities, to increas purchases of eligible renewable energy (sischiomass, small hydro, wind, st
and geothermal energy) by at least 1% of its ret@iés per year, so that the amount of electrilschased from eligible renewa
resources equals at least 20% of its total resddéissby 2010

« Assembly Bill 380. Assembly Bill 380, enacted in September 2005, meguihe CPUC, in consultation with the CAISO, ttabkst
resource adequacy requirements for all -serving entities, including the California inve-owned electric




utilities but excluding local publicly owned electutilities. Assembly Bill 380 requires each leserving entity to maintain physi
generating capacity adequate to meet its load repaints, including peak demand and planning ancatipg reserves, deliverable
locations and at times as may be necessary togeogiiable electric servic

« Assembly Bill 32 Assembly Bill 32, enacted in September 2006, ireguthe California Air Resources Board (“CARBY adop
regulations to limit statewide greenhouse gas damssto 1990 levels by 2020, with certain limitsgivning in 2012. (S
“Environmental Matte” below for more information.

« Senate Bill 1368. Senate Bill 1368, also enacted in September 2p@fhibits any load-serving entity, including ister-ownec
electric utilities, from entering into a long-tefinancial commitment for baseload generatiom (, electricity generation from a pov
plant that is designed and intended to providetetéty at an annualized plant capacity factor ptfeast 60%)nless it complies with
greenhouse gas emission performance standard.“ Environmental Matte” below for more information.

The CPUC

The CPUC has jurisdiction to set the rates, temascmnditions of service for the Utility's electtjcdistribution, electricity generatio
natural gas distribution, and natural gas transgiort and storage services in California. The CRIH0 has jurisdiction over the Utility's
issuances of securities, dispositions of utilitgeds and facilities, energy purchases on behdleobtility's electricity and natural gas retail
customers, rate of return, rates of depreciatispeets of the siting and operation of natural gassportation assets, oversight of nuclear
decommissioning and aspects of the siting of thetatity transmission system. Ratemaking for tetales from the Utility's generation
facilities is under the jurisdiction of the CPUQ The extent that this electricity is sold for lesato wholesale markets, however, it is under
the ratemaking jurisdiction of the FERC. In additithe CPUC has general jurisdiction over moshefUWtility’s operations, and regularly
reviews the Utility’s performance, using measungshsas the frequency and duration of outages. THig@also conducts investigations into
various matters, such as deregulation, compet#ti@hthe environment, in order to determine itsriifaolicies. The CPUC consists of five
members appointed by the Governor of California @mfirmed by the California State Senate for séagd six-year terms.

PG&E Corporation and the Utility entered into alsetent agreement with the CPUC on December 193,200resolve the Utility's
proceeding filed under Chapter 11 of the U.S. Baptay Code that had been pending in the U.S. BaatgyuCourt for the Northern District of
California (“Bankruptcy Court”) since April 2001eferred to as the Chapter 11 Settlement Agreerfi@etnine-year Chapter 11 Settlement
Agreement established certain regulatory assetaddiessed various ratemaking matters to resterdftitity’ s financial health and enable it
emerge from Chapter 11. The terms of the Chaft&Settlement Agreement were incorporated into ttiiys plan of reorganization under
Chapter 11, which became effective on April 12,£200he Bankruptcy Court does retain jurisdictiorhear and determine disputes arising in
connection with the interpretation, implementatisrenforcement of the Chapter 11 Settlement Agregnire addition to other matters. (For
more information, see Note 15 of the Notes to tbaflidated Financial Statements included in tH&728nnual Report.)

The California Energy Resources Conservation andel@ment Commission

The California Energy Resources Conservation ancelpment Commission, commonly called the CalifarBhergy Commission
(“CEC"), is the state's primary energy policy addnming agency. The CEC is responsible for licemsihall thermal power plants over 50
MW, overseeing funding programs that support publierest energy research, advancing energy scemtéechnology through research,
development and demonstration, and providing malpport to existing, new and emerging renewaldertelogies. In addition, the CEC is
responsible for forecasting future energy needd byehe CPUC in determining the adequacy of tilgies' electricity procurement plans.

Other Regulation

The Ultility obtains permits, authorizations anahises in connection with the construction and djperaf the Utility's generation
facilities, electricity transmission lines, natugas transportation pipelines and gas compresatiorstfacilities. Discharge permits, various Air
Pollution Control District permits, U.S. DepartmearfitAgriculture-Forest Service permits, FERC hydecg&ic generation facility and
transmission line licenses, and NRC licenses areesaf the more significant examples. Some liceaselspermits may be revoked or modified
by the granting agency if facts develop or eventaiothat differ significantly from the facts ancbjections assumed in granting the approval.
Furthermore, discharge permits and other appraraldicenses are granted for a term less thandbeceed life of the associated facility.
Licenses and permits may require periodic renewhich may result in additional requirements beimgpdsed by the granting agency. (For
more information see “Environmental MatteW¥ater Quality” below.)

The Utility has over 520 franchise agreements w@hous cities and counties that permit the Utitityinstall, operate and




maintain the Utility's electric and natural gasiliies in the public streets and roads. In exgw®for the right to use public streets and roads,
the Utility pays annual fees to the cities and ¢imsn Franchise fees are computed pursuant tatstander either the Broughton Act or the
Franchise Act of 1937. In addition, charter cittas set fees of their own determination. In noases, the Utility’s franchise agreements are
for an indeterminate term, with no expiration datde Utility has several franchise agreementstiage a specified term, including agreem
with two large charter cities. The franchise agrerts generally require that the Utility instaldamaintain the electric and gas facilities in
compliance with regulations adopted by cities amainties in the exercise of their police powerstietato the use of the public streets. The
Utility also periodically obtains permits, authaiions and licenses in connection with distributddrlectricity and natural gas. Under these
permits, authorizations and licenses, the Utildg hights to occupy and/or use public propertyttieroperation of the Utility's business and to
conduct certain related operations.

Competition

Historically, energy utilities operated as regutialeonopolies within service territories in whiclkeyhwere essentially the sole suppl
of natural gas and electricity services. Theséiesl owned and operated all of the businessedaailities necessary to generate, transport and
distribute energy. Services were priced on a coathior bundled, basis with rates charged by theggraompanies designed to include all the
costs of providing these services. Under traditi@oat-of-service regulation, the utilities undeitea continuing obligation to serve their
customers, in return for which the utilities wergterized to charge regulated rates sufficienetmver their costs of service, including timely
recovery of their operating expenses and a reasonetiirn on their invested capital. The objectif¢his regulatory policy was to provide
universal access to safe and reliable utility seywi Regulation was designed in part to take theepbf competition and ensure that these
services were provided at fair prices.

In recent years, energy utilities have faced irifgimg pressures to unbundle, or price separatblyse services that are no longer
considered natural monopolies. The most significdithese services are the commodity components-stthply of electricity and natural gas.
The driving forces behind these competitive presstiave been customers who believe that they damamergy at lower unit prices and
competitors who want access to those customersil&egs and legislators responded to these forggsdwviding for more competition in the
energy industry. Regulators and legislators, tyingrdegrees, have required utilities to unbundtes in order to allow customers to compare
unit prices of the utilities and other providersemtselecting their energy service provider.

Competition in the Electricity Industry

Federal. At the federal level, many provisions of the EP&uapport the development of competition in the lgbale electric market.
The EPAct has directed the FERC to develop rulentmurage fair and efficient competitive marketeimploying best practices in market
rules and reducing barriers to trade between mauekedl among regions. The EPAct also gives the F&RI@rity to prevent accumulation and
exercise of market power by assuring that proposedjers and acquisitions of public utility companéad their holding companies are in the
public interest and by addressing market poweuiiisglictional wholesale markets through its new pmato establish and enforce rules
prohibiting market manipulation.

Even before the passage of the EPAct, the FER@Egsosupported the development of a competitheetdcity generation industry.
FERC Order 888, issued in 1996, established stdridamns and conditions for parties seeking acaessgulated utilities' transmission
grids. Order 888 requires all public utilities tlavn, control or operate facilities used for tnawiting electric energy in interstate commerce to
have on file an open access non-discriminatorystrassion tariff (“OATT”) that contains minimum tesnand conditions of non-discriminatory
service. The FERC's subsequent Order 2000, igadate 1999, established national standards fgiorel transmission organizations, and
advanced the view that a regulated, unbundledrressson sector should facilitate competition intbatholesale electricity generation and
retail electricity markets. On February 16, 200i& EERC issued Order 890, which is designed tost(gnhgthen the form of the OATT adop
in Order 888 to ensure that tariffs achieve thagioal purpose of remedying undue discriminati(®);provide greater specificity in the form
the OATT to reduce opportunities for undue discnation and facilitate the FERC’s enforcement; aé8)dricrease transparency in the rules
applicable to planning and use of the transmissjatem.

The FERC also has issued rules on the intercorameofigenerators to require regulated transmiggioniders, such as the Utility or
the CAISO, to use standard interconnection proasiand a standard agreement for generator integctions. These rules are intended to
limit opportunities for transmission providers &vbr their own generation, facilitate market eritnygeneration competitors by streamlining
and standardizing interconnection procedures, andwage needed investment in generation and tiasiem. Under the rules and associated
tariffs, a new generator is required to pay fortta@smission system upgrades needed in ordetdonnect the generator. The generator will
be reimbursed over a five-year period after the grgoant achieves commercial operation. The cott@hetwork upgrades then is recovered
by the regulated transmission provider in its olfdéransmission rates.




State. At the state level, Assembly Bill 1890, enacted 996, mandated the restructuring of the Calibeiectricity industry commencing in
1998. Assembly Bill 1890 established a market &rauork for electricity generation in which generatand other electricity providers were
permitted to charge market-based prices for whidedactricity through transactions conducted tgiothe Power Exchange (“PX”). As a
result of the California 2000-2001 energy cridie PX filed a petition for bankruptcy protectiordamw operates solely to reconcile remaining
refund amounts owed and to make compliance filagyeequired by the FERC in the California refunocgeding, which is still pending at the
FERC. (Forinformation about the status of thefGalia refund proceeding and the remaining disgu@ims made by power suppliers in the
Utility’s Chapter 11 proceeding, see Note 15 offtates to the Consolidated Financial Statementisér?007 Annual Report.) The CAISO,
which was established pursuant to AB 1890 to takerol of the California investor-owned electriarismission facilities located in California,
currently administers a real-time or “spot” wholesaarket for the sale of electric energy. This kears used to allocate space on the
transmission lines, maintain operating reserves,raatch supply with demand in real time. The GAKSMRTU initiative is intended to
restructure the California electricity market andehhance power grid reliability, including the iementation of a new daghead market. Tt
CAISO also will provide congestion revenue riglitsatiow market participants, including load-servergities, to hedge the financial risk of
CAISO-imposed congestion charges in the MRTU dagadmarket. The MRTU tariffs will apply to all ldserving entities, including the
investor-owned utilities, serving California consent The CAISO has delayed the start date of MR&Léral times and has indicated that it
will not set a new date for commencement of MRTUWIumarket participants have had an opportunityest the final MRTU functionality and
have provided feedback to the CAIS@\so, in January 2008, the CPUC staff issued itememendation to establish a statewide wholesale
electricity capacity market to replace the curresburce adequacy program. The CPUC is expectisdue a decision on this matter in May
2008. Any changes the CPUC adopts would be sutjebe FERC’s approval.

Assembly Bill 1890 also permitted retail end-usstomers to choose their energy service providdrdmpming a direct access
customer. To ensure that the DWR recovers itssaogbrocure electricity for the customers of tineistor-owned electric utilities, Assembly
Bill 1X required the CPUC to suspend the rightethil end-user customers to become direct accessroers until the DWR no longer
procures electricity on behalf of the customerthefCalifornia investor-owned electric utilitieshd CPUC suspended direct access on
September 20, 2001, but allowed existing direceascustomers to continue being served by altematiergy service providers, rather than
investor-owned electric utilities. The CPUC haseased an additional charge on certain direct aceestemers to avoid a shift of costs from
direct access customers to customers who receivaldualiservice. The CPUC is scheduled to vote dmugey 28, 2008 on a proposed decit
that concludes the CPUC does not have the authoritginstate direct access because the DWR sfifplges power under the contracts it
executed during the energy crisis. The proposeida states that the CPUC will proactively invgate how the DWR can terminate its
obligations under the power contracts, by assigtmeatherwise, to hasten the reinstatement ottlmecess.

In addition, the Utility’s customers may, underte@r circumstances, obtain power from a “commualfigice aggregator” instead of
from the Utility. California Assembly Bill 117, ewcted in 2002, permits cities and counties to pagetand sell electricity for their local
residents and businesses once they have register@@nmunity choice aggregators. Under AssembBIyiBY, the Utility would continue to
provide distribution, metering and billing servideshe community choice aggregators' customersaandd be those customers' provider of
electricity of last resort. However, once registna has occurred, each community choice aggregetoitd procure electricity for all of its
residents who do not affirmatively elect to conérto receive electricity from the Utility. The CEBUas adopted rules to implement
community choice aggregation, including the imgosiof a surcharge on retail end-users of the comitywehoice aggregator to prevent a
shifting of costs to customers of a utility whoeae bundled services. Assembly Bill 117 also arideal the Utility to recover from each
community choice aggregator any costs of implenngnie program that are reasonably attributabteéacommunity choice aggregator, an
recover from customers any costs of implementiegotogram not reasonably attributable to a comrmhibice aggregator. No cities or
counties are currently operating as community ahaiggregators, but the San Joaquin Valley Powendkity has filed an implementation plan
and stated that it intends to begin operating 0820

Competition in the Natural Gas Industry

FERC Order 636, issued in 1992, required interstataral gas pipeline companies to divide theivises into separate gas commo
sales, transportation and storage services. Undiar@®@36, interstate natural gas pipeline compamiast provide transportation service
whether or not the customer (often a local gasidigion company) buys the natural gas commoditynfthese companies. The Utilisyhature
gas pipelines are located within the State of Galifi and are exempt from FERC rules and regulatipplicable to interstate pipelines; the
Utility’s pipeline operations are instead subjexthe jurisdiction of the CPUC. The Ultility’s gansmission and storage system has operated
under the CPUC-approved “Gas Accord” market stmgcsince 1998. This market structure largely mintiee regulatory framework required
by FERC for interstate gas pipelines. The CPUCd#isithe Utility's natural gas customers into tmegaries: “core” customers, which are
primarily small commercial and residential custosp@nd “non-core” customers, which are primarilgustrial, large commercial and electric
generation customers. Under the Gas Accord striction-core customers have access to capacitis fighfirm service, as well as
interruptible (or “as-available”) services. All




services are offered on a nondiscriminatory basemny creditworthy customer. The Gas Accord maskeicture has resulted in a robust
wholesale gas commodity market at the Utility’stygiate,” which refers to the interconnection betwéee big “backbone” gas transmission
system and the smaller, downstream local transomssistems.

The Utility’s first Gas Accord, a settlement agresrnreached among the Utility and many interestetigs, was approved by the
CPUC in 1997, took effect on March 1, 1998, and veagwed, with slight modifications, for varioussassive periods. In September 2007,
the CPUC approved the Gas Accord IV covering 2008ugh 2010. The Gas Accord separated the UsSlitytural gas transmission and
storage rates from its distribution services anesiaThe Gas Accord also changed the nature dftili/’s transmission and storage services
by creating path-specific transmission services) find interruptible service offerings, standard aagotiated rate options, and a secondary
market for trading of firm capacity rights. Additially, the Gas Accord eliminated balancing accquatection for some services, increasing
the Utility’s risk/reward potential.

The Utility competes with other natural gas pipelsompanies for customers transporting naturalrgaghe southern California
market on the basis of transportation rates, adocessmpetitively priced supplies of natural gagj ¢he quality and reliability of transportation
services. The most important competitive factoeetihg the Utility's market share for transportatiamf natural gas to the southern California
market is the total delivered cost of western Céaradatural gas relative to the total delivered cdsatural gas from the southwestern United
States. The total delivered cost of natural gakides, in addition to the commodity cost, transgiioh costs on all pipelines that are used to
deliver the natural gas, which, in the Utility'sseaincludes the cost of transportation of the nahiyas from Canada to the California border
the amount that the Utility charges for transpastatrom the border to southern California. In gethewhen the total cost of western Canadian
natural gas increases relative to other competatgral gas sources, the Utility's market shareasfdportation services into southern California
decreases. The Utility also competes for storagéces with other third-party storage provideranarily in northern California.

PG&E Corporation, through its subsidiary, PG&E &tgic Capital, Inc., along with Fort Chicago EneRprtners, L.P. and Northwest
Pipeline Corporation, have agreed to jointly purwedevelopment of a new 230-mile interstate gasstnission pipeline that would increase
natural gas supplies for the entire West Coasbregf the United States. The proposed Pacific Cotané&sas Pipeline, together with the
proposed Jordan Cove liquefied natural gas (“LNt8Fninal in Coos Bay, Oregon, being developed hy Ebicago Partners, L.P., would
open growing West Coast natural gas markets taskweorldwide natural gas supply sources, provididditional alternatives to traditional
Canadian, Southwest and Rocky Mountain suppliesrardasing supply options and reliability. The pwsed Pacific Connector Gas Pipeline
would connect the proposed Jordan Cove LNG terntinBlorthwest Pipeline Corporation’s pipeline syst@ Oregon, and to the Utility's
backbone gas transmission system near Malin, Oregtirer potential interconnects include Tuscaroaa Gransmission Company’s pipeline
system, which serves northern Nevada. The prop@aeific Connector Gas Pipeline would be capabkéetif’ering 1 bcf per day to the West
Coast natural gas market, to customers in the ibadifrthwest through Northwest Pipeline Corpora8guipeline system, to the Utility's syst
for delivery to customers in California, and to tousers in northern Nevada through Tuscarora Gassfngssion Company’s pipeline
system. In September 2007, applications with tBRE were filed to request authorization to congttine proposed Pacific Connector Gas
Pipeline and the Jordan Cove LNG terminal. Itigexted that the FERC will issue a decision byethe of 2008.

The development and construction of the Pacificr@ator Gas Pipeline depends upon the construcfititeqgoroposed LNG terminal
at Jordan Cove by Fort Chicago Partners, L.P. PG&Eporation cannot predict whether Fort Chicagdrieas, L.P. will be successful in
completing the development and construction gbitgposed LNG terminal. In addition, the developtreerd construction of the proposed
LNG terminal and the proposed Pacific Connector Bipgline are subject to obtaining required perymégulatory approvals, and
commitments under long-term capacity contractssuftsing the required permits, authorizations, angd{term capacity commitments are
timely received and that other conditions are tinseltisfied, it is anticipated that the proposedd_términal and the proposed Pacific
Connector Gas Pipeline would begin commercial dferan 2011.

In December 2007, PG&E Corporation entered intetted of intent with EI Paso Corporation to acquairg5.5% interest in El Paso
Corporation’s proposed 680-mile, 42-inch natura yansmission pipeline (the “Ruby Pipelin&iat would begin at the Opal Hub in Wyom
and terminate at the Malin, Oregon, interconneegrrCalifornia’s northern border. The Ruby Pipelim expected to have an initial capacity of
1.2 bef per day and be expandable to 2 bef per dée proposed Ruby Pipeline would connect RockyiMain natural gas producers with
northern California, Nevada, and the Pacific Nogbkimo provide natural gas users with competitiyelged natural gas. PG&E Corporation’s
acquisition of an interest in the Ruby Pipelinej@cbis subject to various conditions, including tiegotiation and execution of the partnership
documents. Subject to obtaining the required ieguy and other approvals, including the approellthe boards of directors of PG&E
Corporation and El Paso Corporation, and afteriniotg necessary customer commitments, the RubyiiRges anticipated to be in service in
the first quarter of 2011.




Ratemaking Mechanisms
Overview

The Utility’s rates for electricity and natural gatdlity services are based on its costs of proxgdservice (called cost-of-service
ratemaking). Before setting rates, the CPUC aed~ERC determine the annual amount of revenues(taivenue requirements) that the
Utility is authorized to collect from its customershe CPUC determines the Utility’s revenue regpients associated with electricity and gas
distribution operations, electricity generationdaratural gas transportation and storage. The F&&R€&mines the Utility’s revenue
requirements associated with its electricity traission operations.

Revenue requirements are designed to allow ayuititopportunity to recover its reasonable opegadimd capital costs of providing
utility services as well as a return of, and a fate of return on, its investment in utility fatiés (called rate base). Revenue requiremaets a
primarily determined based on the Utility’s foretcabfuture costs. These costs include the Utdigosts of electricity and natural gas
purchased for its customers, operating expensesinairative and general expenses, depreciatioestaand public purpose programs.

Regulatory balancing accounts are used to adjedvthity’s revenue requirements. Sales balanaogounts track differences
between the Utility’s recorded revenues and ith@auted revenue requirements, due primarily tosstilectuations. Cost balancing accounts
track differences between the Utility’s incurredstsand its authorized revenue requirements, mystritantly for energy commodity costs and
volumes. Balances in all CPUC-authorized accoargssubject to review, verification audit, and atijuent, if necessary, by the CPUC.

To develop retail rates, the revenue requiremenetaldocated among customer classes (mainly resédecommercial, industrial and
agricultural) and to various service componentsifipazustomer, demand, and energy). Specific cataponents are designed to produce the
required revenue. Rate changes become effectbapectively on or after the date of CPUC or FERCislens. Most rate changes approved
by the CPUC throughout the year are consolidatedke effect on the first day of the following year

Through cost-of-service ratemaking, rates are agezl to produce the revenue requirements, incluti@guthorized return on rate
base. The Utility may be unable to earn its autleor rate of return because the CPUC or the FERliéas the Utility’s actual costs from the
revenue requirements or because the Utility’s dctosts are higher than those reflected in themegeequirements.

While the CPUC generally uses cost-of-service raténg to develop revenue requirements and ratesldttively uses incentive
ratemaking, which bases rates on objective or fstaddards instead of on the cost of providingiservThe primary example is the Utility’s
customer energy efficiency shareholder incentivetraaism. In September 2007, the CPUC establisimshiive ratemaking mechanisms
applicable to the California investor-owned utd#i implementation of their energy efficiency pragrs funded for the 2006-2008 and 2009-
2011 program cycles. (For more information, seebile Purpose and Other Programs” below.) Anotlxangple is the Core Procurement
Incentive Mechanism (“CPIM") under which the Utfis natural gas purchase costs are compared tgggagate markdtased benchmark, a
the Utility’s shareholders share in the costs eirggs outside a tolerance band around the benchr{&de “Natural Gas Procurement” below.)

Electricity and Natural Gas Distribution and Elediity Generation Operation:
General Rate Cases

The General Rate Case (“GRC") is the primary prdoegein which the CPUC determines the amount oénewe requirements that the
Utility is authorized to collect from customersrexover the Utilitys basic business and operational costs related ébeictricity and natural g
distribution and electricity generation operatioifhie CPUC generally conducts a GRC every threesyeehe CPUC sets revenue requirement
levels for a three-year rate period based on aésteof costs for the first, or test, year. Typingerveners in the Utility's GRC include the
CPUC's Division of Ratepayer Advocates , and ThiiityReform Network (“TURN”). On March 15, 200The CPUC approved a multi-party
settlement agreement to resolve the Utility's 2BRC. The decision sets the Utility’s electricitydanatural gas distribution and electricity
generation revenue requirements for a four-yeao@efrom 2007 through 2010, rather than for adgpthree-year period. Under the decision,
the Utility’s next GRC will be effective January2011. On November 1, 2007, the CPUC denied alicagipn for rehearing of the decision
that had been filed by TURN and Aglet Consumerahitie. Neither TURN nor Aglet filed a petition fgppellate review of the denial. For
more information, see “Results of Operations — tele&kevenues” in the MD&A in the 2007 Annual Repor
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Attrition Rate Adjustments

The CPUC may authorize the Utility to receive anrninereases for the years between GRCs in the fleassmues authorized for the
year of a GRC in order to avoid a reduction in gggs in those years due to, among other thingkgtioh and increases in invested capi
These adjustments are known as attrition rate ardprgs. Attrition rate adjustments provide incregisethe revenue requirements that the
Utility is authorized to collect in rates for eldcity and natural gas distribution and electrig@gneration operations. The CPUC’s decision in
the Utility’s 2007 GRC includes a provision forrdton adjustments to be made in 2008, 2009 and2@®0or more information, see “Results of
Operations — Electric Revenues” in the MD&A in @07 Annual Report.

Cost of Capital Proceedings

The CPUC generally conducts an annual cost of @lgmibceeding to determine the Utility's authorizegbital structure and the
authorized rate of return that the Utility may eamits electricity and natural gas distributiord atectricity generation assets. The cost of
capital proceeding establishes the relative weangjstiof common equity, preferred equity and debibéUtility's total authorized capital
structure for a specific year. The CPUC then eisthbs the authorized return on each componenthibastility will collect in its authorized
rates. The Utility’s CPUC-authorized capital sture for 2008 consists of 46% long-term debt, 2#%fgrred stock and 52% common equity.
The Utility’s CPUCauthorized rate of return that the Utility may eamits electricity and natural gas distributiord astectricity generation ra
base for 2008 is 6.05% for long-term debt, 5.68¥%pfeferred stock and 11.35% for common equityltesy in an overall rate of return on
rate base of 8.79%. The CPUC is considering vannachanisms that could replace the annual castpifal proceedings. The CPUC is
scheduled to issue a final decision on this issuagril 24, 2008.

Although the FERC has authority to set the UtiBtyate of return for its electricity transmissiqueaations, the rate of return is often
unspecified if the Utility's transmission rates determined through a negotiated rate settlement.

Baseline Allowance

The CPUC sets and periodically revises a baseliogance for the Utility's residential gas and #lieity customers. A customer's
baseline allowance is the amount of its monthlygeghat is covered under the lowest possible nlagasaor electric rate. Natural gas or
electricity usage in excess of the baseline allmgédsa covered by higher rates that increase witlgels

Public Purpose and Other Programs

California law requires the CPUC to authorize dartavels of funding for electric and gas publiapose programs related to energy
efficiency, low-income energy efficiency, reseaeatd development, and renewable energy resouroesddition, California law requires the
CPUC to authorize funding for the California Sdleitiative discussed below, and other self-generagirograms. In addition to public purpose
programs, the CPUC has authorized additional fupétin demand response programs. For 2007 expeasdjtthe CPUC authorized the Utility
to collect revenue requirements of approximatel®@illion from electricity customers to fund thedectricity public purpose and other
programs and to collect revenue requirements ofceqapately $82 million from gas customers to fuhdde natural gas public purpose
programs. The CPUC is responsible for authorizirgprograms, funding levels and cost recovery mashes for the Utility's operation of
both energy efficiency and low-income energy eéficiy programs. The CEC administers both the eteatril natural gas public interest
research and development programs and the renewabitgy program on a statewide basis. In 2007Uthigy transferred $114 million to the
CEC for these programs. In 2007, surcharges delieftom the Utility’s gas customers funded $7.1iom in gas public interest research and
development programs administered by the CEC.

Public purpose programs include:

« Energy Efficiency Program: The CPUC has authorized the Uti's 2006 through 2008 energy efficiency portfolior@and progra
and authorized the Utility to recover approximateéi§67 million to fund these programs, including dimg for evaluatior
measurement and verification activities. This @ased energy efficiency funding level is part ofamer effort by the State
California to reduce consumption of fossil fueldieTincreased funding level is designed to enablé besidential and busine
customers to take more advantage of the diverseofmenergy efficiency programs. In May 2008, thelity expects to file a ne
Application with the CPUC seeking approval of eryeefficiency programs and funding for the next eyof energy efficiency, 2009-
2011.

In September 2007, the CPUC adopted an incentteensking mechanism applicable to the Californigester-owned utilities’

implementation of their energy efficiency prografsded for the 2006-2008 and 2009-2011 programesycllo earn incentives, the
utilities must (1) achieve at least 85% of the CR&verall savings goal over the three-year program
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cycle and (2) achieve at least 80% of the individieth, kW, and therm savings metric goals overttiree-year program cycle. If the
utilities achieve between 85% and 99% of the CPUW®&rall savings goal, 9% of the verified net bésdf.e., energy resource
savings minus total energy efficiency program gosti accrue to shareholders and 91% of the vedifnet benefits will accrue to
customers. If the utilities achieve 100% or mdréhe CPUC's savings goal, the shared rate inceess¢hat 12% of the total verified
net benefits will accrue to shareholders and 88#awtrue to customers up to a stated maximunthefutilities achieve less than 6!
of any one of the individual savings metric go#ien the utilities must reimburse customers basetth® greater of (1) 5 cents per
kWh, 45 cents per therm, and $25 per kW for each kiverm, or kW unit below the 65% threshold org2jollar-for-dollar payback
of negative net benefits, also known as a costtffeness guarantee. The maximum amount that tifigyldould earn, and the
maximum amount that the Utility could be required¢imburse customers, over the 2006-2008 progseane ¢s $180 million.

The utilities must submit two interim claims duritige three-year program cycle, subject to verifazabf the actual amount of net
benefits in a final true-up claim. The CPUC wiitdrmine for each interim claim whether a utilgyeintitled to incentives or is
required to reimburse customers based on the té\athievement of the CPUC’s savings goals on autatine-to-date basis. The
interim amounts will be calculated using updateihestes and assumptions about the energy savingmpegy efficiency measure
(“load impact”) over the three-year program peréodl will be reduced based on an assumption thiicerustomers would have
undertaken the energy efficiency activity in theeatice of the utilities’ energy efficiency progratime( “net-to-gross” ratio”). The
decision, as modified in January 2008, requires3b&b of the incentives or reimbursement obligatioalculated for each interim
claim be “held back” until completion of measuremstudies verifying the actual energy savings ffigr éntire three-year program
cycle. The final true-up may result in an adjustirte the prior year’s interim claims, but as lagthe final measured energy savings
are at least 65% of the CPUC savings goals, thidagiwill not be required to pay back any inceas earned on an interim basis.

Demand Response ProgranDemand response programs provide financial incestand other benefits to participating custome
curtail onpeak energy use. The CPUC has authorized appriedym®109 million for 2006 through 2008 demand wmrsge progran
for the Utility. In addition, the CPUC approvedveeal contracts with thirgharty demand response providers in 2007. The patg
made under the contracts are recovered througlaadiag account

In addition, on February 14, 2008, the CPUC appddie Utility’'s multi-year air conditioning diretdad control program and
authorized funding of $179 million through June@}11 to implement this program. Customers wholemrsdhis program will allow
the Utility to remotely control the temperaturetsets of their central air conditioners to tempdyatlecrease their energy usage du
local or system emergencies. The decision witlvalthe Utility to enroll approximately 397,000 awnditioning load control devices
to achieve approximately 305 MW of load reductiapacity by June 2011.

SeltGeneration Incentive Program and California Solanitiative. The Utility administers the segeneration incentive progri
(“SGIP™) authorized by the CPUC to provide incentives toacteleity customers who install certain types ofasieor renewab
distributed generation resources that meet allgoréion of their onsite energy usage. The CPUEdpproved a budget of $83 mill
for the SGIP program in 2008, of which $36 millibas been allocated to the Utility. The CPUC alstatdished the California So
Initiative (“CSI”) to bring 1,940 MW of solar powem-line by 2017 through the California investiwned utilities, and authorized
utilities to collect an additional $2.2 billion avéhe 2007 through 2016 period from their custonterfsind customer incentives for
installation of retail solar energy projects toveepnsite load to meet this goal. Of the total amcauthorized, the Utility has be
allocated $946 million to fund customer incentivessearch, development and demonstration activftiédh an emphasis on t
demonstration of solar and solalated technologies), and administration expen3ég California Legislature modified the (
program to include participation of the Californmaunicipal utilities. The current overall goal ofetlCSl is to install 3,000 M
(through both invest-owned electric utilities and electric municipallitigs) through 2017

Low-Income Energy Efficiency Programs and Californidefiate Rates for Energ The CPUC has approved funding of $78 mil
in each of 2007 and 2008 to support energy effwigarograms for low-income and fixedeome customers. The Utility also provi
a discount rate called the California Alternated’dbr Energy (“CARE”") for lowincome customers. This rate subsidy is paid fc
the Utility's other customers. For 2007, the antaafthis subsidy was approximately $468.6 millincluding avoided custom
surcharges). In May 2008, the Utility expectsite &n application with the CPUC seeking approvdbw-income energy efficien:
programs and funding for the next cycle of -income energy efficiency, 20-2011.
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o The ClimateSmart™ Progranm 2006, the CPUC approved the ClimateSmart™ prograallow customers to choose to neutralize
greenhouse gas emissions associated with theigynse. Customers who choose to enroll in the &i#8mart™ program will pay a
small premium on their monthly utility bill, based their energy usage, to fund environmental ptsjaimed at removing carbon
dioxide and other greenhouse gases from the die. Ukility estimates that this program, which begathe end of June 2007, will
generate approximately $15 million by December28D9 to fund projects that are expected to redueerdnouse gas emissions by at
least 1.5 million tons.

Rate Recovery of Costs of New Electricity Genemativesource:
Overview

Each California investor-owned electric utilityressponsible for procuring electricity to meet cuséo demand, plus applicable reserve
margins, not satisfied from that utility's own geaten facilities and existing electricity contragincluding DWR allocated contracts). Every
other year, each utility must submit a long-terragorement plan covering a ten-year period to theCRor approval. In December 2007, the
CPUC approved the utilities’ long-term procuremglain, covering the 2007-2016 period, subject ttaderrequired modifications. California
legislation, Assembly Bill 57, allows the utilitiés recover the costs incurred in compliance witkit CPUC-approved procurement plans
without further reasonableness review. Each wtititty, if appropriate, conduct a competitive reqdesoffers (“RFO”) within the parameters
permitted in its approved plan to meet the utifitprojected need for electricity resources. Catdrthat are entered into after the competitive
bidding process are submitted to the CPUC for aggr@along with a request for the CPUC to authoreaeenue requirements to recover the
associated costs. The utilities conduct sepamtgetitive solicitations to meet their renewablergy resource requirements. The utilities
submit the renewable energy contracts after thelusion of these solicitations to the CPUC for awatt and authorization of the associated
revenue requirements.

The Utility recovers its electricity procurementst®and the fuel costs for the Utility’s own genierafacilities (but excluding the
costs of electricity allocated to the Utility und@¥WR contracts) through the Energy Resource Rego&ecount (“ERRA”), a balancing
account authorized by the CPUC in accordance witbefbly Bill 57. The ERRA tracks the differencén®en the authorized revenue
requirement and actual costs incurred under thigy#tiauthorized procurement plans and contratts.determine the authorized revenue
requirement recorded in the ERRA, each year the CRWiews the Utility’s forecasted costs under popurchase agreements and fuel
costs. Although California legislation requirifgetCPUC to adjust a utility’s retail electricitytea when the forecast aggregate asatections
or undereollections in the ERRA exceed 5% of a utility'topryear electricity procurement revenues (exclgdimounts collected for the DW
contracts) expired on January 1, 2006, the CPU@knded this mandatory rate adjustment mechaioisthe length of a utility’s resource
commitment or 10 years, whichever is longer. TRJC also performs compliance reviews of the promar activities recorded in the ERI
to ensure that the Utility’s procurement activitée in compliance with its approved procuremeahgl The Chapter 11 Settlement Agreement
also provides that the Utility will recover its smmable costs of providing utility service, inclogipower procurement costs.

The authorized revenue requirements for capitakcasd non-fuel operating and maintenance costgtitity-owned generation are
addressed in the Utility’'s GRC. The revenue requ@st to recover the initial capital costs for CPe@proved utility owned generation proje
will be recovered through a balancing accountUlikty Generation Balancing Account (“UGBA™which will track the difference between
CPUC-approved forecast of initial capital costguated from time to time as permitted by the CPE@] actual costs. The initial revenue
requirement for the Utility-owned projects generallould begin to accrue in the UGBA as of the nawility’'s commercial operation date or
the date a completed facility is transferred tolthiéity, and would be included in rates on Januamyf the following year.

Costs Incurred Under New Power Purchase Agreements

During 2006-2007, the CPUC approved several powsshase agreements with third parties in accorduauittethe Utility’s CPUC-
approved longerm procurement plan and to meet renewable ersrdyesource adequacy requirements. The CPUGatkorized the Utilit
to recover fixed and variable costs associated thi¢se contracts through the ERRA.

For new non-renewable generation purchased from garties under power purchase agreements, thigyUtay elect to recover any
above-market costs through either: (1) the impasitf a non-bypassable charge imposed on bundiédeparting customers only or (2) the
allocation of the “net capacity costsl.€., contract price less energy revenues) to all “biéng customers” in the utilities’ service terriig
including existing direct access customers and conity choice aggregation customers. (For infororaibout the status of direct access and
community choice aggregation, see the section abotided “Competition-Competition in the Electricity Industry.”) The ndnypassable
charge can be imposed from the date of signingreppurchase agreement and last for 10 years fnendate the new generation unit comes
on line or for the term of the contract, whicheigeless. Utilities are allowed to justify a costovery period longer than 10 years on a case-by
case basis.
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If a utility elects to use the net capacity cotedtion method, the net capacity costs would keeated for the term of the contract or
10 years, whichever is less, starting on the deenew generation unit comes on line. Under fhi€ation mechanism, the energy rights to
contract are auctioned off to maximize the eneayenues and minimize the net capacity costs thatdawe subject to allocation. If no bids
are accepted for the energy rights, the Utility ldaetain the rights to the energy and would valie market prices for the purposes of
determining the net capacity costs to be allocatd the next periodic auction.

Costs of Utility-Owned Generation Resource Projects

During 2006, the CPUC approved three agreemerdterkto Utility-owned generation projects in aceorcke with the Utility's CPUC
approved long-term procurement plan. The CPUC algborized the amount of revenue requirementstiieatility is authorized to recover
related to each project to recover capital costsreom-fuel operations and maintenance costs. Boe information, see “Capital Expenditures
— New Generation Facilities” in the MD&A in the 208hnual Report

In its December 2007 decision on the utilities’detlerm procurement plans, for future utility-owrgeeheration projects the CPUC
eliminated the limitations it had adopted in 20B4dttrequired the utilities to share half of anystomction cost savings with ratepayers while
absorbing any cost overruns. Instead, the decadlows the utilities to make flexible proposals €dility-owned generation ratemaking on a
case-by-case basis. For more information aboutthigéy’s approved long-term procurement plan comg 2007-2016, see “Electric Utility
Operations — Electricity Resourced-uture Long-Term Generation Resources” below.

DWR Electricity and DWR Revenue Requiremel

During the California 2000-2001 energy crisis, MR entered into longerm contracts to purchase electricity from thiedtigs. Th
electricity provided under these contracts has ladlecated to the electric customers of the thrakf@nia investor-owned electric
utilities. The DWR pays for its costs of purchaseiectricity from a revenue requirement colledredn these customers through a rate
component called the DWR "power charge." The rdtasthese customers pay also include a "bondyehao pay a share of the DWR's
revenue requirements to recover costs associatbdive DWR's $11.3 billion bond offering compleiadNovember 2002. The proceeds of
this bond offering were used to repay the Statgailiffornia and lenders to the DWR for electricityrphases made before the implementatic
the DWR's revenue requirement and to provide theRDMith funds to make its electricity purchases.e Thility acts as a billing and collectis
agent for the DWR for these amounts; however, atsocmilected for the DWR and any adjustments aténotuded in the Utility's revenues.

Electricity Transmission

The Utility's electricity transmission revenue reggments and its wholesale and retail transmissates are subject to authorization
the FERC. The Utility has two main sources of traission revenues: charges under the Utility's trassion owner tariff and charges under
specific contracts with wholesale transmission @ugrs that the Utility entered into before the C&IBegan its operations in March 1998.
These wholesale customers are referred to asrexigstinsmission contract customers and are changaddualized rates based on the terms of
their contracts. Other customers pay transmissitesrthat are established by the FERC in the Ysilitansmission owner tariff rate cases.
These FERC-approved rates are included by the GRUth& Utility's retail electric rates, consistevith the federal filed rate doctrine, and are
collected from retail electric customers receivinondled service.

Transmission Owner Rate Cases

The primary FERC rate-making proceeding to deteenttie amount of revenue requirements the Utiliguithorized to recover for its
electric transmission costs and to earn its retarequity is the transmission owner rate case (fa® case”). A TO rate case is generally held
every year and sets rates for a one-year peribae Utility is typically able to charge new ratesbject to refund, before the outcome of the
FERC ratemaking review process. For more infoionadbout the Utility’s TO rate cases, see “Rissof Operations — Electric Operating
Revenues” in the MD&A in the 2007 Annual Report.

The Utility's transmission owner tariff includesawate components. The primary component consfdiase transmission rates
intended to recover the Utility's operating andmeance expenses, depreciation and amortizatjpenses, interest expense, tax expense and
return on equity. The Utility derives the majorifthe Utility's transmission revenue from basssmission rates.

The other component consists of r ates intendeefkect credits and charges from the CAISO. ThdSIAcredits the Utility for
transmission revenues received by the CAISO. Thesmues include:

« the proceeds received from the CAISO for wholegdieeling service i.e., the transfer of electricity that is being soldtie
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« wholesale market) that the CAISO provides to tipiadties using the Utility’s transmission facilitjead

« revenues that the CAISO collects from transmissisers to relieve congestion on the Utitytransmission line (either in the formr
financial hedges, such as firm transmission rigélating to future deliveries of electricity, or fhe form of a usage charge to mar
congestion relating to re-time delivery of electricity)

These revenues are adjusted by the shortfall piuiresulting from any cost differences betweenamount the Utility is entitled to
receive from certain wholesale customers underiipeontracts and the amount the Utility is emtitlto receive or be charged for scheduling
services under the CAISO's rules and protocols.

The CAISO also charges the Utility for reliabilggrvice costs and imposes a transmission accesgedoa the Utility’s use of the
CAISO-controlled electric transmission grid in sagvits customers. The CAISO's transmission acckasge methodology, approved by the
FERC in December 2004, provides for a transitioer@/10-year period, from 2000-2009, to a unifotatesvide high-voltage transmission
rate. This rate is based on the revenue requirenassociated with facilities operated at 200 kd ahove of all transmission-owning entities
that become participating transmission owners utfteCAISO tariff. The transmission access chargéhodology may result in a cost shift
from transmission owners whose costs for existinggmission facilities at 200 kV and above are @ighan that embedded in the uniform
transmission access charge rate, to transmissioemwith lower embedded costs for existing highage transmission, such as the Utility.
The Utility's obligation for this cost differentibs been capped at $32 million per year durind.€agear transition period.

In December 2007, the FERC approved a settlemeawekea the Utility and PacificCorp, both ownersaafelectric transmission line
which is part of the California — Oregon Intertind other entities, relating to the terminatioragfeements that govern electric transmission
service over the California — Oregon Intertie. Fmre information, see “Electric Utility Operatiors€Electric Transmission” below. As a
condition of the settlement, the Utility will leaback a portion of the capacity allocated to P&cifp from 2008 through 2017 over the eastern
500 KV line between the substation in Malin, Oregamd the Round Mountain substation located inf@alia. In addition, the Utility’s lease
payments to PacifiCorp will be fully recovered thgh the Utility’s transmission owner rates.

Natural Gas
The Gas Accord

On September 20, 2007, the CPUC issued a finasidecapproving a multi-party settlement agreemiembwn as the Gas Accord IV,
to establish the Utility’s natural gas transmisséom storage rates and associated revenue requitefr@m January 1, 2008 through December
31, 2010. The Gas Accord IV establishes a 2008rabgas transmission and storage revenue requiteon&446 million (approximately 0.6
above the currently authorized revenue requireroer2007), a 2009 revenue requirement of $459 anilfapproximately 2.8% above the
proposed 2008 revenue requirement), and a 201@uevequirement of $471 million (approximately 2.Z%ove the proposed 2009 revenue
requirement). A substantial portion of the authed revenue requirements, primarily those costeatéd to core customers, will continue ti
assured of recovery through balancing account nmesims and/or fixed reservation charges. The Y#liability to recover the remaining
revenue requirements will continue to depend oouthput volumes, gas prices, and the extent tohwida-core customers and other shippers
contract for firm transmission services. This vodirit cost recovery risk associated with each fonctbackbone transmission, local
transmission, and storage) is summarized below:

Backbone Transmission The backbone transmission revenue requiremeat®/ered through a combination of firm, two-paites
(consisting of fixed monthly reservation charged aolumetric usage charges) and as-available, anergtes (consisting only of volumetric
usage charges). The mix of firm and as-availablkbone services provided by the Utility continualhanges. The Utility’s backbone
transmission costs are partly assured of recowetlye extent backbone capacity is subscribed uodgrterm firm contracts, and to the extent
the costs of that contracted capacity are recovredigh fixed reservation charges. Core procurgraetities (including core customers
served by the Utility) are the primary long-ternbscribers to backbone capacity. Core customerallareated approximately 32% of the total
backbone capacity on the Utiliysystem. Core customers pay approximately 71%eofosts of the backbone capacity that is allocmidier
through fixed reservation charges.

Local Transmission .The local transmission revenue requirement ccated approximately 70% to core customers and t808%6n-
core customers. The core portion is protectedutjinca balancing account and therefore represesiseasrevenues. The non-core portion is
subject to volumetric cost recovery risk.

Storage . The storage revenue requirement is allocatedoappately 71% to core customers, 13% to non-careage service, and

17% to pipeline load balancing service. The cangipn is protected through a balancing accounttandefore represents assured
revenues. Recovery of the non-core portion isestttip volumetric and price risk. The pipelineddzalancing
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portion is recovered in backbone transmission ratesis subject to the same cost recovery risksritresl above for backbone transmission.

Taken together, the backbone transmission, loaaktmission, and storage costs that are eithergeot¢hrough balancing accounts or
recovered through long-term firm contract reseorattharges amount to approximately 47% of the tytlitotal revenue requirement for gas
transmission and storage.

Biennial Cost Allocation Proceeding

Certain of the Utility's natural gas distributioosts and balancing account balances are allocataastomers in the CPUC’s Biennial
Cost Allocation Proceeding. This proceeding norgnaticurs every two years and is updated in theiimtgear for purposes of adjusting
natural gas rates to recover from customers angracallection, or refund to customers any overeuibn, in the balancing accounts.
Balancing accounts for gas distribution and otheharized expenses accumulate differences betwaorized amounts and actual revenues.

Natural Gas Procurement

The Utility sets the natural gas procurement ratecbre customers monthly, based on the forecastst$ of natural gas, core pipeline
capacity and storage costs. The Utility reflectsdifference between actual natural gas purchasts eod forecasted natural gas purchase cost
in several natural gas balancing accounts, wittetrgdllections and over-collections taken into astan subsequent monthly rates.

The Utility recovers the cost of gas (subject ® thtemaking mechanism discussed below), acquirdgebalf of core customers,
through its retail gas rates. The Ultility is prdtsl against after-the-fact reasonableness revaéttese gas procurement costs under an
incentive mechanism, the CPIM. Under the CPIM,Uhiéty's purchase costs for a fixed twelve-mop#riod are compared to an aggregate
market-based benchmark based on a weighted avefagiblished monthly and daily natural gas pricgiées at the points where the Utility
typically purchases natural gas. Costs that fahiw a tolerance band, which is 99% to 102% oflieachmark, are considered reasonable and
are fully recovered in customers' rates. One-Hatlfi@ costs above 102% of the benchmark are reableem customers' rates, and the Utility's
customers receive in their rates 75% of any saviagslting from the Utility's cost of natural gasit is less than 99% of the benchmark. The
shareholder award is capped at the lower of 1.5%taf natural gas commaodity costs or $25 millidhile this incentive mechanism remains
in place, changes in the price of natural gas, istere with the market-based benchmark, are not&ep to materially impact net income. The
Utility also has received CPUC approval for a ldagn gas hedging program on behalf of core custsnierough 2011. The costs of the
hedging program are recovered directly from gasotosrs, outside the CPIM mechanism, and are subjggtto a compliance review, not an
after-the-fact reasonableness review. (For mom@iinétion see the “Risk Management Activities” seictbf MD&A in the 2007 Annual
Report).

Interstate and Canadian Natural Gas Transportatiord Storage

The Utility's interstate and Canadian natural gasgportation agreements with thjpdrty service providers are governed by tariffs
detail rates, rules and terms of service for tlowigfon of natural gas transportation servicehieoUtility on interstate and Canadian pipelines.
United States tariffs are approved for each pigelor service to all of its shippers, including thglity, by the FERC in a FERC ratemaking
review process, and the applicable Canadian taaif#sapproved by the Alberta Energy and Utilitie@il and the National Energy Board. The
Utility's agreements with interstate and Canadiatural gas transportation service providers areigidtared as part of the Utility's core natural
gas procurement business. Their purpose is topgoahsatural gas from the points at which the Ytilakes delivery of natural gas (typically in
Canada and the southwestern United States) tooihés@at which the Utility's natural gas transptiota system begins. In 2007, in conjunction
with the settlement of a FERC rate case filed lgn§Canada’ Gas Transmission Northwest Corporation, whichsparts Canadian natural |
to California, the Utility agreed to extend its &iig contract commitment for a series of multipésr terms. The FERC approved the
settlement in January 2008. The settlement is édurdiscussed below under “Natural Gas Utility Ofieres — Interstate and Canadian Natural
Gas Transportation Services Agreements.”
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Electric Utility Operations
Electricity Resources

The following table shows the percentage of théity§ total sources of electricity for 2007 reprated by each major electricity
resource:

Ownedgeneration (nuclear, fossil fi-fired and hydroelectric facilities 32%
DWR 25%
Qualifying Facilities/Renewable 20%
Irrigation Districts 3%
Other Power Purchas 20%

The Utility is required to dispatch, or schedulépéthe electricity resources within its portfoliincluding electricity provided under
DWR contracts, in the most cost-effective way. ltaast dispatch requires the Utility, in certairses, to schedule more electricity than is
necessary to meet its retail load and therefoeelichis electricity on the wholesale electriaitvarket. The Utility typically schedules excess
electricity when the expected sales proceeds exteedariable costs to operate a generation fadlitouy electricity under an optional
contract. Proceeds from the sale of surplus electricityadiecated between the Utility and the DWR, basedhe percentage of volume
supplied by each entity to the Utility's total loa@ihe Utility's net proceeds from the sale of susgelectricity after deducting the portion
allocated to the DWR are recorded as a reductidheaost of electricity.

Owned Generation Facilities

At December 31, 2007, the Utility owned and opeatdte following generation facilities, all locatedCalifornia, listed by energy
source:

Number of Net Operating
Generation Type County Location Units Capacity (MW)
Nuclear:
Diablo Canyor San Luis Obisp 2 2,24(
Hydroelectric:

16 counties in northern

Conventiona and central Californi 107 2,68¢
Helms pumped stora¢ Fresnc 3 1,212
Hydroelectric subtote 110 3,89¢
Fossil fuel:
Humboldt Bay(1] Humboldt 2 10t
Mobile turbines Humboldt 2 3C
Fossil fuel subtote 4 13E
Total 116 6,271

@ The Humboldt Bay facilities consist of a retirecchaar generation unit, Humboldt Bay Unit 3, and wperating fossil fuel-fired
plants. As described below, the CPUC has apprtwetltility’s application to 1-power the two fossil fu-fired plants.

Diablo Canyon Power Plant.The Utility's Diablo Canyon power plant consisftswo nuclear power reactor units, Units 1 anavizh
a total-plant net generation capacity of approxetya?,240 MW of electricity. Unit 1 began commetaaeration in May 1985, and the
operating license for this unit expires in Novemd@24. Unit 2 began commercial operation in Mar8B6é, and the operating license for this
unit expires in August 2025. For the 10-year pteaded December 31, 2007, the Utility's Diablo y@enpower plant achieved an average
overall capacity factor of approximately 90.2%.

The Utility has entered into various purchase agegs for nuclear fuel that are intended to enkurg-term fuel supply. For more
information about these agreements, see Note ImMn@iments and Contingencies— Nuclear Fuel Agreemeritthe Notes to the
Consolidated Financial Statements in the 2007 AhRegort.

The following table outlines the Diablo Canyon powtant's refueling schedule for the next five weafFhe Diablo Canyon power
plant refueling outages are typically schedulede2€® months. The average length of a refuelingge over the last five years has been
approximately 48 days. The Utility will replacestiteam generators in Unit 2 during the scheddgebling outage which began on February
4, 2008 and will replace the steam generators iih Uduring the scheduled refueling outage to bdginuary 2009. Due to this additional
work, each of these refueling outages is expectéalst approximately 76 days. (The capital
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expenditures necessary to complete these projeetiistussed further in the “Capital Expenditurgsttion of MD&A in the 2007 Annual
Report.) The actual refueling schedule and outlgation will depend on the scope of the work resglifor a particular outage and other
factors.

2008 2009 2010 2011 2012

Unit 1

Refueling - January October April

Duration (days - 76 35 30

Startug - April Novembet May
Unit 2

Refueling February October - May

Duration (days 76 35 - 30

Startug April Novembet - June

In addition, as discussed below under “Environmievi@ters — Nuclear Fuel Disposal,” the Utilityésnstructing an on-site dry cask
storage facility to store the spent nuclear fuet th expected to be completed in 2008. To prosiugher storage alternative in the event that
construction of the dry cask storage facility isaged, in December 2006, the Utility completed ithetallation of temporary storage racks in
each unit's existing spent fuel storage pool thetsiase the osite storage capability to permit the Utility tosspte Unit 1 until 2010 and Unit
until 2011. If the Utility is unable to completeet dry cask storage facility, or if constructiordedayed beyond 2010, and if the Utility is
otherwise unable to increase its on-site storagadaity, the operation of Unit 1 may have to beailetl or halted as early as 2010 and the
operation of Unit 2 may have to be curtailed otddhhas early as 2011 until such time as additispaht fuel can be safely stored.

Hydroelectric Generation Facilities.The Utility's hydroelectric system consists obXfenerating units at 68 powerhouses, includ
pumped storage facility, with a total generatingawty of 3,896 MW. The system includes 99 resesyd@6 diversions, 170 dams, 184 mile:
canals, 44 miles of flumes, 135 miles of tunne®sriles of pipe and 5 miles of natural waterwayse System also includes water rights as
specified in 90 permits or licenses and 160 statesnef water diversion and use. All but threetwf Utility's powerhouses are licensed by the
FERC, with license terms between 30 and 50 yearthd last five years, the FERC renewed six hy@ast licenses with a total of 699 MW
of hydroelectric power. The Utility is in the pexs of renewing licenses for projects with appratety 1,314 MW of additional hydroelectric
power. Although the original licenses associatétt @17 MW of the 1,314 MW have expired, the licensire automatically renewed each
until completion of the relicensing process. Lisesassociated with approximately 2,569 MW of hglirctric power will expire between 20
and 2043.

DWR Power Purchases

During 2007, electricity from the DWR contractsoathted to the Utility provided approximately 25%tloé electricity delivered to the
Utility's customers. The DWR purchased the eleitjriunder contracts with various generators. Dhibty, as an agent, is responsible for
administration and dispatch of these DWR contrantsacts as a billing and collection agent. TheFDkmains legally and financially
responsible for its contracts. During 2007, the Bt rminated a longerm power purchase agreement it had with Calpimg@ation over th
objections of the Utility and other interested et As a result, the Utility has had to purchags#acement power on behalf of its custome
a significantly higher price. The Utility expedtsat the amount of power supplied under the DWRIgiacts will diminish in the future as the
contracts expire or are terminated. For more imfition regarding the DWR contracts, see Note 1™@iments and Contingencies — Third-
Party Power Purchase Agreements, of the Notest@tmsolidated Financial Statements in the 2007uAhReport.

Third-Party Power Purchase Agreements

Qualifying Facility Power Purchase Agreementas of December 31, 2007, the Utility had agreemeuitis 257 QFs for
approximately 4,097 MW that are in operation. Agmnents for approximately 3,754 MW expire at varidates between 2008 and 2028. QF
power purchase agreements for approximately 343 W no specific expiration dates and will terménaly when the owner of the QF
exercises its termination option. The Utility alsa@s power purchase agreements with approximateigoperative QFs. The total of
approximately 4,097 MW consists of approximately22, MW from cogeneration projects, 580 MW from wimrdbjects and 994 MW from
projects with other fuel sources, including biomasaste-to-energy, geothermal, solar, and hydrtrdedQF power purchase agreements
accounted for approximately 20%, 20%, and 22% efulility’s 2007, 2006, and 2005 electricity sowsceespectively. No single QF
accounted for more than 5% of the Utility's 20000@&, or 2005 electricity sources.

Irrigation Districts and Water AgenciesThe Utility has contracts with various irrigatioistticts and water agencies to purchase

hydroelectric power. Under these contracts, thltymnust make specified semi-annual minimum papisdased on the irrigation districts’
and water agencies' debt service requirementshehet not any hydroelectric power is supplied, aadable
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payments for operation and maintenance costs ieduny the suppliers. These contracts expire olowsudates from 2008 to 2031. The
Utility's irrigation district and water agency comtts accounted for approximately 3% of the Utiit007 electricity sources, approximately
6% of the Utility’s 2006 electricity sources and 5¥the Utility’s 2005 electricity sources.

Renewable Energy ContractgCalifornia law requires each California retailleeof electricity, except for municipal utilitieso
increase its purchases of renewable energy (sublvamss, wind, solar, and geothermal energy) tyeat 1% of its retail sales, so that the
amount of electricity purchased from renewable ueses equals at least 20% of its total retail shjethe end of 2010. The CPUC has adopted
"flexible compliance” rules, which allow deliveriabove interim required levels to be carried fodygermit a retail seller to maintain a
procurement deficit for up to three years followthg year in which the deficit is incurred, and miaycertain cases, provide allowable reasons
for noncompliance. During 2007, the Utility enteéiato 9 new renewable power purchase agreemamuiegenting approximately 3,000 GWh
per year of renewable generation that will helplthidity to meet its goals. The Utility expectsise the flexible compliance Rules to meet the
2010 requirement. Failure to satisfy the targedy nesult in a penalty of five cents per kWh, vathannual penalty cap of $25 million. The
exact amount of any penalty and conditions undechvit would be applied are subject to the CPU@\gew of whether supply-side factors or
other circumstances caused the under-delivery.

Long Term Power Purchase Agreementa.December 2007, the CPUC approved, with seveadlifications, the londgerm electricity
procurement plans (“LTPPs”) of the California intersowned electric utilities covering the 10-yearipd from 2007 through 2016. Each
utility is required to submit an LTPP designededuce greenhouse gas emissions and uses the Statkfarnia’s preferred loading order to
meet forecasted demand (i.e., increases in fumeadd will be offset through energy efficiency pargs, demand response programs,
renewable generation resources, distributed geopnasources, and new conventional generatiohp decision notes that if a previously
approved contract is terminated before the gemeraioject is built, the utilities will retain throcurement authority for the MWs subject to
the terminated contract. At the end of the sa@iin or request-for-offer (‘RFO”) process, thditiis must justify why each bid was selected
or rejected. Utilities can acquire ownership ofvremnventional generation resources in the utditmpetitive RFO process only through
turnkey and engineering, procurement, and construetrrangements proposed by third parties. Thiéed are required to submit revised
LTPPs reflecting the changes required by the CPutiim90 days of the date the decision is mailed.

For more information regarding the Utility's powmmrchase contracts, see Note 17: Commitments antngencies— Third-Party
Power Purchase Agreements, of the Notes to thedlldaged Financial Statements in the 2007 Annugddrie

Future Long-Term Generation Resources

On December 20, 2007, the CPUC issued a decisairafiproves, with several modifications, the Cafifa investor-owned utilities’
long-term electricity procurement plan coveringq@nement during 2007-2016. The CPUC forecaststiteattility will need to obtain an
additional 800 to 1,200 MW of new conventional gatien by 2015 based on forecasts prepared by H. Che decision finds that in earlier
years (i.e. 2007-2013), the Utility has a surplus of resouiaes in 2014 the forecast shows a small need o166

The decision allows the utilities to acquire owhgosof new conventional generation resources dmigugh turnkey and engineering,
construction, and procurement (“EPC") arrangempriposed by third parties. The decision prohithitsutilities from submitting bids for
utility-build generation in their respective RFQ#iliquestions can be resolved about how to comp#ligy-owned generation bids with bids
from independent power producers. The decisiom pdégmits utility-owned generation projects to begosed through a separate application
outside of the RFO process in the following circtanses: (1) to mitigate market power demonstragethé utility to be held by others, (2) to
support a use of preferred resources, such as efewnergy sources, (3) to expand existing faslit(4) to take advantage of a unique and
fleeting opportunity (such as a bankruptcy settlethand (5) to meet unique reliability needs.

Electricity Transmission

At December 31, 2007, the Utility owned 18,680 giteniles of interconnected transmission lines apeat at voltages of 500 kV to 60
kV and transmission substations with a capacity4709 MVA. Electricity is transmitted across théses and substations and is then
distributed to customers through 140,684 circulemof distribution lines and substations with pawity of 26,370 MVA. In 2007, the Utility
delivered 86,179 GWh to its customers, including28, GWh delivered to direct access customers. Thigyls interconnected with electric
power systems in the Western Electricity CoordimgtCouncil, which includes 14 western states, Aband British Columbia, Canada, and
parts of Mexico.

In 1998, in connection with electric industry restiuring, the California investor-owned electriditi¢s relinquished control, but not

ownership, of their transmission facilities to tBAISO. The Utility has entered into a Transmissontrol Agreement with the CAISO and
other participating transmission owners (includ8muthern California Edison Company, San Diego
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Gas & Electric Company, and several California roipal utilities) under which the transmission owsibave assigned operational control of
their electric transmission systems to the CAIS@.Thility is required to give the CAISO two yearsitice and receive approval from the
FERC if it wishes to withdraw from the Transmissioantrol Agreement and take back operational chofris transmission facilities.

The CAISO, which is regulated by the FERC, conttbésoperation of the transmission system and gesvopen access transmission
service on a nondiscriminatory basis. The CAIS® &gesponsible for ensuring that the reliabitifithe transmission system is
maintained. The Utility acts as a scheduling cowtbr to schedule electricity deliveries to thengmission grid. The Utility also acts as a
scheduling coordinator to deliver electricity prodd by several governmental entities to the trassion grid under contracts the Utility
entered into with these entities before the CAl®®menced operation in 1998. In addition, undemtl@datory reliability standards
implemented following EPACct, all users, owners, apérators of the transmission system, includirgUlility, are also responsible for
maintaining reliability through compliance with thediability standards. See the discussion ofi@lity standards above under “The Utility’s
Regulatory Environment- Federal Energy Regulation.”

In April 2006, the Utility completed a new 230-kkahsmission line from Redwood City to Brisbane,wnas the Jefferson-Martin
230-kV Line. The completed transmission line pd@a additional transmission system reliability an$-rancisco and northern San
Mateo County. As result of the completion of trensmission line, the Utility was able to retire tHunters Point power plant in San
Francisco. The Ultility expects to undertake vasiadditional transmission projects over the newtyears to upgrade and expand the Utility’s
transmission system in order to accommodate syltadgrowth, to secure access to renewable geoenagsources, to replace aging or
obsolete equipment, to maintain system reliabilignd to reduce reliance on generation provided uredibility must run (“RMR”)
agreements with the CAISO. (RMR agreements reqair®us power plant owners, including the Utility,keep designated units in certain
power plants, known as RMR units, available to gateeelectricity upon the CAISO's demand when #wegation from those RMR units is
needed for local transmission system reliabilitgtential transmission projects include a 5004ahsmission line to increase access to
southern California and Southwest generation ressuand to reduce RMR generation contracts in teégne, California area (referred to as
“Central California Clean Energy Transmission Petjeand a high voltage transmission line betweanthern California and British
Columbia, Canada to access renewable generatioaroes in British Columbia. In addition, the Utilis currently working with several
stakeholders in the western United States to asisegsasibility of new large-scale electric tramssion expansion projects to address regional
electricity needs over the long term.

In December 2007, the FERC approved a settlemewelea the Utility and PacifiCorp, both owners ofedectric transmission line
which is part of the California — Oregon Intertt€Q1”), as well as other entities, relating to tleemination of agreements that govern
transmission service over the COI. The COI is eomalectric transmission link connecting Califormigh the Pacific Northwest and vital to
electric grid reliability. The settlement provides the shared usage and coordinated planningatipe, and maintenance of the eastern 500
kV transmission line between the Malin substatip®regon and the Round Mountain substation in @ali&. As a result of the settlement,
Utility and PacifiCorp will each have rights to haf the capacity on the eastern 500 kV transmis$ite between the Malin and
Round Mountain substations for a twenty year perilmdaddition, the Utility will lease back a panti of the capacity allocated to PacifiCorp
the first ten years. The settlement allows thditytio continue its rights to all existing availaliransmission service over the eastern 500 KV
line between the Malin and Round Mountain substatibrough December 31, 2011; these rights dectedsaf of the total capacity by
2018. The settlement also provides that the Ytliease payments to PacifiCorp will be fully reeced through the Utility’s transmission
owner rates.

Electricity Distribution Operations

The Utility's electricity distribution network extds through 47 of California's 58 counties, conipgsnost of northern and central
California. The Utility's network consists of 1484circuit miles of distribution lines (of which pmximately 19% are underground and
approximately 81% are overhead). There are 93nmson substations and 48 transmission-switchiations. A transmission substation is a
fenced facility where voltage is transformed fromedransmission voltage level to another. The tyinetwork includes 605 distribution
substations and 110 low-voltage distribution sutiista. The 54 combined transmission and distrilsusiobstations have both transmission and
distribution transformers.

The Utility's distribution network interconnectsttee Utility's electricity transmission system at@6 points. This interconnection
between the Utility's distribution network and thensmission system typically occurs at distribotsaibstations where transformers and
switching equipment reduce the high-voltage tragsion levels at which the electricity transmisssgatem transmits electricity, ranging from
500 kV to 60 kV, to lower voltages, ranging from i to 2.4 kV, suitable for distribution to the lity's customers. The distribution
substations serve as the central hubs of the YHRiklectricity distribution network and consisttnsformers, voltage regulation equipment,
protective devices and structural equipment. Emiagditom each substation are primary and secondiatyibution lines connected to local
transformers and switching equipment that linkribstion lines and provide delivery to end-userssbme cases, the Utility sells electricity
from its distribution lines or other facilities émtities, such as
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municipal and other utilities, that then resell #hectricity.

During 2006, the Utility began the installationasf advanced metering infrastructure, known as thar®leter™ program, for
virtually all of the Utility's electric and gas dosmers. These meters will enable the Utility toasuere usage on an hourly basis for electricity
and on a daily basis for natural gas, which withalfor demand-response rates to encourage cussaimeeduce energy consumption during
peak demand periods, thus reducing peak periodiproent costs. Advanced meters can record uségeérintervals and be read
remotely. The Utility expects to complete the éfisttion of the network infrastructure and advangesters throughout its service territory by
the end of 2011. On December 12, 2007, the Ufiligg an application with the CPUC requesting appat to upgrade elements of the Utility’s
SmartMeter™ program. The Utility seeks approvahgiall solid-state electric meters and associd®adces that would offer an expanded
range of service features for customers and inetkaperational efficiencies for the Utility. Thagegraded meters and associated devices
would provide additional energy conservation anchaled response options for electric customers.dttitian, the solidstate electric meters ¢
designed to facilitate the Utility’s ability to ingporate future advanced metering technology intiona in a timely and cost-effective
manner. (For more information about the advancetering infrastructure, see the section entitledpi@l Expenditures” in the MD&A
portion of the 2007 Annual Report.)

2007 Electricity Deliveries

The following table shows the percentage of thditys total 2007 electricity deliveries represaht®y each of its major customer
classes:

Total 2007 Electricity Delivered: 86,179 GWh

Agricultural and Other Custome 7%
Industrial Customer 18%
Residential Custome 36%
Commercial Customel 39%

Electricity Distribution Operating Statistics

The following table shows certain of the Utilitgperating statistics from 2003 to 2007 for eledlyisold or delivered, including the
classification of sales and revenues by type oficer

2007 2006 2005 2004 2003

Customers (average for the ye:

Residentia 4,464,48. 4,417,63! 4,353,45! 4,366,89 4,286,08!
Commercial 521,73. 515,29 509,78t 509,50: 493,63
Industrial 1,261 1,212 1,271 1,33¢ 1,37:
Agricultural 80,36¢ 79,00¢ 78,87¢ 80,27¢ 81,37¢
Public street and highway lightir 29,64 28,79¢ 28,02: 27,17¢ 26,65(
Other electric utilitie: 2 4 4 3 4
Total @ 5,097,48 5,041,95 4,971,411 4,985,19: 4,889,12'
Deliveries (in GWh):(2

Residentia 30,79¢ 31,01« 29,75 29,45: 29,02:
Commercial 33,98¢ 33,49: 32,37¢ 32,26¢ 31,88¢
Industrial 15,15¢ 15,16¢ 14,93: 14,79¢ 14,65
Agricultural 5,402 3,83¢ 3,74 4,30( 3,90¢
Public street and highway lightir 83: 78t 792 2,091 60%
Other electric utilitie: 3 14 33 28 76
Subtotal 86,17¢ 84,31( 81,62¢ 82,93¢ 80,15¢
California Department of Water Resources (DV (21,199 (19,585 (20,47¢) (29,939 (23,559
Total nor-DWR electricity 64,98t¢ 64,72t 61,15( 62,99¢ 56,60:
Revenues (in millions

Residentia $ 458( $ 4,491 $ 3,85¢ $ 3,71¢ % 3,671
Commercial 4,48¢ 4,41¢ 4,11« 4,17¢ 4,44(
Industrial 1,252 1,29: 1,23: 1,20¢ 1,41C
Agricultural 664 482 44¢ 491 522
Public street and highway lightir 78 72 66 71 69
Other electric utilitie: 85 59 4 22 24
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Subtotal 11,14 10,81: 9,71¢ 9,68t 10,13¢

DWR (2,229) (2,119 (1,699 (1,939 (2,249
Direct access credi — — — — (277)
Miscellaneous(3 21k 261 23k (24¢) (52
Regulatory balancing accour 352 (202) (327) 363 18
Total electricity operating revenu $ 9,481 $ 8,75 $ 7927 % 7861 $ 7,58
Other Data

Average annual residential usage (kv 6,89¢ 7,02( 6,83« 6,74« 6,772
Average billed revenues (cents per kW

Residentia 14.87 14.4¢ 12.9¢ 12.6 12.6¢
Commercial 13.1¢ 13.1¢ 12.71 12.9¢ 13.9:
Industrial 8.2¢ 8.58 8.2t 8.1¢4 9.62Z
Agricultural 12.2¢ 12.5¢ 11.9Z 11.4] 13.3¢
Net plant investment per custon $ 341¢ % 3,14¢ % 2,96¢ $ 2,79C $ 2,68¢

@ Starting in 2005, the Utility's methodology usedctmunt customers changed from the number of b#litogthe number of active
service agreement

(2) These amounts include electricity provided to diesress customers who procure their own suppliekeotricity.

3 Miscellaneous revenues in 2003 include a $125enilteduction due to refunds to electricity custasrfesm generation-related
revenues in excess of genera-related costs

Natural Gas Utility Operations

The Utility owns and operates an integrated natgasltransportation, storage and distribution systeCalifornia that extends
throughout all or a part of 39 of California's 581aties and includes most of northern and centaéif@nia. In 2007, the Utility served
approximately 4.3 million natural gas distributicustomers. The total volume of natural gas througdpring 2007 was approximately 875
Bcf.

As of December 31, 2007, the Utility's natural ggstem consisted of 41,805 miles of distributigpefines, 6,393 miles of backbone
and local transmission pipelines, and three stofagjéties. The Utility's distribution network caoects to the Utility's transmission and storage
system at approximately 2,200 major interconnegbioints. The Utility’s backbone transmission systeomposed primarily of Lines 300, 400
and 401, is used to transport gas from the Utditpterconnection with interstate pipelines, otbeal distribution companies, and California
gas fields to the Utility’s local transmission adigtribution system. The Ultility's Line 300, whigiterconnects with the U.S. Southwest and
California-Oregon pipeline systems owned by thiadties (Transwestern Pipeline Co., El Paso Natieal Company, Questar Southern Trails
Pipeline Company and Kern River Pipeline Compahgs, a receipt capacity at the California-Arizonedeo of approximately 1.1 Bcf per day.
The Utility's Line 400/401 interconnects with thatural gas transportation pipeline of Gas TrandonsNorthwest Corporation at the
California-Oregon border. This line has a recegyacity at the border of approximately 2.0 Bcf gay. Through interconnections with other
interstate pipelines, the Utility can receive natgas from all the major natural gas basins interesNorth America, including basins in
western Canada, the Rocky Mountains and the sogteweUnited States. The Utility also is suppligdhlatural gas fields in California.

The Utility also owns and operates three undergimatural gas storage fields connected to thetisiliransmission and storage
system. These storage fields have a combined fipadity of approximately 47 Bcf. In addition, twalependent storage operators are
interconnected to the Utility's northern Califortiansportation system.

In September 2007, the Utility announced that & batered into an agreement with Gill Ranch Starbb€, a subsidiary of
Northwest Natural Gas Company, to develop an umdargl natural gas storage facility near Fresnoif@ala. The new storage facility wot
provide approximately 20 Bcf of total capacity ottee initial phase is completed, expected in 2000. February 4, 2008, the parties executed
a Joint Project Agreement which provides the Wtit25% interest in the initial project phase. Elepment of the project is subject to CPUC
issuance of a Certificate of Public Convenience ldadessity and an environmental review to be cotedlicy the CPUC under the California
Environmental Quality Act. The parties plan to file application with the CPUC in May 2008.

The CPUC divides the Utility's natural gas custavieto two categories: core and non-core custonidyis. classification is based
largely on a customer's annual natural gas usdgecdre customer class is comprised mainly of eggidl and smaller commercial natural gas
customers. The non-core customer class is compofsiediustrial, larger commercial and electric getien natural gas customers. In 2007,
core customers represented more than 99% of thigy\dttotal customers and 38% of its total natural
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gas deliveries, while non-core customers compiisgsithan 1% of the Utility's total customers a@é6of its total natural gas deliveries.

The Utility provides natural gas transportatiorvieers to all core and non-core customers conndotéue Utility's system in its
service territory. Core customers can purchaseralagas procurement service (i.e., hatural gaslgyufmem either the Utility or alternate
energy service providers. When the Utility providhesh transportation and procurement servicesUtiiigy refers to the combined service as
bundled natural gas service. Currently, over 99%o0é customers, representing over 96% of core ebadmand, receive bundled natural gas
service from the Utility.

The Utility does not provide procurement servicaom-core customers. However, some gore customers are permitted to elect
service and receive Utility procurement servicetiyh that avenue. Electricity generators, QF ceggnrs, enhanced oil recovery customers,
refiners, and other large non-core customers magleot core service, and smaller non-core custemmerst contract for a minimum five-year
term if they elect core service. These restrictimase put in place because large increases in difoamhe Utility's procurement service
caused by significant transfers of noore customers to core service would raise prioealf other core procurement customers and olgitz
Utility to reinforce its pipeline system to providere service reliability on a short-term basiséove this new load.

The Utility offers backbone gas transmission, galévdry (local transmission and distribution), agab storage services as separate
distinct services to its non-core customers. Acteske Utility's backbone gas transmission systeavailable for all natural gas marketers and
shippers, as well as non-core customers.

The Utility has regulatory balancing accounts foreccustomers designed to ensure that the Utiliégalts of operations over the long
term are not affected by weather variations, coragEm or changes in their consumption levels. Dkibty's results of operations can, howey
be affected by non-core consumption levels becthese are fewer regulatory balancing accountseaeltd non-core
customers. Approximately 97% of the Utility's matlgas distribution base revenues are recoveoad fore customers and 3% are recovered
from non-core customers.

The California Gas Report is prepared by the Califoelectric and natural gas utilities to presambutlook for natural gas
requirements and supplies for California over gyiterm planning horizon. It is prepared in even-bened years followed by a supplemental
report in odd-numbered years. The 2006 Califorraa Beport forecasts average annual growth in thigéyldtnatural gas deliveries (for core
customers and non-core transportation) of approbatypd.3% for the years 2006 through 2025. Thenaayas requirements forecast is subject
to many uncertainties, and there are many fachatsdan influence the demand for natural gas, dictyweather conditions, level of economic
activity, conservation, price, and the number awéiion of electricity generation facilities.

2007 Natural Gas Deliveries

The following table shows the percentage of théity§ total 2007 natural gas deliveries represeiye each of the Utility's major
customer classes:

Total 2007 Natural Gas Deliveries: 875 Bcf

Residential Custome 26%
Transpor-only Customers (nc-core) 62%
Commercial Customel 12%

Natural Gas Operating Statistic

The following table shows the Utility's operatirtgtsstics from 2003 through 2007 (excluding sulssigis) for natural gas, including
the classification of sales and revenues by typeeofice:

2007 2006 2005 2004 2003
Customers (average for the ye:
Residentia 4,030,49' 3,989,33. 3,929,11 3,812,91. 3,744,01
Commercial 223,33( 220,02: 216,74¢ 215,54° 208,85
Industrial 95¢ 98¢ 962 2,17¢ 1,98¢
Other gas utilitie! 6 6 6 6 6
Total 4,254,79: 4,210,34! 4,146,83. 4,030,64! 3,954,86.

Gas supply (MMcf)
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Purchased from suppliers i

Canade 199,87( 202,27: 204,88: 205,18 196,27¢
California (23,06%) (13,40 (18,957 (9,109) (7,42))
Other state 101,27: 103,65¢ 103,23 103,80: 102,94:
Total purchase 278,07t 292,53 289,17( 299,87 291,79t
Net (to storage) from storay (2,120 4,35¢ (3,659 (532 1,35¢
Total 276,95! 296,89( 285,51: 299,34: 293,15
Utility use, losses, etc. (. (22,76() (27,610 (14,319 (29,28 (14,30))
Net gas for sale 264,19t 269,28( 271,19¢ 280,05 278,85l
Bundled gas sales (MMcf

Residentia 196,009: 196,009: 194,10t 201,60: 198,58(
Commercial 67,29! 73,17¢ 77,05¢ 78,08( 79,89:
Industrial 10 35 37¢ 37¢
Other gas utilitie! . . — — —
Total 264,19t 269,28( 271,19¢ 280,05 278,85(
Transportation only (MMcf) 605,25¢ 559,27( 572,86 597,70t 525,35!

Revenues (in millions
Bundled gas sale

Residentia $ 2,37¢  $ 245. $ 2,33t $ 194 $ 1,83¢
Commercial 76€ 85¢ 88t 712 697
Industrial 1
Other gas utilitie: 1
Miscellaneou: 88 121 (22 (29 (32)
Regulatory balancing accour 18¢€ 40 34C 31¢ 68
Bundled gas revenur 3,417 3,47: 3,53¢ 2,94: 2,572
Transportation service only reven 34C 31t 237 27C 284
Operating revenue $ 3,751 $ 3,781 $ 3,77¢ % 321 % 2,85¢
Selected Statistic:

Average annual residential usage (V 49 49 49 53 53
Average billed bundled gas sales revenues per

Residentia $ 12.07 $ 1250 $ 12.0¢ $ 9.6¢ $ 9.2t
Commercial 11.3¢ 11.7: 11.4¢ 9.12 8.7¢
Industrial 1.0¢ 0.61 (0.56) 2.4¢
Average billed transportation only revenue per | 0.5€ 0.5¢ 0.4z 0.4¢ 0.5¢
Net plant investment per custon $ 1,37 $ 1,30¢ $ 1,262 $ 1,266 $ 1,261

(1) Includes fuel for the Utility's fossil fu-fired generation plant:

Natural Gas Supplie:

The Utility purchases natural gas to serve thetyslcore customers directly from producers andketrs in both Canada and the
United States. The contract lengths and naturabgasces of the Utility's portfolio of natural gasrchase contracts have fluctuated, generally
based on market conditions. During 2007, the tytpurchased approximately 278,076 Mcf of natues {net of the sale of excess supply)
from 67 suppliers. Consistent with existing CPUdgyodirectives, substantially all this natural gaas purchased under contracts with a term
of one year or less. The Utility's largest indivadisupplier represented approximately 11% of thal teatural gas volume the Utility purchased
during 2007.

The following table shows the total volume andalierage price of natural gas in dollars per Mdhef Utility's natural gas purchases
by region during each of the last five years. Therage prices for Canadian and U.S. Southwestlgagrsbelow include the commodity
natural gas prices, pipeline demand or reservatianges, transportation charges and other pipaisessments. The volumes purchased are
shown net of sales of excess supplies of gas.0d,20e sale of excess supplies to parties lodat€alifornia exceeded purchases from parties
located in California.
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2007 2006 2005 2004 2003
Avg. Avg. Avg. Avg. Avg.

MMcf Price MMcf Price MMcf Price MMcf Price MMcf Price
Canads 199,87( $ 6.6 202,27: $ 6.27 204,88 $ 7.1z 205,18( $ 537 196,27 $ 4.7
California (1) (23,065 $ 6.77 (13,40) $ 7.04 (1895) $ 7.7C (9,20¢) $ 4.8¢ (7,420) $ 3.3¢
Other states (substantially
all U.S. southwes 101,27 $ 6.3C 103,65¢ $ 651 103,23 $ 7.1C 103,80: $ 544 102,94. $ 4.6
Total/weighted averag 278,07¢ $ 6.5C 29253 $ 6.3z 289,17( $ 7.07 299,870 $ 541 291,79 $ 4.7
(1) California purchases include supplies from vari@adifornia producers and supplies transported @abfornia by others

Gas Gathering Facilities

The Utility's gas gathering system collects natges from third-party wells in California. Durin@@7, approximately 6% of the gas
transported on the Utility's system came from uagi€alifornia producers, with the balance comimgrfisupplies transported into California
others. The natural gas well production is proagsseproducers to remove various impurities fromm latural gas stream and the Utility then
odorizes the natural gas so that it may be detéottte event of a leak. The facilities include apgmately 117.26 miles of gas gathering
pipelines. The Utility receives gas well productatrapproximately 230 metering facilities. The lttls gas gathering system is geographically
dispersed and is located in 8 California countggpproximately 132 MMcf per day of natural gas proed in northern California was delivered
into the Utility's gas gathering system during 2007

Interstate and Canadian Natural Gas Transportati@ervices Agreemen

In 2007, approximately 60% of the gas transportethe Utility's system came from western Canada&. Ttility has a number of
arrangements with interstate and Canadian thirtpeansportation service providers to serve caga@mers' service demands. The Utility has
firm transportation agreements for delivery of matgas from western Canada to the United Statasa@ian border with TransCanada NOVA
Gas Transmission, Ltd. and TransCanada Foothifis Bines Ltd., B.C. System. hese companies' pipadystems connect at the border to the
pipeline system owned by TransCanada’s Gas Trassmidorthwest Corporation (“GTN”") which provideataral gas transportation services
to a point of interconnection with the Utility'stneal gas transportation system on the Ore@atifornia border near Malin, Oregon. The Util
the largest firm shipper on GTN’s pipeline, hagra ftransportation agreement with GTN for thesevisess. As described below, as part of the
FERC-approved all-party settlement of GTN’s moserg general rate case, the Utility’s contract VRN will be replaced beginning
November 1, 2009 by three smaller contracts tajalire same amount with staggered tel

During 2007, approximately 34% of the gas tranggbdn the Utility's system came from the westeritddinStates, excluding
California. The Utility has firm transportation agments with Transwestern Pipeline Company ana&b Ratural Gas Company to transport
this natural gas from supply points in this regiomnterconnection points with the Utility's natligas transportation system in the area of
California near Topock, Arizona.

The following table shows certain information abthé Utility's firm natural gas transportation agmeents in effect during 2007,
including the contract quantities, contract dumaiand associated demand charges, net of salgsessesupplies, for capacity reservations.
These agreements require the Utility to pay fixethdnd charges for reserving firm capacity on tipelpies. The total demand charges may
change periodically as a result of changes in eggdItariff rates approved by Canadian regulatothé case of TransCanada NOVA Gas
Transmission, Ltd. and TransCanada Foothills Piped.Ltd., B.C. System, and by the FERC in all pttases. The Utility may, upon prior
notice and with the CPUC's approval, extend eadh@$e natural gas transportation agreements. ©RERC-regulated pipelines, the Utility
has either a right of first refusal or evergregts allowing it to renew natural gas transportaigreements at the end of their terms. If an
prospective shipper also wants the capacity, thilgyJvould be required to match the competing Wiith respect to both price and term.

Demand Charges
for the Year Ended

Expiration Quantity December 31, 2007

Pipeline Date MDth per day (In millions)

TransCanada NOVA Gas Transmission, | 12/31/2001 61¢ $29.t
TransCanada PipeLines Ltd., B.C. Sys 10/31/200! 611 15.7
Gas Transmission Northwest Corporat 10/31/200! 61C 89.¢
Transwestern Pipeline Compa 03/31/2011 15C 15.€
El Paso Natural Gas Company Various 252 17.2
Kern River Gas Transmission Company 2/28/200° 29 0.4
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(1) A small portion (23 MDth/d) of the Utilit's capacity is due to expire on October 31, 2

(2) As of December 31, 2007, the Utility had four aetoontracts with EI Paso with expiration dates ir@gpdrom February 29, 2008 to
June 30, 201z

3 This contract was not renewe
As required by the all-party settlement of GTN’sshecent general rate case approved by the FER@rarary 7, 2008, the Utility

has entered into three smaller contracts with GTiK terms that begin on November 1, 2009 and teausion various dates unless renewed, as
follows:

Expiration Quantity Estimated Annual Charges
Date MDth per day 2009-2011 (In millions)
10/31/201. 25(C $5¢
10/31/2011 28C 71
10/31/202! 80 2C

Also, as part of the same settlement, the Utilag bntered into a separate contract with GTN for fransportation service to support
the Utility’s need for natural gas for electric pamplant fuel. This new contract is for a quantifys0 MDth/d for a 59-month term, July 1,
2009, through May 31, 2014.

The settlement sets rates on the GTN pipeline famamum term of five years commencing JanuaryQD72 and provides for
substantial refunds to the Utility and other shigder the higher rates paid since that time. Olility estimates it will receive refunds on
behalf of customers of approximately $24 milliondarly April 2008. For contract commitments extegdeyond December 31, 2011, the
Utility will be obligated to pay the then-effecti€&TN rate as set by the FERC.

In addition, in December 2007, the Utility entefsthb an agreement to subscribe for 375 MDth perafdirm service rights on the
proposed Ruby Pipeline for a 15-year term commenicir2011, when the pipeline is proposed to bequldnto service. The Utility’s
commitment is contingent upon the satisfactionestain conditions precedent, including CPUC apploygor more information, see
“Competition” above.) The Utility expects the CPWI issue a decision by the end of 2008.

Environmental Matters

The following discussion includes certain forwaod#ing information relating to estimated expenditufor environmental protection
measures and the possible future impact of enviesttah compliance measures. The information beldle@ats current estimates, which are
periodically evaluated and revised. Future estisated actual results may differ materially fromsdndicated below. These estimates are
subject to a number of assumptions and uncertajritieluding changing laws and regulations, thenalte outcome of complex factual
investigations, evolving technologies, selectiomaipliance alternatives, the nature and extergaudired remediation, the extent of the
facility owner's responsibility, and the availatyilof recoveries or contributions from third pastie

General

The Utility is subject to a number of federal, stahd local laws and requirements relating to toéeption of the environment and the
safety and health of the Utility's personnel arelpghblic. These laws and requirements relate tmadorange of activities, including:

« the discharge of pollutants into air, water and ¢

« the identification, generation, storage, handlingnsportation, treatment, disposal, record keepaizeling, reporting, remediation ¢
emergency response in connection with hazardousaatioactive substances; and

« environmental impacts of land use, including en@sed species and habitat protection.

The penalties for violation of these laws and respaents can be severe, and may include signifitaed, damages and criminal or
civil sanctions. These laws and requirements alap raquire the Utility, under certain circumstandesnterrupt or curtail operations. To
comply with these laws and requirements, the Wtitilay need to spend substantial amounts from tintiente to construct, acquire, modify or
replace equipment, acquire permits and/or marketalidwances or other emission credits for faciperations and clean-up or decommission
waste disposal areas at the Utility's current amfr facilities and at third-party sites where
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the Utility’s wastes may have been disposed.

Generally, the Utility has recovered the costsarfiplying with environmental laws and regulationshia Utility's rates, subject to
reasonableness review. Environmental costs asedoith the clean-up of sites that contain hazesdmlbstances are subject to a special
ratemaking mechanism under which the Utility ishauized to recover hazardous waste remediatiors dosenvironmental claims from
customers (e.g, for costs of cleaning up the Utility's facilitiasd sites where the Utility’s hazardous substahegs been sent). This
mechanism allows the Utility to include 90% of dhig hazardous waste remediation costs in thetWslrates without a reasonableness
review. Ten percent of any net insurance recovasssciated with hazardous waste remediationisigssigned to the Utility's customers. -
balance of any insurance recoveries (90%) is rethlny the Utility until it has been reimbursed floe 10% share of clean-up costs not included
in rates. Any insurance recoveries above full ceshbursement levels are allocated 60% to custoar@s10% to the Utility. Finally, 10% of
any recoveries from the Utility's claims againstdtparties associated with hazardous waste reriedisites is retained by the Utility, with the
remainder, 90% of any such recoveries, assignéuetdltility's customers.

Hazardous waste remediation costs are rising amtikaly to be significant into the foreseeablaifiet Based on the Utility's past
experience, it believes that it can recover mosheffuture costs that it may incur to remediatean@ous waste through rates and insurance
recoveries. The Utility cannot provide assuranoavéwver, that these costs will not be materialhat the Utility will be able to recover its co
in the future.

Air Quality and Climate Change

The Utility's electricity generation plants, natugas pipeline operations, fleet and fuel storagds are subject to numerous air
pollution control laws, including the federal Cleaim Act as well as state and local statutes. THaas and regulations cover, among other
pollutants, those contributing to the formatiorgodund-level ozone, carbon monoxide, sulfur dioxid&rogen oxide and particulate matter. In
addition, various laws and regulations addressiingate change are being considered or implemertétedederal and state levels, as
discussed below. Fossil fuel-fired plants and gaspressor stations used in the Utility's pipeliperations are sources of air pollutants and,
therefore, are subject to substantial regulatiahenforcement oversight by the applicable goverrtaleyencies.

The Utility’s existing and forecast emissions dfrdte-changing “greenhouse gases,GHGs, are relatively low compared to aver
emissions by other electric utilities and genematorthe country, but the Utility anticipates titawill be affected by the increasing attention of
the federal and state government to the contr@téGs is gaining increasing attention. At the fetiereel, several legislative initiatives have
been introduced recently in Congress aimed at adifrg climate change through imposition of natiddenregulatory limits on the emissions
of GHGs. No such legislation has yet been endayedongress, but extensive hearings and discuss@axpected in the coming year. At the
state level, in 2006 California enacted Assembly 3 (“AB 32"), the California Global Warming Sdioens Act of 2006, to address climate
change. AB 32 establishes a regulatory progransahddule to gradually reduce GHG emissions inf@aia to 1990 levels by 2020 on a
schedule beginning in 2012. AB 32 also authorihesCalifornia Air Resources Board (“CARB”) to maori and enforce compliance with the
GHG reduction program and to consider implementiragket-based mechanisms, including trading of GH&sions allowances. Pursuant to
AB 32, on December 6, 2007, the CARB adopted &stéde GHG 1990 emissions baseline of 427 millicgtnia tons of carbon dioxide (or its
equivalent). This 1990 baseline serves as the 28#6sions reduction target for the state of Califn The CARB has not yet determined
reduction goals applicable to the utility sectoiralividual utilities within the utility sector. ThCARB also adopted a GHG reporting regule
that will require reporting of 2008 GHG emission2009. The Utility will be required to submit viéed GHG emissions reports under
CARB'’s reporting regulation. AB 32 requires CARBadopt a Scoping Plan by January 2, 2009 for attgehe maximum technologically
feasible and cost-effective GHG reductions to nieet2020 reduction target.

California Senate Bill 1368, also enacted in 2Q@¥6hibits any load-serving entity in Californiacinding investor-owned electric
utilities, from entering into a long-term financi@mmitment for baseload electricity generatioresalthe generation complies with a GHG
emission performance standard. As required by 8eBifit1368, on January 25, 2007, the CPUC adopteihterim GHG emissions
performance standard of 1,100 pounds of carboridigxer MWh that applies to new commitments foretzesd electricity procured under
contracts with a term of five years or longer ongrated by the Utility. After a state-wide GHG egibns limit is established and is in
operation, in accordance with AB 32, the CPUC valevaluate its interim GHG emissions performanaadard and determine whether to
continue, modify or rescind it.

The new California legislation, as well as currienteral and other state regulatory initiativestietato emissions of carbon dioxide
and other GHGs, particulates and other pollutanasld cause the Utility's compliance costs andtehpkpenditures to increase. These laws
could require the Utility to replace equipment tatisadditional pollution controls, purchase vagamission allowances or curtail operations.
Although associated costs and capital expendiwoakl be material, the Utility expects that it witlcover these costs and capital expenditures
in rates consistent with the recovery of other oeable costs of complying with
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environmental laws and regulations.
Water Quality

The Utility's Diablo Canyon power plant employsamte-through” cooling water system that is regulateder a Clean Water Act
National Pollutant Discharge Elimination Syste‘NPDES”) permit issued by the Central Coast Redidater Quality Control Board
(“Central Coast Board”). This permit allows the Blia Canyon power plant to discharge the coolingewat a temperature no more than 22
degrees above the temperature of the ambient iegemater, and requires that the beneficial useb@fvater be protected. The beneficial uses
of water in this region include industrial watepply, marine and wildlife habitat, shellfish hartiag, and preservation of rare and endangered
species. In January 2000, the Central Coast Beated a proposed draft cease and desist ordeingligagt, although the temperature limit has
never been exceeded, the Diablo Canyon power pldistharge was not protective of beneficial uses.

In October 2000, the Utility and the Central Cdasard reached a tentative settlement under whielCémtral Coast Board agreed to
find that the Utility's discharge of cooling wafesm the Diablo Canyon power plant protects benaficses and that the intake technology
reflects the best technology available, as defindte federal Clean Water Act. As part of thetdtime settlement, the Utility agreed to take
measures to preserve certain acreage north ofdheand to fund approximately $6 million in enviroental projects and future environmental
monitoring related to coastal resources. On Madg?R03, the Central Coast Board voted to accepsdiittement agreement. On June 17,
2003, the settlement agreement was executed hiytilitg, the Central Coast Board and the CaliforAiilorney General's Office. A condition
the effectiveness of the settlement agreementistite Central Coast Board renew Diablo CanyonBE® permit.

At its meeting on July 10, 2003, the Central C&xsrd did not renew the NPDES permit and contirthedpermit renewal hearing
indefinitely. Several Central Coast Board membediciated that they no longer supported the setti¢imgreement, and the Central Coast
Board requested a team of independent scientstsr of a technical working group, to developitididal information on possible mitigation
measures for Central Coast Board staff. In Jan2@®p, the Central Coast Board published the sesishtiraft report recommending several
such mitigation measures. If the Central Coast 8@alopts the scientists' recommendations, ane ititility ultimately is required to
implement the projects proposed in the draft repbcbuld incur costs of up to approximately $3llion. The Utility would seek to recover
these costs through rates charged to customers.

In July 2004, the U.S. Environmental Protection Age(“EPA”) published regulations under Section @)éf the Clean Water Act
that apply to existing electricity generation famhk that use over 50 million gallons of water day, which typically include some form of
"once-through" cooling in which water from natubaldies of water is used to cool a generating fgcind the heated water is discharged back
into the source. The Utility's Diablo Canyon poyséant is among an estimated 539 generation feslitationwide that are affected by this
rulemaking. The EPA regulations are intended tluce impacts to aquatic organisms by establishiset af performance standards for coo
water intake structures. These regulations allitevspecific compliance measures if a facility'stoof compliance is significantly greater than
either the benefits to be achieved or the compéiaiusts considered by the EPA. The EPA regula@dstsallow the use of environmental
mitigation or restoration to meet compliance regents ircertain cases. In response to the EPA regulatiorigine 2006, the California St
Water Resources Control Board (“Water Board”) pahdid a draft policy for California’s implementatiohSection 316(b) that proposes to
eliminate the EPA’s site-specific compliance opsipalthough the draft state policy would permitiemvmental restoration as a compliance
option for nuclear facilities if the installatiori cooling towers would conflict with a nuclear sgfeequirement. Various parties separately
challenged the EPA's regulations in court, ancctiees were consolidated in U.S. Court of Appealthi® Second Circuit (“Second
Circuit”). In January 2007, the Second Circuit eerded significant provisions of the regulationsht® EPA for reconsideration and held that a
cost-benefit test could not be used to comply wéhformance standards or to obtain a variance frenstandards. The Second Circuit also
ruled that environmental restoration cannot be usedmply with the standard. Petitions seekingr&me Court review of the Second
Circuit's decision are pending, and the EPA hapended its regulations. It is uncertain when BER& will issue revised regulations, whether
the Supreme Court will accept review of the Sec@irduit decision, how judicial developments wilfedt the EPA’s revised regulations; how
judicial developments and EI's revised regulations will affect the Water Boarg@roposed policy, and when the Water Board wslliésits
final policy. Depending on the nature of the finggjulations that may ultimately be adopted byER& or the Water Board, the Utility may
incur significant capital expense to comply witle final regulations which the Utility would seekrecover through rates. If either the final
regulations adopted by the EPA or the Water Boagdiire the installation of cooling towers at Diallanyon, and if installation of such
cooling towers is not technically or economicakasible, the Utility may be forced to cease openatiat Diablo Canyon.

Compressor Station Litigatiol

Several lawsuits have been filed against the Yidlteging that exposure to chromium at or neandtikty's natural gas compressor
stations caused personal injuries, wrongful deatlher injuries. During 2006, the Utility enteriedo a settlement
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agreement to resolve most of these claims. Putsodhe settlement agreement, in April 2006 thitityreleased $295 million from escrow
payment to approximately 1,100 plaintiffs. Threenptaints, filed by approximately 125 plaintiffs whal not participate in the settlement, are
still pending in the Superior Court for the CounfyLos Angeles. During 2007 some individual pldfat claims were dismissed based on the
applicable statute of limitations. Also, duringdZ0the Utility agreed to settle with the remainpigintiffs, subject to execution of final
documentation and court approval of the settlernéttie minor plaintiffs' claims which is expectexdccur during the first half of

2008. PG&E Corporation and the Utility do not esipihat the settlement will have a material advef§ect on their financial condition or
results of operations.

Endangered Specie

Many of the Utility's facilities and operations doeated in, or pass through, areas that are datsdras critical habitats for federal or
state-listed endangered, threatened or sensitegesp The Utility may be required to incur addiibcosts or be subjected to additional
restrictions on operations if additional threateneéndangered species are listed or addition@tarhabitats are designated at or near the
Utility's facilities or operations. The Utility iseeking to secure “habitat conservation plans’hues long-term compliance with state and
federal endangered species acts. The Utility espet it will be able to recover costs of complyimith state and federal endangered species
acts through rates.

Hazardous Waste Compliance and Remediati

The Utility's facilities are subject to the requirents issued by the EPA under the Resource Corgsnamnd Recovery Act (“RCRA”
and the Comprehensive Environmental Response, Qusafien and Liability Act of 1980, as amended (“CHR") as well as other state
hazardous waste laws and other environmental remeints. CERCLA and similar state laws impose lighivithout regard to fault or the
legality of the original conduct, on certain classé persons that contributed to the release @izatious substance into the environment. T
persons include the owner or operator of the sftere/the release occurred and companies that édmosarranged for the disposal of the
hazardous substances found at the site, and in cases corporate successors to the operatorsaoigars. Under CERCLA, these persons
be subject to joint and several liability for thests of cleaning up the hazardous substancesdkattieen released into the environment,
damages to natural resources and the costs ofeeduealth studies. In the ordinary course of tliktyJs operations, the Utility generates
waste that falls within CERCLA's definition of hadaus substances and, as a result, has been anden@intly and severally liable under
CERCLA for all or part of the costs required toasieup sites at which these hazardous substancedkan released into the environment.

The Utility assesses, on an ongoing basis, meathaemay be necessary to comply with federalestat local laws and regulations
related to hazardous materials and hazardous wastpliance and remediation activities. The Utiligs a comprehensive program to comply
with hazardous waste storage, handling and dispegairements issued by the EPA under RCRA and GER€tate hazardous waste laws
and other environmental requirements.

The Utility has been, and may be, required to payefivironmental remediation at sites where thét{tias been, or may be, a
potentially responsible party under CERCLA and knstate environmental laws. These sites inclodeér manufactured gas plant sites,
power plant sites, gas gathering sites, comprestations and sites where the Utility stores, rezyeind disposes of potentially hazardous
materials. Under federal and California laws, th#ityy may be responsible for remediation of hazarsl substances even if it did not deposit
those substances on the site.

Operations at the Utility's current and former gatien facilities may have resulted in contaminatei or groundwater. Although the
Utility sold most of its geothermal generation faigis and most of its fossil fuel-fired plants,nimany cases the Utility retained pre-closing
environmental liability under various environmenritaks. The Utility currently is investigating omnediating several such sites with the
oversight of various governmental agencies. Addidlly, the Utility’s Hunters Point power plant in San Francisco claséday 2006 and is i
the decommissioning process. Preliminary remeniadstigations are underway, with agency appro¥al emediation plan expected by
second quarter 2009. The Utility estimates thailitspend approximately $16.6 million in 2008 aapproximately $22.7 million in 2009 for
these activities.

In addition, the federal Toxic Substances Contrctl ®egulates the use, disposal and clean-up othtdyinated biphenyls, or PCBs,
which are used in certain electrical equipment. DLty has removed from service all of the dibtrtion capacitors and network transformers
containing high concentrations of PCBs, represgrttie vast majority of PCBs that had existed inukiéty's electricity distribution system.

The Utility is assessing whether and to what extentedial action may be necessary to mitigate paddmazards posed by certain
retired manufactured gas plant sites. During tbperation, from the mid-1800s through the early09@nanufactured gas plants produced
lampblack and tar residues. The residues from thpsgations, which may remain at some sites, comntaémical compounds that now are
classified as hazardous. There are 95 such sitegwie Utility’s service territory that are ownbg the
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Utility or third parties. The Utility has determidi¢hat it is liable for the remediation of 42 sjtespotentially liable for remediation of an
additional 33 sites, and is not liable for remddiatt the

remaining 20 sites. The Utility has a programcaoperation with environmental agencies and thindypowners, to evaluate and take
appropriate action to mitigate any potential healtenvironmental hazards at the 42 sites for wtiiehUtility is liable. The Utility spent
approximately $7 million in 2007 and expects torepapproximately $25 million in 2008 on these sifdse Utility expects that expenses at
these sites will increase as remedial actionseelad these sites are approved by regulatory agemacid claims by third party owners are
settled. The Utility is implementing a new pragr to analyze potential liability for remediatiantiae 33 additional sites. Although it is likely
that the Utility will incur remediation costs redatto some of these sites the Utility cannot qéyatitie potential amount.

Under environmental laws such as CERCLA, the Wthias been or may be required to take remediairaeti thirdparty sites used fi
the disposal of waste from the Utility's facilities to pay for associated clean-up costs or nltesaurce damages. The Utility is currently
aware of six such sites where investigation orrelga activities are currently underway. At the Geomal Incorporated site in Lake County,
California, the Utility substantially completed slare of the disposal facility, which was abandobgdts operator. The Utility was the major
responsible party and led the remediation efforbehalf of the responsible parties. For the Casntiiposal facility near Santa Maria,
California, the Utility and several parties thatseaste to the site have entered into a courteaqgar agreement with the EPA that requires the
Utility and the other parties to perform certaite shvestigation and remediation measures.

In addition, the Utility has been named as a dedahth several civil lawsuits in which plaintiffiege that the Utility is responsible
for performing or paying for remedial action aesithat it no longer owns or never owned. Remexditibns may include investigations, health
and ecological assessments, and removal of wastes.

Groundwater at the Utility’s Hinkley and Topock uiel gas compressor stations contains hexavaleatmtm as a result of the
Utility’s past operating practices. The Utility haxomprehensive program to monitor a network ofigdwater wells at both the Hinkley and
Topock natural gas compressor stations. At Hinllleg,Utility is cooperating with the Regional Wa€uality Control Board to evaluate and
remediate the chromium groundwater plume. In 26 Utility took interim measures to control movernef the Hinkley plume, and
evaluated options to remediate the plume. At theotk gas compressor station, located near Negdédiornia, hexavalent chromium has
been detected in samples taken from groundwateitonmy wells located approximately 65 feet frone tGolorado River, which is adjacent to
the site. The Utility, in cooperation with the Galhia Department of Toxic Substances Control, o#tate agencies and appropriate federal
agencies, has implemented interim measures in@ualsystem of extractions wells and a treatmemttglasigned to prevent movement of the
plume toward the river. In addition the Utilitywsorking with the agencies to develop a long-tetanfo ensure that the hexavalent chromium
does not affect the Colorado River. In 2007, thiétyspent approximately $23 million on the interimeasures and for work on the longer t
site solution. The Utility plans to continue thesxivities in 2008 and to work toward the developtref a final plan to address the plume in
2008. The Utility currently estimates that it wabend at least $20 million in 2008 for remediathativities at Topock and $14 million in 2008
for remediation activities at Hinkley. Although vkoat the Topock site poses several technical agualatory obstacles, the Utilitg’remediatio
costs for Topock are subject to the ratemaking meisim described above. The Utility does not expleeremediation of the Topock and
Hinkley gas compressor sites to have a materisg¢a@veffect on its results of operations or finahocondition. The Utility does not expect that
it will incur any material expenditures relatedatoy remediation at its Kettleman natural gas cosgmestation.

The cost of environmental remediation is difficltestimate. The Utility records an environmengghediation liability when site
assessments indicate remediation is probable aahiestimate a range of reasonably likely cleanagts. The Utility reviews its remediation
liability on a quarterly basis for each site whign@ay be exposed to remediation responsibiliti€ke liability is an estimate of costs for site
investigations, remediation, operations and maanten, monitoring and site closure using curreritrielogy, and considers enacted laws and
regulations, experience gained at similar sited,anassessment of the probable level of involvérmed financial condition of other
potentially responsible parties. Unless thereligtter estimate within this range of possible gate Utility records the costs at the lower end
of this range. The Utility estimates the upper ehthis cost range using reasonably possible ou¢sothat are least favorable to the Utility. It
is reasonably possible that a change in these &stinmay occur in the near term due to uncertaimtigerning the Utility's responsibility, the
complexity of environmental laws and regulations] éhe selection of compliance alternatives.

The Utility had an undiscounted environmental reiatah liability of approximately $528 million atézember 31, 2007 and
approximately $511 million at December 31, 200®we Ttility’s undiscounted future costs could in@eao as much as $834 million if
necessary remediation is greater than anticipated.

For more information about environmental remedratiabilities, see Note 17 of the Notes to the @hdated Financial Statements in
the 2007 Annual Report.
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Nuclear Fuel Disposa

As part of the Nuclear Waste Policy Actl&B82, Congress authorized the DOE and electriitiesilwith commercial nuclear power
plants to enter into contracts under which the Di@fld be required to dispose of the utilities' spmrclear fuel and high-level radioactive
waste no later than January 31, 1998, in exchamgieés paid by the utilities. In 1983, the DOEeged into a contract with the Ultility to
dispose of nuclear waste from the Utility’s two le#r generating units at Diablo Canyon and itsedthuclear facility at Humboldt Bay. The
DOE failed to develop a permanent storage siteabydry 31, 1998. The Utility believes that thesérp spent fuel pools at Diablo Canyon
(which include newly constructed temporary storegggks) have sufficient capacity to enable the tytiio operate Diablo Canyon until
approximately 2010 for Unit 1 and 2011 for Unit 2.

Because the DOE failed to develop a permanentgeasite, the Utility obtained a permit from the NRbuild an on-site dry cask
storage facility to store spent fuel through aste224. After various parties appealed the NR€Sgance of the permit, the U.S. Court of
Appeals for the Ninth Circuit issued a decisior2@06 requiring the NRC to issue a supplementalrenwiental assessment report on the
potential environmental consequences in the eviemterrorist attack at Diablo Canyon, as well@aseview other contentions raised by the
appealing parties related to potential terrorisredts. In August 2007, the NRC staff issued d S8oaplemental environmental assessment
report concluding there would be no significantiemvmental impacts from potential terrorist actedied at the Diablo Canyon storage
facility. On January 15, 2008, the NRC decidetdtd hearings on whether it provided a completeoligthe references upon which it relied to
find that there would not be a significant enviramtal impact and whether it sufficiently addresdedimpacts on land and the local economy
of a potential terrorist attack. Itis expectedttthe NRC will issue a final decision in the thipdarter of 2008.

The Utility expects to complete the dry cask sterfagility and begin loading spent fuel in 2008thke Utility is unable to complete
the dry cask storage facility, if operation of faeility is delayed beyond 2010, or if the Utility otherwise unable to increase its on-site storage
capacity, it is possible that the operation of Dbabanyon may have to be curtailed or halted ay ear2010 with respect to Unit 1 and 2011
with respect to Unit 2 and continued until suchetias additional safe storage for spent fuel is neadéable.

The Utility and other nuclear power plant ownergseénaued the DOE for breach of contract. The Wt#i#eks to recover its costs to
develop on-site storage at Diablo Canyon and Huditigdy Unit 3. In October 2006, the U.S. CourFefieral Claims found the DOE had
breached its contract and awarded the Utility axipnately $42.8 million of the $92 million incurrdxy the Utility through 2004. The Utility
appealed to the U.S. Court of Appeals for the Fadeircuit seeking to increase the amount of tharavand challenged the U.S. Court of
Federal Claims’ finding that the Utility would haircurred some of the costs for the on-site stofagiities even if the DOE had complied
with the contract. A decision on the appeal iseet@d by the end of 2008. The Utility will seekrémover costs incurred after 2004 in future
lawsuits against the DOE. Any amounts recovereahfthe DOE will be credited to customers througksa

PG&E Corporation and the Utility are unable to pecethe outcome of this appeal or the amount of asgitional awards the Utility
may receive. If the U.S. Court of Federal Claimhstision is not overturned or modified on appéas likely that the Utility will be unable to
recover all of its future costs for on-site storéaglities from the DOE. However, reasonably irmed costs related to the on-site storage
facilities are, in the case of Diablo Canyon, resmable through rates and, in the case of HumbagtBnit 3, recoverable through its
decommissioning trust fund.

Nuclear Decommissioning

The Utility's nuclear power facilities consist ofd units at Diablo Canyon and the retired faciéitfHumboldt Bay Unit 3. Nuclear
decommissioning requires the safe removal of nudedlities from service and the reduction of tesl radioactivity to a level that permits
termination of the NRC license and release of tioperty for unrestricted use. The Ultility makestributions to trusts to provide for the
eventual decommissioning of each nuclear unithéUtility’s 2005 Nuclear Decommissioning Costérmnial Proceeding (‘NDCTP?”), used to
determine the level of Utility trust contributioaad related revenue requirement, the CPUC assuméthe eventual decommissioning of
Diablo Canyon Unit 1 would be scheduled to begif024 and be completed in 2044; that decommisgipairDiablo Canyon Unit 2 would be
scheduled to begin in 2025 and be completed in 284d that decommissioning of Humboldt Bay Unit @ud be scheduled to begin in 2009
and be completed in 2015. The Utility's decomnuagig cost estimates are based on the 2005 decaiomiisy cost studies, prepared in
accordance with CPUC requirements. The decomnmigsgjccost estimates are based on the plant locatidrcost characteristics for the
Utility's nuclear power plants. Actual decommissi® costs may vary from these estimates as atrefschanges in assumptions such as
decommissioning dates, regulatory requirementsntaogy, and costs of labor, materials and equigm@&he Utility recovers its revenue
requirements for estimated nuclear decommissiooasgs from customers through a non-bypassable ehheg the Utility expects will
continue until those costs are fully recovered c@emissioning costs recovered in rates are plateddélear decommissioning trusts. The
funds in the decommissioning trusts, along withuatglated earnings, will be used exclusively for
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decommissioning and dismantling the Utility's nacléacilities.

For more information about nuclear decommissioningjuding the estimated decommissioning costsNsae 13 of the Notes to the
Consolidated Financial Statements in the 2007 AhRegort.

Electric and Magnetic Fields

Electric and magnetic fields (“EMFs”) naturally udsfrom the generation, transmission, distributaomd use of electricity. In
November 1993, the CPUC adopted an interim EMFcgdbr California energy utilities that, among atlileings, requires California ener
utilities to take no-cost and low-cost steps taumdEMFs from new or upgraded utility facilitiesalifornia energy utilities were required to
fund an EMF education program and an EMF reseammyrgm managed by the California Department of thedérvices. In October 2002, the
California Department of Health Services releasedeport to the CPUC and the public, based prignari its review of studies by others,
evaluating the possible risks from EMFs. The rép@onclusions contrast with other
recent reports by authoritative health agencighanthe California Department of Health Serviceport has assigned a higher probability to
the possibility of a causal connection between EBMposures and a number of diseases and conditimhsding childhood leukemia, adult
leukemia, amyotrophic lateral sclerosis and misages.

On January 26, 2006, the CPUC issued a decisiochvaffirms the CPUC’s “low-cost/no-cost, prudenbv@ance” policy to reduce
EMF exposure for new utility transmission and satieh projects. The CPUC ordered the continuedifised% of project cost benchmark for
EMF reduction measures. The CPUC also reaffirrhatlit has exclusive jurisdiction with respect tdity EMF matters.

The Utility currently is not involved in third-partitigation concerning EMFs. In August 1996, thali@rnia Supreme Court held that
homeowners are barred from suing utilities forgale property value losses caused by fear of EMita fsower lines. In a case involving
allegations of personal injury, a California appeadurt held that the CPUC has exclusive jurisdictver personal injury and wrongful death
claims arising from allegations of harmful expostoré&MFs, and barred plaintiffs’ personal injurgiols. The California Supreme Court
declined to hear the plaintiffs’ appeal of this idem.

Iltem 1A. Risk Factors

A discussion of the significant risks associatethwivestments in the securities of PG&E Corporatiod the Utility is set forth
under the heading “Risk Factors” in the MD&A in te@07 Annual Report, which information is herebgdrporated by reference and filed as
part of Exhibit 13 to this report.

Item 1B. Unresolved Staff Comments
Not applicable.
Item 2. Properties

The Utility owns or has obtained the right to ocg@md/or use real property comprising the Utiligfsctricity and natural gas
distribution facilities, natural gas gathering faigis and generation facilities, and natural gad electricity transmission facilities, all of whic
are described above under “Electric Utility Opearas” and “Natural Gas Utility Operations” above tbtal, the Utility occupies 9.8 million
square feet of real property, including 8.5 millgguare feet that the Utility owns. Of the 9.8limil square feet of occupied real property,
approximately 1.7 million square feet representUkibty's corporate headquarters located in seMauddings in San Francisco,

California. The Utility leases approximately 12000square feet of the approximate 1.7 million sqdeet of office space. The Utility occup
or uses real property that it does not own prigahitough various leases, easements, rightsayf; permits or licenses from private landowi
or governmental authorities. The Utility currentiyns approximately 167,000 acres of land, appraéty 140,000 acres of which it will
encumber with conservation easements and/or demaigblic agencies or non-profit conservation oigations under the Chapter 11
Settlement Agreement. Approximately 75,000 acfahie land may be donated in fee and encumberddavinservation easements. The
remaining land contains the Utility's or a joirddhsee's hydroelectric generation facilities aritlomly be encumbered with conservation
easements. As contemplated in the Chapter 11 BeftieAgreement, the Utility formed an entity, thec®ic Forest Watershed Lands
Stewardship Council (“Council”) to oversee the depenent and implementation of a Land Conservatiam P'LCP”) that will articulate the
long-term management objectives for the 140,008sacihe Council is governed by an 18-member BohRirectors that represents a range
of diverse interests, including the CPUC, Califarenvironmental agencies, organizations repregeatiderserved and minority
constituencies, agricultural and business interesits public officials. The Utility has appoint&dut of 18 members of the Board of Directors
of the Council. In December 2007, the Council addghe LCP and submitted it to the Utility.
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The Utility has accepted the LCP and will seek ari#tation from the CPUC, the FERC and other appgéntities to proceed with
the transactions necessary to implement the LCP.

PG&E Corporation also leases approximately 74,@@e feet of office space from a third party im Faancisco, California. This
lease expires in 2012.

Item 3. Legal Proceedings

In addition to the following legal proceedings, PE&orporation and the Utility are involved in var®legal proceedings in the
ordinary course of their business.

Diablo Canyon Power Plan

The Utility's Diablo Canyon power plant employsamte-through” cooling water system that is regulateder a Clean Water Act
National Pollutant Discharge Elimination Syste‘NPDES”) permit issued by the Central Coast Redidater Quality Control Board
(“Central Coast Board”). This permit allows theabio Canyon power plant to discharge the coolintewat a temperature no more than 22
degrees above the temperature of the ambient iegemater, and requires that the beneficial usab®fvater be protected. The beneficial |
of water in this region include industrial watepply, marine and wildlife habitat, shellfish hartiag, and preservation of rare and endangered
species. In JanuaB000, the Central Coast Board issued a proposédtodase and desist order alleging that, althohghemperature limit h.
never been exceeded, the Utility's Diablo Canyomgrglant's discharge was not protective of beraficses.

In October 2000, the Utility and the Central Cddgard reached a tentative settlement under whielCeémtral Coast Board agreed to
find that the Utility's discharge of cooling watesm the Diablo Canyon power plant protects berngfigses and that the intake technology
reflects the best technology available, as defindte federal Clean Water Act. As part of thetdtime settlement, the Utility agreed to take
measures to preserve certain acreage north ofaheand to fund approximately $6 million in enviroental projects and future environmental
monitoring related to coastal resources. On Maih2003, the Central Coast Board voted to actepsettlement agreement. On June 17,
2003, the settlement agreement was executed bytility, the Central Coast Board and the CaliforAiorney General's Office. A condition
to the effectiveness of the settlement agreemehaisthe Central Coast Board renew Diablo CanyRBES permit.

At its July 10, 2003 meeting, the Central Coastr8ahd not renew the NPDES permit and continuedpirenit renewal hearing
indefinitely. Several Central Coast Board membediciated that they no longer supported the setti¢imgreement, and the Central Coast
Board requested a team of independent scientstsar of a technical working group, to developitidal information on possible mitigation
measures for Central Coast Board staff. In Jan@®p, the Central Coast Board published the dsishtiraft report recommending several
such mitigation measures. If the Central Coast 8aaopts the scientists' recommendations, ane ibtility ultimately is required to
implement the projects proposed in the draft repbcbuld incur costs of up to approximately $3illion. The Utility would seek to recover
these costs through rates charged to customemrs Célifornia State Water Resources Control Boarkigloping a state policy for the
implementation of Section 316(b) of the Clean Wéktet;, the adoption of which could affect future négtions between the Central Coast
Board and the Utility. For more information abthw draft state policy, see “Environmental Mattek&fater Quality” in this report.

PG&E Corporation and the Utility believe that tHérmate outcome of this matter will not have a miaeadverse impact on their
Utility's financial condition or results of operatis.

Complaints Filed by the California Attorney Generahd the City and County of San Francisco

On January 10, 2002, the California Attorney Gehidead a complaint in the Superior Court for theuhty of San Francisco
(“Superior Court”) against PG&E Corporation anddisectors, as well as against directors of thditytibased on allegations of unfair or
fraudulent business acts or practices in violatib@alifornia Business and Professions Code Sedif@®0 (“Section 17200"). Among other
allegations, the California Attorney General allédleat past transfers of funds from the UtilityR@&E Corporation during the period from
1997 through 2000 (primarily in the form of dividknand stock repurchases), and allegedly from PG&#poration to other affiliates of
PG&E Corporation, violated various conditions eBgdied by the CPUC in decisions approving the lgdiompany formation. The Califori
Attorney General alleged that the defendants eolalhese conditions when PG&E Corporation allegéallgd to provide adequate financial
support to the Utility during the California energysis.

The complaint seeks injunctive relief, the appoiattnof a receiver, restitution in an amount acaaydo proof, civil penalties of

$2,500 against each defendant for each violatid®eation 17200, a total penalty of not less tha®d0$®illion and costs of suit. The California
Attorney General's complaint also seeks restitutibassets allegedly wrongfully transferred to PG&E
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Corporation from the Utility.

On February 11, 2002, a complaint entit@ity and County of San Francisco; People of theeStd California v. PG&E Corporation,
and Does 1-15Qwas filed in the Superior Court. The complaioht@ins some of the same allegations containgukilCalifornia Attorney
General's complaint, including allegations of unf@mpetition in violation of Section 17200. Ind#ibn, the complaint alleges causes of
action for conversion, claiming that PG&E Corparati'took at least $5.2 billion from the Utility,na for unjust enrichment. The City and
County of San Francisco (“CCSF”) seeks injunctiekef, the appointment of a receiver, restitutidisgorgement, the imposition of a
constructive trust, civil penalties of $2,500 agaisach defendant for each violation of Sectior0D7&nd costs of suit.

The complaints, which have been consolidated irStiygerior Court, were filed after the CPUC issued decisions in its investigati
proceeding commenced in April 2001 into whether@adifornia investor-owned electric utilities, incling the Utility, complied with past
CPUC decisions, rules and orders authorizing tiallling company formations and/or governing affédifransactions, as well as applicable
statutes. The order states that the CPUC wouldngrother matters, investigate the utilities' tfansf money to their holding companies,
including during times when their utility subsides were experiencing financial difficulties, ttaldire of the holding companies to financially
assist the utilities when needed, the transfehbyhblding companies of assets to unregulated diabigis, and the holding companies' actior
“ringfence” their unregulated subsidiaries. In M2305, the CPUC closed this investigation withoaking any findings.

PG&E Corporation believes that the intercompangde&tions challenged by the California Attorney &ahand CCSF were in full
compliance with applicable law and CPUC conditiofitie challenged transactions forming the bulkhefrestitution claims were regular
quarterly dividends and stock repurchases. Asqdats annual cost of capital proceedings, thditytadvised the CPUC in advance of its
forecast stock repurchases and dividends. The Ci#t)@ot challenge or question those payments.

In January 2006, the U.S. Court of Appeals forNiireth Circuit (“Ninth Circuit”) issued a decisiomdhe parties’ appeals of various
rulings by the Bankruptcy Court and the U.S. Dggt€@ourt for the Northern District of Californiaoiecerning jurisdictional issues. The Ninth
Circuit found that the Superior Court had juristintover the California Attorney General’s and CGS#stitution claims. (In October 2006,
the U.S. Supreme Court declined to grant PG&E Cerjian’s request to review the Ninth Circuit’s dgon.) The Ninth Circuit did not
address the California Attorney General’s and CGSirderlying allegations that PG&E Corporation #relother defendants violated Section
17200. The Ninth Circuit also did not decide tesuie of who would be entitled to receive the prdsei any, of a restitution award, and
PG&E Corporation continues to believe that any suateeds would be the property of the Utility.rduant to the Chapter 11 Settlement
Agreement, the CPUC released all claims against PG&rporation or the Utility arising out of or imaway related to the energy crisis,
including the CPUC'’s investigation into past PG&Br@oration actions during the California energwisti Accordingly, PG&E Corporation
believes that any claims for such proceeds by fAgCwould be precluded.

While the Ninth Circuit appeal was pending, the &igr Court held a trial in December 2004 to coasithe appropriate standard to
determine what constitutes a separate violatiddeation 17200 in order to determine the magnitdgmtential penalties under Section 17200
(up to $2,500 per separate “violation”). The Supe@ourt did not address the question of whethgnéslations occurred. In March 2005, the
Superior Court issued a decision rejecting the Ypetfrm” and “per [customer] bill” approaches adabed by the plaintiffs, standards that
potentially could have resulted in millions of segie “violations.” The Superior Court found thia¢ tappropriate standard was each transfer of
money from the Utility to PG&E Corporation that jpitiffs allege violated Section 17200. In July 80the California Court of Appeal
summarily denied a petition filed by the Califordittorney General and CCSF seeking to overturndbigsion. The next case management
conference in Superior Court is scheduled on May2088.

PG&E Corporation believes that the California Attey General’'s and CCSF's allegations have no raadtwill continue to
vigorously respond to and defend against the littga PG&E Corporation believes that the ultimate ontemf this matter would not result
in a material adverse effect on PG&E Corporatidimancial condition or results of operations.

Solano County District Attorne’s Office

In a letter dated July 11, 2007, the Solano Coinigyrict Attorney's Office stated its intentionfite a civil complaint against the
Utility for record-keeping violations related to anderground storage tank at the Utility’s sendeater in Vallejo, California. The letter
attached a copy of the draft complaint, which detha series of alleged California Health and Safde record-keeping violations, some of
which date back to 2004. Alleged violations in@uédiling to complete inspections, testing, andifieitions, and to make records available to
the County. Under the California Health and Safetyle, penalties of up to $5,000 per day for edalation may be assessed. The draft
complaint also seeks penalties for unfair and ufublausiness practices under California BusinessRumofessions Code Section 17200, under
which penalties of up to $2,500 per violation mayassessed. There
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are no allegations related to the discharge ofremardous substances. The Utility is investigatiiregallegations and has entered into

discussions with the District Attorney. The Utilibelieves that the ultimate outcome of this matteuld not result in a material adverse effect

on its financial condition or results of operations

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.

EXECUTIVE OFFICERS OF THE REGISTRANTS

The names, ages and positions of PG&E Corporataacutive officers,” as defined by Rule 3b-7 of @General Rules and
Regulations under the Securities and Exchange @84 (“Exchange Act”) at February 20, 2008, asddalows:

Name

Age Position

Peter A. Darbe
Kent M. Harvey

55 Chairman of the Board, Chief Executive Officer, &residen
49 Senior Vice President and Chief Risk and Audit €f

Christopher P. Johr 47 Senior Vice President, Chief Financial Officer, drdasure

Nancy E. McFadde 49 Senior Vice President, Public Affai

William T. Morrow 48 President and Chief Executive Officer, Pacific @ad Electric Compan
Hyun Park 46 Senior Vice President and General Coul

Greg S. Pruet 50 Senior Vice President, Corporate Relati
Rand L. Rosenbet 54 Senior Vice President, Corporate Strategy and Dewveént
John R. Simol 43 Senior Vice President, Human Resout

All officers of PG&E Corporation serve at the plessof the Board of Directors. During the past figars through February 20, 20
the executive officers of PG&E Corporation had fileowing business experience. Except as otherwiged, all positions have been held at

PG&E Corporation.

Name

Position

Period Held Office

Peter A. Darbe

Kent M. Harvey

Christopher P.

Johns

Nancy E.
McFadder

Chairman of the Board, Chief Executive Officer, d&vdsiden
Chairman of the Board and Chief Executive Offi
Chairman of the Board, Chief Executive Officer, d&residen
Chairman of the Board, Pacific Gas and Electric Gany
President and Chief Executive Offic

Senior Vice President and Chief Financial Offi

Senior Vice President and Chief Risk and Audit €&
Senior Vice President, Chief Financial Officer, dndasurer, Pacific Gas
and Electric Compar

Senior Vice President, Chief Financial Officer, dneéasurer

Senior Vice President and Treasurer, Pacific Gds=ectric Compan'
Senior Vice President, Chief Financial Officand Treasurer, Pacific
Gas and Electric Compa

Senior Vice President, Chief Financial Officer, @whtroller

Senior Vice President and Control

Senior Vice President, Public Affairs
Senior Vice President, Public Affairs, Pacific Gamsl Electric Compan
Vice President, Governmental Relations, Pacific &asElectric Compan

Chairperson, California Medical Assistance Comnois:
Senior Advisor and Deputy Chief of Staff, Office @bvernor Gray Davi

35

September 19, 2007 to pres

July 1, 2007 to September 18, 2(
January 1, 2006 to June 30, 2(
January 1, 2006 to May 31, 20
January 1, 2005 to December 31, 2
September 20, 1999 to December 31, Z

October 1, 2005 to prese
November 1, 2000 to September 30, 2
October 4, 2005 to present

June 1, 2007 to prese
October 1, 2005 to May 31, 2007

January 1, 2005 to October 3, 2(
September 19, 2001 to December 31, Z

March 1, 2007 to present

June 20, 2007 to prese

September 26, 2005 to February 28, 2
November 13, 2003 to November 30, 2(
May, 2001 to November, 20(




William T.
Morrow

President and Chief Executive Officer, Pacific @ad Electric Company

President and Chief Operating Officer, Pacific @ad Electric Compan
Chief Executive Officer, Europe, Vodafone GrdpC (a global mobile
telecommunications compan

President, Vodafone KK, Jap

Chief Executive Officer, Vodafone UK, Lt

President, Japan Telecom Holdings Co.,

Senior Vice President and General Coul

Vice President, General Counsel, and SecretargghAny Energy, Inc. (an
investo-owned utility company headquartered in PennsylJe

Senior Vice President, General Counsel, and Segr&éhe Energies, Ini

Hyun Park

Greg S. Pruet  Senior Vice President, Corporate Relati

Vice President, Corporate Relatic

Vice President, Communications and Marketing, AcariGas Associatic
Chief Public Affairs Officer, Bechtel National, In

Vice President, Corporate Communications, PG&E Gation

Rand L.
Rosenber

Senior Vice President, Corporate Strategy and eveént

Executive Vice President and Chief Financidic@f, Infospace, Inc.

John R. Simol  Senior Vice President, Human Resour
Senior Vice President, Human Resources, Pacifica@ds£Electric Compar
Executive Vice President, Global Human CapitaleTelch Holdings, Inc

Senior Vice President, Human Capital, TeleTech Hgjs, Inc.

July 1, 2007 to present

August 1, 2006 to June 30, 20
May 1, 2006 to July 31, 2006

April 1, 2005 to April 30, 200!
February 1, 2004 to March 31, 20
December 21, 2001 to January 31, 2

November 13, 2006 to prese
April 5, 2005 to October 17, 2006

March 2000 to February 20(

November 1, 2007 to prese

March 1, 2007 to October 31, 20
April 10, 2006 to February 23, 20!
June 12, 2004 to September 12, 2
January 1, 1998 to September 12, 2

November 1, 2005 to prese
September 2000 to January 20, 2001
April 16, 2007 to preset

April 16, 2007 to preset

March 21, 2006 to April 13,20C
July 31, 2001 to March 20, 20I

The names, ages and positions of the Utility's tekiee officers,” as defined by Rule 3b-7 of then@ml Rules and Regulations under

the Exchange Act at February 20, 2008, are aswasllo

Name Age Position

Peter A. Darbe 55 Chairman of the Board, Chief Executive Officer, &vdsident, PG&E Corporatic
William T. Morrow 48 President and Chief Executive Offic

Thomas E. Bottorf 54 Senior Vice President, Regulatory Relatir

Helen Burt 51 Senior Vice President and Chief Customer Off
Christopher P. Johr 47 Senior Vice President and Treast

John S. Keena 59 Senior Vice President and Chief Operating Offi

Patricia M. Lawicki 47 Senior Vice President and Chief Information Offi

Nancy E. McFadde 49 Senior Vice President, Public Affai

Hyun Park 46 Senior Vice President and General Counsel, PG&Bp@ation
Greg S. Pruet 50 Senior Vice President, Corporate Relations, PG&EpGtion
Edward A. Sala 51 Senior Vice President, Engineering and Operat

John R. Simol 43 Senior Vice President, Human Resoutr

Geisha J. William: 46 Senior Vice President, Energy Delive

G. Robert Powel 44 Vice President, Chief Financial Officer, and Cotigo

Fong War 46 Vice President, Energy Procurem

All officers of the Utility serve at the pleasurktbe Board of Directors. During the past five yetirrough February 20,
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2008, the executive officers of the Utility had fiolowing business experience. Except as otherwiged, all positions have been
held at Pacific Gas and Electric Company.

Name

Position

Period Held Office

Peter A. Darbee

William T. Morrow

Thomas E. Bottorf

Helen Burt

Christopher P.
Johns

Patricia M. Lawicki

John S. Keena

Nancy E. McFadde

Chairman of the Board, Chief Executive Officer, &resident,
PG&E Corporatior

Chairman of the Board and Chief Executive @ffii®G&E

Corporation

Chairman of the Board, Pacific Gas and Electric gany

Chairman of the Board, Chief Executive Officer, &resident,
PG&E Corporatior

President and Chief Executive Officer, PG&E Corpiora

Senior Vice President and Chief Financial Offit@G&E
Corporatior

President and Chief Executive Offic

President and Chief Operating Offic

Chief Executive Officer, Europe, Vodafone Group Pla@jlobal
mobile telecommunications compat

President, Vodafone KK, Jap.

Chief Executive Officer, Vodafone UK, Lt

President, Japan Telecom Holdings Co.,

Senior Vice President, Regulatory Relati
Senior Vice President, Customer Service and Rev
Vice President, Customer Serv

Senior Vice President and Chief Customer Off

Vice President, Electric Transmissi

Vice President, Distribution Asset Management, Aoaar Electric
Power

Senior Vice President, Power and Gas, UMS Group,

Senior Vice President and Treasurer

Senior Vice President, Chief Financial Officer, andasurer, PG&E
Corporation

Senior Vice President, Chief Financial Officer, andasurer

Senior Vice President, Chief Financial Officer, &ahtroller, PG&E
Corporation

Senior Vice President and Controller, PG&E Corpiore

Senior Vice President and Chief Information Offi
Vice President and Chief Information Offic
Vice President, Chief Information Officer, NiSouytec.

Senior Vice President and Chief Operating Offi

Senior Vice President, Generation and Chief NudBféicer
Vice President, Fossil Generation, Progress En

Vice President, Brunswick Nuclear Plant, Progressrgy

Senior Vice President, Public Affai

Senior Vice President, Public Affairs, PG&E Corpgaa

Vice President, Governmental Relatic

Chairperson, California Medical Assistance Comnois

Senior Advisor and Deputy Chief of Staff, Office®bvernor Gray
Davis
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September 19, 2007 to present
January 1, 2006 to September 19, 2007

January 1, 2006 to May 31, 20
January 1, 2006 to June 30, 2006

January 1, 2005 to December 31, 2!
July 9, 2001 to December 31, 2004

July 1, 2007 to prese
August 1, 2006 June 30, 20
May 1, 2006 to July 31, 2006

April 1, 2005 to April 30, 200!
February 1, 2004 to March 31, 20
December 21, 2001 to January 31, 2

October 14, 2005 to prese
March 1, 2004 to October 13, 20
June 1, 1999 to February 29, 2(

January 9, 2006 to prese
July 1, 2005 to January 8, 20
February 1, 2004 to June 30, 2005

October 1, 2001 to January 31, 2(
June 1, 2007 to present
October 4, 2005 to present

October 1, 2005 to May 31, 20
January 1, 2005 to October 3, 2005

September 19, 2001 to December 31, 2

November 1, 2007 to prese
January 12, 2005 to October 31, 2(
April 23, 2003 to January 7, 20!

January 1, 2008 to prese

December 19, 2005 to December 31, 2
November 10, 2003 to December 18, 2
May 1, 1998 to November 9, 20

June 20, 2007 to prese

March 1, 2007 to prese

September 26, 2005 to February 28, 2
November 13, 2003 to November 30, 2(
May 2001 to November 2003







Hyun Park Senior Vice President and General Counsel, PG&p&@ation November 13, 2006 to prese
Vice President, General Counsel, and Secretarggh#ny Energy, April 5, 2005 to October 17, 2006
Inc. (an investor-owned utility company headquaden
Pennsylvania
Senior Vice President, General Counsel, and Segr&8#éhe Energies March 2000 to February 2005

Inc.
Greg S. Pruel Senior Vice President, Corporate Relations, PG&EpGation November 1, 2007 to prese
Vice President, Corporate Relations, PG&E Corpore March 1, 2007 to October 31, 20
Vice President, Communications and Marketing, AcariGas April 10, 2006 to February 23, 2007
Association
Chief Public Affairs Officer, Bechtel National, In June 12, 2004 to September 12, 2
Vice President, Corporate Communications, PG&E Gxation January 1, 1998 to September 12, 2
Edward A. Sala Senior Vice President, Engineering and Operat April 11, 2007 to preset
Staff Vice President, Network Planning, Veriadfireless, Basking May 2004 to April 2007
Ridge, N.J.
Contractor, Verizon Wireless, Local Number Portabil May 2003 to April 2004
Implementatior
John R. Simoi Senior Vice President, Human Resour April 16, 2007 to preset
Senior Vice President, Human Resources, PG&E Catjoor April 16, 2007 to preset
Executive Vice President, Global Human Capital gTeich March 21, 2006 to April 13, 20C
Senior Vice President, Human Capital, TeleTech hgsl Inc. July 13, 2001 to March 20, 20l
Geisha J. William:  Senior Vice President, Energy Delive December 1, 2007 to prese¢
Vice President, Power Systems, Distributionrila Power and Light July 2003 to July 2007
Company
Vice President, Distribution Operations, Floridaro and Light February 2002 to July 2003
Company
G. Robert Powel Vice President, Chief Financial Officer, and Cofi&no June 1, 2007 to prese
Vice President and Controll December 21, 2005 to May 31, 2C
Controller (Interim) November 9, 2005 to December 20, 2!
Vice President and Controller, PG&E Corporat October 4, 2005 to prese
Partner, PricewaterhouseCoopers | July 2002 to September 20
Fong War Vice President, Energy Procurem: January 9, 2006 to prese

Vice President, Power Contracts and Electric Resoubevelopmer  May 1, 2004 to January 8, 20
Vice President, Risk Initiatives, PG&E Corporatidapport Service November 1, 2000 to April 30, 20(
Inc.

PART Il

Item 5. Market for Registrant's Common Equity, Related Sktwlder Matters and Issuer Purchases of Equity Seities

As of February 19, 2008, there were 88,752 holdérecord of PG&E Corporation common stock. PG&arfibration common stoc
is listed on the New York Stock Exchange and thésSwstock exchanges. The high and low sales potE&&E Corporation common stock
for each quarter of the two most recent fiscal yeaie set forth under the heading “Quarterly Caodat#d Financial Data (Unaudited)” in the
2007 Annual Report, which information is herebyadrporated by reference and filed as part of ExHiBito this report. The discussion of
dividends with respect to PG&E Corporation's comratatk set forth under the heading “ManagemenssiRision and Analysis of Financial
Condition and Results of Operations—Liquidity anddncial Resources—Dividends” in the 2007 Annugb®&€ which information is hereby
incorporated by reference and filed as part of BitHi3 to this report.
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PG&E Corporation did not repurchase any sharetssaommon stock during 2007. The Utility did netleem or repurchase any
shares of its various series of preferred stocktanting during of 2007.

Item 6. Selected Financial Data

A summary of selected financial information, fockaf PG&E Corporation and Pacific Gas and Elec@ienpany for each of the last
five fiscal years, is set forth under the headiSglected Financial Data” in the 2007 Annual Repahich information is hereby incorporated
by reference and filed as part of Exhibit 13 te ttd@port.

Item 7. Management's Discussion and Analysis of Financiab@dition and Results of Operations

A discussion of PG&E Corporation's and Pacific @ad Electric Company's consolidated financial ctbodiand results of operations
is set forth under the heading “Management's D&ounsand Analysis of Financial Condition and ResoftOperations” in the 2007 Annual
Report, which discussion is hereby incorporateddigrence and filed as part of Exhibit 13 to tkipart.

ltem 7A. Quantitative and Qualitative Disclosures About MakRisk

Information responding to Item 7A appears in th@28nnual Report under the heading “Managemenssuzision and Analysis of
Financial Condition and Results of Operations—Rinagement Activities,” and under Notes 2 and 1thef‘Notes to the Consolidated
Financial Statements” of the 2007 Annual Reporticivinformation is hereby incorporated by refereand filed as part of Exhibit 13 to this
report.

Item 8. Financial Statements and Supplementary Data

Information responding to Item 8 appears in the72BAnual Report under the following headings for§E3Corporation:
“Consolidated Statements of Income,” “ConsoliddBadance Sheets,” “Consolidated Statements of Chshs? and ‘Consolidated Statemer
of Shareholders' Equity;” under the following heagti for Pacific Gas and Electric Company: “Consatkdl Statements of Income,”
“Consolidated Balance Sheets,” “Consolidated Stategmof Cash Flows,” and “Consolidated Statemeh&hareholders' Equity;” and under
the following headings for PG&E Corporation and iRa&as and Electric Company jointly: “Notes tet@onsolidated Financial Statements,”
“Quarterly Consolidated Financial Data (Unauditedhd “Report of Independent Registered Public Astang Firm,” which information is
hereby incorporated by reference and filed asgfédftxhibit 13 to this report.

Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure
Not applicable.
Item 9A. Controls and Procedures

Based on an evaluation of PG&E Corporation's aadtility's disclosure controls and proceduresfa3ecember 31, 2007, PG&E
Corporation's and the Utility's respective printigegecutive officers and principal financial offisehave concluded that such controls and
procedures are effective to ensure that informatguired to be disclosed by PG&E Corporation dredUtility in reports that the companies
file or submit under the Securities Exchange Act@84 (“1934 Act”) is recorded, processed, sumneariand reported within the time periods
specified in the SEC rules and forms. In additP@&&E Corporation's and the Utility's respectivanpipal executive officers and principal
financial officers have concluded that such costeoid procedures were effective in ensuring tHatrimation required to be disclosed by
PG&E Corporation and the Utility in the reportsttR&&E Corporation and the Utility file or submibder the 1934 Act is accumulated and
communicated to PG&E Corporation’s and the Utiitphanagement, including PG&E Corporation's andJtiléy's respective principal
executive officers and principal financial officecs persons performing similar functions, as apgede to allow timely decisions regarding
required disclosure.

There were no changes in internal control ovemioma reporting that occurred during the quartetezhDecember 31, 2007 that have
materially affected, or are reasonably likely tatenglly affect, PG&E Corporation's or the Utilgyinternal control over financial reporting.

Management of PG&E Corporation and the Utility havepared an annual report on internal control dimancial
reporting. Management's report, together withrépert of the independent registered public acdogrirm, appears in the 2007 Annual
Report under the heading “Management's Report tamrial Control Over Financial Reporting” and “Repafrindependent Registered Public
Accounting Firm,” which information is hereby ingarrated by reference and filed as part of ExhiBitd this
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report.
Item 9B. Other Information
Amendment to Bylaws

On February 20, 2008, the Boards of Directors o&E&orporation and the Utility amended the respectompany’s Bylaws to
decrease the authorized number of directors, éffetay 14, 2008, to eliminate the vacancy on tlear8 of Directors that will result from the
retirement of David A. Coulter as a director of r@ompany following the companies’ joint annual tireeof shareholders. Under PG&E
Corporation’s Bylaws, the authorized number of ctives may not be less than 7 or more than 13, iibhtnathat range the Board of Directors
may set the exact number of directors by an amenttoghe Bylaws. Under the Utility’s Bylaws, taathorized number of directors may not
be less than 9 or more than 17, but within thageathe Board of Directors may set the exact nurabdirectors by an amendment to the
Bylaws. Effective May 14, 2008, PG&E Corporatioaisthorized number of directors will decrease fridrto 9 and the Utility’s authorized
number of directors will decrease from 11 to 1(te Text of the amendment to PG&E Corporation’s Bglaés attached to this report as Exhibit
3.4 and the text of the amendment to the Utilisdaws is attached to this report as Exhibit 3.7.

Under PG&E Corporation’s and the UtilissCorporate Governance Guidelines, at least 75 8foard is required to be composec
independent directors, generally defined as dirsatdo (1) are neither current nor former officeremployees of, nor consultants to, PG&E
Corporation, the Utility, or their consolidated sidiaries, (2) are neither current nor former afficor employees of any other corporation on
whose board of directors any officer of the Utiktgrves as a member, and (3) otherwise meet thatabef of “independence” set forth in the
stock exchange rules applicable to PG&E Corporadiwh the Utility. The composition of PG&E Corpaoats and the Utility’s Board of
Directors currently meets the Corporate Govern&uaieelines and will continue to do so after May 2@08.

2008 Officer Compensation

On February 20, 2008, the Compensation CommittékeeoPG&E Corporation Board of Directors (“Commeftpapproved the
specific performance targets for each componetite@f008 Short-Term Incentive Plan (“STIP”). Then@nittee previously approved the
STIP structure and the weighting of each compoimeBecember 2007. Officers of PG&E Corporation émel Utility are eligible to receive
cash incentives under the STIP based on the etteviiich the adopted 2008 performance targets &te the Committee will continue to
retain full discretion as to the determinationiogf officer STIP payments.

The 2008 STIP structure for officers focuses theuahincentive opportunity on returns to sharehddy emphasizing financial
objectives such as earnings from operations. Troetsre also recognizes the equal importance pfawing reliability and customer
satisfaction, and employee safety and engagent&orporate financial performance, as measured hyotate earnings from operations, will
account for 40% of the incentive, 20% of the inoantvill be based on the Utility’s success in imyrg reliability, 20% of the incentive will
be based on the Utility’s success in improving aosdr satisfaction, 10% will be based on the resifltn employee opinion survey, and the
remaining 10% will be based on achieving safetpddiads. For 2008, the Committee has adopted aanesh stating that if corporate
financial performance does not exceed 98% of tligbted earnings from operations, the aggregatetipeal metric contribution to the 2008
STIP pool will be capped at 100% of the operatiamahponent target award, or 60% of the total tagjdP award pool.

The corporate financial performance measure isbasd?G&E Corporation's budgeted earnings fromatjmers that were previously
approved by the Board of Directors, consistent withbasis for reporting and guidance to the firdrmommunity. As with previous earnings
performance scales, unbudgeted items impacting acabfity such as changes in accounting methodskfmee restructuring, and one-time
occurrences will be excluded. The Committee afgw@ved the 2008 performance targets for eacheofdtir other measures set forth in the
table below. The 2007 performance results for eédi¢chese measures are included for comparativegses.

2008 STIP Operational Performance Targetél)

Measure Fxé?gr\:f 2007 Results Tza(:ggt
Elzl;stomer Satisfaction and Brand Health Index (Regidl & Business 20% 76.00 7700
Reliable Energy Delivery Index(: 20% 1.17 1.0

Employee Survey (Premier) Index| 10% 64.3% 66.0%
Occupational Safety and Health Administration (OSHR&cordable 10% 4.097 3.483

Injury Rate(5)
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As explained above, 40% of the STIP awailldbs based on achievement of corporate earnirgga bperations targets.

2. The Customer Satisfaction and Brand Health Inde¢késesult of a quarterly survey performed byratependent research firm, Reses
International, and is a combination of a custonagistaction score, which has a 75% weighting, alé agea brand favorability score
(measuring the relative strength of the PG&E b inst a select group of companies), which h&a®eighting. The customer
satisfaction score will measure overall satisfactath the Utility's operational performance in Nelrincgiits_, services. The brand
favorability score will measure residential, smalkiness and medium business customer percepftigns.index replaces the index use
the 2006 and 2007 STIP structures based on regtlant business customer satisfaction indicegpsrted the J.D. Power Residential
Customer Satisfaction Survey and the J.D. PowemBas Customer Satisfaction Surv

3. The Reliable Energy Delivery Index is a compodiigeix score that measures key drivers of reliabilitgluding outa%e frequency a
duration (System Average Interruption Frequencyein(BAIFI), Customer Average Interruption Duratiodex (CAIDI)), Execution of
Eleﬁtrlc-Based Work Units, and Gas Transmission@isttibution Integrity. This index replaces thadiness Transformation Index used
in the 2007 STIP structur

4. The Premier Survey is the primary tool used to meaemployee engagement at PG&E Corporation andtilisy. The employee inde
is designed around 15 key drivers of employee t and organizational health. The average thwenployee survey index score
provides a comprehensive metric that is deriveddniing the percent of favorable responses fromGatiore survey items (all of which f
into one of 15 broader topical areas), and themlig the total sum by 4(

5. An “OSHA Recordabl” is an occupational (j-related) injury or illness that requires medicabtment beyond first aid, or results in w:
restrictions, death or loss of consciousness. DfHA Recordable Rate” is the number of OSHA Redaetafor every 200,000 hours
worked, or for approximately 100 employees. Thetno measures the percentage reduction in thedCatipn’s OSHA Recordable rate
from the prior year and is used to monitor the@fieness of the Corporation’s safety programschviaire intended to significantly reduce
the number and degree of employee injuries ands#ias

Cash awards under the STIP may range from 30 petewd®0 percent of base salary depending on offeel, with a maximum payout
200 percent of base salary, as determined by then@ibee.

Non-Employee Director Compensation

Also on February 20, 2008, the Boards of DirectdrBG&E Corporation and the Utility amended eacmpany’s resolution
regarding non-employee director compensation tofgland restate the application of the compensagimgram for non-employee directors in
light of (1) the division of the PG&E CorporatioroMinating, Compensation, and Governance Committietivo separate committees (the
Nominating and Governance Committee and the ConagpiensCommittee), and (2) recent changes to thega®ofor selecting the lei
director. The amended resolutions do not changedmpensation levels previously authorized byBbards of Directors on December 20,
2006. The amended resolutions are effective damtfiary 1, 2008 and are attached to this rep@xlabits.

PART IlI
Item 10. Directors, Executive Officers and Corporate Govence

Information regarding executive officers of PG&Eroration and Pacific Gas and Electric Companyédiided above in a separate
item captioned “Executive Officers of the Registedrat the end of Part | of this report. Otheioimhation responding to Item 10 is included
under the heading “Item No. 1: Election of Direstof PG&E Corporation and Pacific Gas and Elecdenpany” and under the heading
“Section 16(a) Beneficial Ownership Reporting Coiapte”in the Joint Proxy Statement relating to the 200@ual Meetings of Shareholde
which information is hereby incorporated by refe®n

Website Availability of Code of Ethics, Corporate@@rnance and Other Documents

The following documents are available both on PG&dtporation's websiteww.pgecorp.comand Pacific Gas and Electric
Company's websiteayww.pge.com (1) the codes of conduct and ethics adopted b Gorporation and Pacific Gas and Electric Company
applicable to their respective directors and emgéay including their respective Chief Executivei€gffs, Chief Financial Officers, Controllers
and other executive officers, (2) PG&E Corporasamd Pacific Gas and Electric Company's corp@aternance guidelines, and (3) key
Board Committee charters, including charters ferdcbmpanies' Audit Committees and the PG&E Corpmratominating and Governance
Committee and Compensation Committee. Shareho&dgosmay obtain print copies of these documentsuynitting a written request to
Linda Y.H. Cheng, Vice President, Corporate Goveceaand Corporate Secretary of PG&E CorporationRaaific Gas and Electric
Company, One Market, Spear Tower, Suite 2400, $ancisco, California 94105.

If any amendments are made to, or any waivers ramged with respect to, provisions of the codesonfduct and ethics adopted by
PG&E Corporation and Pacific Gas and Electric Comyptaat apply to their respective Chief Executiviic@rs, Chief Financial Officers or
Controllers, the company whose code is so affesifidiisclose the nature of such amendment or waiveits respective website and any
waivers to the code will be disclosed in a CuriiRaport on Form 8-K filed within 4 business daystaf waiver.
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Procedures for Shareholder Recommendations of Noa@n to the Boards of Directors

During 2007 there were no material changes to thegulures described in PG&E Corporation’s and ttiéyJ s Joint Proxy Stateme
relating to the 2007 Annual Meetings of Sharehadsr which security holders may recommend nomite®S&E Corporation’s or the
Utility’s Boards of Directors.

Audit Committees and Audit Committee Financial Expe

Information regarding the Audit Committees of PG&Brporation and the Utility and the “audit commétténancial expert” as
defined by the SEC is included under the headinfptimation Regarding the Boards of Directors of FES&orporation and Pacific Gas and
Electric CompanyBoard CommitteesAudit Committees” in the Joint Proxy Statementtiai@to the 2008 Annual Meetings of Shareholders,
which information is hereby incorporated by refemn

ltem 11. Executive Compensation

Information responding to Item 11, for each of PG&&rporation and Pacific Gas and Electric Comp@included under
the headings “Compensation Discussion and Analystmmpensation Committee Report,” “Summary Comrgagion Table - 2007,” “Grants
of Plan-based Awards in 2007,” “Outstanding Eqéityards at Fiscal Year End - 2007,” “Option Exersised Stock Vested During 2007,”
“Pension Benefits,” “Non-Qualified Deferred Compatisn,” “Compensation of Directors,” and “PotentRdyments Upon Resignation,
Retirement, Termination, Change in Control, DeattDisability” in the Joint Proxy Statement relafito the 2008 Annual Meetings of
Shareholders, which information is hereby incorpeaaby reference.

Item 12. Security Ownership of Certain Beneficial Owners aManagement and Related Shareholder Matters

Information responding to Item 12, for each of PG&&rporation and Pacific Gas and Electric Compénincluded under the
heading “Security Ownership of Management” and utide heading “Principal Shareholders” in the J&irdxy Statement relating to the 2008
Annual Meetings of Shareholders, which informat®hereby incorporated by reference.

Equity Compensation Plan Information

The following table provides information as of Dedger 31, 2007 concerning shares of PG&E Corporationmon stock authorized
for issuance under PG&E Corporation's existing gquompensation plans.

()

Number of Securities

(@)
Number of Securities tc
be Issued Upon Exercis
of Outstanding Options

(b) Remaining Available for

Weighted Average Future Issuance Unde
Exercise Price 0 Equity Compensation Plan:
Outstanding Options (Excluding Securities

Plan Category
Equity compensation plans

Warrants and Rights Warrants and Rights Reflected in Column(a)

approved by shareholde 3.970.661Y $24.0( 10.847.99¢@
Equity compensation plans not

approved by shareholde — $— —
Total equity compensation pla 3.970.661Y $24.0( 10.847.99¢@

(1) Includes 87,989 phantom stock units astricted stock units. The weighted average esengiice reported in column (b) does
not take these awards into accot

(2) Represents the total number of shareiade for issuance under the PG&E Corporation'sd-0erm Incentive Program
(“LTIP") and the PG&E Corporation 2006 Long-Terncéntive Plan (“2006 LTIP") as of December 31, 20@utstanding stock-based
awards granted under the LTIP include stock opticestricted stock and phantom stock payable iacaral number of shares upon
termination of employment or service as a directtie LTIP expired on December 31, 2005. The 200f°l.which became effective
January 1, 2006 authorizes up to 12 million sherdse issued pursuant to awards granted underO®@ 2TIP. Outstanding stodkase(
awards granted under the 2006 LTIP include stotkong, restricted stock, restricted stock units phdntom stock payable in an equal
number of shares upon termination of employmeiseovice as a director. For a description of théPLdnd the 2006 LTIP, see Note 14
of the Notes to the Consolidated Financial Stateémienthe 2007 Annual Repo
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Item 13. Certain Relationships and Related Transactions, abitector Independence

Information responding to Item 13, for each of PG&&rporation and Pacific Gas and Electric Compénincluded under the
headings “Related Person Transactions,” “Reviewgrapal, and Ratification of Related Person Trarieast and “Information Regarding the
Boards of Directors of PG&E Corporation and PadBigs and Electric Companpirector Independence” in the Joint Proxy Statenelaiting
to the 2008 Annual Meetings of Shareholders, whftrmation is hereby incorporated by reference.

Item 14. Principal Accountant Fees and Services

Information responding to Item 14, for each of PG&&rporation and Pacific Gas and Electric Compénincluded under the
heading “Information Regarding the Independent Regéd Public Accounting Firm of PG&E Corporatiordd&acific Gas and Electric
Company” in the Joint Proxy Statement relatingt® 2008 Annual Meetings of Shareholders, whichrmfdion is hereby incorporated by
reference.

PART IV
Item 15. Exhibits and Financial Statement Schedules
€) The following documents are filed a& part of this report:
1. The following consolidated financigtements, supplemental information and repondé&pendent registered public accounting firm

are contained in the 2007 Annual Report and arerpurated by reference in this report:

Consolidated Statements of Income for the Yeare8izkcember 31, 2007, 2006, and 2005 for each &HPGorporation and Pacific Gas ¢
Electric Company.

Consolidated Balance Sheets at December 31, 2@D2G06 for each of PG&E Corporation and Pacific &ag Electric Company.

Consolidated Statements of Cash Flows for the Yeaded December 31, 2007, 2006, and 2005 for eles&E Corporation and Pacific G
and Electric Company.

Consolidated Statements of Shareholders' EquitthioilYears Ended December 31, 2007, 2006, and 20@ach of PG&E Corporation and
Pacific Gas and Electric Company.

Notes to the Consolidated Financial Stateme

Quarterly Consolidated Financial Data (Unaudited).

Report of Independent Registered Public Accourfimm (Deloitte & Touche LLP).

2. The following financial statement sghkes and report of independent registered publioanting firm are filed as part of this report:
Report of Independent Registered Public Accourfiimgm (Deloitte & Touche LLP).

I—Condensed Financial Information of Parent as et&nber 31, 2007 and 2006 and for the Years Enéedrbber 31, 2007, 2006, and 2005.

[l—Consolidated Valuation and Qualifying Accounts déach of PG&E Corporation and Pacific Gas and He&ompany for the Years End
December 31, 2007, 2006, and 2005.

Schedules not included are omitted because ofttberee of conditions under which they are requirdakecause the required
information is provided in the consolidated final@tatements, including the notes thereto.

3. Exhibits required by Item 601 of Regjidn S-K:
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Exhibit
Number

Exhibit Description

2.1

2.2

3.1

3.2

3.3

3.4
3.5

3.6

3.7

4.1

4.2

4.3

4.4

4.5

10.1

Order of the U.S. Bankruptcy Court for the NorthBistrict of California dated December 22, 2003,
Confirming Plan of Reorganization of Pacific Gas &lectric Company, including Plan of Reorganizatio
dated July 31, 2003 as modified by modificationtedaNovember 6, 2003 and December 19, 2003 (ExBiknt
Confirmation Order and Exhibits B and C to the Rdé&Reorganization omitted) (incorporated by refiersto
Pacific Gas and Electric Company's Registratione®tant on Form -3 No. 33:-109994, Exhibit 2.1

Order of the U.S. Bankruptcy Court for the NorthBistrict of California dated February 27, 2004 Agying
Technical Corrections to Plan of ReorganizatioRatific Gas and Electric Company and Supplementing
Confirmation Order to Incorporate such Correcti(insorporated by reference to Pacific Gas and Htect
Company's Registration Statement on Fo-3 No. 33:-109994, Exhibit 2.2

Restated Articles of Incorporation of PG&E Corparateffective as of May 29, 2002 (incorporated éferenc:
to PG&E Corporation's Quarterly Report on Form 1@ethe quarter ended March 31, 2003 (File No. 1-
12609), Exhibit 3.1

Certificate of Determination for PG&E Corporatioares A Preferred Stock filed December 22, 2000
(incorporated by reference to PG&E Corporation'sit0-K for the year ended December 31, 2000 (Rde
1-12609), Exhibit 3.2

Bylaws of PG&E Corporation amended as of SepteribeP007 (incorporated by reference to PG&E
Corporation’s Quarterly Report on Form 10-Q for thuarter ended September 30, 2007) (File No. 1-9R60
Exhibit 3.1)

Text of the amendment to the Bylaws of PG&E Corfioreeffective May 14, 200

Restated Articles of Incorporation of Pacific Gasl &lectric Company effective as of April 12, 2004
(incorporated by reference to Pacific Gas and He€ompany's Form 8-K filed April 12, 2004 (FileoN1-
2348), Exhibit 3;

Bylaws of Pacific Gas and Electric Company amereedf January 1, 20(

Text of the amendment to the Bylaws of Pacific @ad Electric Company effective May 14, 2(

Indenture, dated as of April 22, 2005, supplementamending and restating the Indenture of Mortgdgeed
as of March 11, 2004, as supplemented by a Fipgpi®mental Indenture, dated as of March 23, 2004 ,aa
Second Supplemental Indenture, dated as of Aprie@@4, between Pacific Gas and Electric CompanlyTdre
Bank of New York Trust Company, N.A. (incorporatadreference to PG&E Corporation and Pacific Gab an
Electric Company's Form -Q filed May 4, 2005 (File No0.-12609 and File No.-2348), Exhibit 4.1

First Supplemental Indenture dated as of Marcl2@8y relating to the issuance of $700,000,000 aic
amount of 5.80% Senior Notes due March 1, 2030(parated by reference from Pacific Gas and Electri
Compan’s Current Report on Forn-K dated March 14, 2007 (File No-2348), Exhibit 4.1

Second Supplemental Indenture dated as of Dece207 relating to the issuance of $500,000,00®x:jmal
amount of 5.625% Senior Notes due November 30, @@datporated by reference from Pacific Gas and
Electric Compan’s Current Report on Forn-K dated March 14, 2007 (file No-2348), Exhibit 4.1
Indenture related to PG&E Corporation's 7.5% Cotilvier Subordinated Notes due June 2007, dated disnef
25, 2002, between PG&E Corporation and U.S. Bank, Nis Trustee (incorporated by reference to PG&E
Corporation's Form-K filed June 26, 2002 (File No-12609), Exhibit 99.1)

Supplemental Indenture related to PG&E Corporati®r0% Convertible Subordinated Notes due Juné,201
dated as of October 18, 2002, between PG&E Corporand U.S. Bank, N.A., as Trustee (incorporated b
reference to PG&E Corporation's Quarterly ReporEorm 10Q for the quarter ended September 30, 2002
No. 1-12609), Exhibit 4.1

Amended and Restated Unsecured Revolving Crediééxgent entered into among Pacific Gas and Electric
Company, Citicorp North America, Inc., as admirgttre agent and a lender, JPMorgan Securities &sc.,
syndication agent, Barclays Bank Plc and BNP Pariba documentation agents and lenders, Deutsatie Ba
Securities Inc., as documentation agent, and &helers, dated February 26, 2007 (incorporatecfarence t
PG&E Corporation and Pacific Gas and Electric ComyfsaForm 10-Q for the quarter ended March 31, 2007
(File No. 1-12609 and File No.-2348), Exhibit 10.2
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10.2

10.3

10.4

10.5

*10.6

*10.7

*10.8

*10.9

*10.10

*10.11

*10.12

*10.13

*10.14

*10.15

*10.16

Amended and Restated Unsecured Revolving Crediéégent entered into among PG&E Corporation, BNP
Paribas, as administrative agent and a lender,sbeetBank Securities Inc., as syndication agenty ABIRO
Bank, N.V., Bank of America, N.A., and Barclays Rdpic, as documentation agents and lenders, am oth
lenders, dated February 26, 2007 (incorporateceference to PG&E Corporation and Pacific Gas aedtEt
Company's Quarterly Report on Form 10-Q for theriguanded March 31, 2007 (File No. 1-12609 and Fil
No. 1-2348), Exhibit 10.2

Settlement Agreement among California Public UgiitCommission, Pacific Gas and Electric Comparty an
PG&E Corporation, dated as of December 19, 20@&tteer with appendices (incorporated by refereace t
PG&E Corporation's and Pacific Gas and Electric @any's Form 8-K filed December 22, 2003) (File llo.
12609 and File No.-2348), Exhibit 99'

Transmission Control Agreement among the Califomdependent System Operator (CAISO) and the
Participating Transmission Owners, including PadBias and Electric Company, effective as of Marth 3
1998, as amended (CAISO, FERC Electric Tariff No(iffcorporated by reference to PG&E Corporatianris
Pacific Gas and Electric Company’s Form 10-K fa ylear ended December 31, 2004 (File No. 1-126@9 an
File No. 1-2348), Exhibit 10.8

Operating Agreement, as amended on November 12, 20f@ctive as of December 22, 2004, between tat
of California Department of Water Resources andflea@as and Electric Company (incorporated by refiee
to PG&E Corporation’s and Pacific Gas and Eledr@npany’s Form 10-K for the year ended December 31,
2004 (File No. -12609 and File No.-2348), Exhibit 10.9

PG&E Corporation Supplemental Retirement Savings Rimended effective as of September 19, 2001, and
frozen after December 31, 2004 (incorporated bgregfce to PG&E Corporation’s Form 10-K for the year
ended December 31, 2004) (File N-12609), Exhibit 10.10

PG&E Corporation Supplemental Retirement Savings Bffective as of January 1, 2005 (incorporated by
reference to PG&E Corporation’s Form 10-K for tleayended December 31, 2004) (File NA2609), Exhibi
10.11)

Letter regarding Compensation Arrangement betwe&aHECorporation and Peter A. Darbee effective dyly
2003 (incorporated by reference to PG&E Corpor&iQuarterly Report on Form 10-Q for the quartetesh
June 30, 2003 (File No-12609), Exhibit 10.4

Restricted Stock Award Agreement between PG&E Cuamn and Peter A. Darbee dated January 3, 2007
(incorporated by reference to PG&E Corporation® RBacific Gas and Electric Company's Quarterly Repo
Form 1(-Q for the quarter ended March 31, 2007 (File M-12609 and File No. 12348), Exhibit 10
Retention Agreement between PG&E Corporation armh¥ds B. King dated August 31, 2006 (incorporated by
reference to PG&E Corporation's Quarterly ReporEorm 10Q for the quarter ended September 30, 2006
No. 1-12609), Exhibit 10.2

Letter regarding Compensation Arrangement betweifiP Gas and Electric Company and William T.
Morrow dated June 20, 2006 (incorporated by refegeén PG&E Corporation's Quarterly Report on FofimQL
for the quarter ended September 30, 2006 (Filel-12609), Exhibit 10.1

Restricted Stock Award Agreement between PG&E Qarmn and William T. Morrow dated January 29, 2
(incorporated by reference to PG&E Corporation'su@arly Report on Form 10-Q for the quarter endexddid
31, 2007 (File No.-12609), Exhibit 10.4

Performance Share Agreement between PG&E Corparatid William T. Morrow dated November 6, 2(
Restricted Stock Award Agreement between PG&E Qatmn and William T. Morrow dated November 6,
2007

Letter regarding Compensation Arrangement betwéaBCorporation and Rand L. Rosenberg dated Oct
19, 2005 (incorporated by reference to PG&E Corpmngs Form 10-K for the year ended December 30520
(File No. 1-12609), Exhibit 10.18

Letter regarding Compensation Arrangement betwé&aBPCorporation and Hyun Park dated October 10,
2006 (incorporated by reference to PG&E Corporadiéiorm 10-K for the year ended December 31, 2006)
(File No. 1-12609), Exhibit 10.18
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*10.17

*10.18

*10.19

*10.20

*10.21

*10.22

*10.23

*10.24

*10.25

*10.26

*10.27

*10.28

*10.29

*10.30

*10.31

*10.32

Letter regarding Compensation Agreement betweenPG&rporation and G. Robert Powell dated

August 8, 200!

PG&E Corporation 2005 Deferred Compensation PlaiNfm-Employee Directors, effective as of January 1
2005 (incorporated by reference to PG&E Corporadiéiorm 10-K for the year ended December 31, 2004)
(File No. 1-12609), Exhibit 10.17

Description of Short-Term Incentive Plan for Offisef PG&E Corporation and its subsidiaries, effect
January 1, 200

Description of Short-Term Incentive Plan for Offis@f PG&E Corporation and its subsidiaries, effect
January 1, 2007 (incorporated by reference to PG&Bporation's Form 10-K for the year ended Decerter
2004 (File No. -12609), Exhibit 10.20

Supplemental Executive Retirement Plan of the RaGi&s and Electric Company amended effective as of
December 31, 2004, and frozen as of January 1, @06a&rporated by reference to Pacific Gas andtitec
Compan’s Form 1-K for the year ended December 31, 2004) (File M-2348), Exhibit 10.20

Supplemental Executive Retirement Plan of PG&E Gmfion as amended effective as of January 1, 2006
(incorporated by reference to PG&E Corporation’snrd0-K for the year ended December 31, 2005) (Rde
1-2348), Exhibit 10.27

Pacific Gas and Electric Company Relocation AseitaProgram for Officers (incorporated by referetace
Pacific Gas and Electric Company's Forn-K for fiscal year 1989 (File No.-2348), Exhibit 10.16
Postretirement Life Insurance Plan of the Pacific @nd Electric Company (incorporated by referénce
Pacific Gas and Electric Company's Forn-K for fiscal year 1991 (File No.-2348), Exhibit 10.16

PG&E Corporation Non-Employee Director Stock InéemPlan (a component of the PG&E Corporation Long-
Term Incentive Program) as amended effective dsilgfl, 2004 (reflecting amendments adopted byPB&E
Corporation Board of Directors on June 16, 2004ath in resolutions filed as Exhibit 10.3 to PG&E
Corporation's and Pacific Gas and Electric Compa@Qyiarterly Report on Form 10-Q for the quartereehd
June 30, 2004 (incorporated by reference to PG&E Corporation'd Bacific Gas and Electric Company’s
Form 1(-K for the year ended December 31, 2004 (File 12609 and File No.-2348), Exhibit 10.27
Resolution of the PG&E Corporation Board of Direstdated December 20, 2006, adopting director
compensation arrangement effective January 1, 880@rporated by reference to PG&E Corporationt an
Pacific Gas and Electric Company's Quarterly Reporform 10-K for the year ended December 31, 2506
No. 1-12609 and File No. 12348), Exhibit 10.:

Resolution of the Pacific Gas and Electric CompBogrd of Directors dated December 20, 2006, adgptin
director compensation arrangement effective JanLa2p07 (incorporated by reference to PG&E Corthongs
and Pacific Gas and Electric Company's QuarterfydReon Form 10-K for the year ended December 8062
(File No. 1-12609 and File No. 12348), Exhibit 10.:

Resolution of the PG&E Corporation Board of Dirgstdated February 20, 2008, adopting director
compensation arrangement effective January 1,

Resolution of the Pacific Gas and Electric CompBogrd of Directors dated February 20, 2008, adgptin
director compensation arrangement effective Janua?p08

PG&E Corporation 2006 Long-Term Incentive Planaagended on February 15, 2006 (with respect to ahang
in control provisions) and December 20, 2006 antber 17, 2007 (with respect to Section 7 governing
nondiscretionary awards to r-employee directors

PG&E Corporation Long-Term Incentive Program (intthg the PG&E Corporation Stock Option Plan and
Performance Unit Plan), as amended May 16, 208do porated by reference to PG&E Corporation's (@ulg
Report on Form 1-Q for the quarter ended June 30, 2001 (File -12609), Exhibit 10

Form of Restricted Stock Award Agreement for 20@&n¢s made under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EG&rporation's Form 10-K for the year ended Deaamb
31, 2002 (File No.-12609), Exhibit 10.46
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*10.33

*10.34

*10.35

*10.36

*10.37

*10.38

*10.39

*10.40

*10.41

*10.42

*10.43

*10.44

*10.45

*10.46

*10.47

*10.48

Form of Restricted Stock Award Agreement for 20@engs made under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EG&rporation's Form 10-K for the year ended Deaamb
31, 2003 (File No.-12609), Exhibit 10.37

Form of Restricted Stock Agreement for 2005 granider the PG&E Corporation Long-Term Incentive
Program (incorporated by reference to PG&E Corpamaand Pacific Gas and Electric Company's Form 8-K
filed January 6, 2005 (File No. 12609 and File 1-2348), Exhibit 99.3

Form of Restricted Stock Agreement for 2006 granider the PG&E Corporation 2006 Long-Term Incentive
Plan (incorporated by reference to PG&E Corporatiod Pacific Gas and Electric Company's Form 8léfi
January 9, 2006, Exhibit 99.

Form of Restricted Stock Agreement for 2007 gramider the PG&E Corporation 2006 Long-Term Incentive
Plan (reflecting amendments to the PG&E Corpora2od6 Long-Term Incentive Plan made on February 15,
2006) (incorporated by reference to PG&E Corporegié-orm 10K for the year ended December 31, 2006 (
No. 1-12609), Exhibit 10.39

Form of Non-Qualified Stock Option Agreement untter PG&E Corporation Long-Term Incentive Program
(incorporated by reference to PG&E Corporation Badific Gas and Electric Company's Form 8-K filed
January 6, 2005 (File No. 12609 and File N-2348), Exhibit 99.1

Form of Performance Share Award Agreement for 21@ts under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EGXrporation's Form 10-K for the year ended Deamb
31, 2003 (File No.-12609), Exhibit 10.38

Form of Performance Share Agreement for 2005 gramder the PG&E Corporation Long-Term Incentive
Program (incorporated by reference to PG&E Corpomaand Pacific Gas and Electric Company's Form 8-K
filed January 6, 2005 (File No. 12609 and File 1-2348), Exhibit 99.2

Form of Performance Share Agreement for 2006 gramder the PG&E Corporation 2006 Lomgrm Incentive
Plan (incorporated by reference to PG&E Corporatind Pacific Gas and Electric Company's Form 8lédfi
January 9, 2006, Exhibit 99.

Form of Performance Share Agreement for 2007 gramdger the PG&E Corporation 2006 Lomgrm Incentive
Plan (reflecting amendments to the PG&E Corpora2iod6 Long-Term Incentive Plan made on February 15,
2006)

PG&E Corporation Executive Stock Ownership Progfanidelines dated as of February 19, 2003 (incotpd
by reference to PG&E Corporation's Quarterly ReparfForm 10-Q for the quarter ended March 31, 6028
No. 1-12609) Exhibit 10.2

PG&E Corporation Executive Stock Ownership Progfanidelines as amended February 15, 2006
(incorporated by reference to PG&E Corporation'sit0-K for the year ended December 31, 2005 (File
No. 1-12609), Exhibit 10.46

PG&E Corporation Officer Severance Policy, as anedreffective as of January 1, 2005 (incorporated by
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2004 (File No. 1-12609),
Exhibit 10.37) (incorporated by reference to PG&aribration's Form 10-K for the year ended Decendlier
2006 (File No. -12609), Exhibit 10.44

PG&E Corporation Officer Severance Policy, as aredreffective as of February 15, 2006 (incorporéted
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2005 (File No. 1-12609),
Exhibit 10.48)

PG&E Corporation Golden Parachute Restriction Batitective as of February 15, 2006 (incorporated b
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2005 (File No. 1-12609),
Exhibit 10.49)

PG&E Corporation Director Grantor Trust Agreemeattedi April 1, 1998 (incorporated by reference t&&EG
Corporation's Quarterly Report on Form 10-Q forgoarter ended March 31, 1998 (File No. 1-12609),
Exhibit 10.1)

PG&E Corporation Officer Grantor Trust AgreementedbApril 1, 1998, as updated effective Januar30D5
(incorporated by reference to PG&E Corporation'sy+d0-K for the year ended December 31, 2004 (File
No. 1-12609), Exhibit 10.39
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*10.49 Resolution of the Board of Directors of PG&E Cormawn regarding indemnification of officers andeditors
dated December 18, 1996 (incorporated by referenB&&E Corporation's Form 10-K for the year ended
December 31, 2004 (File No-12609), Exhibit 10.40
*10.50 Resolution of the Board of Directors of Pacific Gasl Electric Company regarding indemnificatiorofffcers
and directors dated July 19, 1995 (incorporatecefgrence to Pacific Gas and Electric Company’srFd9-K
for the year ended December 31, 2004 (File -2348), Exhibit 10.41
11 Computation of Earnings Per Common St
12.1 Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Compa
12.2 Computation of Ratios of Earnings to Combined Figdthrges and Preferred Stock Dividends for PaGifis
and Electric Compan
13 The following portions of the 2007 Annual Reportbareholders of PG&E Corporation and Pacific Gab a
Electric Company are included: “Selected Finanbiafla,” “Management's Discussion and Analysis of Finat
Condition and Results of Operations,” financiatestaents of PG&E Corporation entitled “Consolidated
Statements of Income,” “Consolidated Balance Skie&onsolidated Statements of Cash Flows,” and
“Consolidated Statements of Shareholders' Equitygncial statements of Pacific Gas and Electrienpany
entitled “Consolidated Statements of Income,” “Guitated Balance Sheets,” “Consolidated Statemefts
Cash Flows,” and “Consolidated Statements of Shddels' Equity,” “Notes to the Consolidated Finahci
Statements,” and “Quarterly Consolidated Finanb@ta (Unaudited),” “Management’'s Report on Internal
Control Over Financial Reporting,” “Report of Indemlent Registered Public Accounting Firm,” aiport o
Independent Registered Public Accounting F’
21 Subsidiaries of the Registre
23 Consent of Independent Registered Public Accouriing (Deloitte & Touche LLP
24.1 Resolutions of the Boards of Directors of PG&E Quwgtion and Pacific Gas and Electric Company aighay
the execution of the Form -K
24.2 Powers of Attorne
31.1 Certifications of the Chief Executive Officer arigetChief Financial Officer of PG&E Corporation régad by
Section 302 of the Sarbal-Oxley Act of 2002
31.2 Certifications of the Chief Executive Officer ariietChief Financial Officer of Pacific Gas and Etect
Company required by Section 302 of the Sark-Oxley Act of 2002
**32.1 Certifications of the Chief Executive Officer arigetChief Financial Officer of PG&E Corporation régad by
Section 906 of the Sarbal-Oxley Act of 2002
**32.2 Certifications of the Chief Executive Officer arietChief Financial Officer of Pacific Gas and Etact
Company required by Section 906 of the Sark-Oxley Act of 200z
* Management contract or compensatgrg@ament.
*x Pursuant to Item 601(b) (32) of SECgREation S-K, these exhibits are furnished rathantfiled with this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the regianhts have duly caused thi
Annual Report on Form 10-K for the year ended Decellmer 31, 2007 to be signed on their behalf by the dersigned, thereunto duly
authorized.

PG&E CORPORATION
(Registrant)

PACIFIC GAS AND ELECTRIC COMPANY
(Registrant)

*PETER A. DARBEE
By: Peter A. Darbee By:
Chairman of the Board, Chief Executive Officer
and Presider
Date: February 22, 200 Date:

*WILLIAM T. MORROW
William T. Morrow
President and Chief Executive Officer

February 22, 200

Pursuant to the requirements of the Securities Exa@nge Act of 1934, this report has been signed beldw the following persons
on behalf of the registrants and in the capacitieand on the dates indicated.

Signature

Title

Date

A. Principal Executive Officers
*PETER A. DARBEE

Peter A. Darbe

*WILLIAM T. MORROW

William T. Morrow

B. Principal Financial Officers
*CHRISTOPHER P. JOHN.

Christopher P. Joht
*G. ROBERT POWELL

G. Robert Powell
C. Principal Accounting Officer
*G. ROBERT POWELL

G. Robert Powe
D. Directors
*DAVID R. ANDREWS

David R. Andrews

*LESLIE S. BILLER

Leslie S. Biller
*DAVID A. COULTER

David A. Coultel
*C. LEE COX

C. Lee Co»
*MARYELLEN C. HERRINGER

Maryellen C. Herringe

*RICHARD A. MESERVE

Richard A. Meserv

Chairman of the Board, Chief Executive Officer,$tdent and Directt
(PG&E Corporation)

President and Chief Executive Officer (Pacific @ad Electric
Company)

Senior Vice President, Chief Financial Officer drdasurer (PG&E
Corporation)
Vice President, Chief Financial Officer and Corep[Pacific Gas an
Electric Company)

Vice President and Controller (PG&E Corporation &Pdcific Gas
and Electric Company)

Director

Director
Director
Director

Director

Director
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February 22, 2008

February 22, 2008

February 22, 2008
February 22, 2008

February 22, 200
February 22, 2008

February 22, 2008

February 22, 2008
February 22, 2008
February 22, 2008

February 22, 2008

February 22, 2008




*MARY S. METZ

Mary S. Metz

*WILLIAM T. MORROW

William T. Morrow

*BARBARA L. RAMBO

Barbara L. Ramb

*BARRY LAWSON WILLIAMS

Barry Lawson William:

*By: HYUN PARK

Director

Director (Pacific Gas and Electric Company only)

Director

Director

HYUN PARK, Attorne-in-Fact
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Boards of Directors and Shareholders of
PG&E Corporation and Pacific Gas and Electric Comypa

We have audited the consolidated financial statesn&fPG&E Corporation and subsidiaries (the "Conyfipand Pacific Gas and Electric
Company and subsidiaries (the “Utility”) as of Detdger 31, 2007 and 2006, and for each of the theaesyin the period ended December 31,
2007, and the Company's and Utility’s internal cohover financial reporting as of December 31, 206nd have issued our reports thereon
dated February 21, 2008; such consolidated finhetatements and reports are included in your 20@7ual Report to Shareholders of the
Company and the Utility and are incorporated hebgimeference. Our audits also included the cadatdd financial statement schedules o
Company and Utility listed in Item 15(a)2. Thesmsolidated financial statement schedules aree$gonsibility of the Company's and the
Utility’s management. Our responsibility is to eggs an opinion based on our audits. In our opirsach consolidated financial statement
schedules, when considered in relation to the lmsisolidated financial statements taken as a whodsent fairly, in all material respects, the
information set forth therein.

DELOITTE & TOUCHE LLP

San Francisco, California
February 21, 2008
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PG&E CORPORATION
SCHEDULE | -- CONDENSED FINANCIAL INFORMATION OF PARENT
CONDENSED BALANCE SHEETS

(in millions)
Balance at December 31
2007 2006
ASSETS _
Current Assets:
Cash and cash equivale $ 204 % 38€
Advances to affiliate 30 42
Income taxes receivab 46 -
Other current asse 3 3
Total current assets 282 431
Equipment 17 15
Accumulated depreciatic (15 (14
Net equipmen 2 1
Investments in subsidiarit 8,88¢ 7,95¢
Other investment 87 81
Deferred income taxe 51 132
Other 9 1C
Total Assets $ 9,31t 3 8,61«
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payabl
Related partie $ 40 $ 41
Other 24 18
Long-term debt, classified as curre - 28C
Income taxes payab - 122
Other 174 21C
Total current liabilities 23¢ 671
Noncurrent Liabilities:
Long-term debi 28C -
Income taxes payab 131 -
Other 11€ 138
Total noncurrent liabilities 5217 13¢
Common Shareholders' Equity
Common stocl 6,11( 5,87
Common stock held by subsidie (718) (71¢)
Reinvested earnin¢ 3,151 2,67C
Accumulated other comprehensive income (It 10 (29
Total common shareholders' equity 8,55¢ 7,81(
Total Liabilities and Shareholders' Equity $ 931¢ % 8,61«
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PG&E CORPORATION
SCHEDULE | -- CONDENSED FINANCIAL INFORMATION OF PARENT -- (Continued)
CONDENSED STATEMENTS OF INCOME
(in millions, except per share amounts)

Year Ended December 31

2007 2006 2005

Administrative service revenue $ 10z $ 11C $ 97
Equity in earnings of subsidiaries 1,00¢ 964 91¢
Operating expenses (112 (118) (97)
Interest income 15 15 9
Interest expens (31) (30) (35)
Other expens 6 @ an
Income before income tax 974 943 87t
Income tax benef 32 48 28
Income from continuing operations 1,00¢ 991 904
Gain on disposal of NEGT -- -- 13
Net income before intercompany eliminatic $ 1,006 $ 991 $ 917
Weighted average common shares outstanding, basic 351 34¢€ 37z
Weighted average common shares outstanding, di 35¢ 34¢ 37¢
Earnings per common share, basic $ 2.7¢ g 2.7¢ g 2.4
Earnings per common share, dilutec $ 2.7¢ g 2.7€ g 2.37
1) PG&E Corporation adopted the consensus reachedneyding Issues Task Force, or EITF, in EITF issoe 08-06, "Participating Securities and the TwosSIMethod under FASB

Statement No. 128," or EITF 03-06, as ratified oy Financial Accounting Standards Board on Marc2804.

PG&E Corporation currently has outstanding $280iomilprincipal amount of convertible subordinate8@®% notes due 2010, or Convertible Notes, thaeatiled to receive (non-cumulative) dividend
payments without exercising the conversion optidrese Convertible Notes, which were issued in 2002, meet the criteria of a participating securitihe calculation of earnings per share using the

"two-class" method.

Accordingly, the basic and diluted earnings persttalculations for each of the years in the tlyesr period ended December 31, 200 7 reflect fbeatlon of earnings between PG&E Corporation

common stock and the participating security.
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PG&E CORPORATION
SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF PAR ENT — (Continued)
CONDENSED STATEMENTS OF CASH FLOWS

(in millions)
Year Ended December 31
2007 2006 2005
Cash Flows from Operating Activities:
Net income $ 1,006 $ 991 $ 917
Gain on disposal of NEGT (net of income tax benafi13 million in 2005) -- -- (13)
Net income from continuing operatio 1,00¢ 991 904
Adjustments to reconcile net income to net cashigesl by operating activities:
Depreciation 1 - --
Equity in earnings of subsidiaries (1,006€) (964) (918)
Deferred taxes 47 2 (23
Other (24) ) 13C 86
Net cash provided by operating activit 24 15¢ 49
Cash Flows From Investing Activities:
Capital expenditures (1) 1) (1)
Investment in subsidiaries (405) - --
Stock repurchase by subsidiary -- - 1,91(
Dividends received from subsidiaries 50¢ 46( 44k
Other -- -- (38)
Net cash provided by investing activiti 102 45¢ 2,31¢
Cash Flows From Financing Activiti®:
Common stock issued 17¢ 131 24¢
Common stock repurchased -- (114 (2,18¢)
Common stock dividends paid (49¢) (45€) (339
Long-term debt redeemed -- - 2
Other 12 (43) (17)
Net cash used by financing activiti (309) (482) (2,29%)
Net change in cash and cash equival (182 13€ 67
Cash and cash equivalents at January 1 38¢€ 25C 18¢
Cash and cash equivalents at December 31 $ 204 $ $38¢ $ $25(
2) On January 15, 2007, PG&E Corporation paid a qdgreemmon stock dividend of $0.33 per share. QmilAL5, July 15, and October 15, 2007, PG&E Cogpion paid quarterly common

stock dividends of $0.36 per share. Of the toiabénd payments made by PG&E Corporation in 2@Qroximately $35 million was paid to EIm Power @anation, a wholly owned subsidiary of PG&E

Corporation.

On January 16, April 15, July 15, and October TH& PG&E Corporation paid a quarterly common siieidend of $0.33 per share, totaling approxima#489 million. Of the total dividend payments
made by PG&E Corporation in 2006, approximately $86ion was paid to EIm Power Corporation, a wigawned subsidiary of PG&E Corporation.

On April 15, July 15 and October 17, 2005, PG&E [&2wation paid a quarterly common stock dividen&@f30 per share, totaling approximately $356 millid®f the total dividend payments made by
PG&E Corporation in 2005, approximately $22 millimas paid to EIm Power Corporation, a wholly owsabsidiary of PG&E Corporation. PG&E Corporatidd dot pay any dividends during 2004.
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PG&E Corporation

SCHEDULE Il - CONSOLIDATED VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2007, 2006, andd20

Additions
Balance at Charged to Charged to Balance at
Beginning of Costs and Other Deductions End of
Description Period Expenses Accounts ®) Period
(in millions)
Valuation and qualifying accounts deducted fromr
assets:
2007:
Allowance for uncollectible accounts(1)( $ 50 $ 2C $ - $ 12 58
2006:
Allowance for uncollectible accounts(1)( $ 77 $ 2 9 - $ 29 5C
2005:
Allowance for uncollectible accounts(1)( $ 93 §$ 21 $ - $ 37 77

(2) Allowance for uncollectible accounts is deddcfi®m “Accounts receivable Customers, ”
(2) Allowance for uncollectible accounts does mzude NEGT
(3) Deductions consist principally of wr-offs, net of collections of receivables previousigtten off.
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Pacific Gas and Electric Company

SCHEDULE Il - CONSOLIDATED VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2007, 2006, andd20

Additions
Balance at Charged to Charged to Balance at
Beginning of Costs and Other Deductions End of
Description Period Expenses Accounts ) Period
(in millions)
Valuation and qualifying accounts deducted from
assets:
2007:
Allowance for uncollectible accounts( $ 50 $ 20 $ - $ 12 $ 58
2006:
Allowance for uncollectible accounts( $ 77 % 2 9% - $ 2¢ 3 5C
2005:
Allowance for uncollectible accounts( $ 93 $ 21 % - $ 37 $ 77

(2) Allowance for uncollectible accounts is deddcfi®m “Accounts receivable Customers, ”
(2) Deductions consist principally of wr-offs, net of collections of receivables previousisitten off.
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Exhibit
Number

Exhibit Index

Exhibit Description

2.1

2.2

3.1

3.2

3.3

3.4
3.5

3.6
3.7
4.1

4.2

4.3

4.4

4.5

10.1

10.2

10.3

10.4

Order of the U.S. Bankruptcy Court for the NorthBistrict of California dated December 22, 2003,
Confirming Plan of Reorganization of Pacific Gas &lectric Company, including Plan of Reorganizatio
dated July 31, 2003 as modified by modificationtedaNovember 6, 2003 and December 19, 2003 (ExBilut
Confirmation Order and Exhibits B and C to the Rlé&Reorganization omitted) (incorporated by refiersto
Pacific Gas and Electric Company's Registratiome®tant on Form-3 No. 33109994, Exhibit 2.1

Order of the U.S. Bankruptcy Court for the NorthBistrict of California dated February 27, 2004 Apying
Technical Corrections to Plan of ReorganizatioRatific Gas and Electric Company and Supplementing
Confirmation Order to Incorporate such Correcti(insorporated by reference to Pacific Gas and Htect
Company's Registration Statement on Fo-3 No. 33:-109994, Exhibit 2.2

Restated Articles of Incorporation of PG&E Corparateffective as of May 29, 2002 (incorporated bferenci
to PG&E Corporation's Quarterly Report on Form 1@6the quarter ended March 31, 2003 (File No. 1-
12609), Exhibit 3.1

Certificate of Determination for PG&E Corporatioares A Preferred Stock filed December 22, 2000
(incorporated by reference to PG&E Corporation'sit0-K for the year ended December 31, 2000 (Rde
1-12609), Exhibit 3.2

Bylaws of PG&E Corporation amended as of SepteriBeP007 (incorporated by reference to PG&E
Corporation’s Quarterly Report on Form 10-Q for thmarter ended September 30, 2007) (File No. 1-9260
Exhibit 3.1)

Text of the amendment to the Bylaws of PG&E Corfioreeffective May 14, 200

Restated Articles of Incorporation of Pacific Gasl &lectric Company effective as of April 12, 2004
(incorporated by reference to Pacific Gas and Ete€ompany's Form 8-K filed April 12, 2004 (FileoN1-
2348), Exhibit 3,

Bylaws of Pacific Gas and Electric Company amereedf January 1, 20(

Text of the amendment to the Bylaws of Pacific @ad Electric Company effective May 14, 2(

Indenture, dated as of April 22, 2005, supplementamending and restating the Indenture of Mortgdgeed
as of March 11, 2004, as supplemented by a Fingpl®mental Indenture, dated as of March 23, 2004 za
Second Supplemental Indenture, dated as of Aprie@@4, between Pacific Gas and Electric CompanlyTdre
Bank of New York Trust Company, N.A. (incorporatadreference to PG&E Corporation and Pacific Gab an
Electric Company's Form -Q filed May 4, 2005 (File No0.-12609 and File No.-2348), Exhibit 4.1

First Supplemental Indenture dated as of Marcli2@8y relating to the issuance of $700,000,000 aic
amount of 5.80% Senior Notes due March 1, 2030(parated by reference from Pacific Gas and Electri
Compan'’s Current Report on Forn-K dated March 14, 2007 (File No-2348), Exhibit 4.1

Second Supplemental Indenture dated as of Decem€07 relating to the issuance of $500,000,00®&jmal
amount of 5.625% Senior Notes due November 30, @@datporated by reference from Pacific Gas and
Electric Compan’s Current Report on Forn-K dated March 14, 2007 (file No-2348), Exhibit 4.1
Indenture related to PG&E Corporation's 7.5% Cotilvier Subordinated Notes due June 2007, dated isnef
25, 2002, between PG&E Corporation and U.S. Bank, Nis Trustee (incorporated by reference to PG&E
Corporation's Form-K filed June 26, 2002 (File No-12609), Exhibit 99.1)

Supplemental Indenture related to PG&E Corporati®r0% Convertible Subordinated Notes due Juné,201
dated as of October 18, 2002, between PG&E Corporand U.S. Bank, N.A., as Trustee (incorporated b
reference to PG&E Corporation's Quarterly ReporEorm 10Q for the quarter ended September 30, 2002
No. 1-12609), Exhibit 4.1

Amended and Restated Unsecured Revolving Crediéégent entered into among Pacific Gas and Electric
Company, Citicorp North America, Inc., as admirititre agent and a lender, JPMorgan Securities &sc.,
syndication agent, Barclays Bank Plc and BNP Pariba documentation agents and lenders, Deutsatie Ba
Securities Inc., as documentation agent, and &¢helers, dated February 26, 2007 (incorporatecfrence t
PG&E Corporation and Pacific Gas and Electric ComyfsaForm 10-Q for the quarter ended March 31, 2007
(File No. 1-12609 and File No.-2348), Exhibit 10.2

Amended and Restated Unsecured Revolving Crediéégent entered into among PG&E Corporation, BNP
Paribas, as administrative agent and a lender,sbeetBank Securities Inc., as syndication ageniy ABIRO
Bank, N.V., Bank of America, N.A., and Barclays R&?ic, as documentation agents and lenders, amd oth
lenders, dated February 26, 2007 (incorporateceference to PG&E Corporation and Pacific Gas aedtEt
Company's Quarterly Report on Form 10-Q for therguanded March 31, 2007 (File No. 1-12609 and Fil
No. 1-2348), Exhibit 10.2

Settlement Agreement among California Public UkiitCommission, Pacific Gas and Electric Compardy an
PG&E Corporation, dated as of December 19, 20@&tteer with appendices (incorporated by refereace t
PG&E Corporation's and Pacific Gas and Electric @any's Form 8-K filed December 22, 2003) (File Hlo.
12609 and File No.-2348), Exhibit 99’

Transmission Control Agreement among the Califomdependent System Operator (CAISO) and the
Participating Transmission Owners, including PadBias and Electric Company, effective as of Mart}



10.5

*10.6

*10.7

*10.8

*10.9

*10.10

*10.11

*10.12

*10.13
*10.14

1998, as amended (CAISO, FERC Electric Tariff No(ifcorporated by reference to PG&E Corporaticarisl
Pacific Gas and Electric Company’s Form 10-K far ylear ended December 31, 2004 (File No. 1-126€69 an
File No. 1-2348), Exhibit 10.8

Operating Agreement, as amended on November 12, 20fective as of December 22, 2004, between tat
of California Department of Water Resources andfieag@as and Electric Company (incorporated by refiee
to PG&E Corporation’s and Pacific Gas and Eled@@npany’s Form 10-K for the year ended December 31,
2004 (File No. -12609 and File No.-2348), Exhibit 10.9

PG&E Corporation Supplemental Retirement Savings Bmended effective as of September 19, 2001, and
frozen after December 31, 2004 (incorporated bgregfce to PG&E Corporation’s Form 10-K for the year
ended December 31, 2004) (File N-12609), Exhibit 10.10

PG&E Corporation Supplemental Retirement Savings Bffective as of January 1, 2005 (incorporated by
reference to PG&E Corporation’s Form 10-K for tleayended December 31, 2004) (File NA2609), Exhibi
10.11)

Letter regarding Compensation Arrangement betweéafBPCorporation and Peter A. Darbee effective dyly
2003 (incorporated by reference to PG&E CorporadiQuarterly Report on Form 10-Q for the quartetezh
June 30, 2003 (File No-12609), Exhibit 10.4

Restricted Stock Award Agreement between PG&E Qatimn and Peter A. Darbee dated January 3, 2007
(incorporated by reference to PG&E Corporation® Bacific Gas and Electric Company's Quarterly Repo
Form 1(-Q for the quarter ended March 31, 2007 (File 12609 and File No. 12348), Exhibit 10
Retention Agreement between PG&E Corporation arshids B. King dated August 31, 2006 (incorporated by
reference to PG&E Corporation's Quarterly ReporEorm 10 for the quarter ended September 30, 2006
No. 1-12609), Exhibit 10.2

Letter regarding Compensation Arrangement betweeifi® Gas and Electric Company and William T.
Morrow dated June 20, 2006 (incorporated by refegdn PG&E Corporation's Quarterly Report on FofyQL
for the quarter ended September 30, 2006 (Filel-12609), Exhibit 10.1

Restricted Stock Award Agreement between PG&E Qatmn and William T. Morrow dated January 29, 2
(incorporated by reference to PG&E Corporation'su@rly Report on Form 10-Q for the quarter endeddii
31, 2007 (File No.-12609), Exhibit 10.4

Performance Share Agreement between PG&E Corparatid William T. Morrow dated November 6, 2C
Restricted Stock Award Agreement between PG&E Qi and William T. Morrow dated November 6,
2007







*10.15

*10.16

*10.17

*10.18

*10.19

*10.20

*10.21

*10.22

*10.23

*10.24

*10.25

*10.26

*10.27

*10.28

*10.29

*10.30

Letter regarding Compensation Arrangement betwe&a&HECorporation and Rand L. Rosenberg dated Ocl
19, 2005 (incorporated by reference to PG&E Corpmm&s Form 10-K for the year ended December 30530
(File No. 1-12609), Exhibit 10.18

Letter regarding Compensation Arrangement betwe&a&HECorporation and Hyun Park dated October 10,
2006 (incorporated by reference to PG&E Corporagidiorm 10-K for the year ended December 31, 2006)
(File No. 1-12609), Exhibit 10.18

Letter regarding Compensation Agreement betweenPG&rporation and G. Robert Powell dated

August 8, 200!

PG&E Corporation 2005 Deferred Compensation PlamNfin-Employee Directors, effective as of January 1
2005 (incorporated by reference to PG&E Corporaidiorm 10-K for the year ended December 31, 2004)
(File No. 1-12609), Exhibit 10.17

Description of Short-Term Incentive Plan for Offis@f PG&E Corporation and its subsidiaries, effect
January 1, 200

Description of Short-Term Incentive Plan for Offisef PG&E Corporation and its subsidiaries, effect
January 1, 2007 (incorporated by reference to PG&Eporation's Form 10-K for the year ended Decertier
2004 (File No. -12609), Exhibit 10.20

Supplemental Executive Retirement Plan of the RaGi&s and Electric Company amended effective as of
December 31, 2004, and frozen as of January 1, @06a&rporated by reference to Pacific Gas andtitec
Compan’s Form 1-K for the year ended December 31, 2004) (File M2348), Exhibit 10.20
Supplemental Executive Retirement Plan of PG&E Gration as amended effective as of January 1, 2006
(incorporated by reference to PG&E Corporation'snrd0-K for the year ended December 31, 2005) (Rde
1-2348), Exhibit 10.27

Pacific Gas and Electric Company Relocation AseitaProgram for Officers (incorporated by referetace
Pacific Gas and Electric Company's Forn-K for fiscal year 1989 (File No.-2348), Exhibit 10.16
Postretirement Life Insurance Plan of the Pacifis @nd Electric Company (incorporated by referéace
Pacific Gas and Electric Company's Forn-K for fiscal year 1991 (File No.-2348), Exhibit 10.16

PG&E Corporation Non-Employee Director Stock IncemPlan (a component of the PG&E Corporation Long-
Term Incentive Program) as amended effective dsilgfl, 2004 (reflecting amendments adopted byPGB&E
Corporation Board of Directors on June 16, 2004 in resolutions filed as Exhibit 10.3 to PG&E
Corporation's and Pacific Gas and Electric Comga@Qyiarterly Report on Form 10-Q for the quartereehd
June 30, 200 (incorporated by reference to PG&E Corporation’d Bacific Gas and Electric Company’s
Form 1(-K for the year ended December 31, 2004 (File M-12609 and File No.-2348), Exhibit 10.27
Resolution of the PG&E Corporation Board of Dirgstdated December 20, 2006, adopting director
compensation arrangement effective January 1, 880@rporated by reference to PG&E Corporationt an
Pacific Gas and Electric Company's Quarterly ReporEorm 10-K for the year ended December 31, 2606
No. 1-12609 and File No. 12348), Exhibit 10.Z

Resolution of the Pacific Gas and Electric CompBogrd of Directors dated December 20, 2006, adgptin
director compensation arrangement effective JanLig2907 (incorporated by reference to PG&E Corfionss
and Pacific Gas and Electric Company's QuarterfydReon Form 10-K for the year ended December 8062
(File No. 1-12609 and File No. 12348), Exhibit 10.:

Resolution of the PG&E Corporation Board of Direstdated February 20, 2008, adopting director
compensation arrangement effective January 1,

Resolution of the Pacific Gas and Electric CompBogrd of Directors dated February 20, 2008, adgptin
director compensation arrangement effective Jania2p08

PG&E Corporation 2006 Long-Term Incentive Planaagnded on February 15, 2006 (with respect to ahang
in control provisions) and December 20, 2006 antbBer 17, 2007 (with respect to Section 7 governing
nondiscretionary awards to r-employee directors







*10.31

*10.32

*10.33

*10.34

*10.35

*10.36

*10.37

*10.38

*10.39

*10.40

*10.41

*10.42

*10.43

*10.44

*10.45

PG&E Corporation Long-Term Incentive Program (imthg the PG&E Corporation Stock Option Plan and
Performance Unit Plan), as amended May 16, 208do porated by reference to PG&E Corporation's (@ulg
Report on Form 1-Q for the quarter ended June 30, 2001 (File -12609), Exhibit 10

Form of Restricted Stock Award Agreement for 200@ngs made under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EGXrporation's Form 10-K for the year ended Deamb
31, 2002 (File No.-12609), Exhibit 10.46

Form of Restricted Stock Award Agreement for 20@engs made under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EGXrporation's Form 10-K for the year ended Deamb
31, 2003 (File No. -12609), Exhibit 10.37

Form of Restricted Stock Agreement for 2005 gramiger the PG&E Corporation Long-Term Incentive
Program (incorporated by reference to PG&E Corpomaand Pacific Gas and Electric Company's Form 8-K
filed January 6, 2005 (File No. 12609 and File 1-2348), Exhibit 99.3

Form of Restricted Stock Agreement for 2006 gramiger the PG&E Corporation 2006 Long-Term Incentive
Plan (incorporated by reference to PG&E Corporatind Pacific Gas and Electric Company's Form 8lédfi
January 9, 2006, Exhibit 99.

Form of Restricted Stock Agreement for 2007 granider the PG&E Corporation 2006 Long-Term Incentive
Plan (reflecting amendments to the PG&E Corpora2iod6 Long-Term Incentive Plan made on February 15,
2006) (incorporated by reference to PG&E Corporegié-orm 10K for the year ended December 31, 2006 (
No. 1-12609), Exhibit 10.39

Form of Non-Qualified Stock Option Agreement untter PG&E Corporation Long-Term Incentive Program
(incorporated by reference to PG&E Corporation Badific Gas and Electric Company's Form 8-K filed
January 6, 2005 (File No. 12609 and File N-2348), Exhibit 99.1

Form of Performance Share Award Agreement for 2fi@ts under the PG&E Corporation Long-Term
Incentive Program (incorporated by reference to EG&rporation's Form 10-K for the year ended Deaamb
31, 2003 (File No.-12609), Exhibit 10.38

Form of Performance Share Agreement for 2005 gramdgr the PG&E Corporation Long-Term Incentive
Program (incorporated by reference to PG&E Corpamaand Pacific Gas and Electric Company's Form 8-K
filed January 6, 2005 (File No. 12609 and File 1-2348), Exhibit 99.2

Form of Performance Share Agreement for 2006 gramdger the PG&E Corporation 2006 Lomgrm Incentive
Plan (incorporated by reference to PG&E Corporatiod Pacific Gas and Electric Company's Form 8léfi
January 9, 2006, Exhibit 99.

Form of Performance Share Agreement for 2007 gramder the PG&E Corporation 2006 Lomgrm Incentive
Plan (reflecting amendments to the PG&E Corpora2od6 Long-Term Incentive Plan made on February 15,
2006) (incorporated by reference to PG&E Corporegid-orm 10K for the year ended December 31, 2006 (
No. 1-12609), Exhibit 10.44

PG&E Corporation Executive Stock Ownership Progfanidelines dated as of February 19, 2003 (incotpd
by reference to PG&E Corporation's Quarterly ReparfForm 10-Q for the quarter ended March 31, 608
No. 1-12609) Exhibit 10.2

PG&E Corporation Executive Stock Ownership Progfnidelines as amended February 15, 2006
(incorporated by reference to PG&E Corporation'sy+d0-K for the year ended December 31, 2005 (File
No. 1-12609), Exhibit 10.46

PG&E Corporation Officer Severance Policy, as anedreffective as of January 1, 2005 (incorporated by
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2004 (File No. 1-12609),
Exhibit 10.37)

PG&E Corporation Officer Severance Policy, as anedreffective as of February 15, 2006 (incorpordtgd
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2005 (File No. 1-12609),
Exhibit 10.48)
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*10.50
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21
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31.2

**32.1

**32.2

PG&E Corporation Golden Parachute Restriction Rdifective as of February 15, 2006 (incorporated b
reference to PG&E Corporation's Form 10-K for tearyended December 31, 2005 (File No. 1-12609),
Exhibit 10.49)

PG&E Corporation Director Grantor Trust Agreemeated April 1, 1998 (incorporated by reference t&REG
Corporation's Quarterly Report on Form 10-Q fordarter ended March 31, 1998 (File No. 1-12609),
Exhibit 10.1)

PG&E Corporation Officer Grantor Trust AgreementedbApril 1, 1998, as updated effective Januar30D5
(incorporated by reference to PG&E Corporation'sy+d0-K for the year ended December 31, 2004 (File
No. 1-12609), Exhibit 10.39

Resolution of the Board of Directors of PG&E Cormawn regarding indemnification of officers andeditors
dated December 18, 1996 (incorporated by referenB&&E Corporation's Form 10-K for the year ended
December 31, 2004 (File No-12609), Exhibit 10.40

Resolution of the Board of Directors of Pacific Gasl Electric Company regarding indemnificatiorofffcers
and directors dated July 19, 1995 (incorporatecefgrence to Pacific Gas and Electric Company’srFd9-K
for the year ended December 31, 2004 (File M-2348), Exhibit 10.41

Computation of Earnings Per Common St

Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Compa

Computation of Ratios of Earnings to Combined Figdthrges and Preferred Stock Dividends for PaGifis
and Electric Compan

The following portions of the 2007 Annual Reportbareholders of PG&E Corporation and Pacific Gab a
Electric Company are included: “Selected Finanbiafla,” “Management's Discussion and Analysis of Finat
Condition and Results of Operations,” financiatestaents of PG&E Corporation entitled “Consolidated
Statements of Income,” “Consolidated Balance Skie&Eonsolidated Statements of Cash Flows,” and
“Consolidated Statements of Shareholders' Equitygncial statements of Pacific Gas and Electrienpany
entitled “Consolidated Statements of Income,” “Guitated Balance Sheets,” “Consolidated Statemefts
Cash Flows,” and “Consolidated Statements of Shddels' Equity,” “Notes to the Consolidated Finahci
Statements,” and “Quarterly Consolidated Finanb@ta (Unaudited),” “Management’'s Report on Internal
Control Over Financial Reporting,” “Report of Indemlent Registered Public Accounting Firm,” aigport o
Independent Registered Public Accounting F’

Subsidiaries of the Registre

Consent of Independent Registered Public Accouriing (Deloitte & Touche LLP

Resolutions of the Boards of Directors of PG&E Quwgtion and Pacific Gas and Electric Company aighay
the execution of the Form -K

Powers of Attorne

Certifications of the Chief Executive Officer artgetChief Financial Officer of PG&E Corporation régad by
Section 302 of the Sarbal-Oxley Act of 2002

Certifications of the Chief Executive Officer ariietChief Financial Officer of Pacific Gas and Etect
Company required by Section 302 of the Sark-Oxley Act of 2002

Certifications of the Chief Executive Officer ariebtChief Financial Officer of PG&E Corporation réead by
Section 906 of the Sarbal-Oxley Act of 2002

Certifications of the Chief Executive Officer arietChief Financial Officer of Pacific Gas and Etact
Company required by Section 906 of the Sark-Oxley Act of 200z







Exhibit 3.4
Amendment to PG&E Corporation Bylaws

Effective May 14, 2008

Article 11
DIRECTORS.

1. Number . As stated in paragraph | of Article Third ofgf€orporation’s Articles of Incorporation, the Bdaf
Directors of this Corporation shall consist of sucimber of directors, not less than seven (7) naerthan thirteen (13). TI
exact number of directors shall be nine (9) uritdrrged, within the limits specified above, by areadment to this Bylaw
duly adopted by the Board of Directors or the shalders.



Exhibit 3.6
Bylaws
of

Pacific Gas and Electric Company
amended as of January 1, 2008

Article 1.
SHAREHOLDERS.

1. Place of Meeting. All meetings of the shareholders shall be heldhataffice of the Corporation in the City and CouofySan
Francisco, State of California, or at such othace| within or without the State of California,raay be designated by the Board of Directors.

2. Annual Meetings. The annual meeting of shareholders shall be held g@ar on a date and at a time designated by dhedBof
Directors.

Written notice of the annual meeting shall be gimenless than ten (or, if sent by third-class thitty) nor more than sixty days prior
to the date of the meeting to each shareholdetiezhtp vote thereat. The notice shall state theqy day, and hour of such meeting, and those
matters which the Board, at the time of mailingeimds to present for action by the shareholders.

Notice of any meeting of the shareholders shadiiben by mail or telegraphic or other written commuation, postage prepaid, to each
holder of record of the stock entitled to vote #&dr at his address, as it appears on the bodke @orporation.

At an annual meeting of shareholders, only sucliness shall be conducted as shall have been pydpenight before the annual
meeting. To be properly brought before an annwesdting, business must be (i) specified in the eaticthe annual meeting (or any supplen
thereto) given by or at the direction of the Boand(ii) otherwise properly brought before the aalnmeeting by a shareholder. For business to
be properly brought before an annual meeting byazeholder, including the nomination of any pergather than a person nominated by or at
the direction of the Board) for election to the Bhahe shareholder must have given timely and grapitten notice to the Corporate Secre!
of the Corporation. To be timely, the shareholsl@rtitten notice must be received at the princgadcutive office of the Corporation not less
than forty-five days before the date correspondinthe mailing date of the notice and proxy matstiar the prior year’s annual meeting of
shareholders; provided, however, that if the anmegting to which the shareholdertritten notice relates is to be held on a dadé differs by
more than thirty days from the date of the lastumhmeeting of shareholders, the shareholder'sewibotice to be timely must be so received
not later than the close of business on the teagh d




following the date on which public disclosure oé ttiate of the annual meeting is made or givendoestolders. Any shareholder’s written
notice that is delivered after the close of bussn@&s00 p.m. local time) will be considered receiwm the following business day. To be prc
the shareholder’s written notice must set forttoasach matter the shareholder proposes to brifugdbthe annual meeting (a) a brief
description of the business desired to be brougfurbe the annual meeting, (b) the name and addfehe shareholder as they appear on the
Corporation’s books, (c) the class and number afehof the Corporation that are beneficially owhgdhe shareholder, and (d) any material
interest of the shareholder in such business.dditian, if the shareholdes’written notice relates to the nomination at theual meeting of ar
person for election to the Board, such notice tptoper must also set forth (a) the name, agenbasiaddress, and residence address of each
person to be so nominated, (b) the principal ociopar employment of each such person, (c) thebrrof shares of capital stock of the
Corporation beneficially owned by each such person, (d) such other information concerning eacth grson as would be required unde:
rules of the Securities and Exchange Commissi@proxy statement soliciting proxies for the electof such person as a Director, and must
be accompanied by a consent, signed by each sushrpe¢o serve as a Director of the Corporatiaidtted. Notwithstanding anything in the
Bylaws to the contrary, no business shall be cotedliat an annual meeting except in accordancetigtiprocedures set forth in thiSection.

3. Special Meetings. Special meetings of the shareholders shall bedcblyethe Corporate Secretary or an Assistant Catpor
Secretary at any time on order of the Board of &oes, the Chairman of the Board, the Vice Chairmfihe Board, the Chairman of the
Executive Committee, the Chief Executive Officartlee President. Special meetings of the sharen®khall also be called by the Corporate
Secretary or an Assistant Corporate Secretary thmwritten request of holders of shares entittedast not less than ten percent of the vot
the meeting. Such request shall state the purpiftbs meeting, and shall be delivered to the @han of the Board, the Vice Chairman of the
Board, the Chairman of the Executive Committee Ghéf Executive Officer, the President or the Qogte Secretary.

A special meeting so requested shall be held oddke requested, but not less than thirty-fivemore than sixty days after the date of
the original request. Written notice of each salecieeting of shareholders, stating the place, alagt,hour of such meeting and the business
proposed to be transacted thereat, shall be givéreimanner stipulated in Article |, Section 2reéggaph 3 of these Bylaws within twenty days
after receipt of the written request.

4. Voting at Meetings. At any meeting of the shareholders, each holdeeasrd of stock shall be entitled to vote in persoby
proxy. The authority of proxies must be evidenbga written document signed by the shareholdemanst be delivered to the Corporate
Secretary of the Corporation prior to the commere@of the meeting.




5. No Cumulative Voting. No shareholder of the Corporation shall be entittedumulate his or her voting power.

Article 1.
DIRECTORS.

1. Number. The Board of Directors of this Corporation shalhsist of such number of directors, not less thaue (®) nor more
than seventeen (17). The exact number of direstoei be eleven (11) until changed, within theitinspecified above, by an amendment to
this Bylaw duly adopted by the Board of Directorghe shareholders.

2. Powers. The Board of Directors shall exercise all the paaadrthe Corporation except those which are by tavpy the
Articles of Incorporation of this Corporation, oy the Bylaws conferred upon or reserved to theedt@ders.

3. Committees. The Board of Directors may, by resolution adogiga majority of the authorized number of diresiatesignate
and appoint one or more committees as the Boanthsleppropriate, each consisting of two or morectiins, to serve at the pleasure of the
Board; provided, however, that, as required by @oasporations Articles of Incorporation, the members of the &xave Committee (should t
Board of Directors designate an Executive Commjitbegst be appointed by the affirmative vote of tinoéds of the authorized number of
directors. Any such committee, including the Exe®iCommittee, shall have the authority to adhi@ manner and to the extent provided in
the resolution of the Board of Directors design@snch committee and may have all the authorithefBoard of Directors, except with resy
to the matters set forth in California Corporati@wde Section 311.

4. Time and Place of Directors' Meetings. Regular meetings of the Board of Directors shalhékl on such days and at such
times and at such locations as shall be fixed bylution of the Board, or designated by the Chairimfthe Board or, in his absence, the Vice
Chairman of the Board, the Chief Executive Offiaarthe President of the Corporation and containgte notice of any such meeting. Not
of meetings shall be delivered personally or sgnnhil or telegram at least seven days in advance.

5. Special Meetings. The Chairman of the Board, the Vice Chairman ofBbard, the Chairman of the Executive Committee, th
Chief Executive Officer, the President, or any filieectors may call a special meeting of the BazrDirectors at any time. Notice of the time
and place of special meetings shall be given th &ector by the Corporate Secretary. Such nadtiedl be delivered personally or by
telephone (or other system or technology desigoeddord and communicate messages, including féesiebectronic mail, or other such
means) to each Director at




least four hours in advance of such meeting, ofr Isgfirst-class mail or telegram, postage prepaideast two days in advance of such
meeting.

6. Quorum. A quorum for the transaction of business at aegting of the Board of Directors or any committeeréof shall
consist of one-third of the authorized number oécliors or committee members, or two, whichevéariger.

7. Action by Consent. Any action required or permitted to be taken iy Board of Directors may be taken without a megifin
all Directors individually or collectively conseim writing to such action. Such written consentonsents shall be filed with the minutes of
proceedings of the Board of Directors.

8. Meetings by Conference Telephone.Any meeting, regular or special, of the Boardakctors or of any committee of the
Board of Directors, may be held by conference tebdeye or similar communication equipment, provideat &ll Directors participating in the
meeting can hear one another.

9. Majority Voting. In any uncontested election, nominees receiiegaffirmative vote of a majority of the sharesresgnted
and voting at a duly held meeting at which a quorsipresent (which shares voting affirmatively atemstitute at least a majority of the
required quorum) shall be elected. In any eledtiat is not an uncontested election, the nomineesiving the highest number of affirmative
votes of the shares entitled to be voted for thgprto the number of directors to be elected byelstwres, shall be elected; votes against a
director and votes withheld shall have no lega&tff

For purposes of these Bylaws, “uncontested elettimans an election of directors of the Corporatiowhich, at the expiration of the
times fixed under Article I, Section 2 of these 8yt requiring advance natification of director noees, or for special meetings, at the time
notice is given of the meeting at which the eleti®to occur, the number of nominees for electioas not exceed the number of directors to
be elected by the shareholders at that election.

If an incumbent director fails, in an uncontestétion, to receive the vote required to be eleateatcordance with this Article 11,
Section 9, then, unless the incumbent directorelaaléer resigned, the term of such incumbent diresthall end on the date that is the earlier of
(a) ninety (90) days after the date on which thngoresults are determined pursuant to Sectionof@fe California Corporations Code, or (b)
the date on which the Board of Directors selegisraon to fill the office held by that directorancordance with the procedures set forth in
these Bylaws and Section 305 of the California Goafions Code.

10. Certain Powers Reserved to the ShareholdersSo long as PG&E Corporation shall hold the majasf the outstanding shares
of the Corporation, PG&E Corporation may require #ritten consent of the PG&E Corporation Chairroathe Board or the PG&E
Corporation Chief Executive Officer to enter intadaexecute any




transaction or type of transaction identified by Board of Directors of PG&E Corporation as a “IDesited Transaction.” For purposes of this
Section 10, a Designated Transaction shall be rmmgaéction or type of transaction identified inudydadopted resolution of the Board of
Directors of PG&E Corporation as requiring the terit consent of the PG&E Corporation Chairman ofBbard or the PG&E Corporation
Chief Executive Officer pursuant to this Section Notwithstanding the foregoing, nothing in thisc8on 10 shall limit the power of the
Corporation to enter into or execute any transaaiotype of transaction prior to the receipt by @orporate Secretary of the Corporation of
the resolution designating such transaction or tffeansaction as a Designated Transaction put$aahis Section 10.

Article 111
OFFICERS.

1. Officers. The officers of the Corporation shall be eledtgdhe Board of Directors and include a Presidai@prporate
Secretary, a Treasurer or other such officers@qéined by law. The Board of Directors also maycetme or more Vice Presidents, Assistant
Secretaries, Assistant Treasurers, and such otfiegrs as may be appropriate, including the offidescribed below. Any number of offices
may be held by the same person.

2. Chairman of the Board. The Chairman of the Board shall be a membereBtbard of Directors and preside at all meetings of
the shareholders, of the Directors, and of the Htvee Committee in the absence of the Chairmamaf Committee. The Chairman of the
Board shall have such duties and responsibilittesiay be prescribed by the Board of Directors eBiilaws. The Chairman of the Board
shall have authority to sign on behalf of the Cogpion agreements and instruments of every charautd in the absence or disability of the
Chief Executive Officer, shall exercise the ChigkEutive Officer’s duties and responsibilities.

3. Vice Chairman of the Board. The Vice Chairman of the Board shall be a menalbéne Board of Directors and have such
duties and responsibilities as may be prescribetthé®Board of Directors, the Chairman of the Boardhe Bylaws. In the absence of the
Chairman of the Board, the Vice Chairman of theaall preside at all meetings of the Board atBliors and of the shareholders; and, in
the absence of the Chairman of the Executive Coteen#ind the Chairman of the Board, The Vice Chairofahe Board shall preside at all
meetings of the Executive Committee. The Vice @han of the Board shall have authority to sign ehdif of the Corporation agreements
and instruments of every character.

4, Chairman of the Executive Committee. The Chairman of the Executive Committee shat lmeember of the Board of
Directors and preside at all meetings of the Exeeutommittee. The Chairman of the Executive Cottemishall aid and




assist the other officers in the performance off ttheties and shall have such other duties as regyréscribed by the Board of Directors or the
Bylaws.

5. Chief Executive Officer. The Chief Executive Officer shall have such dutiad responsibilities as may be prescribed by the
Board of Directors, the Chairman of the Board,h&r Bylaws. If there be no Chairman of the Bodnd, Chief Executive Officer shall also
exercise the duties and responsibilities of thitef The Chief Executive Officer shall have auttyoto sign on behalf of the Corporation
agreements and instruments of every charactethelabsence or disability of the President, theefdBkecutive Officer shall exercise the
President’s duties and responsibilities.

6. President. The President shall have such duties and redptitiss as may be prescribed by the Board of Does; the
Chairman of the Board, the Chief Executive Offiaarthe Bylaws. If there be no Chief Executivei€Hf, the President shall also exercise the
duties and responsibilities of that office. Thedtdent shall have authority to sign on behalhef Corporation agreements and instruments of
every character.

7. Vice Presidents. Each Vice President shall have such duties ansbnsdipilities as may be prescribed by the Board ioé&ors,
the Chairman of the Board, the Vice Chairman ofBbard, the Chief Executive Officer, the Presidenthe Bylaws. Each Vice President’s
authority to sign agreements and instruments oalbehthe Corporation shall be as prescribed leyBloard of Directors. The Board of
Directors of this company, the Chairman of the Bloafrthis company, the Vice Chairman of the Bodrths company, or the Chief Executive
Officer of PG&E Corporation may confer a specitietupon any Vice President.

8. Corporate Secretary. The Corporate Secretary shall attend all meetirigise Board of Directors and the Executive Cornteei
and all meetings of the shareholders, and the Catp&ecretary shall record the minutes of all @edings in books to be kept for that
purpose. The Corporate Secretary shall be redplerfsir maintaining a proper share register andkstansfer books for all classes of shares
issued by the Corporation. The Corporate Secrataall give, or cause to be given, all notices iegueither by law or the Bylaws. The
Corporate Secretary shall keep the seal of the@atipn in safe custody, and shall affix the séahe Corporation to any instrument requiring
it and shall attest the same by the Corporate Segie signature.

The Corporate Secretary shall have such otherslaienay be prescribed by the Board of DirectbesChairman of the Board, the
Vice Chairman of the Board, the Chief Executivei€ff, the President, or the Bylaws.

The Assistant Corporate Secretaries shall perfarch gluties as may be assigned from time to timinéyBoard of Directors, the
Chairman of the Board, the Vice Chairman of therpthe Chief Executive Officer, the Presidentitar Corporate Secretary. In the absence
or disability of the Corporate Secretary, the Coap® Secretary’s duties shall be performed by asiséant Corporate Secretary.




9. Treasurer. The Treasurer shall have custody of all moneyksfands of the Corporation, and shall cause todp full and
accurate records of receipts and disbursementgedforporation. The Treasurer shall deposit ath@ys and other valuables of the
Corporation in the name and to the credit of thepGration in such depositaries as may be desigrmtelde Board of Directors or any
employee of the Corporation designated by the Bo&mirectors. The Treasurer shall disburse sucti$ of the Corporation as have been
duly approved for disbursement.

The Treasurer shall perform such other duties asfroan time to time be prescribed by the Board akbtors, the Chairman of the
Board, the Vice Chairman of the Board, the Chieéé&trive Officer, the President, or the Bylaws.

The Assistant Treasurer shall perform such dusemay be assigned from time to time by the Boamicéctors, the Chairman of the
Board, the Vice Chairman of the Board, the Chieéé&xtive Officer, the President, or the Treasuterthe absence or disability of the
Treasurer, the Treasurer’s duties shall be perfdrbyean Assistant Treasurer.

10. General Counsel. The General Counsel shall be responsible for liandn behalf of the Corporation all proceedings a
matters of a legal nature. The General Counsdll @maler advice and legal counsel to the BoarBioéctors, officers, and employees of the
Corporation, as necessary to the proper condubteabusiness. The General Counsel shall keep #magement of the Corporation informed
of all significant developments of a legal natuifeeting the interests of the Corporation.

The General Counsel shall have such other dutiesagsrom time to time be prescribed by the Bodrbicectors, the Chairman of the
Board, the Vice Chairman of the Board, the Chieéé&trive Officer, the President, or the Bylaws.

11. Controller. The Controller shall be responsible for maintagnine accounting records of the Corporation amgbfeparing
necessary financial reports and statements, an@dhé&oller shall properly account for all moneysiabligations due the Corporation and all
properties, assets, and liabilities of the Corporat The Controller shall render to the officevsls periodic reports covering the result of
operations of the Corporation as may be requirethbsn or any one of them.

The Controller shall have such other duties as fraay time to time be prescribed by the Board ofebiors, the Chairman of the Boz
the Vice Chairman of the Board, the Chief Execufécer, the President, or the Bylaws. The Coligrcshall be the principal accounting
officer of the Corporation, unless another indiatishall be so designated by the Board of Directors




Article IV.
MISCELLANEOUS.

1. Record Date. The Board of Directors may fix a time in the ftgwas a record date for the determination of tleeettolders
entitled to notice of and to vote at any meetinglwdreholders, or entitled to receive any dividendistribution, or allotment of rights, or to
exercise rights in respect to any change, conversioexchange of shares. The record date so fikell be not more than sixty nor less than
ten days prior to the date of such meeting nor rttaa sixty days prior to any other action for theposes for which it is so fixed. When a
record date is so fixed, only shareholders of re@or that date are entitled to notice of and t@\aitthe meeting, or entitled to receive any
dividend or distribution, or allotment of rights, i exercise the rights, as the case may be.

2. Certificates; Direct Registration System. Shares of the Corporation's stock may be ceatéid or uncertificated, as provided
under California law. Any certificates that arstied shall be signed in the name of the Corpordtyotie Chairman of the Board, the Vice
Chairman of the Board, the President, or a VicsiBent and by the Chief Financial Officer, an Assi$ Treasurer, the Corporate Secretary, or
an Assistant Secretary, certifying the number afeb and the class or series of shares owned tsh#reholder. Any or all of the signature:
the certificate may be a facsimile. In case afigef, Transfer Agent, or Registrar who has sigaoe@hose facsimile signature has been placec
upon a certificate shall have ceased to be suateoffTransfer Agent, or Registrar before suchifteate is issued, it may be issued by the
Corporation with the same effect as if such pergere an officer, Transfer Agent, or Registrar atdlate of issue. Shares of the Corporation’s
capital stock may also be evidenced by registratidhe holder's name in uncertificated, book-eritmm on the books of the Corporation in
accordance with a direct registration system apgmtdyy the Securities and Exchange Commission arideofsmerican Stock Exchange or any
securities exchange on which the stock of the Qatjmn may from time to time be traded.

Transfers of shares of stock of the Corporationl fletamade by the Transfer Agent and Registrahenbiooks of the Corporation only
after receipt of a request with proper evidencsuaicession, assignment, or authority to transfehbyecord holder of such stock, or by an
attorney lawfully constituted in writing, and inetltase of stock represented by a certificate, n sporender of the certificate. Subject to the
foregoing, the Board of Directors shall have poamd authority to make such rules and regulatiorissisll deem necessary or appropriate
concerning the issue, transfer, and registratioredificates for shares of stock of the Corporatiend to appoint and remove Transfer Agents
and Registrars of transfers.

3. Lost Certificates. Any person claiming a certificate of stock tolbst, stolen, mislaid, or destroyed shall make ffidavit or
affirmation of that fact and verify the same inlsuwanner as the Board of Directors may require,svadl, if the Board




of Directors so requires, give the CorporationTitansfer Agents, Registrars, and/or other agebtsnd of indemnity in form approved by
counsel, and in amount and with such sureties gsbmaatisfactory to the Corporate Secretary ofdbporation, before a new certificate (or
uncertificated shares in lieu of a new certificategy be issued of the same tenor and for the samber of shares as the one alleged to have
been lost, stolen, mislaid, or destroyed.

Article V.
AMENDMENTS.

1. Amendment by Shareholders. Except as otherwise provided by law, these Bylawsny of them, may be amended or
repealed or new Bylaws adopted by the affirmatiote\of a majority of the outstanding shares emtittevote at any regular or special meeting
of the shareholders.

2. Amendment by Directors. To the extent provided by law, these Bylaws,ror af them, may be amended or repealed or new
Bylaws adopted by resolution adopted by a majaritthe members of the Board of Directors; providealyever, that amendments to Article
II, Sections 9 and 10 of these Bylaws, and anyrdBiy¢taw provision that implements a majority votistandard for director elections
(excepting any amendments intended to conform tBgtsaw provisions to changes in applicable laws)lisbe amended by the shareholders of
the Corporation as provided in Section 1 of thitde V.







Exhibit 3.7
Amendment to Pacific Gas and Electric Company Bylaw

Effective May 14, 2008

Article 1.
DIRECTORS.

1. Number. The Board of Directors of this Corporation stwahsist of such number of directors, not less than
nine (9) nor more than seventeen (17). The exauttyer of directors shall be ten (10) until changeithin the limits
specified above, by an amendment to this Bylaw ddligpted by the Board of Directors or the sharedrsld



Exhibit 10.13

PG&E CORPORATION
2006 LONG-TERM INCENTIVE PLAN

PERFORMANCE SHARE GRANT

PG&E CORPORATION , a California corporation, hereby grants Perforaga8hares to the Recipient named below. The Peafore Shar
have been granted under the PG&E Corporation 2@dgIerm Incentive Plan, as amended on February 15 268 December 20, 2006 (
“LTIP"). The terms and conditions of the Performance Shameset forth in this cover sheet and the attagtetbrmance Share Agreem
(the “Agreement”).

Date of Grant: NovembeR607

Name of Recipient MORROW, WILLIAM T.

Last Four Digits of Recipient’s Social Security Noen: --8024
Number of Shares of Restricted Stock Gran 22,480

By signing this cover sheet, you agree to all ofetherms and conditions described in the attached
Agreement. You and PG&E Corporation agree to exerisuch further instruments and to take such
further action as may reasonably be necessary torga@ut the intent of the attached Agreement. Yate
also acknowledging receipt of this Grant, the attesxl Agreement, and a copy of the prospectus degagib
the LTIP and the Performance Shares dated January?2D07.

Recipient: /s/ \M&ih T. Morrow
(Signature)

Attachment

Please sign and return to PG&E Corporation, Humass&urces,
One Market, Spear Tower, Suite 400, San FranciSadifornia 94105




The LTIP and Other
Agreements

Grant of
Performance Shares

Vesting of

Performance Shares

Payment of
Performance Shares

PG&E CORPORATION 2006 LONG-TERM INCENTIVE PLAN (“LT IP”)
PERFORMANCE SHARE AGREEMENT

This Agreement constitutes the entire understandiegween you and PG&E Corporation regarding
Performance Shares, subject to the terms of thé>LRAny prior agreements, commitments or negotiatiar:
superseded. In the event of any conflict or iniiaacy between the provisions of this Agreemert te LTIP
the LTIP shall govern. Capitalized terms that asedefined in this Agreement are defined in theR.TI

For purposes of this Agreement, employment with EEG8orporation shall mean employment with any menaf
the Participating Company Group.

PG&E Corporation grants you the number of Performanaethshown on the cover sheet of this Agreemehg
Performance Shares are subject to the terms antitioms of this Agreement and the LTIP.

As long as you remain employed with PG&E Corporatithe Performance Shares will vest on the firstines
day of January (the “Vesting Datedf 2011. Except as described below, all PerforraaBbares subject to t
Agreement that have not vested shall be forfeifgmhitermination of your employment.

Upon the Vesting Date, PG&E Corporatisrtotal shareholder return (TSR) will be compam@dhe TSR of th
twelve other companies in PG&E Corporation's corapar groupl for the prior three calendar years |
“Performance Period”). Subject to rounding consitiens, there will be no payout for TSR below e "
percentile of the comparator group; TSR at théhfﬁércentile will result in a 25% payout of PerforroarShare:
TSR at the 78’ percentile will result in a 100% payout of Perfomoa Shares; and TSR in the top rank will re
in a 200% payout of Performance Shares. The fafiguable sets forth the payout percentages fovénmus TSI
rankings that could be achieved:

utdber of Companies in
Total (Including PG&E)

13

Performance Rounded
Rank Percentile Payout
1 100% 200%
2 92% 170%
3 83% 130%
4 75% 100%
5 67% 90%
6 58% 75%
7 50% 65%

! The identities of the companies currently compgsihe comparator group are included in the prospecPG&E Corporation reserves
right to change the companies comprising the coatpagroup at any time.
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8 42% 50%
9 33% 35%
10 25% 25%
11 17% 0%
12 8% 0%
13 0% 0%

The payment will equal the product of the numbevested Performance Shares, the applicable paygocéptage,
and the average closing price of a share of PG&Ep@ation common stock for the last 30 calendasdzythe
year preceding the Vesting Date as reported oiN#ve York Stock Exchange. Payments, if any, willhbade a:
soon as practicable following the date that the Mating, Compensation, and Governance Committeleeof



Dividends

Voluntary Termination

Termination for Cause

Termination other
than for Cause

Retirement

Death/Disability

Termination Due to
Disposition of Subsidiary

PG&E Corporation Board of Directors certifies th®R percentile rank over the Performance Perioduaintsto
Section 10.5(a) of the LTIP.

Each time that PG&E Corporation declares a dividendits shares of common stock, an amount equéhe
dividend multiplied by the number of Performanceai®s granted to you by this Agreement shall beugctior
your behalf. If you receive a Performance Shagmptin accordance with the preceding paragraph,shall als
receive a cash payment equal to the amount of migethds accrued over the Performance Period niigitifpy the
same payout percentage used to determine the ambtmg Performance Share payout.

If you terminate your employment with PG&E Corpdawat voluntarily before the Vesting Date, all of
Performance Shares shall be cancelled as of tleeodauch termination and any dividends accruetl vaspect t
your Performance Shares shall be forfei

If your employment with PG&E Corporation is termied by PG&E Corporation for cause before the Vg
Date, all of the Performance Shares shall be ckeitab of the date of such termination and anyddivils accrue
with respect to your Performance Shares shall Heifed. In general, termination for “causeieans terminatic
of employment because of dishonesty, a criminarefé or violation of a work rule, and will be detéred by an
in the sole discretion of PG&E Corporation.

If your employment with PG&E Corporation is termied by PG&E Corporation other than for cause betbe
Vesting Date, your unvested Performance Sharessesli proportionally based on the number of modtiring the
Performance Period that you were employed (rouridseh) divided by the number of months in the Penfanc:
Period (36 months). All other outstanding Perfonoe Shares (and any associated accrued dividedd
automatically be cancelled upon such terminatigour vested Performance Shares will be payablat #ll, afte
the completion of the Performance Period basechersame formula applied to active employees. Yall sisc
receive a cash payment, if any, equal to the
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amount of dividends accrued over the PerformanagodPevith respect to your vested Performance Sl
multiplied by the same payout percentage usedterméne the amount, if any, of the Performance Siparyout.

If you retire before the Vesting Date, your outsliag Performance Shares will continue to vest asigh you
employment had continued and will be payable, iflgtas soon as practicable following the Vestibage. Yol
shall also receive a cash payment, if any, equéhecamount of dividends accrued over the PerfoomdPerio
with respect to your Performance Shares multighigdhe same payout percentage used to determirentbant, i
any, of the Performance Share payout. You wiltbesidered to have retired if you are age 55 oerofeh the da
of termination and if you were employed by PG&E @mation for at least five consecutive years endinghe
date of termination of your employment.

If your employment terminates due to your deattdisability before the Vesting Date, all of your femanct
Shares shall immediately vest and will be payalfl@t all, as soon as practicable after the conmuetf the
Performance Period based on the same formula apphieactive employees. You shall also receive st
payment, if any, equal to the amount of dividendsraed over the Performance Period with respegtoun
Performance Shares multiplied by the same payotteptage used to determine the amount, if any,he
Performance Share payout.

(2) If your employment is terminated (other thandause or your voluntary termination) by reasom divestitur
or change in control of a subsidiary of PG&E Cogtimm, which divestiture or change in control résuh sucl
subsidiary no longer qualifying as a subsidiarypooation under Section 424(f) of the Internal RexeiCode ¢
1986, as amended, or (2) if your employment is temed (other than for cause or your voluntary teation’
coincident with the sale of all or substantially af the assets of a subsidiary of PG&E Corporatiaf
Performance Shares shall vest proportionally bagethe number of months during the PerformanceoBetfia
you were employed (rounded down) divided by the peinof months in the Performance Period (36 montAd
other outstanding Performance Shares (and anyiasst@accrued dividends) shall automatically beceded upo



Change in Control

Termination In
Connection
with a Change in Control

such termination. Your vested Performance Shari#ls be payable, if at all, after the completion tie
Performance Period based on the same formula dppieactive employees. You shall also receive st
payment, if any, equal to the amount of dividendsraed over the Performance Period with respegoto veste
Performance Shares multiplied by the same payouteptage used to determine the amount, if any,he
Performance Share payout.

In the event of a Change in Control, the surviviagntinuing, successor, or purchasing corporatiorotbe
business entity or parent thereof, as the casebmdthe “Acquiror’ ), may, without your consent, either assunr
continue PG&E Corporatios’rights and obligations under this Agreement avijole a substantially equivale
award in substitution for the
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Performance Shares subject to this AgreementhelfAcquiror assumes or continues PG&E Corporasioight:
and obligations under this Agreement or substitatesibstantially equivalent award, TSR shall beuated b
aggregating (a) the TSR of PG&E Corporation for pleeiod from January 1 of the year of grant todaé& of th
Change in Control, and (b) the TSR of the Acquifimm the date of the Change in Control to the \fiy
Date. The payout percentage reflected in thestabt forth above for the highest percentile TSRopmance me¢
or exceeded when calculated on that basis, andd=rimgy any adjustments to the comparator grouf),bei use
to determine the amount of the payout, if any, upettlement of the assumed, continued or subditameard. Yo
shall also receive a cash payment, if any, equathto amount of dividends accrued with respect tor
Performance Shares to the first business day of/¢lae following the Change in Control multiplied the sam
payout percentage used to determine the amouantyifof the Performance Share payout.

If this Award is neither assumed nor continued iy Acquiror or if the Acquiror does not provideubstantiall
equivalent award in substitution for the Performeu@hares subject to this Agreement, all of youstamdin
Performance Shares shall automatically vest andrbecnonforfeitable when the Change in Control of&E
Corporation occurs before the Vesting Date. Suested Performance Shares will become payable offirgt
business day of the year following the Change imttad. The payment, if any, will be based on PC
Corporations TSR for the period from January 1, 2008 to the d&the Change in Control compared to the
of the other companies in PG&E Corporat®rcomparator group2 for the same period. The paymdl be
calculated by multiplying the number of vested Berfance Shares by the payout percentage. Theting
number of Performance Shares will be multipliedthy average closing price of a share of PG&E Camn
common stock for the last 30 calendar days pregetia Change in Control as reported on the New gidcl
Exchange. You shall also receive a cash payntfeanyi equal to the amount of dividends accruedh wéspect t
your Performance Shares to the first business dldeoyear following the Change in Control multgai by th
same payout percentage used to determine the anifoammy, of the Performance Share payout.

If your employment is terminated in connection watiChange in Control within three months beforeGhange i
Control occurs or within two years following the &fge in Control, all of your outstanding Performahares (i
the extent they did not previously vest upon falaf the Acquiror to assume or continue this Awastal
automatically vest and become nonforfeitable on da¢e of termination of your employment. Your ve
Performance Shares will be payable, if at all, fonfirst business day of the

2 The identities of the companies currently compgsihe comparator group are included in the prosgecPG&E Corporation reserves
right to change the companies comprising the coatpagroup at any time.

Withholding Taxes
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following year following the completion of the Pennance Period and will be based on the same faerayoplier
to active employees. You shall also receive a pagtment, if any, equal to the amount of divideadsrued ove
the Performance Period with respect to your veBdormance Shares multiplied by the same payaweptag
used to determine the amount, if any, of the Perémrce Share payout.

PG&E Corporation shall have the sole discretioddtermine whether termination of your employmens wead:
in connection with a Change in Control.

PG&E Corporation will withhold amounts necessans#tisfy applicable taxes from the payment to beanaitt
respect to your Performance Shares. You will kec#ie remaining proceeds in cash.



Leaves of Absence For purposes of this Agreement, if you are on gir@ged leave of absence from PG&E Corporation, @c#pien
of PG&E Corporation sponsored disability benefjsy will continue to be considered as employedyoli do nc
return to active employment upon the expirationyofir leave of absence or the expiration of your B
Corporation sponsored disability benefits, you wile considered to have voluntarily terminated
employment. See above under “Voluntary Termination

PG&E Corporation reserves the right to determingcivHeaves of absence will be considered as caoinij
employment and when your employment terminatesltiqyurposes under this Agreement.

No Retention Rights This Agreement is not an employment agreement ayeb chot give you the right to be retained by P¢
Corporation. Except as otherwise provided in apliagble employment agreement, PG&E Corporatiomemes
the right to terminate your employment at any teme for any reason.

Applicable Law This Agreement will be interpreted and enforcedarrttie laws of the State of California.

By signing the cover sheet of this Agreement, yayree to all of the terms and conditions describdibae and in the LTIP
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Exhibit 10.14

PG&E CORPORATION
2006 LONG-TERM INCENTIVE PLAN

RESTRICTED STOCK GRANT

PG&E CORPORATION , a California corporation, hereby grants sharesRestricted Stock to the Recipient nai
below. The shares of Restricted Stock have beantgn under the PG&E Corporation 2006 Ldregm Incentive Plan, as amended
February 15, 2006 and December 20, 2006 (the “UTIFPhe terms and conditions of the Restricted Stoeksat forth in this cover sheet an
the attached Restricted Stock Agreement (the “Aged”).

Date of Grant: NovembeR607

Name of Recipient MORROW, WILLIAM T.

Last Four Digits of Recipient’s Social Security Noen: --8024
Number of Shares of Restricted Stock Gran 22,480

By signing this cover sheet, you agree to all ofetlterms and conditions described in the attached
Agreement. You and PG&E Corporation agree to exexstich further instruments and to take such further
action as may reasonably be necessary to carry that intent of the attached Agreement. You are also
acknowledging receipt of this Grant, the attachedji@ement, and a copy of the prospectus describimg t
LTIP and the Restricted Stock dated January 1, 2007

Recipient: /s/ W\&th T. Morrow
(Signature)

Attachment

Please sign and return to PG&E Corporation, Humars8urces,
One Market, Spear Tower, Suite 400, San FranciSetifornia 94105




The LTIP and Other
Agreements

Grant of Restricted Stock

Lapse of Restrictions

Voluntary Termination

Termination for Cause

Termination other than
for Cause

PG&E CORPORATION
2006 LONG-TERM INCENTIVE PLAN (“LTIP")

RESTRICTED STOCK AGREEMENT

This Agreement constitutes the entire understandéetgeen you and PG&E Corporation regarding theriRésc
Stock, subject to the terms of the LTIP. Any prgreements, commitments or negotiations are segeds I
the event of any conflict or inconsistency betwé®n provisions of this Agreement and the LTIP, LtHéP shal
govern. Capitalized terms that are not definethia Agreement are defined in the LTIP. For purgostthis
Agreement, employment with PG&E Corporation shaflam employment with any member of the Participi
Company Group.

PG&E Corporation grants you the number of shareRRestricted Stock shown on the cover sheet of
Agreement. The shares of Restricted Stock areestlp the terms and conditions of this Agreemett tine
LTIP.

As long as you remain employed with PG&E Corporatide restrictions will lapse as to 20 percenthef tota
number of shares of Restricted Stock originallyjscibto this Agreement, as shown above on the csiveet, o
the first business day of January of each of 2Q020, and 2011. The restrictions will lapse aart@dditional 4
percent of the total number of shares of Restri@eatk on the first business day of January of 2@t8vided
however, that the restrictions will lapse as te #0 percent on the first business day of JanuaP@dl if PG&E
Corporation’s performance in total shareholderme(tiTSR") is at or above the 7“5percentile for the prior thr
calendar years as compared with the comparator pgrestablished from time to time by PG
Corporation. (Each lapse day is an “Annual Lapseel). Except as described below, all shares of Rest
Stock subject to this Agreement as to which th&ict®ns have not lapsed shall be forfeited upenmination o
your employment

To the extent this Agreement provides for the corgd lapse of restrictions following the terminatiof
employment, such continued lapse shall be subgegbtir continued compliance with certain pestploymer
restrictions.

In the event that you terminate your employmenhwRG&E Corporation voluntarily, you will automatilge
forfeit to PG&E Corporation all of the shares ofsieted Stock as to which the restrictions have lapse:
subject to this Agreement as of the date of sugimiration.

If your employment with PG&E Corporation is termied by PG&E Corporation for cause, you °
automatically forfeit to PG&E Corporation all sharef Restricted Stock as to which the restrictibase nc

lapsed subject to this Agreement as of the daseid termination. In general,
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termination for “causeimeans termination of employment because of dishpnascriminal offense or violatic
of a work rule, and will be determined by and ia Hole discretion of PG&E Corporation.

If your employment with PG&E Corporation is termied by PG&E Corporation other than for cause befoe
restrictions on your Restricted Stock lapse, and woe an officer in Bands 8- the restrictions on yo
outstanding shares of Restricted Stock that woalceHapsed during the period of the “Severanceiplalt unde
the applicable severance policy shall continueafisé pursuant to the regular lapse schedule (orespto th
extent described below in connection with a ChamgeControl during such period). In the event of §
involuntary termination other than for cause, ifuyare not an officer in Bands 5l-the restrictions on yo
outstanding shares of Restricted Stock that woakkHapsed within 12 months following such termimmtwill
continue to lapse pursuant to the regular lapsedidh (or sooner, in the event of a Change in @bdtiring suc
period). All other outstanding shares of Restdc8ock shall automatically be forfeited to PG&Er@aratior
upon such termination.



Retirement

Death/Disability

Termination Due to
Disposition of Subsidiary

Change in Control

Termination In Connection
with a Change in Control

Escrow

In the event of your Retirement, the restrictiomsyour outstanding shares of Restricted Stock edglfitinue ti
lapse as though your employment had continued. wilbbe considered to have retired if you are 8§eor olde
on the date of termination and if you were emplopgdPG&E Corporation for at least five consecutjear:
ending on the date of termination of your employmen

If your employment terminates due to your deatllisability, the restrictions on all of your shasRestricte:
Stock shall lapse on the next Annual Lapse Datethé event of a Change in Control after such teation an
before such next Annual Lapse Date, the restristamto all shares of Restricted Stock shall imatet)i lapse t
the extent described below under “Change in Coritrol

(1) If your employment is terminated (other tham frause or your voluntary termination) by reasona
divestiture or change in control of a subsidiaryR&&E Corporation, which divestiture or change ontrol
results in such subsidiary no longer qualifyingaasubsidiary corporation under Section 424(f) & thterna
Revenue Code of 1986, as amended (the “Code’(R) if your employment is terminated (other tHancause ¢
your voluntary termination) coincident with the esalf all or substantially all of the assets of &sidiary o
PG&E Corporation, the restrictions on all sharesReafstricted Stock shall lapse on the next Annugbsk
Date. In the event of a Change in Control aftehsliermination and before such next Annual Lapste Dhe
restrictions as to all shares of Restricted Stdukllsimmediately lapse to the extent described welmde
“Change in Control.”

In the event of a Change in Control, the survivingntinuing, successor, or purchasing corporatiomtbe
business entity or parent thereof, as the case

may be (the “Acquirof’ ), may, without your consent, either assume orinartPG&E Corporatiors' rights an
obligations under this Agreement or provide sulitafiy equivalent awards associated with the Acoug
stock. If this Award is neither assumed nor camdioh by the Acquiror or if the Acquiror does not yide ¢
substantially equivalent award, the restrictions ah of your outstanding shares of Restricted Stasblal
automatically lapse and the shares shall becoméorieitable immediately preceding, and contingent the
Change in Control of PG&E Corporation.

If the Acquiror assumes or continues PG&E Corporasi rights and obligations under this Agreemer
substitutes a substantially equivalent award, T8RRIl e calculated by aggregating (a) the TSR o&P
Corporation for the period from January 1 of 2008he date of the Change in Control, and (b) th® B the
Acquiror from the date of the Change in Controthie end of the calendar year preceding the thirdu&hLaps
Date.

If your employment is terminated in connection watiChange in Control within three months before@hang
in Control occurs or within two years following tihange in Control, the restrictions on all of youtstandin
shares of Restricted Stock (to the extent theictisins did not previously lapse upon failure oé tAcquiror tc
assume or continue this Award) shall lapse andstizees shall become nonforfeitable on the dateraiibatior
of your employment. PG&E Corporation shall have flole discretion to determine whether terminatibgou!
employment was made in connection with a Changgointrol.

The certificates for the Restricted Stock shalldeposited in escrow with the Corporate SecretarfP@G&E
Corporation to be held in accordance with the miovis of this paragraph. Each deposited certdicdtall b
accompanied by any assignment documents PG&E Catippormay require you to execute. The depo
certificates shall remain in escrow until such tiasethe certificates are to be released or othersuisrendered f
cancellation as discussed below.

All dividends, if any, on the Restricted Stock $im held in escrow and subject to the same résing as th
shares to which they relate.



Release of Shares and
Withholding Taxes

Code Section
83(b) Election

Leaves of Absence

Voting and Other Rights

Restrictions on
Issuance

The shares of Restricted Stock held in escrow meleushall be subject to the following terms andditions
relating to their release from escrow or their snder to PG&E Corporation:

* When the restrictions as to your shares of Restti§tock lapse as described above, the certifidatesucl
shares shall be released from escrow and deliviergabu, at your request within thirty (30) days thE

applicable Annual Lapse Date.

* Upon termination of your employment, any share®Reétricted Stock as to which the restrictions haw!
lapsed shall be forfeited and
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automatically surrendered to PG&E Corporation awigled herein.

Note that you must make arrangements acceptad&&E Corporation to satisfy withholding or othexea tha
may be due before your shares will be releasedoto ¥f you so elect, PG&E Corporation will assystu ir
selling your shares through a broker so that youuse the sales proceeds to satisfy applicablestaXeu will
receive the remaining proceeds in cash. Howetgu wish to receive the stock certificates irulief selling
your shares, you will need to make arrangementsaothe applicable taxes either by check or thropayrol
deduction. PG&E Corporation will notify you abdutw to instruct PG&E Corporation to sell your sisavéher
the restrictions lapse or make other arrangements.

Under Section 83(a) of the Code, the Fair Marketu¥aof the Restricted Stock on the date any farfe
restrictions applicable to such Restricted Stogséawill be reportable as ordinary income at thraet For thi
purpose, “forfeiture restrictionsinclude surrender to PG&E Corporation of Restrictetbck as describ
above. You may elect to be taxed at the time testitted Stock is granted to you, rather than wtie
restrictions lapse by filing an election under 8 t83(b) of the Code with the Internal Revenuevigerwithir
thirty (30) days after the Date of Grant. Failtwemake this filing within the thirty (30) day ped will result ir
the recognition of ordinary income by you (in theeet the Fair Market Value of the Restricted Stoulrease
after the date of purchase) as the forfeiture i&gtns lapse. YOU ACKNOWLEDGE THAT IT IS YOUR
SOLE RESPONSIBILITY, AND NOT PG&E CORPORATION' S, TO FILE A TIMELY ELECTION
UNDER CODE SECTION 83(b). YOU ARE RELYING SOLELY ON YOUR OWN ADVISORS WITH
RESPECT TO THE DECISION AS TO WHETHER OR NOT TO FIL E A CODE SECTION 83(b)
ELECTION.

For purposes of this Agreement, if you are on apr@aged leave of absence from PG&E Corporation,
recipient of PG&E Corporation sponsored disabitignefits, you will continue to be considered as leygd. |
you do not return to active employment upon theiraipn of your leave of absence or the expiratiéryour
PG&E Corporation sponsored disability benefits, yoill be considered to have voluntarily terminatgaiur
employment. See above under “Voluntary Termination.

PG&E Corporation reserves the right to determinagcivHeaves of absence will be considered as coinig
employment and when your employment terminateaffggurposes under this Agreement.

Subject to the terms of this Agreement, you shallehall the rights and privileges of a shareholfePG&E
Corporation while the Restricted Stock is held gtrew, including the right to vote. As describdibee, al
dividends, if any, on the Restricted Stock shalhbkl in escrow and subject to the same restristanthe shar
to which they relate.
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PG&E Corporation will not issue any Restricted Ktdche issuance of such Restricted Stock at tilnae woulc
violate any law or regulation.



Restrictions on Resale
and Hedge Transactions

No Retention Rights

Legends

Applicable Law

By signing this Agreement, you agree not to sell Restricted Stock before the restrictions lapseedl an
shares acquired under this grant at a time wheficapfe laws, regulations or Company or underwritading
policies prohibit sale. In particular, in connectiwith any underwritten public offering by PG&E Qoration o
its equity securities pursuant to an effective sggtion statement filed under the Securities A&983, you sha
not sell, make any short sale of, loan, hypotheqgaldge, grant any option for the purchase ofptberwist
dispose or transfer for value or agree to engageninof the foregoing transactions with respecany share
acquired under this grant without the prior writteansent of PG&E Corporation or its underwriteis, $ucl
period of time after the effective date of suchigggtion statement as may be requested by PG&lpdZation o
the underwriters.

If the sale of shares acquired under this granbtsregistered under the Securities Act of 1933,dmexemptio
is available which requires an investment or otlepresentation and warranty, you shall represestagnee thi
the Shares being acquired are being acquired ¥estment, and not with a view to the sale or distion thereo
and shall make such other representations and migrsaas are deemed necessary or appropriate byE
Corporation and its counsel.

By your acceptance of the grant, you agree thakevthe Restricted Stock is subject to restrictigrsy will not
enter into a corresponding hedging transactiortingldo PG&E Corporatiors stock nor engage in any short
of PG&E Corporatiors stock. This prohibition shall not apply to tracsons effected through PG«
Corporations benefit plans that provide an opportunity to stvén Company stock or which prov
compensation based on the price of Company stock.

This Agreement is not an employment agreement aeb chot give you the right to be retained by P(
Corporation. Except as otherwise provided in goliegble employment agreement, PG&E Corporatioemes
the right to terminate your employment at any tane for any reason.

All certificates that may be issued to represeatRestricted Stock issued under this grant shakresapplicabl
have endorsed thereon the following legends:

“THE SHARES REPRESENTED BY THIS CERTIFICATE ARE SUBJT TO CERTAIN RESTRICTION
ON TRANSFER SET FORTH IN AN AGREEMENT BETWEEN PG&EORPORATION AND THE
REGISTERED HOLDER, OR HIS OR HER PREDECESSOR IN BREST. A COPY OF SUC
AGREEMENT IS ON FILE AT THE PRINCIPAL OFFICE OF PG&% CORPORATION AND WILL BE
FURNISHED UPON WRITTEN REQUEST TO THE CORPORATE SHETARY OF PG&E CORPORATIO
BY THE HOLDER OF
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RECORD OF THE SHARES REPRESENTED BY THIS CERTIFIGAT

This Agreement will be interpreted and enforcedarrttie laws of the State of California.

By signing the cover sheet of this Agreement, yaree to all of the terms and conditions describdibae and in the LTIP






Exhibit 10.1°

W1 PG&E Corporation.

Christopher P. Johns One Market, Spear Tower
Senior Vice President and Suite 2400
Chief Financial Officer San Francisco, CA

415.267.7036
Fax: 415.267.7263
August 8, 2005

Mr. G. Robert Powell
335 Crosstree Lane
Atlanta, GA 30328

Dear Bob:

On behalf of PG&E Corporation, | am pleased to edtan invitation to you to join our organization\dise President and Controller, reporting
to me.

Your initial total compensation package will congithe following:

1. An annual base salary of $280,000 ($23,333.33/manthject to possible increases through our arsalaty review plar

2. A one-time bonus of $225,000 payable within 60 days afryiate of hire, subject to normal payroll withhalgs. Should you leave t
company or should your employment terminate forseawithin three years of your date of hire, a pretaamount of this bonus must
refunded to the compan

3. A target incentive of $126,000 that equals 45% ofirybase salary in an annual sherm incentive plan under which your ac
incentive dollars may range from zero to $252,086¢ell on performance relative to established gdals.2005, this incentive will |
prorated for the number of months worked from ydate of hire and will be payable in 20t

4. Participation in the PG&E Corporation Loflgrm Incentive Program (LTIP) as a band 4 offic@rants under the LTIP are split i
thirds and delivered through three separate vehidtock options, restricted stock and performastt&res; and are generally m
annually on the first business day of the yearurYiaitial LTIP grant will be made in January 2086d will have an estimated curr
value of $200,000. This estimated current valuesed only for the purpose of determining the numdfeshares or units for ya
grant. The ultimate value that you realize wilpdad upon your employment status and the performmah®G&E Corporation comm
stock.

5. Participation in the PG&E Corporation RetirementiSgs Plan (RSP), a 401 (k) savings plan. You balleligible to contribute as mt
as 20% of your salary on either a pre-tax or aerddix basis. We will make a basic contribution tayaccount equal to 5% of yc
salary. Additionally, we will match, dollar-fadellar, any contribution you make up to 5% of ysatary after you have completed
year of service. All of the above contributions aubject to applicable legal limi




W1 PG&E Corporation.

Mr. Powell
August 8, 2005
Page 2

10.

. Participation in the PG&E Corporation SupplemeRatirement Savings Plan (SRSP), a godified, deferred compensation plan.

may elect to defer payment of some of your comp@nsan a preax basis. We will provide you with the full mabef and basi
contributions that cannot be provided through tis#Rdue to legal limitations imposed on highly cemgated employees. Additiona
we will make a basic contribution to your accougt@ to 5% of any amounts paid from the annualtsteom incentive plan referenc
in item 3 above

. Participation in a cafeteristyle benefits program that permits you to seleovecage tailored to your personal needs

circumstances. The benefits you elect will beafée the first of the month following the dateyafur hire.

. PG&E Corporation also offers employees an initlidaation of Paid Time Off (PTO) upon hire; thistial allocation may be up to 1

hours based on start date. Future allocationg 6f &e made each year on January 1 and are basediostart date and amount wor
in the preceding year. For example, by startingkwo September and working fuilne for the remainder of 2005, you will be elig
for 80 hours of PTO upon hire and 54 hours on Janiig2006. Beginning January 1, 2007, you willdhgible for 160 hours of PTi
provided that you work fultime for all of 2006. In addition, PG&E Corporatisecognizes 10 paid company holidays annually
provides 3 floating holidays immediately upon harel at the beginning of each ye

. An annual perquisite allowance of $15,000 to beduselieu of individual authorizations for cars anmgemberships in clubs and ci

organizations. For 2005, you will receive 50%to$tamount ($7,500), since your date of hire wélldfter June 3(

A comprehensive executive relocation assistancégug; including: Reimbursement of closing coststlom sale of your curre
residence, contingent on using the PG&E designeglxtation company and on the purchase of a neideamrse; the move of yo
household goods, 60 days of storage and delivetlyeofjoods out of storage; and a lump sum paynfedt@000 payable within 60 dz
of your date of hire. In addition, the packagel witlude financial assistance in the form of a tidn mortgage subsidy of $3,0
(interest only) for a period of 48 months. Thigsidy is contingent upon the following: (a) yourghase of a principal residence (wit
50 miles of your work location) within one yearyafur date of hire, (b) your satisfying typical ngage qualification criteria, and (c) |
of a companydesignated lender. Should you have any questegerding the relocation package, please contacisBéticco, Directc
of Relocation at (415) 8-8230.




W1 PG&E Corporation.

Mr. Powell
August 8, 2005
Page 3

As we have discussed, this offer is contingent wamir passing comprehensive background verificafimeiuding a credit check, and a
standard drug analysis test. We will also neeetdy your eligibility to work in the United Stadebased on applicable immigration laws. In
addition, your election as an officer of PG&E Camgation and elements of your compensation are stutmeapproval by the Board of Directors
of PG&E Corporation. Should you accept our offee, will provide you with additional details on migt these requirements.

Peter Darbee and | look forward to your joining team and believe you will make a strong contritnutio the achievement of the mission and
goals of PG&E Corporation. | would appreciate reiog your written acceptance of this offer as sasmpossible. Please call me at any tin
you have question

Sincerely,

/sl Christopher P. Johns

CHRISTOPHER P. JOHNS

Senior Vice President, Chief Financial Officer &ahtroller

Attachment

This is to confirm my acceptance of PG&E Corponaismffer as the Vice President and Controllerineti above.

/s/ G. Robeairll 8/9/05
(Signature and Date)







Exhibit 10.19

2008 OFFICER SHORT-TERM INCENTIVE PLAN

On February 20, 2008, the Compensation CommittékeeoPG&E Corporation Board of Directors (“Commettpapproved the
specific performance targets for each componetite@f008 Short-Term Incentive Plan (“STIP”). Then@nittee previously approved the
STIP structure and the weighting of each compoimeBecember 2007. Officers of PG&E Corporation #émel Utility are eligible to receive
cash incentives under the STIP based on the extevitich the adopted 2008 performance targets ate ithe Committee will continue to
retain full discretion as to the determinationiogf officer STIP payments.

The 2008 STIP structure for officers focuses theuahincentive opportunity on returns to sharehddy emphasizing financial
objectives such as earnings from operations. Troetsre also recognizes the equal importance pfawing reliability and customer
satisfaction, and employee safety and engagentorporate financial performance, as measured kpyotate earnings from operations, will
account for 40% of the incentive, 20% of the inoantvill be based on the Utility’s success in imyrg reliability, 20% of the incentive will
be based on the Utility’s success in improving aosdr satisfaction, 10% will be based on the resifltn employee opinion survey, and the
remaining 10% will be based on achieving safetpddiads. For 2008, the Committee has adopted aanesh stating that if corporate
financial performance does not exceed 98% of tligbted earnings from operations, the aggregatetipeal metric contribution to the 2008
STIP pool will be capped at 100% of the operatiammethponent target award, or 60% of the total taBjdP award pool.

The corporate financial performance measure ishbasd?G&E Corporation’s budgeted earnings from aiens that were previously
approved by the Board of Directors, consistent withbasis for reporting and guidance to the firdrmmmunity. As with previous earnings
performance scales, unbudgeted items impacting acabfity such as changes in accounting methodskfmee restructuring, and one-time
occurrences will be excluded. The Committee afgwaved the 2008 performance targets for eacheofdtir other measures set forth in the
table below. The 2007 performance results for @di¢hese measures are included for comparativegses.

2008 STIP Operational Performance Targets$”

Relative
Measure Weight 2007 Results 2008 Targetl
Customer Satisfaction and Brand Health Index (Regidl & Business)(2 20% 76.00 77.00
Reliable Energy Delivery Index(: 20% 1.17 1.0
Employee Survey (Premier) Index| 10% 64.3% 66.0%
Occupational Safety and Health Administration (OSHR&cordable Injury 10% 4.097 3.483

Rate(5)




As explained above, 40% of the STIP award will bedal on achievement of corporate earnings fromatipas targets

The Customer Satisfaction and Brand Health Indelkégesult of a quarterly survey performed byratependent research firm, Resee
International, and is a combination of a custonagistaction score, which has a 75% weighting, alé agea brand favorability score
(measuring the relative strength of the PG&E bragalinst a select group of companies), which h&&&&eighting. The customer
satisfaction score will measure overall satisfactioth the Utility’s operational performance in delring its services. The brand
favorability score will measure residential, smalkiness and medium business customer percepfidns.index replaces the index use
the 2006 and 2007 STIP structures based on reg@tant business customer satisfaction indicegsrted the J.D. Power Residential
Customer Satisfaction Survey and the J.D. PoweinBas Customer Satisfaction Surv

The Reliable Energy Delivery Index is a compogitgex score that measures key drivers of reliabilitgluding outage frequency a
duration (System Average Interruption Frequencyek(SAIFI), Customer Average Interruption Duratiodex (CAIDI)), Execution of
Electric-Based Work Units, and Gas TransmissionRistiibution Integrity. This index replaces thadihess Transformation Index used
in the 2007 STIP structur

The Premier Survey is the primary tool used to memsemployee engagement at PG&E Corporation andtilisy. The employee inde
is designed around 15 key drivers of employee emgagt and organizational health. The average besrployee survey index score
provides a comprehensive metric that is deriveddying the percent of favorable responses fromGatiore survey items (all of which f.
into one of 15 broader topical areas), and theidihig the total sum by 4(

An “OSHA Recordab!" is an occupational (jc-related) injury or illness that requires medicabtment beyond first aid, or results in wi
restrictions, death or loss of consciousness. TOf#HA Recordable Rate” is the number of OSHA Reduetafor every 200,000 hours
worked, or for approximately 100 employees. Thetnt measures the percentage reduction in thedZatipn's OSHA Recordable rate
from the prior year and is used to monitor the@ffeness of the Corporation’s safety programsctviaire intended to significantly reduce
the number and degree of employee injuries ands#ias

Cash awards under the STIP may range from 30 petedi00 percent of base salary depending on offeaesl, with a maximum payout

200 percent of base salary, as determined by then@ibee.







Exhibit 10.28

Director Compensation

RESOLUTION OF THE
BOARD OF DIRECTORS OF
PG&E CORPORATION

February 20, 2008

WHEREAS, the Board of Directors has previously appd a compensation program for the non-employeetdirs of this

corporation; and

WHEREAS, the Board of Directors desires to cladfd restate the application of the compensatiogrpro for non-
employee directors, in light of (1) the divisiontbe PG&E Corporation Nominating, Compensation, @ogternance Committee into two
separate committees — a Compensation Committea almninating and Governance Committeeffective January 1, 2008, and (2) chang:

the process by which the Board of Directors selgstiead director, effective January 1, 2008;

NOW, THEREFORE, BE IT RESOLVED that, effective dslanuary 1, 2007, directors who are not emplopééisis
corporation or Pacific Gas and Electric Company(iremployee directors”) shall be paid a retaine$1#,500 per calendar quarter, which

shall be in addition to fees paid for attendand@ard and Board committee meetings; and

BE IT FURTHER RESOLVED that, effective as of Januay 2007, the non-employee director who servdsab director
shall be paid an additional retainer of $12,500qaéendar quarter; and

BE IT FURTHER RESOLVED that, effective as of Jaryuar 2008, the non-employee director who is dulgapted to chair
the Audit Committee of this Board shall be paidaalditional retainer of $12,500 per calendar quasgted the non-employee directors who are
duly appointed to chair the other permanent coneedtof this Board shall be paid an additional netaof $1,875 per calendar quarter;

provided, however, that a non-employee directoy dplpointed to chair a permanent committee ofBloiard shall not be paid an




additional retainer for any calendar quarter durkirigch such director also serves as lead direetud;

BE IT FURTHER RESOLVED that, effective as of Januar 2007, non-employee directors shall be paigeaof $1,750 for
each meeting of the Board and for each meetingBdaad committee attended; provided, however, nbatemployee directors who are

members of the Audit Committee shall be paid aofe®2,750 for each meeting of the Audit Committéeraded; and

BE IT FURTHER RESOLVED that any non-employee diogchay participate in a Directors’ Voluntary Stdelurchase
Program by instructing the Corporate Secretaryitbheld an amount equal to but not less than 2@guerof his or her meeting fees and/or
quarterly retainers for the purpose of acquiringrel of this corporation’s common stock on behiadfaid director, provided that once a non-
employee director has so instructed the Corporetee$ary, said director may not modify or discoméirsuch instruction for at least 12 calendar

months; and

BE IT FURTHER RESOLVED that non-employee directsingll be eligible to participate in the PG&E Cormutozn 2006
Long-Term Incentive Plan under the terms and camtiitof that Plan, as adopted by this Board of @ies and as may be amended from time

to time; and

BE IT FURTHER RESOLVED that members of this Boahdlsbe reimbursed for reasonable expenses incimratiending

Board or committee meetings; and

BE IT FURTHER RESOLVED that, effective as of Jarnyuay 2008, the resolution on this subject adoptethk Board of

Directors on December 20, 2006 is hereby superseded







Exhibit 10.29

Director Compensation

RESOLUTION OF THE
BOARD OF DIRECTORS OF
PACIFIC GAS AND ELECTRIC COMPANY

February 20, 2008

WHEREAS, the Board of Directors has previously appd a compensation program for the monployee directors of tt

company; and

WHEREAS, the Board of Directors desires to cladfd restate the application of the compensatiogrpro for non-

employee directors, in order to conform it to tlhegsam for non-employee directors of PG&E Corpanati

NOW, THEREFORE, BE IT RESOLVED that, effective dsJanuary 1, 2007, directors who are not emplopédisis
company or PG&E Corporation (“non-employee diregtpshall be paid a retainer of $12,500 per calengdarter which shall be in addition to
any fees paid for attendance at Board and Boardrittee meetings; provided, however, that a non-eyg# director shall not be paid a
retainer by this company for any calendar quarteing which such director also serves as a diramt@dvisory director of PG&E Corporatic

and

BE IT FURTHER RESOLVED that, effective as of Januay 2007, the non-employee director who servdsab director
shall be paid an additional retainer of $12,500qaéendar quarter; provided, however, that a nopleyee director who serves as lead director
shall not be paid an additional retainer by thismpany for any calendar quarter during which suceador also serves as lead director of the

PG&E Corporation Board of Directors; and

BE IT FURTHER RESOLVED that, effective as of Januar 2007, the non-employee director who is dulgapted to chair
the Audit Committee of this Board shall be paidaaiditional retainer of $12,500 per calendar quasged the non-employee directors who are
duly appointed to chair the other permanent coneedtiof this Board shall be paid an additional netaof $1,875 per calendar quarter;
provided, however, that (1) a non-employee diredtdy appointed to chair a permanent committedisfBoard shall not be paid an additional
retainer by this company for any calendar quarteing which such director also serves as chaihefdorresponding committee of the PG&E

Corporation Board of Directors, and (2) a non-emp®




director duly appointed to chair a permanent cottemiof this Board shall not be paid an additiorgdiner for any calendar quarter during

which such director also serves as lead directat; a

BE IT FURTHER RESOLVED that, effective as of Jaryuar 2007, non-employee directors attending anytimgef the
Board not held concurrently or sequentially witthaeting of the Board of Directors of PG&E Corparatior any meeting of a Board
committee not held concurrently or sequentiallyhwétmeeting of the corresponding committee of tB&PB Corporation Board, shall be paid a
fee of $1,750 for each such meeting attended; deakihowever, that non-employee directors attendimgmeeting of the Audit Committee of
this Board which is not held concurrently or sedigly with a meeting of the Audit Committee of tR&&E Corporation Board, shall be pa

fee of $2,750 for each such meeting attended; and

BE IT FURTHER RESOLVED that any non-employee dioechay participate in a Directors’ Voluntary Stdelrchase
Program by instructing the Corporate Secretaryitbheld an amount equal to but not less than 20guerof his or her meeting fees and/or
quarterly retainers for the purpose of acquiringreb of PG&E Corporation common stock on behatfaadl director, provided that once a non-
employee director has so instructed the Corporateetary, said director may not modify or discondirsuch instruction for at least 12 calendar

months; and

BE IT FURTHER RESOLVED that members of this Boahalsbe reimbursed for reasonable expenses incimrattendin

Board or committee meetings; and

BE IT FURTHER RESOLVED that, effective as of Jaryuar 2008, the resolution on this subject adoptethe Board of

Directors on December 20, 2006 is hereby superseded







Exhibit 10.3C

PG&E Corporation

2006 Long-Term Incentive Plan




PG&E Corporation

2006 Long-Term Incentive Plan

(As adopted effective January 1, 2006, and
as amended on February 15, 2006, December 20, aa@8)ctober 17, 2007)

1. ESTABLISHMENT , PURPOSE AND TERM OF PLAN .

1.1  Establishment. The PG&E Corporation 2006 Long-Term Incentive Rigwe“ Plan” ) is hereby established effective as of
January 1, 2006 (the Effective Date” ), provided it has been approved by the shareh®lofethe Company.

1.2  Purpose. The purpose of the Plan is to advance the intecédte Participating Company Group and its shadsrs by
providing an incentive to attract and retain thetlpialified personnel to perform services forBagticipating Company Group, by motivating
such persons to contribute to the growth and @ioility of the Participating Company Group, by aligg their interests with interests of the
Company’s shareholders, and by rewarding such perfew their services by tying a significant pontiof their total compensation package to
the success of the Company. The Plan seeks tewactiiis purpose by providing for Awards in thatiasf Options, Stock Appreciation Righ
Restricted Stock Awards, Performance Shares, Peafoce Units, Restricted Stock Units, Deferred Camption Awards and other Stock-
Based Awards as described below.

1.3 Term of Plan. The Plan shall continue in effect until the esarbf its termination by the Board or the date drich all of the
shares of Stock available for issuance under the FPave been issued and all restrictions on suatestunder the terms of the Plan and the
agreements evidencing Awards granted under theHlaa lapsed. However, all Awards shall be grarifed all, within ten (10) years from
the Effective Date. Moreover, Incentive Stock ©p$ shall not be granted later than ten (10) yiears the date of shareholder approval of the
Plan.

2. DEFINITIONS AND CONSTRUCTION .

2.1 Definitions. Whenever used herein, the following terms shalkhtieir respective meanings set forth below:

(@ “ Affiliate ” means (i) an entity, other than a Parent Corparathaat directly, or indirectly through one or more
intermediary entities, controls the Company ordii)entity, other than a Subsidiary Corporatioat th controlled by the Company directly, or
indirectly through one or more intermediary engtie For this purpose, the term “control” (inclogithe term “controlled by”) means the
possession, direct or indirect, of the power tedior cause the direction of the management alicigmof the relevant entity, whether throt
the ownership of voting securities, by contracbthrerwise; or shall have such other meaning asdigneh term for the purposes of registration
on Form S-8 under the Securities Act.




(b) “ Award” means any Option, SAR, Restricted Stock Award,der&nce Share, Performance Unit, Restricted Stock
Unit or Deferred Compensation Award or other StBased Award granted under the Plan.

(c) * Award Agreement means a written agreement between the Company Badiaipant setting forth the terms,
conditions and restrictions of the Award grantethi Participant.

(d) “ Board” means the Board of Directors of the Company.

(e) “ Change in Control’ means, unless otherwise defined by the Participaward Agreement or contract of
employment or service, the occurrence of any ofdhewing:

0] any “person” (as such term is used in Sections)1&td 14(d) of the Exchange Act, but excluding bagefit
plan for Employees or any trustee, agent or ofideicfary for any such plan acting in such pers@ajgacity as such fiduciary), directly or
indirectly, becomes the “beneficial owner” (as defi in Rule 13d-3 promulgated under the Exchandg Atstock of the Company
representing twenty percent (20%) or more of thelioed voting power of the Company’s then outstagdioting stock; or

(i) during any two consecutive years, individuals whtha beginning of such period constitute the Baarase
for any reason to constitute at least a majarithe Board, unless the election, or the nomametor election by the shareholders of the
Company, of each new Director was approved by a gbat least two-thirds (2/3) of the Directorsrittill in office who were Directors at the
beginning of the period; or

(i) the consummation of any consolidation or mergghefCompany other than a merger or consolidatioich
would result in the voting stock of the Companystamding immediately prior thereto continuing tpressent (either by remaining outstanding
or by being converted into voting stock of the suing entity or any parent of such surviving entity least seventy percent (70%) of the
Combined Voting Power of the Company, such surg\entity or the parent of such surviving entitystahding immediately after the merger
or consolidation; or

(iv)  the approval of the Shareholders of the Canypof any (1) sale, lease, exchange or otherfeafia one or a
series of related transactions) of all or subsgdigtall of the assets of the Company, or (2) alanr proposal for the liquidation or dissolution
of the Company.

For purposes of paragraph (iii), the tet@ombined Voting Power”shall mean the combined voting power of the Com{saoyother relevant
entity’s then outstanding voting stock.

® “ Code” means the Internal Revenue Code of 1986, as amgadeédny applicable regulations promulgated
thereunder.

(99 “ Committee’” means the Nominating, Compensation, and Govern@onoamittee or other committee of the Board
duly appointed to administer the Plan and having




such powers as shall be specified by the Boaltino committee of the Board has been appointeatitainister the Plan, the Board shall
exercise all of the powers of the Committee grahiekin, and, in any event, the Board may in gsmition exercise any or all of such powers.

(h) “ Company’ means PG&E Corporation, a California corporatiaramy successor corporation thereto.

0] “ Consultant” means a person engaged to provide consulting as@ghservices (other than as an Employee or a
member of the Board) to a Participating Compangyigied that the identity of such person, the natiirguch services or the entity to which
such services are provided would not preclude thagany from offering or selling securities to sgahrson pursuant to the Plan in reliance on
registration on a Form S-8 Registration Statemadeuthe Securities Act.

() “ Deferred Compensation Awartl means an award of Stock Units granted to a Paatitipursuant to Section 12 of
the Plan.

(k)  “ Director” means a member of the Board.

)] “ Disability” means the permanent and total disability of théi¢heant, within the meaning of Section 22(e)(3)toé
Code.

(m) “ Dividend Equivalent’ means a credit, made at the discretion of the Cdieendr as otherwise provided by the F

to the account of a Participant in an amount etpuiie cash dividends paid on one share of Stackdoh share of Stock represented by an
Award held by such Participant.

(n) “ Employe€’ means any person treated as an employee (incladir@fficer or a member of the Board who is also
treated as an employee) in the records of a Raatioig Company and, with respect to any IncentieelSOption granted to such person, wt
an employee for purposes of Section 422 of the Codwided, however, that neither service as a negrobthe Board nor payment of a
director’s fee shall be sufficient to constitutegayment for purposes of the Plan. The Companil dbetgermine in good faith and in the
exercise of its discretion whether an individuad bacome or has ceased to be an Employee andi¢#vef date of such individual’s
employment or termination of employment, as theeecaay be. For purposes of an individual’s riglitany, under the Plan as of the time of
the Companys determination, all such determinations by the gamy shall be final, binding and conclusive, nosianding that the Compa
or any court of law or governmental agency subsetlyienakes a contrary determination.

(o) “ Exchange Act’ means the Securities Exchange Act of 1934, as asdend

(p) “ Fair Market Value” means, as of any date, the value of a share ok 8toather property as determined by the
Committee, in its discretion, or by the Companyitsrdiscretion, if such determination is expresdlgcated to the Company herein, subject to
the following:




0] Except as otherwise determined by the Committeenisuch date, the Stock is listed on a nationatgional
securities exchange or market system, the Fair &arklue of a share of Stock shall be the closimcepof a share of Stock as quoted on the
New York Stock Exchange or such other nationakgianal securities exchange or market system datisg the primary market for tt
Stock, as reported ifihe Wall Street Journalr such other source as the Company deems relitittiee relevant date does not fall on a day on
which the Stock has traded on such securities exgghar market system, the date on which the Fark&ta/alue shall be established shall be
the last day on which the Stock was so traded poitie relevant date, or such other appropriayeadashall be determined by the Committee,
in its discretion.

(i) Notwithstanding the foregoing, the Committee mayits discretion, determine the Fair Market Valuetioe
basis of the opening, closing, high, low or aversgle price of a share of Stock or the actual gate of a share of Stock received by a
Participant, on such date, the preceding tradiyg tthe next succeeding trading day or an averatggrdeed over a period of trading days.
Committee may vary its method of determinationhef Fair Market Value as provided in this Sectiondifferent purposes under the Plan.

(i) If, on such date, the Stock is not listed on aameti or regional securities exchange or markeesysthe Fai
Market Value of a share of Stock shall be as detexthby the Committee in good faith without regtréiny restriction other than a restriction
which, by its terms, will never lapse.

(@) “ Incentive Stock Optiori means an Option intended to be (as set forth itixard Agreement) and which qualifies
as an incentive stock option within the meaningettion 422(b) of the Code.

(9] “ Insider” means an Officer, a Director or any other personsgttransactions in Stock are subject to Sectioof 116
Exchange Act.

(s) “Mandatory Retirement’means retirement as a Director at age 70 or atailelr age as may be specified in the
retirement policy for the Board in effect at thmél of a Nonemployee Director’s termination of Seevas a Director.

()  “Net-Exercise” means a procedure by which the Participant willsbaed a number of shares of Stock determined in
accordance with the following formula:

X =Y(A-B)/A, where

X =the number of shares of Stock to be issuetied?articipant upon exercise of the Option;

Y = the total number of shares with respect to Whie Participant has elected to exercise the @ptio
A = the Fair Market Value of one (1) share of Stock

B = the exercise price per share (as defined ifPtrécipant’'s Award Agreement).




(u)  “ Nonemployee Directotf means a Director who is not an Employee.

(v)  “ Nonemployee Director Awarti means an Award granted to a Nonemployee Directayaunt to Section 7 of the
Plan.

(w)  “ Nonstatutory Stock Optiofi means an Option not intended to be (as set fortheirAward Agreement) an incenti
stock option within the meaning of Section 422(b)he Code.

(x) “ Officer ” means any person designated by the Board as aeroffi the Company.

(y) “ Option” means the right to purchase Stock at a stated fmicespecified period of time granted to a Pgrtint
pursuant to Section 6 or Section 7 of the Plan.Option may be either an Incentive Stock Optiora Nonstatutory Stock Option.

(z)  “Option Expiration Date” means the date of expiration of the Option’s tesnset forth in the Award Agreement.

(aa) “ Parent Corporation” means any present or future “parent corporationhefCompany, as defined in Section 424
(e) of the Code.

(bb)  * Participant” means any eligible person who has been grantedromere Awards.

(cc)  “ Participating Company means the Company or any Parent Corporation, Sabgi@orporation or Affiliate.

(dd)  * Participating Company Groug means, at any point in time, all entities collegljwvwhich are then Participating
Companies.

(ee) *“ Performance Award means an Award of Performance Shares or Performanits.

(f) “ Performance Award Formuld means, for any Performance Award, a formula ortastablished by the

Committee pursuant to Section 10.3 of the Plarckvprovides the basis for computing the value Bedormance Award at one or more
threshold levels of attainment of the applicablgfdtenance Goal(s) measured as of the end of thicapfe Performance Period.

(gg) “ Performance Goal means a performance goal established by the Cosmptirsuant to Section 10.3 of the Plan.

(hh)  “ Performance Period means a period established by the Committee pursm&@ection 10.3 of the Plan at the end
of which one or more Performance Goals are to besored.




(i) “ Performance Sharé means a bookkeeping entry representing a righteglaio a Participant pursuant to Sectibd
of the Plan to receive a payment equal to the valwePerformance Share, as determined by the Ctieanbased on performance.

()] “ Performance Unit” means a bookkeeping entry representing a rightegao a Participant pursuant to Section 10
of the Plan to receive a payment equal to the valwePerformance Unit, as determined by the Cotemibased upon performance.

(kk)  “ Restricted Stock Awarti means an Award of Restricted Stock.

(I “ Restricted Stock Unitbr* Stock Unit” means a bookkeeping entry representing a rightegao a Participant
pursuant to Section 11 or Section 12 of the Riespectively, to receive a share of Stock on a datermined in accordance with the
provisions of Section 11 or Section 12, adiepgble, and the Participant’s Award Agreement.

(mm)  “ Restriction Period’ means the period established in accordance witticdBe®.4 of the Plan during which shares
subject to a Restricted Stock Award are subjedtasting Conditions.

(nn)  “Retirement” means termination as an Employee of a Particip&iognpany at age 55 or older, provided that the
Participant was an Employee for at least five conee years prior to the date of such termination.

(0o) “ Rule 16b-3' means Rule 16b-3 under the Exchange Act, as amdratadime to time, or any successor rule or
regulation.

(pp) “ SAR” or* Stock Appreciation Right means a bookkeeping entry representing, for eaate sif Stock subject to
such SAR, a right granted to a Participant purst@fection 8 of the Plan to receive payment yw@mbination of shares of Stock or cash of
an amount equal to the excess, if any, of the Faiket Value of a share of Stock on the date of@se of the SAR over the exercise price.

(qq) “ Section 162(m) means Section 162(m) of the Code.
(rr)  “ Securities Act’ means the Securities Act of 1933, as amended.

(ss) “ Service” means a Participant’'s employment or service wighRarticipating Company Group, whether in the
capacity of an Employee, a Director or a ConsultakParticipants Service shall not be deemed to have terminatedlynigecause of a chan
in the capacity in which the Participant rendershsBervice or a change in the Participating Comganwhich the Participant renders such
Service, provided that there is no interruptiortesmination of the Participant’s Service. Furthere) a Participant’'s Service shall not be
deemed to have terminated if the Participant takegsmilitary leave, sick leave, or other bona fieleve of absence approved by the
Company. However, if any such leave taken by &éidh@ant exceeds ninety (90) days, then on thelnmelred eighty-first (181st) day
following the commencement of such leave any Ingerstock Option held by the Participant shall est@sbe treated as an Incentive Stock
Option and instead shall be treated thereafterNsrstatutory Stock Option, unless the Particigaright to return to Service with the




Participating Company Group is guaranteed by staiutontract. Notwithstanding the foregoing, saletherwise designated by the Company
or required by law, a leave of absence shall ndtdated as Service for purposes of determiningngsinder the Participant’s Award
Agreement. A Participarg’Service shall be deemed to have terminated eifhear an actual termination of Service or uponethity for whict
the Participant performs Service ceasing to bericiReting Company. Subject to the foregoing, @@mpany, in its discretion, shall deterrr
whether the Participant’s Service has terminatetitha effective date of such termination.

(tt) “ Stock” means the common stock of the Company, as adjérstedtime to time in accordance with Section df2
the Plan.

(uu) “ Stock-Based Awards means any award that is valued in whole or in pameference to, or is otherwise based on,
the Stock, including dividends on the Stock, butlimited to those Awards described in Sectionhréugh 12 of the Plan.

(vw)  “ Subsidiary Corporatioi’ means any present or future “subsidiary corporatidithe Company, as defined in
Section 424(f) of the Code.
(ww)  “ Ten Percent Ownet means a Participant who, at the time an Optiomdstgd to the Participant, owns stock

possessing more than ten percent (10%) of thedotabined voting power of all classes of stock &faaticipating Company (other than an
Affiliate) within the meaning of Section 422(b)(6) the Code.

(xx)  “ Vesting Conditions’ mean those conditions established in accordand¢eSettion 9.4 or Section 11.2 of the
Plan prior to the satisfaction of which shares sabjo a Restricted Stock Award or Restricted Stdnk Award, respectively, remain subjec
forfeiture or a repurchase option in favor of then@pany upon the Participant’s termination of Sexvic

2.2 Construction. Captions and titles contained herein are for eoience only and shall not affect the meaning m@rpretation
of any provision of the Plan. Except when otheewiglicated by the context, the singular shalludelthe plural and the plural shall include
singular. Use of the term “or” is not intended®exclusive, unless the context clearly requitksravise.

3. ADMINISTRATION .

3.1  Administration by the Committee. The Plan shall be administered by the Commitsiéquestions of interpretation of the
Plan or of any Award shall be determined by the @ititee, and such determinations shall be finallsinding upon all persons having an
interest in the Plan or such Award.

3.2 Authority of Officers. Any Officer shall have the authority to act orhal of the Company with respect to any mattettig
obligation, determination or election which is tlesponsibility of or which is allocated to the Camg herein, provided the Officer has
apparent authority with respect to such mattehtrigbligation, determination or election. In aéuh, to the extent specified in a resolution
adopted by the Board, the Chief Executive Offidethe




Company shall have the authority to grant Awardarnt&Employee who is not an Insider and who is k&ogia salary below the level which
requires approval by the Committee; provided thatterms of such Awards conform to guidelines distadd by the Committee and provided
further that at the time of making such Awards@gef Executive Officer also is a Director.

3.3  Administration with Respect to Insiders. With respect to participation by Insiders in flan, at any time that any class of
equity security of the Company is registered pumst@ Section 12 of the Exchange Act, the Planldiehdministered in compliance with the
requirements, if any, of Rule 16b-3.

3.4  Committee Complying with Section 162(m). While the Company is a “publicly held corporatievithin the meaning of
Section 162(m), the Board may establish a Commdtéesutside directors” within the meaning of Sectil62(m) to approve the grant of any
Award which might reasonably be anticipated to iteauthe payment of employee remuneration thatldv@therwise exceed the limit on
employee remuneration deductible for income taypses pursuant to Section 162(m).

3.5 Powers of the Committee In addition to any other powers set forth in Blan and subject to the provisions of the Plan, the
Committee shall have the full and final power antharity, in its discretion:

(&) to determine the persons to whom, and the timerast at which, Awards shall be granted and the rarrobshares of
Stock or units to be subject to each Award basethemecommendation of the Chief Executive Offiaethe Company (except that Awards to
the Chief Executive Officer shall be based on #t@mmendation of the independent members of thedBoaompliance with applicable stc
exchange rules and Awards to Nonemployee Directoati be granted automatically pursuant to Sectiofithe Plan);

(b) to determine the type of Award granted and to degig)Options as Incentive Stock Options or Non&iafiStock
Options;

(c) to determine the Fair Market Value of shares ottr other property;

(d) to determine the terms, conditions and restrictepysicable to each Award (which need not be idattiand any
shares acquired pursuant thereto, including, witlimitation, (i) the exercise or purchase pricesbéres purchased pursuant to any Award,
(i) the method of payment for shares purchasedyant to any Award, (iii) the method for satisfantof any tax withholding obligation arisi
in connection with Award, including by the withhoid or delivery of shares of Stock, (iv) the timjrigrms and conditions of the exercisability
or vesting of any Award or any shares acquiredyamsthereto, (v) the Performance Award FormulaRadormance Goals applicable to any
Award and the extent to which such Performance Sloave been attained, (vi) the time of the exmiratif any Award, (vii) the effect of the
Participant’s termination of Service on any of theegoing, and (viii) all other terms, conditionsdarestrictions applicable to any Award or
shares acquired pursuant thereto not inconsistighttle terms of the Plan;

(e) to determine whether an Award will be settled iargls of Stock, cash, or in any combination thereof;




® to approve one or more forms of Award Agreement;

() toamend, modify, extend, cancel or renew any Avearib waive any restrictions or conditions apiesto any
Award or any shares acquired pursuant thereto;

(h) to accelerate, continue, extend or defer the esaldity or vesting of any Award or any shares aegupursuant
thereto, including with respect to the period faling a Participant’s termination of Service;

® without the consent of the affected Participant aotivithstanding the provisions of any Award Agresito the
contrary, to unilaterally substitute at any timgtack Appreciation Right providing for settlementedy in shares of Stock in place of any
outstanding Option, provided that such Stock Apjattean Right covers the same number of sharesafkSand provides for the same exercise
price (subject in each case to adjustment in aeomrel with Section 4.2 ) as the replaced Optiehatherwise provides substantially
equivalent terms and conditions as the replacetb®pas determined by the Committee;

()] to prescribe, amend or rescind rules, guidelinelspaticies relating to the Plan, or to adopt gléAs or supplements
or alternative versions of, the Plan, includingth@ut limitation, as the Committee deems necessadgesirable to comply with the laws or
regulations of or to accommodate the tax policgpaating principles or custom of, foreign jurisdicts whose citizens may be granted
Awards;

(k)  to correct any defect, supply any omission or rederany inconsistency in the Plan or any Award éenent and to
make all other determinations and take such ottigsres with respect to the Plan or any Award asGbenmittee may deem advisable to the
extent not inconsistent with the provisions of ian or applicable law; and

() to delegate to the Chief Executive Officer or tlemidr Vice President of Human Resources the authaith respect
to ministerial matters regarding the Plan and Awarthde under the Plan.

3.6 Option or SAR Repricing. Without the affirmative vote of holders of a mafgrof the shares of Stock cast in person or by
proxy at a meeting of the shareholders of the Campawhich a quorum representing a majority obalistanding shares of Stock is preset
represented by proxy, the Board shall not appragwegram providing for either (a) the cancellatafroutstanding Options or SARs and the
grant in substitution therefore of new Options &IRS having a lower exercise price or (b) the amesminof outstanding Options or SARS to
reduce the exercise price thereof. This paragsaph not be construed to apply to “issuing or asgg a stock option in a transaction to which
section 424(a) applies,” within the meaning of &t#24 of the Code.

3.7 Indemnification. In addition to such other rights of indemnificatias they may have as members of the Board or the
Committee or as officers or employees of the Faeting Company Group, members of the Board oGbmmittee and any officers or
employees of the Participating Company Group tomwlaaithority to act for the Board, the Committeghsr Company is delegated shall be
indemnified by the Company against all reasonakfeieses, including attorneys’ fees, actually antkssarily incurred in connection with the
defense of any




action, suit or proceeding, or in connection witly appeal therein, to which they or any of them rhay party by reason of any action take
failure to act under or in connection with the Rlanany right granted hereunder, and againstatiuants paid by them in settlement thereof
(provided such settlement is approved by indeperidgal counsel selected by the Company) or paithbyn in satisfaction of a judgment in
any such action, suit or proceeding, except inticrido matters as to which it shall be adjudgedtioh action, suit or proceeding that such
person is liable for gross negligence, bad faitmtamtional misconduct in duties; provided, howeeat within sixty (60) days after the
institution of such action, suit or proceeding,lsperson shall offer to the Company, in writingg thpportunity at its own expense to handle
defend the same.

4, SHARES SUBJECT TO PLAN .

4.1  Maximum Number of Shares Issuable. Subject to adjustment as provided in Sectionth@ maximum aggregate number of
shares of Stock that may be issued under the Bihbe twelve million (12,000,000) and shall catsif authorized but unissued or reacquired
shares of Stock or any combination thereof. Ibatstanding Award for any reason expires or is teated or canceled without having been
exercised or settled in full, or if shares of Stackjuired pursuant to an Award subject to forfeitor repurchase are forfeited or repurchased by
the Company, the shares of Stock allocable toahmihated portion of such Award or such forfeitedepurchased shares of Stock shall again
be available for issuance under the Plan. Shdmtak shall not be deemed to have been issuesipat to the Plan (a) with respect to any
portion of an Award that is settled in cash ortfb)he extent such shares are withheld or reaadjbyethe Company in satisfaction of tax
withholding obligations pursuant to Section 16.2Jpon payment in shares of Stock pursuant texeecise of an SAR, the number of shares
available for issuance under the Plan shall beaedionly by the number of shares actually issuedialh payment. If the exercise price of an
Option is paid by tender to the Company, or attestdo the ownership, of shares of Stock ownedheyParticipant, or by means of a Net-
Exercise, the number of shares available for isseiamder the Plan shall be reduced only by themetber of shares for which the Option is
exercised.

4.2  Adjustments for Changes in Capital Structure. Subject to any required action by the sharehsldéthe Company, in the
event of any change in the Stock effected witheagipt of consideration by the Company, whetheyufh merger, consolidation,
reorganization, reincorporation, recapitalizatigglassification, stock dividend, stock split, regestock split, split-up, split-off, spin-off,
combination of shares, exchange of shares, oraimilange in the capital structure of the Companin the event of payment of a dividend or
distribution to the shareholders of the Compang form other than Stock (excepting normal cashdeinds) that has a material effect on the
Fair Market Value of shares of Stock, approprialistments shall be made in the number and kirghafes subject to the Plan and to any
outstanding Awards, in the Award limits set fonthSection 5.4 ,in the Nonemployee Director Awards to be grantedmatically pursuant t
Section 7, and in the exercise or purchase pricslmre under any outstanding Award in order togmedilution or enlargement of
Participants’ rights under the Plan. For purpaxfabe foregoing, conversion of any convertiblewséies of the Company shall not be treated
as “effected without receipt of consideration by @ompany.” Any fractional share resulting fromaaijustment pursuant to this Section 4.2
shall be rounded down to the nearest whole numbhe Committee in its sole discretion, may also ensdch

10




adjustments in the terms of any Award to reflectetated to, such changes in the capital struaifitte Company or distributions as it deems
appropriate, including modification of Performar@eals, Performance Award Formulas and Performardeds. The adjustments
determined by the Committee pursuant to this Secti@® shall be final, binding and conclusive.

5. ELIGIBILITY AND AWARD LIMITATIONS .

5.1  Persons Eligible for Awards. Awards may be granted only to Employees, Constdtand Directors. For purposes of the
foregoing sentence, “Employees,” “Consultants”abitéctors” shall include prospective Employees spexctive Consultants and prospective
Directors to whom Awards are granted in connectiith written offers of an employment or other seevrelationship with the Participating
Company Group; provided, however, that no Stockesatlto any such Award shall vest, become exert@sabbe issued prior to the date on
which such person commences Service. A NonemplDyeetor Award may be granted only to a person vatdhe time of grant, is a
Nonemployee Directo

5.2  Participation. Awards other than Nonemployee Director Awardsgaested solely at the discretion of the
Committee. Eligible persons may be granted maosa tine Award. However , excepting Nonemployee ddareAwards, eligibility in
accordance with this Section shall not entitle passon to be granted an Award, or, having beentggzan Award, to be granted an additional
Award.

5.3 Incentive Stock Option Limitations.

(@) Persons Eligible. An Incentive Stock Option may be granted onlgafeerson who, on the effective date of grant, i
Employee of the Company, a Parent CorporationSulzsidiary Corporation (each being“at50-Qualifying Corporation” ). Any person
who is not an Employee of an ISO-Qualifying Corpimraon the effective date of the grant of an Optio such person may be granted only a
Nonstatutory Stock Option. An Incentive Stock ©ptgranted to a prospective Employee upon the tondhat such person become
Employee of an ISO-Qualifying Corporation shalldeemed granted effective on the date such persameoces Service with an ISO-
Qualifying Corporation, with an exercise price detimed as of such date in accordance with Sec@idn.

(b) Fair Market Value Limitation. To the extent that options designated as Incer8tock Options (granted under all
stock option plans of the Participating Companyuprdncluding the Plan) become exercisable by &idi@ant for the first time during any
calendar year for stock having a Fair Market Vaueater than One Hundred Thousand Dollars ($100, 888 portion of such options which
exceeds such amount shall be treated as Nonstafsitiock Options. For purposes of this Sectioniomstdesignated as Incentive Stock
Options shall be taken into account in the ordawliich they were granted, and the Fair Market Valuistock shall be determined as of the
time the option with respect to such stock is grdntlf the Code is amended to provide for a littotadifferent from that set forth in this
Section, such different limitation shall be deernmembrporated herein effective as of the date arttl wispect to such Options as required or
permitted by such amendment to the Code. If ano@j¢ treated as an Incentive Stock Option in pad as a Nonstatutory Stock Option in
part by reason of the limitation set forth in tBisction, the Participant may designate which poribsuch
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Option the Participant is exercising. In the alegeof such designation, the Participant shall leerdel to have exercised the Incentive Stock
Option portion of the Option first. Upon exercisbares issued pursuant to each such portiontshakparately identified.

5.4  Award Limits.

(@) Maximum Number of Shares Issuable Pursuant to Indére Stock Options. Subject to adjustment as provided in
Section 4.2, the maximum aggregate number akshaf Stock that may be issued under the Plarupatgo the exercise of Incentive Stock
Options shall not exceed twelve million (12,000, 08l0ares. The maximum aggregate number of sh&f®ck that may be issued under the
Plan pursuant to all Awards other than IncentivecBtOptions shall be the number of shares detevimaccordance with Section 4.1,
subject to adjustment as provided in Section a@nd further subject to the limitation set forthSaction 5.4(b) below.

(b)  Aggregate Limit on Full Value Awards. Subject to adjustment as provided in Section, fhzho event shall more
than twelve million (12,000,000) shares in the aggte be issued under the Plan pursuant to theigaar settlement of Restricted Stock
Awards, Restricted Stock Unit Awards and Perforneafwards (“Full Value Awards”). Except with respéc a maximum of five percent
(5%) of the shares of Stock authorized in this iBach.4(b), any Full Value Awards which vest on tesis of the Participant’s continued
Service shall not provide for vesting which is angre rapid than annual pro rata vesting over attBgyear period and any Full Value
Awards which vest upon the attainment of Perfornea@oals shall provide for a Performance Period &ast twelve (12) months.

(c)  Section 162(m) Award Limits. The following limits shall apply to the grantafy Award if, at the time of grant, the
Company is a “publicly held corporation” within theeaning of Section 162(m).

0] Options and SARs. Subject to adjustment as provided in Section, 4@ Employee shall be granted within
any fiscal year of the Company one or more Optmmisreestanding SARs which in the aggregate armfoe than 400,000 shares of Stock
reserved for issuance under the Plan.

(i) Restricted Stock and Restricted Stock Unit Awards. Subject to adjustment as provided in Section, 4@
Employee shall be granted within any fiscal yeathef Company one or more Restricted Stock Award®estricted Stock Unit Awards, subj
to Vesting Conditions based on the attainment ofdP@ance Goals, for more than 400,000 sharesafkSteserved for issuance under the
Plan.

(iii) Performance Awards. Subject to adjustment as provided in Section, 4@ Employee shall be granted
(1) Performance Shares which could result in suniplByee receiving more than 400,000 shares of Stesirved for issuance under the Plan
for each full fiscal year of the Company contaimethe Performance Period for such Award, or (Zfdtenance Units which could result in
such Employee receiving more than two million ddléb2 million) for each full fiscal year of the @pany contained in the Performance
Period
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for such Award. No Participant may be granted nibam one Performance Award for the same PerformBeciod.

6. TERMS AND CONDITIONS OF OPTIONS .

Options shall be evidenced by Award Agreementsifpeg the number of shares of Stock covered thgrebsuch form as
the Committee shall from time to time establisho @ption or purported Option shall be a valid amdlimg obligation of the Company unless
evidenced by a fully executed Award Agreement. Alvagreements evidencing Options may incorpordteradny of the terms of the Plan by
reference and, except as otherwise set forth itidde& with respect to Nonemployee Director Options, lstanply with and be subject to tl
following terms and conditions:

6.1 Exercise Price. The exercise price for each Option shall be distad in the discretion of the Committee; providedwever
that (a) the exercise price per share shall béesstthan the Fair Market Value of a share of Stotkhe effective date of grant of the Option
and (b) no Incentive Stock Option granted to a Percent Owner shall have an exercise price peeséss than one hundred ten percent
(110%) of the Fair Market Value of a share of Stookhe effective date of grant of the Option. Witlistanding the foregoing, an Option
(whether an Incentive Stock Option or a Nonstaguftock Option) may be granted with an exerciseeplower than the minimum exercise
price set forth above if such Option is grantedspant to an assumption or substitution for anodipdion in a manner qualifying under the
provisions of Section 424(a) of the Code.

6.2  Exercisability and Term of Options. Options shall be exercisable at such time orgire upon such event or events, and
subject to such terms, conditions, performanceriaitand restrictions as shall be determined byCitrmittee and set forth in the Award
Agreement evidencing such Option; provided, howgteat (a) no Option shall be exercisable afteretk@ration of ten (10) years after the
effective date of grant of such Option, (b) no Imdee Stock Option granted to a Ten Percent Owhell §e exercisable after the expiration of
five (5) years after the effective date of granse€h Option, and (c) no Option granted to a pro$ype Employee, prospective Consultant or
prospective Director may become exercisable pddhé date on which such person commences Ser8igkject to the foregoing, unless
otherwise specified by the Committee in the grdraroOption, any Option granted hereunder shathiieate ten (10) years after the effective
date of grant of the Option, unless earlier tert@dan accordance with its provisions.

6.3 Payment of Exercise Price.

(@) Forms of Consideration Authorized.Except as otherwise provided below, payment efekercise price for the
number of shares of Stock being purchased pursaarty Option shall be made (i) in cash, by chadk @ash equivalent, (ii) by tender to the
Company, or attestation to the ownership, of shaf&ock owned by the Participant having a Empéogeceiving more than 400,000 share
Stock reserved for issuance under the Plan for fdicliscal year of the Company contained in tregfBrmance Period for such Award, or
(2) Performance Units which could result in suchpiiyiee receiving more than two million dollars @2lion) for each full fiscal year of the
Company contained in the Performance Period
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complying with the provisions of Regulation T asmulgated from time to time by the Board of Govesnof the Federal Reserve System) (a
Cashless Exercise ), (iv) by delivery of a properly executed notideeaercise electing a Net-Exercise, (v) by sucteottonsideration as may
be approved by the Committee from time to timeheextent permitted by applicable law, or (vi) Imy @ombination thereof. The Committee
may at any time or from time to time grant Optievisich do not permit all of the foregoing forms @nsideration to be used in payment of the
exercise price or which otherwise restrict one orexforms of consideration.

(b) Limitations on Forms of Consideration.

(i)  Tender of Stock. Notwithstanding the foregoing, an Option may betexercised by tender to the Company,
or attestation to the ownership, of shares of Stodke extent such tender or attestation wouldtitute a violation of the provisions of any
law, regulation or agreement restricting the red@émnpof the Company’s stock.

(i) Cashless Exercise. The Company reserves, at any and all times,igin, in the Company’s sole and
absolute discretion, to establish, decline to appar terminate any program or procedures for ¥eease of Options by means of a Cashless
Exercise, including with respect to one or moretiBigants specified by the Company notwithstandtraeg such program or procedures may be
available to other Participants.

6.4 Effect of Termination of Service.

(&)  Option Exercisability. Subject to earlier termination of the Option #seowise provided herein and unless otherwise
provided by the Committee, an Option shall be egalie after a Participant’s termination of Serdedy during the applicable time periods
provided in the Award Agreement.

(b) Extension if Exercise Prevented by Law Notwithstanding the foregoing, unless the Coneritprovides otherwise
the Award Agreement, if the exercise of an Optiathin the applicable time periods is preventediy provisions of Section 14. 1 belowhe
Option shall remain exercisable until three (3) ther(or such longer period of time as determinetheyCommittee, in its discretion) after the
date the Participant is notified by the Company tha Option is exercisable, but in any event nerlthan the Option Expiration Date.

(c) Extension if Participant Subject to Section 16fb Notwithstanding the foregoing, if a sale withiretapplicable time
periods of shares acquired upon the exercise ddgton would subject the Participant to suit unflection 16(b) of the Exchange Act, the
Option shall remain exercisable until the earltestccur of (i) the tenth (10th) day following ttate on which a sale of such shares by the
Participant would no longer be subject to such giilithe one hundred and ninetieth (190th) dagrathe Participant’s termination of Service,
or (iii) the Option Expiration Date.

6.5 Transferability of Options. During the lifetime of the Participant, an Optisimall be exercisable only by the Participant e
Participant’s guardian or legal representativeorRo the issuance of shares of Stock upon theceseeof an Option, the Option shall not be
subject in any manner to anticipation, alienatgaie, exchange, transfer, assignment, pledge,
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encumbrance, or garnishment by creditors of thédizant or the Participarg’beneficiary, except transfer by will or by thevéaof descent ar
distribution. Notwithstanding the foregoing, tetbextent permitted by the Committee, in its disoretand set forth in the Award Agreement
evidencing such Option, a Nonstatutory Stock Opsiball be assignable or transferable subject tapipiicable limitations, if any, described in
the General Instructions to Form S-8 Registratitatesnent under the Securities Act.

7. TERMS AND CONDITIONS OF NONEMPLOYEE DIRECTOR AWARDS .

Nonemployee Director Awards shall be evidenced gl Agreements in such form as the Board shathfiime to time
establish. Such Award Agreements may incorporidta any of the terms of the Plan by referencajldbe automatic and non-discretionary
and shall comply with and be subject to the term@nditions set forth in this Section 7.

For purposes of this Section 7, Nonemployee Direateards for any given calendar year shall be gdhon the first business
day of March in that calendar year (the “Grant Date

7.1  Automatic Grant of Restricted Stock.

(@ Timing and Amount of Grant. For each calendar year, each person who is aMgogee Director on the Grant D¢
shall be granted a Restricted Stock Award to pugelsanumber of shares of Stock determined by digithrty thousand dollars ($40,000) by
the Fair Market Value of the Stock on the Grantd)and rounding down to the nearest whole number.

(b)  Vesting. The shares subject to the Restricted Stock Awaadtgd pursuant to Section 7.1(a) shall vest in leauaua
installments of twenty percent (20%) on each armsivg of the Grant Date, with one hundred perce@dd%) of the shares vested on the fifth
anniversary of the Grant Date.

7.2  Annual Election to Receive Nonstatutory Stock Optin and Restricted Stock Units. On a date no later than December 31
of each calendar year during the term of the Rlanh person who is then a Nonemployee Directot dbliber to the Board a written election
to receive either Nonstatutory Stock Options ortReted Stock Units, or both, with an aggregataseadf $40,000, on the Grant Date for the
following calendar year, provided the person carggto be a Nonemployee Director on the Grant DAtblonemployee Director may alloci
between Nonstatutory Stock Options and Restrictedk3Units in minimum increments with a value eque$5,000, as determined in
accordance with Sections 7.3 and 7.4. All awafddamstatutory Stock Options and Restricted StookdJmade to Nonemployee Directors
shall comply with the provisions of Sections 7.8 &M, respectively. A Nonemployee Director whitsfeo make a timely election or who first
becomes a Nonemployee Director after December 8lbhdfare the Grant Date for the following calengear shall be awarded Nonstatutory
Stock Options and Restricted Stock Units each witlalue of $20,000, as determined in accordande Settions 7.3 and 7.4, provided the
Nonemployee Director continues to be a Nonempld@jieector on the Grant Dat

7.3  Grant of Nonstatutory Stock Option.

15




(@  Timing and Amount of Grant Foreach calendar year, unless a Nonemployee Direcideran election to decline 1
award of a Nonstatutory Stock Option in accordamite Section 7.2 above, each person who is a Notwrap Director on the Grant
Date shall receive a grant of a Nonstatutory St@pkion with an aggregate value equal to $5,000,10, $15,000, $20,000, $25,000 $30,
$35,000 or $40,000 as previously elected by theegioyee Director (or $20,000 in the case of a Ngveyee Director who failed to make a
timely election or who became a Nonemployee Dinebtgore the Grant Date for a particular year taraDecember 31 of the previous year)
(the“Elected Option Value”).

The number of shares subject to the NonstatutagkSDption shall be determined by dividing the EdecOption Value by the value of a
Nonstatutory Stock Option to purchase a singleesb&Stock as of the Grant Date. The per shaliemptlue shall be calculated in accorda
with the Black-Scholes stock option valuation methising the average closing price of Stock durirggreceding months of November,
December, and January, and reducing the per opéilbre by twenty percent (20%). The resulting nundfeshares subject to the Nonstatutory
Stock Option shall be rounded down to the nearésievshare. No person shall receive more thargoerg of Nonstatutory Stock Options
pursuant to this Section 7.3(a) during any calegdar.

(b) Exercise Price and Payment The exercise price of each Nonstatutory Stockdbmranted pursuant to Section 7.
shall be the Fair Market Value of the Stock on@rant Date. The payment of the exercise priceflemumber of shares of Stock being
purchased pursuant to the Nonstatutory Stock Ofiati be made in accordance with the provisionSeaition 6.3.

(c)  Vesting and Exercisability The Nonstatutory Stock Option granted in accocgawith this Section shall become
vested and exercisable as to one third (1/3) olfa@es subject to the Nonstatutory Stock Optiothersecond, third and fourth anniversarie
the Grant Date, respectively. The NonstatutorelStoption shall terminate ten (10) years after@nant Date, unless earlier terminated in
accordance with its provisions.

7.4 Grant of Restricted Stock Unit.

(&) Timing and Amount of Grant For each calendar year, unless a Nonemployeirmade an election to decline the
award of a Restricted Stock Unit in accordance Bigiction 7.2 above, on the Grant Date each perborissa Nonemployee Director on the
Grant Date shall receive a grant of a RestrictedkStnit Award with an aggregate value (as deteealiby the Fair Market Value of the Stock
on the Grant Date) equal to $5,000, $10,000, $15,820,000, $25,000, $30,000, $35,000 or $40,090@raviously elected by the
Nonemployee Director (or $20,000 in the case obaéinployee Director who failed to make a timelycgtn or who became a Nonemploy
Director after December 31 but before the Granepg@he“Elected Stock Unit Value”). The number of shares subject to the Restristedk
Unit Award shall be determined by dividing the E&t Stock Unit Value by the Fair Market Value of thtock as of the Grant Date (including
fractions computed to three decimal places). Téstfitted Stock Units awarded to a Nonemployeediireshall be credited to the director’s
Restricted Stock Unit account. Each RestrictedlStnit awarded to a Nonemployee Director in acaoa® with this Section 7.4(a) shall be
deemed to be equal to one (1) (or fraction therslodye of Stock on the Grant Date, and shall tlitereffuctuate in value
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in accordance with the Fair Market Value of thecBtoNo person shall receive more than one graRtesttricted Stock Units pursuant to this
Section 7.4(a) during any calendar year.

(b) Dividend Rights. Each Nonemployee Director’s Restricted Stocktldocount shall be credited quarterly on each
dividend payment date with additional shares oftfRe#ed Stock Units (including fractions computediiree decimal places) determined by
dividing (1) the amount of cash dividends paid oohsdate with respect to the number of sharesaifk3tepresented by the Restricted Stock
Units previously credited to the account by (2) Eaé Market Value per share of Stock on such d&ch additional Restricted Stock Units
shall be subject to the same terms and conditindshall be settled in the same manner and attihe §me as the Restricted Stock Units
originally subject to the Restricted Stock Unit Adia

(c) Settlement of Restricted Stock Unit AwardSettlement of the shares credited to a Nonenegl@jrector's Restricted
Stock Unit account shall only be made (a) afterNlbeaemployee Director’'s Mandatory Retirement frdra Board, (b) if the Director ceases to
be a member of the Board of Directors after fivargeof continuous service on the Board (“DirectetiRment”), or (c) as provided in
Section 7.5 below. Settlement shall be made anthé form of shares of Stock equal to the numb&aestricted Stock Units credited to the
Nonemployee Direct’s account on the date of distribution, rounded ddavthe nearest whole share. The Nonemployeeirenay elect to
receive the Stock in a lump sum distribution oaiseries of ten or less approximately equal anns&llments, provided that distribution shall
commence no later than January of the year follgwhre year in which the Nonemployee Director’s Bice Retirement or Mandatory
Retirement occurred.

7.5  Effect of Termination of Service as a Nonemployeeictor.

(@) Status of Award Subject to earlier termination of the Nonemplofpgector Award as otherwise provided herein,
status of a Nonemployee Director Award shall bedeined as follows:

0] Death or Disability. If the Nonemployee Director’s Service terminales to death or Disability (1) all
shares subject to the Restricted Stock Award steaibme fully vested, and the Participant (or theti¢tpant’s legal representative or other
person who acquired the rights to the RestrictediSby reason of the Participant’s death) shalkhifre right to resell or transfer such shares at
any time; (2) all Nonstatutory Stock Options hejdthe Participant shall become fully vested and@gable, and the Participant (or the
Participant’s legal representative or other pemsbo acquired the rights to the Nonstatutory Stopki@h by reason of the Participant’s death)
shall have the right to exercise the NonstatutdoglSOptions until the earlier of (a) the date tisativelve (12) months after the date on which
the Participant’s Service terminated, or (b) thei@pExpiration Date and (3) all Restricted Stoakitd credited to the Nonemployee Director’s
account shall immediately become payable to thédjzant (or the Participant’s legal representativether person who acquired the rights to
the Restricted Stock Units by reason of the Paditi’'s death) in the form of a number of shareStotk equal to the number of Restricted
Stock Units credited to the Restricted Stock Unéaunt, rounded down to the nearest whole share.
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(i) Mandatory Retirement . If the Participant’s Service terminates becaxfdhe Mandatory Retirement of the
Participant (1) all shares subject to the Restli@®mck Award shall become fully vested, and theiélpant shall have the right to resell or
transfer such shares at any time; (2) all Nonstagustock Options held by the Participant shalldme fully vested and exercisable and the
Participant shall have the right to exercise thadatutory Stock Options until the earlier of (@@ Hate that is five (5) years after the date on
which the Participant’s Service terminated, ortfi® Option Expiration Date and (3) all Restrictedc® Units credited to the Nonemployee
Director’s account shall immediately become payabline Participant in accordance with Sectioncj.dbove.

(i) Other Termination of Service. If the Participant’s Service terminates for aagson other than those
enumerated in Sections 7.5(a)(i) and 7.5(a)(ii) afly unvested shares of Restricted Stock shdbieited to the Company and from and after
the date of such termination, the Participant stedise to be a shareholder with respect to sufditém shares and shall have no dividend,
voting or other rights with respect thereto, (2 tmvested portion of any Nonstatutory Stock Opsiball terminate, and any portion of the
Nonstatutory Stock Option exercisable by the Pigiiat on the date on which the Particif's Service terminated may be exercised until the
earlier of (a) the date that is three (3) monthsrahe date on which the Participant’s Servicenieated, or (b) the Option Expiration Date and
(3) except as provided in Section 7.4(c), all Retgd Stock Units credited to the Participant’saot shall be forfeited on the date of
termination.

(iv) Notwithstanding the provisions of Section 7.5(iailngh 7.5(iii) above, the Board, in its sole disicre, may
establish different terms and conditions pertainmlonemployee Director Awards.

(b) Extension if Exercise Prevented by Law Notwithstanding the foregoing, if the exerciseadflonstatutory Stock
Option within the applicable time periods set farttSection 7.5 (a) is prevented by the provisiohSection 14.1 below, the Nonstatutory
Stock Option shall remain exercisable until thri@enjonths after the date the Participant is natifig the Company that the Nonstatutory Si
Option is exercisable, but in any event no latantthe Option Expiration Date.

(c) Extension if Participant Subject to Section 16fb Notwithstanding the foregoing, if a sale withiretapplicable time
periods set forth in Section 7.5(a) of shares medwpon the exercise of the Nonstatutory Stockiddpvould subject the Participant to suit
under Section 16(b) of the Exchange Act, the Ndugiay Stock Option shall remain exercisable uth@ earliest to occur of (i) the tenth (10th)
day following the date on which a sale of such ebdny the Participant would no longer be subjesuizh suit, (ii) the one hundred and
ninetieth (190th) day after the Participant’s teration of Service, or (iii) the Option Expiratiorafe.

7.6  Effect of Change in Control on Nonemployee DirectoAwards. Upon the occurrence of a Change in Control, (i)vbsgting
of all shares of Restricted Stock granted purst@mBection 7.1(a) shall be accelerated so thauah shares become fully vested, (ii) the
vesting of Nonstatutory Stock Options granted pamnsto Section 7.3(a) shall be accelerated and Nodstatutory Stock Options shall remain
fully exercisable until the Option Expiration Date,
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and (iii) all Restricted Stock Units shall be sdtin accordance with Section 7.4(c) as if the @kaof Control constituted Director
Retirement.

7.7 Right to Decline Nonemployee Director Awards. Notwithstanding the foregoing, any person may etettto receive a
Nonemployee Director Award by delivering writtentice of such election to the Board no later thandhy prior to the date su
Nonemployee Director Award would otherwise be gedntA person so declining a Nonemployee DirectaaAl shall receive no payment
other consideration in lieu of such declined Nonkxyge Director Award. A person who has declinédomemployee Director Award may
revoke such election by delivering written notiéesoch revocation to the Board no later than theptér to the date such Nonemployee
Director Award would be granted.

8. TERMS AND CONDITIONS OF STOCK APPRECIATION RIGHTS .

Stock Appreciation Rights shall be evidenced by Alvagreements specifying the number of shares @fkSsubject to the
Award, in such form as the Committee shall frometita time establish. No SAR or purported SAR sbala valid and binding obligation of
the Company unless evidenced by a fully executedrdvwhgreement. Award Agreements evidencing SARg imzorporate all or any of the
terms of the Plan by reference and shall compl aitd be subject to the following terms and coadgi

8.1 Types of SARs Authorized. SARs may be granted in tandem with all or anytiporof a related Option (a Tandem SAR' )
or may be granted independently of any Optioh Faeestanding SAR ). A Tandem SAR may be granted either concurrenifly the grant
of the related Option or at any time thereafteoiptd the complete exercise, termination, expirato cancellation of such related Option.

8.2  Exercise Price. The exercise price for each SAR shall be estaddisn the discretion of the Committee; provideaybver,
that (a) the exercise price per share subjecflimnalem SAR shall be the exercise price per shateruhe related Option and (b) the exercise
price per share subject to a Freestanding SAR bbaibt less than the Fair Market Value of a sb&f@tock on the effective date of grant of
SAR.

8.3  Exercisability and Term of SARs.

(@ Tandem SARs. Tandem SARs shall be exercisable only at the &meto the extent, and only to the extent, that th
related Option is exercisable, subject to suchisions as the Committee may specify where the Tmn8AR is granted with respect to less
than the full number of shares of Stock subje¢héorelated Option.

(b) Freestanding SARs. Freestanding SARs shall be exercisable at sowh dir times, or upon such event or events, and
subject to such terms, conditions, performanceriaitand restrictions as shall be determined byCitrmittee and set forth in the Award
Agreement evidencing such SAR; provided, howeveat mo Freestanding SAR shall be exercisable tfeeexpiration of ten (10) years after
the effective date of grant of such SAR.

8.4  Deemed Exercise of SARs.If, on the date on which an SAR would otherwisertinate or expire, the SAR by its terms
remains exercisable immediately prior to such
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termination or expiration and, if so exercised, ldaesult in a payment to the holder of such SARntany portion of such SAR which has not
previously been exercised shall automatically kented to be exercised as of such date with respeactch portion.

8.5  Effect of Termination of Service. Subject to earlier termination of the SAR as otlige provided herein and unless othen
provided by the Committee in the grant of an SAR set forth in the Award Agreement, an SAR shalekercisable after a Participant’s
termination of Service only as provided in the Adv&greement.

8.6  Nontransferability of SARs. During the lifetime of the Participant, an SARalbe exercisable only by the Participant or the
Participant’s guardian or legal representativaéorRo the exercise of an SAR, the SAR shall nosbieject in any manner to anticipation,
alienation, sale, exchange, transfer, assignméadgp, encumbrance, or garnishment by creditotBeoParticipant or the Participant’s
beneficiary, except transfer by will or by the lasfsdescent and distribution.

9. TERMS AND CONDITIONS OF RESTRICTED STOCK AWARDS .

Restricted Stock Awards shall be evidenced by Awgteements specifying the number of shares ofkSdabject to the
Award, in such form as the Committee shall frometita time establish. No Restricted Stock Awargunported Restricted Stock Award shall
be a valid and binding obligation of the Companieas evidenced by a fully executed Award Agreeméwrard Agreements evidencing
Restricted Stock Awards may incorporate all or ahthe terms of the Plan by reference and shallgpmith and be subject to the following
terms and conditions:

9.1 Types of Restricted Stock Awards Authorized. Restricted Stock Awards may or may not requiesglyment of cash
compensation for the stock. Restricted Stock Awandy be granted upon such conditions as the Cdeerghall determine, including, witht
limitation, upon the attainment of one or more Berfance Goals described in Section 10.4 . lfeeithe grant of a Restricted Stock Award or
the lapsing of the Restriction Period is to be oagent upon the attainment of one or more Perfonadboals, the Committee shall follow
procedures substantially equivalent to those s#t fo Sections 10.3 through 10.5(a) .

9.2  Purchase Price. The purchase price, if any, for shares of Stgskiable under each Restricted Stock Award and dansof
payment shall be established by the Committeesidigicretion.

9.3 Purchase Period. A Restricted Stock Award requiring the paymentash consideration shall be exercisable withieriop
established by the Committee; provided, howevett, o Restricted Stock Award granted to a prospedimployee, prospective Consultant or
prospective Director may become exercisable padhé date on which such person commences Service.

9.4  Vesting and Restrictions on Transfer. Shares issued pursuant to any Restricted Stockdwmay or may not be made
subject to Vesting Conditions based upon the satiigin of such Service requirements, conditionstrietions or performance criteria,
including, without limitation, Performance Goalsdescribed in Section 10.4 , as shall be estadigly the
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Committee and set forth in the Award Agreement enang such Award. During any Restriction Periodvhich shares acquired pursuant to a
Restricted Stock Award remain subject to Vestingd@itions, such shares may not be sold, exchangetsferred, pledged, assigned or
otherwise disposed of other than as provided irAtlvard Agreement or as provided in Section 9.@Upon request by the Company, each
Participant shall execute any agreement evidersticy transfer restrictions prior to the receipsiwdires of Stock hereunder and shall promptly
present to the Company any and all certificatesesgmting shares of Stock acquired hereunder éopldcement on such certificates of
appropriate legends evidencing any such transtricgons.

9.5 Voting Rights, Dividends and Distributions. Except as provided in this Section, Section antl any Award Agreement,
during the Restriction Period applicable to shatdgect to a Restricted Stock Award, the Partidigéall have all of the rights of a shareholder
of the Company holding shares of Stock, includimg right to vote such shares and to receive aitldihds and other distributions paid with
respect to such shares. However, in the eventofidend or distribution paid in shares of Stoclkaay other adjustment made upon a change
in the capital structure of the Company as desdribeSection 4.2 , any and all new, substituteddtitional securities or other property (other
than normal cash dividends) to which the Partidigaentitled by reason of the Participant’s Restid Stock Award shall be immediately
subject to the same Vesting Conditions as the stargject to the Restricted Stock Award with respeevhich such dividends or distributions
were paid or adjustments were made.

9.6  Effect of Termination of Service. Unless otherwise provided by the Committee ingtant of a Restricted Stock Award and
set forth in the Award Agreement, if a Participarfervice terminates for any reason, whether vatyrdr involuntary (including the
Participant’s death or disability), then the Paptinit shall forfeit to the Company any shares aeglby the Participant pursuant to a Restricted
Stock Award which remain subject to Vesting Comlis as of the date of the Participant’s terminatib8ervice in exchange for the payment
of the purchase price, if any, paid by the Paréinip The Company shall have the right to assigmgttime any repurchase right it may have,
whether or not such right is then exercisable n®e or more persons as may be selected by the Cgmpan

9.7  Nontransferability of Restricted Stock Award Rights. Prior to the issuance of shares of Stock pursteeatRestricted Stoc
Award, rights to acquire such shares shall notutgest in any manner to anticipation, alienatialesexchange, transfer, assignment, pledge,
encumbrance or garnishment by creditors of thedfaanht or the Participant’s beneficiary, excepnsfer by will or the laws of descent and
distribution. All rights with respect to a Restdd Stock Award granted to a Participant hereustlall be exercisable during his or her lifetime
only by such Participant or the Participant’s giemcbr legal representative.

10. TERMS AND CONDITIONS OF PERFORMANCE AWARDS .

Performance Awards shall be evidenced by Award Agrents in such form as the Committee shall frone tiontime
establish. No Performance Award or purported Perémce Award shall be a valid and binding obligaitid the Company unless evidenced by
a fully executed Award Agreement. Award Agreementisiencing Performance Awards may
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incorporate all or any of the terms of the Plandfgrence and shall comply with and be subjedi¢dfollowing terms and conditions:

10.1  Types of Performance Awards Authorized. Performance Awards may be in the form of eitheffé*mance Shares or
Performance Units. Each Award Agreement evidenailgrformance Award shall specify the number ofdP@mance Shares or Performance
Units subject thereto, the Performance Award Foanitile Performance Goal(s) and Performance Pepiplitable to the Award, and the other
terms, conditions and restrictions of the Award.

10.2  Initial Value of Performance Shares and PerformanceéJnits. Unless otherwise provided by the Committee imting a
Performance Award, each Performance Share shal &xavnitial value equal to the Fair Market Valdepe (1) share of Stock, subject to
adjustment as provided in Section 4.2, on thecéfe date of grant of the Performance SharechBRerformance Unit shall have an initial
value determined by the Committee. The final vadagable to the Participant in settlement of adtarince Award determined on the basis of
the applicable Performance Award Formula will depen the extent to which Performance Goals estadadidy the Committee are attained
within the applicable Performance Period estabtidhethe Committee.

10.3  Establishment of Performance Period, Performance Gals and Performance Award Formula. In granting each
Performance Award, the Committee shall establishriting the applicable Performance Period, Perfomoe Award Formula and one or more
Performance Goals which, when measured at the feth@ #erformance Period, shall determine on tiséshaf the Performance Award Form
the final value of the Performance Award to be paithe Participant. To the extent compliance i requirements under Section 162(m)
with respect to “performance-based compensatiodésred, the Committee shall establish the Pedooa Goal(s) and Performance Award
Formula applicable to each Performance Award rer l&tan the earlier of (a) the date ninety (90)sdafyer the commencement of the
applicable Performance Period or (b) the date oiclwB5% of the Performance Period has elapsed,iarahy event, at a time when the
outcome of the Performance Goals remains subsiginiizcertain. Once established, the Performangal$&sand Performance Award Formula
shall not be changed during the Performance Pefidd Company shall notify each Participant grasté&erformance Award of the terms of
such Award, including the Performance Period, Rerémce Goal(s) and Performance Award Formula.

10.4 Measurement of Performance Goals. Performance Goals shall be established by then@itiee on the basis of targets to be
attained (* Performance Target$ ) with respect to one or more measures of busioefisancial performance (each; @erformance
Measure” ), subject to the following:

(@) Performance Measures.Performance Measures shall have the same meaasngsed in the Company’s financial
statements, or, if such terms are not used in tragany’s financial statements, they shall haventkaning applied pursuant to generally
accepted accounting principles, or as used gegénathe Company’s industry. Performance Measahedl be calculated with respect to the
Company and each Subsidiary Corporation consolidderewith for financial reporting purposes ortsdévision or other business unit as n
be selected by the Committee. For purposes dPlde, the Performance Measures
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applicable to a Performance Award shall be caledl& accordance with generally accepted accoumptiimgiples, but prior to the accrual or
payment of any Performance Award for the same Reegnce Period and excluding the effect (whetheitipesor negative) of any change in
accounting standards or any extraordinary, unusuabnrecurring item, as determined by the Commjttecurring after the establishment of
the Performance Goals applicable to the Performamaad. Each such adjustment, if any, shall be ersalely for the purpose of providing a
consistent basis from period to period for the wialiton of Performance Measures in order to pretteatdilution or enlargement of the
Participant’s rights with respect to a PerformafAeeard. Performance Measures may be one or matteedbllowing, as determined by the
Committee: (i) sales revenue; (ii) gross mardgii); perating margin; (iv) operating income; (Weptax profit; (vi) earnings before interest,
taxes and depreciation and amortization; (vii)inebme; (viii) expenses; (ix) the market price lod iStock; (x) earnings per share; (xi) retur
shareholder equity; (xii) return on capital; (xii@turn on net assets; (xiv) economic value added;(xv) market share; (xvi) customer service;
(xvii) customer satisfaction; (xviii) safety; (xixptal shareholder return; or (xx) such other mezsas determined by the Committee consistent
with this Section 10.4(a).

(b) Performance Targets. Performance Targets may include a minimum, marintarget level and intermediate levels
of performance, with the final value of a Performamward determined under the applicable Performaward Formula by the level attained
during the applicable Performance Period. A Perforce Target may be stated as an absolute vahseavalue determined relative to a
standard selected by the Committee.

10.5 Settlement of Performance Awards.

(@) Determination of Final Value. As soon as practicable following the completiéithe Performance Period applicable
to a Performance Award, the Committee shall ceitifyriting the extent to which the applicable Peniance Goals have been attained and the
resulting final value of the Award earned by thetiegant and to be paid upon its settlement iroadance with the applicable Performance
Award Formula.

(b)  Discretionary Adjustment of Award Formula.In its discretion, the Committee may, eitherhat time it grants a
Performance Award or at any time thereafter, preyad the positive or negative adjustment of thefd®mance Award Formula applicable to a
Performance Award that is not intended to congtitqualified performance based compensation” toavéred employee” within the meaning
of Section 162(m) (& Covered Employet ) to reflect such Participant’s individual perfornea in his or her position with the Company or
such other factors as the Committee may determiviigh respect to a Performance Award intended testitute qualified performance-based
compensation to a Covered Employee, the Committak Isave the discretion to reduce some or alhefitalue of the Performance Award that
would otherwise be paid to the Covered Employeaufsosettlement notwithstanding the attainmerdamf Performance Goal and the resulting
value of the Performance Award determined in acooed with the Performance Award Formula.

(c) Paymentin Settlement of Performance Award#\s soon as practicable following the Committeggsermination and
certification in accordance with Sections 10.5 &ud (b) , payment shall be made to each eligibieicipant (or such Participant’s legal
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representative or other person who acquired th tigreceive such payment by reason of the Ppatitis death) of the final value of the
Participant’s Performance Award. Payment of sunbunt shall be made in cash, shares of Stockcomination thereof as determined by
the Committee.

10.6  Voting Rights, Dividend Equivalent Rights and Distibutions. Participants shall have no voting rights withpess to
shares of Stock represented by Performance Shaaed&wintil the date of the issuance of such shdrasy (as evidenced by the appropriate
entry on the books of the Company or of a duly atiled transfer agent of the Company). However Gbmmittee, in its discretion, may
provide in the Award Agreement evidencing any PenBince Share Award that the Participant shall bigeshto receive Dividend Equivalents
with respect to the payment of cash dividends aelShaving a record date prior to the date on wttiehPerformance Shares are settled or
forfeited. Such Dividend Equivalents, if any, s credited to the Participant in the form of itiddal whole Performance Shares as of the
date of payment of such cash dividends on Stodie number of additional Performance Shares (routméte nearest whole number) to be so
credited shall be determined by dividing (a) theoamnt of cash dividends paid on such date with retsfoethe number of shares of Stock
represented by the Performance Shares previoustijted to the Participant by (b) the Fair Marketuéaper share of Stock on such
date. Dividend Equivalents may be paid currentlynay be accumulated and paid to the extent thddfPeance Shares become nonforfeita
as determined by the Committee. Settlement ofd@d Equivalents may be made in cash, shares of,Sipa combination thereof as
determined by the Committee, and may be paid osadhge basis as settlement of the related Perfoer@inare as provided in Section
10.5. Dividend Equivalents shall not be paid with msto Performance Units. In the event of a dindler
distribution paid in shares of Stock or any othdjustment made upon a change in the capital steictiuthe Company
as described in Sectiom2, appropriate adjustments shall be made in theciamt's Performance Share Award so f

it represents the right to receive upon settleraagtand all new, substituted or additional se@sitirother property (other
than normal cash dividends) to which the Partidipeould be entitled by reason of the shares of ISisguable upon settlement of the
Performance Share Award, and all such new, subatitor additional securities or other property shalimmediately subject to the same
Performance Goals as are applicable to the Award.

10.7  Effect of Termination of Service. Unless otherwise provided by the Committee ingtant of a Performance Award and set
forth in the Award Agreement, the effect of a Raptant’s termination of Service on the PerformaAwerd shall be as follows:

(&) Death or Disability. If the Participant's Service terminates becaddbedeath or Disability of the Participant before
the completion of the Performance Period applictdtbe Performance Award, the final value of tlatieipant’'s Performance Award shall be
determined by the extent to which the applicabldédPmance Goals have been attained with respetietentire Performance Period and shall
be prorated based on the number of months of theipant’s Service during the Performance PeriBdyment shall be made following the
end of the Performance Period in any manner pexchiiyy Section 10.5 .

(b)  Other Termination of Service. If the Participant’s Service terminates for aegson except death or Disability before
the completion of the Performance Period
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applicable to the Performance Award, such Awardl $tesforfeited in its entirety; provided, howevénat in the event of an involuntary
termination of the Participant’s Service, the Corttes, in its sole discretion, may waive the autéerfatrfeiture of all or any portion of any
such Award.

10.8  Nontransferability of Performance Awards. Prior to settlement in accordance with the priowis of the Plan, no
Performance Award shall be subject in any mannantizipation, alienation, sale, exchange, transfesignment, pledge, encumbrance, or
garnishment by creditors of the Participant orRlagticipants beneficiary, except transfer by will or by ther$aof descent and distribution. /
rights with respect to a Performance Award gramtea Participant hereunder shall be exercisablmginis or her lifetime only by such
Participant or the Participant’s guardian or leg@resentative.

11. TERMS AND CONDITIONS OF RESTRICTED STOCK UNIT AWARDS .

Restricted Stock Unit Awards shall be evidenced\mard Agreements specifying the number of RestiGeock Units
subject to the Award, in such form as the Commiste@l from time to time establish. No Restricdck Unit Award or purported Restricted
Stock Unit Award shall be a valid and binding oblign of the Company unless evidenced by a fulgcexed Award Agreement. Award
Agreements evidencing Restricted Stock Units magriporate all or any of the terms of the Plan grence and shall comply with and be
subject to the following terms and conditions:

11.1  Grant of Restricted Stock Unit Awards. Restricted Stock Unit Awards may be granted ufarh conditions as the
Committee shall determine, including, without liation, upon the attainment of one or more Perfooeddoals described in Section 10.4f.
either the grant of a Restricted Stock Unit Awardhe Vesting Conditions with respect to such Awiartb be contingent upon the attainment
of one or more Performance Goals, the Committek fstlaw procedures substantially equivalent tosk set forth in Sections 10.3 through
10.5(a) .

11.2  Vesting. Restricted Stock Units may or may not be madgestito Vesting Conditions based upon the satigfaaif such
Service requirements, conditions, restrictionsenfgrmance criteria, including, without limitatioRerformance Goals as described in Section
10.4 , as shall be established by the Committeesahtbrth in the Award Agreement evidencing sueteasd.

11.3 Voting Rights, Dividend Equivalent Rights and Distibutions. Participants shall have no voting rights withpes to
shares of Stock represented by Restricted Stocts Until the date of the issuance of such shases\@enced by the appropriate entry on the
books of the Company or of a duly authorized tranafjent of the Company). However, the Commiite&s discretion, may provide in the
Award Agreement evidencing any Restricted Stock Bmiard that the Participant shall be entitleddoaive Dividend Equivalents with resg
to the payment of cash dividends on Stock havirecard date prior to the date on which RestrictetiSUnits held by such Participant are
settled. Such Dividend Equivalents, if any, sbhallpaid by crediting the Participant with additibwaole Restricted Stock Units as of the date
of payment of such cash dividends on Stock. Theber of additional Restricted Stock Units (rountethe nearest whole number) to be so
credited shall be determined by dividing
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(a) the amount of cash dividends paid on suchwéterespect to the number of shares of Stock sspred by the Restricted Stock Units
previously credited to the Participant by (b) tteérMMarket Value per share of Stock on such d&wech additional Restricted Stock Units shall
be subject to the same terms and conditions arltbghsettled in the same manner and at the samee(br as soon thereafter as practicable) as
the Restricted Stock Units originally subject te fRestricted Stock Unit Award. In the event of\adiend or distribution paid in shares of
Stock or any other adjustment made upon a chantieioapital structure of the Company as desciiib&kction 4.2 , appropriate adjustments
shall be made in the Participant’s Restricted Stdok Award so that it represents the right to reeaipon settlement any and all new,
substituted or additional securities or other propgther than normal cash dividends) to which Blaeticipant would be entitled by reason of
the shares of Stock issuable upon settlement oAwvead, and all such new, substituted or additiaeadurities or other property shall be
immediately subject to the same Vesting Conditasisire applicable to the Award.

11.4  Effect of Termination of Service. Unless otherwise provided by the Committee ingtant of a Restricted Stock Unit
Award and set forth in the Award Agreement, if atieégpant’s Service terminates for any reason, Whet/oluntary or involuntary (including
the Participant’s death or disability), then thetiegoant shall forfeit to the Company any Res#itiStock Units pursuant to the Award which
remain subject to Vesting Conditions as of the détde Participant’s termination of Service.

11.5 Settlement of Restricted Stock Unit Awards. The Company shall issue to a Participant on gte dn which Restricted
Stock Units subject to the Participant’s Restricsgolck Unit Award vest or on such other date defteech by the Committee, in its discretion,
and set forth in the Award Agreement one (1) slbdi®tock (and/or any other new, substituted or timluil securities or other property
pursuant to an adjustment described in Sectio JIfbr each Restricted Stock Unit then becominste® or otherwise to be settled on such
date, subject to the withholding of applicable tax&lotwithstanding the foregoing, if permittedthg Committee and set forth in the Award
Agreement, the Participant may elect in accordavitteterms specified in the Award Agreement to deéeeipt of all or any portion of the
shares of Stock or other property otherwise issubthe Participant pursuant to this Section.

11.6  Nontransferability of Restricted Stock Unit Awards. Prior to the issuance of shares of Stock inexegt of a Restricted
Stock Unit Award, the Award shall not be subjecaity manner to anticipation, alienation, sale, exde, transfer, assignment, pledge,
encumbrance, or garnishment by creditors of thédfzant or the Participarg’beneficiary, except transfer by will or by thevéaof descent ar
distribution. All rights with respect to a Restdd Stock Unit Award granted to a Participant hadar shall be exercisable during his or her
lifetime only by such Participant or the Participamuardian or legal representative.

12. DEFERRED COMPENSATION AWARDS .

12.1  Establishment of Deferred Compensation Award Progrens. This Section 12 shall not be effective uniasd until the
Committee determines to establish a program putgoahis Section. The Committee, in its discretéamd upon such terms and conditions
may determine, may establish one or more programsugnt to the Plan under which:
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(@) Participants designated by the Committee who asieléms or otherwise among a select group of highippensated
Employees may irrevocably elect, prior to a daecHped by the Committee, to reduce such Partidiparompensation otherwise payable in
cash (subject to any minimum or maximum reductiom@osed by the Committee) and to be granted autoaligtat such time or times as
specified by the Committee one or more Awards otEUnits with respect to such numbers of shar&dtefk as determined in accordance
with the rules of the program established by then@dttee and having such other terms and conditenasstablished by the Committee.

(b) Participants designated by the Committee who aieléms or otherwise among a select group of higbippensated
Employees may irrevocably elect, prior to a datcsjed by the Committee, to be granted automadyical Award of Stock Units with respect
to such number of shares of Stock and upon sudr teghms and conditions as established by the Ctisarin lieu of:

0] shares of Stock otherwise issuable to such Paatitippon the exercise of an Option;
(i) cash or shares of Stock otherwise issuable to Badificipant upon the exercise of an SAR; or

(i) cash or shares of Stock otherwise issuable to Badficipant upon the settlement of a Performancaréveor
Performance Unit.

12.2  Terms and Conditions of Deferred Compensation Award. Deferred Compensation Awards granted pursuatfiso
Section 12 shall be evidenced by Award Agreeminsuch form as the Committee shall from timértee establish. No such Deferred
Compensation Award or purported Deferred Compemsativard shall be a valid and binding obligatiortied Company unless evidenced t
fully executed Award Agreement. Award Agreementisiencing Deferred Compensation Awards may incateall or any of the terms of 1
Plan by reference and shall comply with and beestitip the following terms and conditions:

(@) Vesting Conditions Deferred Compensation Awards shall not be stiltgeany vesting conditions.
(b)  Terms and Conditions of Stock Units.

(i)  Voting Rights, Dividend Equivalent Rights and Distibutions. Participants shall have no voting rights v
respect to shares of Stock represented by Stodis Uniil the date of the issuance of such shaes\@enced by the appropriate entry on the
books of the Company or of a duly authorized tranafjent of the Company). However, a Participhali e entitled to receive Dividend
Equivalents with respect to the payment of cashddivds on Stock having a record date prior to #ite dn which Stock Units held by such
Participant are settled. Such Dividend Equivalshisl be paid by crediting the Participant witldiéidnal whole and/or fractional Stock Units
as of the date of payment of such cash dividendStook. The method of determining the number alittwhal Stock Units to be so credited
shall be specified by the Committee and set fortthé Award Agreement. Such additional
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Stock Units shall be subject to the same termscanditions and shall be settled in the same maanéat the same time (or as soon thereafter
as practicable) as the Stock Units originally sabfe the Stock Unit Award. In the event of a demd or distribution paid in shares of Stock or
any other adjustment made upon a change in théatapuucture of the Company as described in Seci@ , appropriate adjustments shall be
made in the Participant’s Stock Unit Award so thaepresents the right to receive upon settleraegtand all new, substituted or additional
securities or other property (other than normahaigidends) to which the Participant would be #edi by reason of the shares of Stock
issuable upon settlement of the Award.

(i) Settlement of Stock Unit Awards. A Participant electing to receive an Award of&tdJnits pursuant to
this Section 12, shall specify at the time offsalection a settlement date with respect to susard. The Company shall issue to the
Participant as soon as practicable following thdiexeof the settlement date elected by the Panaict or the date of termination of the
Participant’s Service, a number of whole shareStotk equal to the number of whole Stock Units ecibjo the Stock Unit Award. Such
shares of Stock shall be fully vested, and thei¢¥aaint shall not be required to pay any additiawisideration (other than applicable tax
withholding) to acquire such shares. Any fractid®tck Unit subject to the Stock Unit Award sHadl settled by the Company by payment in
cash of an amount equal to the Fair Market Valuefalse payment date of such fractional share.

(i) Nontransferability of Stock Unit Awards. Prior to their settlement in accordance withghavision of the
Plan, no Stock Unit Award shall be subject in argnmer to anticipation, alienation, sale, exchatrgasfer, assignment, pledge, encumbrance,
or garnishment by creditors of the Participanther Participant’s beneficiary, except transfer bl @ri by the laws of descent and
distribution. All rights with respect to a StockityAward granted to a Participant hereunder dhalkéxercisable during his or her lifetime only
by such Participant or the Participant’s guardiategal representative.

13. OTHER StocK-BASED AWARDS .

In addition to the Awards set forth in Sectiondidtigh 12 above, the Committee, in its sole digmnetnay carry out the
purpose of this Plan by awarding Stock-Based Awaslig determines to be in the best interestseftbmpany and subject to such other terms
and conditions as it deems necessary and apprepriat

14. CHANGE IN CONTROL.

14.1  Effect of Change in Control on Options and SARs In the event of a Change in Control, the sungyicontinuing,
successor, or purchasing corporation or other legsientity or parent thereof, as the case mayhbeé'Acquiror” ), may, without the consent
of any Participant, either assume or continue thm@any’s rights and obligations under outstandipgidds or SARs or substitute for
outstanding Options or SARs substantially equiviadgnions or SARs covering the Acquiror’s stockny”Options or SARs which are neither
assumed or continued by the Acquiror in conneatidh the Change in Control nor exercised as of@Ghange in Control shall, contingent on
the Change in Control, become fully vested andasgable immediately prior to the Change in Cont©btions and SARs which are assumed
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or continued in connection with a Change in Congfall be subject to such additional accelerateting and/or exercisability in connection
with the Participant’s subsequent termination afvi®e as the Board may determine.

14.2  Effect of Change in Control on Other Awards. In the event of a Change in Control, the Acquimaty, without the consent
of any Participant, either assume or continue tbm@any’s rights and obligations under outstandimgaAls other than Options or SARs or
substitute for such Awards substantially equivakenards covering the Acquiror’s stock. Any such @ws which are neither assumed or
continued by the Acquiror in connection with thea@be in Control shall, contingent on the Chang@antrol, become fully vested and all
restrictions shall be released immediately priath® Change in Control. Awards which are assumaotinued in connection with a Change
in Control shall be subject to such additional &eded vesting or lapse of restrictions in conioectvith the Participant’'s subsequent
termination of Service as the Board may determine.

14.3  Nonemployee Director Awards. Notwithstanding the foregoing, Nonemployee Dioe@wards shall be subject to the tel
of Section 7, and not this Section 14.

15. COMPLIANCE WITH SECURITIES LAW .

The grant of Awards and the issuance of sharesoak$ursuant to any Award shall be subject to danpe with all
applicable requirements of federal, state and doréaw with respect to such securities and theirements of any stock exchange or market
system upon which the Stock may then be listedadutition, no Award may be exercised or shareegursuant to an Award unless (a) a
registration statement under the Securities Acll slh#he time of such exercise or issuance bdfecewith respect to the shares issuable
pursuant to the Award or (b) in the opinion of legaunsel to the Company, the shares issuable porsa the Award may be issued in
accordance with the terms of an applicable exemgtmm the registration requirements of the SemgifAct. The inability of the Company to
obtain from any regulatory body having jurisdictitve authority, if any, deemed by the Company’sil@gunsel to be necessary to the lawful
issuance and sale of any shares hereunder shalle¢he Company of any liability in respect of fagure to issue or sell such shares as to
which such requisite authority shall not have beletained. As a condition to issuance of any Sttwk,Company may require the Participant
to satisfy any qualifications that may be necessamppropriate, to evidence compliance with angliapble law or regulation and to make any
representation or warranty with respect theretmag be requested by the Company.

16. TAX WITHHOLDING .

16.1  Tax Withholding in General. The Company shall have the right to deduct from and all payments made under the Plan,
or to require the Participant, through payroll witkding, cash payment or otherwise, including byanseof a Cashless Exercise or Net Exel
of an Option, to make adequate provision for, #aefal, state, local and foreign taxes, if anyyiregl by law to be withheld by the
Participating Company Group with respect to an Alnarthe shares acquired pursuant thereto. Thep@oynshall have no obligation to
deliver shares of Stock, to release shares of Stook an escrow established pursuant to an Award
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Agreement, or to make any payment in cash undePtde until the Participating Company Group's tashtwolding obligations have been
satisfied by the Participant.

16.2  Withholding in Shares. The Company shall have the right, but not thégaltion, to deduct from the shares of Stock isse
to a Participant upon the exercise or settlemeanoiward, or to accept from the Participant threlex of, a number of whole shares of Stock
having a Fair Market Value, as determined by then@any, equal to all or any part of the tax withlwddobligations of the Participating
Company Group. The Fair Market Value of any shafeStock withheld or tendered to satisfy any staohwithholding obligations shall not
exceed the amount determined by the applicablenmoimi statutory withholding rates.

17. AMENDMENT OR TERMINATION OF PLAN .

The Board or the Committee may amend, suspendrirtate the Plan at any time. However, withoutdpproval of the
Company’s shareholders, there shall be (a) no &serén the maximum aggregate number of sharesok $ittat may be issued under the Plan
(except by operation of the provisions of Sectid?) 4b) no change in the class of persons eligibleceive Incentive Stock Options, and
(c) no other amendment of the Plan that wouldirecapproval of the Company’s shareholders undgragplicable law, regulation or
rule. Notwithstanding the foregoing, only the Bibanay amend Section 7. No amendment, suspensi@nmination of the Plan shall affect
any then outstanding Award unless expressly praviethe Board or the Committee. In any eventam@ndment, suspension or termination
of the Plan may adversely affect any then outstandiward without the consent of the Participanegslnecessary to comply with any
applicable law, regulation or rule.

18. M ISCELLANEOUS PROVISIONS .

18.1 Repurchase Rights Shares issued under the Plan may be subjecttoromore repurchase options, or other conditios a
restrictions as determined by the Committee idigsretion at the time the Award is granted. Tleen@any shall have the right to assign at
time any repurchase right it may have, whetherodrsnch right is then exercisable, to one or memsgns as may be selected by the
Company. Upon request by the Company, each Raatitshall execute any agreement evidencing saokfer restrictions prior to the receipt
of shares of Stock hereunder and shall promptlggareto the Company any and all certificates reprisg shares of Stock acquired hereunder
for the placement on such certificates of apprepriegends evidencing any such transfer restristion

18.2  Provision of Information. Each Participant shall be given access to inftionaoncerning the Company equivalent to that
information generally made available to the Compaorgmmon shareholders.

18.3 Rights as Employee, Consultant or Director. No person, even though eligible pursuant to ach , shall have a right to
be selected as a Participant, or, having beenlsotsd, to be selected again as a Participanthiigin the Plan or any Award granted under
the Plan shall confer on any Participant a righetoain an Employee, Consultant or Director orrfiete with or limit in any way any right of a
Participating Company to terminate the Participg®rvice at any time. To the extent that an Eygaf a Participating Company
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other than the Company receives an Award undePldue, that Award shall in no event be understooidterpreted to mean that the Company
is the Employee’s employer or that the Employeeamasmployment relationship with the Company.

18.4 Rights as a Shareholder. A Participant shall have no rights as a sharedroldth respect to any shares covered by an Award
until the date of the issuance of such sharesvidermced by the appropriate entry on the book&i®@iGompany or of a duly authorized transfer
agent of the Company). No adjustment shall be nfiaddividends, distributions or other rights fohigh the record date is prior to the date
such shares are issued, except as provided iro8edtl or another provision of the Plan.

18.5 Fractional Shares. The Company shall not be required to issue foaeli shares upon the exercise or settlement of any
Award.

18.6  Severability . If any one or more of the provisions (or anytpaereof) of this Plan shall be held invalid, dj& or
unenforceable in any respect, such provision $lethodified so as to make it valid, legal and esdable, and the validity, legality and
enforceability of the remaining provisions (or gyt thereof) of the Plan shall not in any way fiected or impaired thereby.

18.7  Beneficiary Designation. Subject to local laws and procedures, each Raatit may file with the Company a written
designation of a beneficiary who is to receive bagefit under the Plan to which the Participamristled in the event of such Participant’s
death before he or she receives any or all of bectefit. Each designation will revoke all prios@gations by the same Participant, shall be in
a form prescribed by the Company, and will be effeconly when filed by the Participant in writingith the Company during the Participant’s
lifetime. If a married Participant designates adfeiary other than the Participant’s spouse dffiectiveness of such designation may be
subject to the consent of the Participant’s spoufa.Participant dies without an effective desition of a beneficiary who is living at the time
of the Participant’s death, the Company will pay eemaining unpaid benefits to the Participanttgalerepresentative.

18.8  Unfunded Obligation. Participants shall have the status of generaaured creditors of the Company. Any amounts
payable to Participants pursuant to the Plan $leallnfunded and unsecured obligations for all psgppincluding, without limitation, Title | of
the Employee Retirement Income Security Act of 194 Participating Company shall be required gregate any monies from its general
funds, or to create any trusts, or establish aegigbaccounts with respect to such obligationse Tompany shall retain at all times beneficial
ownership of any investments, including trust inments, which the Company may make to fulfill issyment obligations hereunder. Any
investments or the creation or maintenance of arst br any Participant account shall not createooistitute a trust or fiduciary relationship
between the Committee or any Participating Comgardya Participant, or otherwise create any veatéaeficial interest in any Participant
or the Participant’s creditors in any assets of Rasticipating Company. The Participants shallehae claim against any Participating
Company for any changes in the value of any asdeith may be invested or reinvested by the Compettyrespect to the Plan. Each
Participating Company shall be responsible for mghienefit payments pursuant to the Plan on beffidti$ Participants or for reimbursing the
Company for
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the cost of such payments, as determined by thep@oynin its sole discretion. In the event the eesipe Participating Company fails to make
such payment or reimbursement, a Participant’®tfoer individual’s) sole recourse shall be agatihstrespective Participating Company, and
not against the Company. A Participant’s accemari@an Award pursuant to the Plan shall constiéigieeement with this provision.

18.9 Choice of Law. Except to the extent governed by applicable faldaw, the validity, interpretation, constructiand

performance of the Plan and each Award Agreemait ls governed by the laws of the State of Catifmrwithout regard to its conflict of la
rules.
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December 15, 2004
April 20, 2005
January 1, 2006
February 15, 2006

December 20, 2006

October 17, 2007

PLAN HISTORY AND NOTES TO COMPANY

Board adopts Plan with a reserve of 12 million sbkar
Shareholders approve Plan.

Plan Effective Date

Change in control provisions are amended

Board amends Section 7 containing the terms fayrmaatic awards for Non-Employee Directors,
effective January 1, 2007

Board amends Section 7 as follows:

Define “Grant Date” for a particular calendar yaarthe first business day in March of that calendar
year. Previously, the grant date for awards in628@d 2007 was the first business day in Janua
that particular calendar year. This amendment toesceffective starting with grants for 2008.

Amend the basis for calculating the per share vafigtock option awards, so it is based on the
average closing price of Stock during the monthl@fember, December, and January preceding
the grant. Previously, the per share value ofkstgtions awards for grants in 2006 and 2007 was
based on the average closing price of Stock duhiagreceding month of November. This
amendment becomes effective starting with gram2@08.

Clarify the language for settling restricted staskards upon a Nonemployee Director’s retirement
from the Board, to indicate that shares creditea Mbnemployee Director’s Restricted Stock Unit
account may be settled after a Nonemployee Direxgtases to be a member of the Board of
Directors following five years of service on thedd.
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EXHIBIT 11
PG&E CORPORATION
COMPUTATION OF EARNINGS PER COMMON SHARE

Year Ended December 31

(in millions, except per share amounts 2007 2006 2005
Net Income $ 1,006 $ 991 $ 917
Less: distributed earnings to common sharehol 50¢ 46( 44¢
Undistributed earning 49¢ 531 46¢
Less: undistributed earnings from discontinued atens - - 13
Undistributed earnings from continuing operations $ 49¢ % 531 $ 45¢

Common shareholder earnings

Basic

Distributed earnings to common shareholc $ 50¢ $ 46C $ 44¢
Undistributed earnings allocated to common shadsre- continuing operation 472 508 43¢
Undistributed earnings allocated to common shadshrel- discontinued operations - - 12
Total common shareholders earnings, basi $ 98C $ 96z $ 894
Diluted

Distributed earnings to common sharehold $ 50¢ $ 46C $ 44¢
Undistributed earnings allocated to common shadEre- continuing operation 475 504 43¢
Undistributed earnings allocated to common shadshrel- discontinued operations - - 12
Total common shareholders earnings, dilutet $ 981 $ 964 $ 894
Weighted average common shares outstanding, bas 351 34¢€ 372
9.50% Convertible Subordinated Not 19 19 19
Weighted average common shares outstanding andipating securities, basi 37C 36E 391
Weighted average common shares outstanding, 351 34¢ 372
Employee stock-based compensation and acceletadee Eepurchaséjé 2 3 6
Weighted average common shares outstanding, dilute 353 34¢ 37¢
9.50% Convertible Subordinated Notes 19 19 19
Weighted average common shares outstanding and p#stipating securities, diluted 37z 36¢ 397

Net earnings per common share, bas

Distributed earnings, basi® $ 1.4t $ 1.3 $ 1.21
Undistributed earning- continuing operations, bas 1.34 1.4t 1.1¢
Undistributed earning- discontinued operations, ba: - - 0.0:
Total $ 27¢ % 27¢ % 2.4(
Net earnings per common share, dilutes

Distributed earnings, dilute: $ 142 % 132 $ 1.1¢
Undistributed earning- continuing operations, dilute 1.34 1.44 1.1t
Undistributed earning- discontinued operations, dilute - - 0.0
Total $ 278 $ 27¢ $ 2.37

@ Includes approximately one million and two millishares of PG&E Corporation common stock treatemliggtanding in connection with
accelerated share repurchase agreements (-ASR2Q36 and 2005, respectively. The remaining shairepproximately two million at
December 31, 2006 and four million at December2B05 relate to share-based compensation and ameedee be outstanding under SFAS
No. 128 for the purpose of calculating EPS. PG&Epbeation has no remaining obligation under theS&#4 as of December 31, 20!

@ _pistributed earnings, basidiffers from actual per share amounts paid agldivils, as the EPS computation under GAAP requigegge ¢
the weighted average, rather than the actual nuofbshares outstandin



EXHIBIT 12.1
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Year ended December 31

2007 2006 2005 2004 2003

Earnings:
Net income $ 1,02¢ $ 98t % 934 $ 398: $ 922
Adjustments for minority interest in losses of |&san

100% owned affiliates and the Company's equity ir

undistributed income (losses) of less than 50% alwi

affiliates - - - - -
Income taxes provisio 571 602 574 2,561 52¢
Net fixed charge 88¢ 801 58¢ 671 964
Total Earnings $ 2,48/ % 2,38¢ $ 2,097 $ 7,214 $ 2,41F
Fixed Charges:
Interest on sha-term borrowings and loi-term debt, ne $ 834 $ 77C % 57 % 68z $ 947
Interest on capital leas 23 11 1 1
AFUDC debt 32 20 15 (12) 16
Earnings required to cover the preferred stockodind

and preferred security distribution requirements of

majority owned trust - - - - -
Total Fixed Charges $ 88¢ $ 801 $ 58¢ $ 671 $ 964
Ratios of Earnings to
Fixed Charges 2.7¢ 2.9¢ 3.5¢ 10.7¢ 2.51
Note:

For the purpose of computing Pacific Gas and Bie€@ompany's ratios of earnings to fixed chargearriings” represent net income adjusted
for the minority interest in losses of less tha@%owned affiliates, equity in undistributed incoordosses of less than 50% owned affiliates,
income taxes and fixed charges (excluding capédlinterest). "Fixed charges" include interestamy-term debt and short-term borrowings
(including a representative portion of rental exg@namortization of bond premium, discount ande@sp, interest on capital leases, AFUDC
debt, and earnings required to cover the prefesteck dividend requirements and preferred secdigtiribution requirements of majority-
owned trust. Fixed charges exclude interest onB-Afterpretation No. 48 (Accounting for Uncertaimtyincome Taxes) tax liabilities..



EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Year ended December 31
Earnings: 2007 2006 2005 2004 2003
Net income $ 1,02¢ $ 98t $ 934 $ 398. % 922
Adjustments for minority interest in losses of |&san
100% owned affiliates and the Company's equity ir
undistributed income (losses) of less than 50% alwi

affiliates - - - - -
Income taxes provisio 571 602 574 2,561 52¢
Net fixed charge 88¢ 801 58¢ 671 964
Total Earnings $ 248 $ 2,38t $ 2,097 $ 7214 $ 2,41°F

Fixed Charges:
Interest on sha-term borrowings

and lon¢-term debt, ne $ 834 $ 77C % 572 % 68z $ 947
Interest on capital leas 23 11 1 1 1
AFUDC debt 32 20 15 (12 16

Earnings required to cover the preferred stockogind
and preferred security distribution requirements of
majority owned trust - - - - -

Total Fixed Charges 88¢ 801 58¢ 671 964

Preferred Stock Dividends:

Tax deductible dividend $ 9 % 12 $ 12 $ 9 % 9
Pre-tax earnings required to cover

non-tax deductible preferred stock

dividend requirements 8 3 13 34 27
Total Preferred Stock Dividends 17 15 25 43 36
Total Combined Fixed Charges

and Preferred Stock Dividends $ 90€ $ 8l $ 614 $ 714 $ 1,00(
Ratios of Earnings to Combined Fixed Charges an

Preferred Stock Dividends 2.74 2.9% 3.4z 10.1( 2.4z
Note:

For the purpose of computing Pacific Gas and Be€@ompany's ratios of earnings to combined fixedrges and preferred stock dividends,
"earnings" represent net income adjusted for theonty interest in losses of less than 100% owrfélilages, equity in undistributed income or
losses of less than 50% owned affiliates, incommedand fixed charges (excluding capitalized irsre"Fixed charges" include interest on
long-term debt and short-term borrowings (includingepresentative portion of rental expense), drativn of bond premium, discount and
expense, interest on capital leases, AFUDC debteamings required to cover the preferred stoekldind requirements and preferred sect
distribution requirements of majority-owned trusPreferred stock dividendsrepresent tax deductible dividends and pre-tawiegs that are
are required to pay the dividends on outstandiefepred securities. Fixed charges exclude intene$tASB Interpretation No. 48 (Accounti
for Uncertainty in Income Taxes) tax liabilities.
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SELECTED FINANCIAL DATA

2007 2006 2005 2004 2003

(in millions, except per share amounts
PG&E Corporation
For the Year
Operating revenue $ 13,237 $ 12,53¢ $ 11,700 $ 11,08 $ 10,43t
Operating incomi 2,11« 2,10¢ 1,97( 7,11¢ 2,34
Income from continuing operatiol 1,00¢ 991 904 3,82( 791
Earnings per common share from continuing opera

basic 2.7¢ 2.7¢ 2.317 9.1¢ 1.9¢
Earnings per common share from continuing operatic

diluted 2.7¢ 2.7¢ 2.3¢ 8.97 1.92
Dividends declared per common sh&te 1.44 1.32 1.27 - -
At Year-End
Book value per common shdfé $ 2291 $ 2124 $ 19.9. $ 209C $ 10.1¢
Common stock price per she 43.0¢ 47.3: 37.1: 33.2¢ 27.7
Total asset 36,64¢ 34,80: 34,07 34,54( 30,17t
Long-term debt (excluding current portio 8,171 6,691 6,97¢ 7,32 3,314
Rate reduction bonds (excluding current porti - - 29C 58( 87(
Energy recovery bonds (excluding current porti 1,582 1,93¢ 2,27¢ - -
Financial debt subject to comprom - - - - 5,60z

Preferred stock of subsidiary with mandatory redigonp

provisions - - - 122 137
Pacific Gas and Electric Company
For the Year

Operating revenue $ 13,23¢ $ 12,53¢ $ 11,70 $ 11,08 $ 10,43¢
Operating incom 2,12¢ 2,11¢ 1,97(C 7,14¢ 2,33¢
Income available for common sto 1,01 971 91¢ 3,961 901
At Year-End

Total asset $ 36,32t $ 34,37. $ 33,78 $ 34,30 $ 29,06¢
Long-term debt (excluding current portio 7,891 6,697 6,69¢ 7,04: 2,431
Rate reduction bonds (excluding current porti - - 29C 58C 87C
Energy recovery bonds (excluding current porti 1,582 1,93¢ 2,27¢ - -
Financial debt subject to comprom - - - - 5,60z
Preferred stock with mandatory redemption provis - - - 122 137

@ Financial data reflects the recognition of regulat@ssets provided under the December 19, 2008 ettt agreement entered into amol
PG&E Corporation, Pacific Gas and Electric Compamg the California Public Utilities Commissionresolve Pacific Gas and Electric
Company’s proceeding under Chapter 11 of the UadkBuptcy Code. Pacific Gas and Electric Compargtsganization under Chapter 1.
became effective on April 12, 20C

@ Matters relating to discontinued operations arewdised in the section entitled “Management's D&onsand Analysis of Financial
Condition and Results of Operati’ and in Note 7 of the Notes to the Consolidated e Statement:

® The Board of Directors of PG&E Corporation declasechsh dividend of $0.30 per quarter for the fiiste quarters of 2005. In the four
quarter of 2005, the Board of Directors increaseddquarterly cash dividend to $0.33 per share.Begg in the first quarter of 2007, the
Board of Directors increased the quarterly casiddivd to $0.36 per share. See Note 8 of the NotdwetConsolidated Financial Stateme
@ Book value per common share includes the effepadicipating securities. The dilutive effect oftstanding stock options and restrictec
stock are further disclosed in Note 10 of the Natethe Consolidated Financial Stateme

-




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated in California in 89%s a holding company whose primary purpose tsld interests in energy-
based businesses. PG&E Corporation conducts siséss principally through Pacific Gas and Eled@ampany (“Utility”), a public utility
operating in northern and central California. Th#ity engages in the businesses of electricitg aatural gas distribution; electricity
generation, procurement and transmission; and alegas procurement, transportation and storagekBPGorporation became the holding
company of the Utility and its subsidiaries on Jamul, 1997. Both PG&E Corporation and the Utilitg headquartered in San Francisco,
California.

The Utility served approximately 5.1 million eldctty distribution customers and approximately mlion natural gas distribution
customers at December 31, 2007. The Utility hgat@pmately $36.3 billion in assets at DecemberZ]7 and generated revenues of
approximately $13.2 billion in the twelve monthsled December 31, 2007.

The Utility is regulated primarily by the CalifomPublic Utilities Commission (“CPUC”) and the FemleEnergy Regulatory
Commission (“FERC”). The Utility generates revesumeainly through the sale and delivery of eledlyieind natural gas at rates set by the
CPUC and the FERC. Rates are set to permit tHigy4t recover its authorized “revenue requirenséritom customers. Revenue
requirements are designed to allow the Utility apartunity to recover its reasonable costs of mhong utility services, including a return of,
and a fair rate of return on, its investment ititytfacilities (“rate base”).Changes in any individual revenue requirement affastomers’ rat:
and could affect the Utility's revenues.

This is a combined annual report of PG&E Corporatiad the Utility, and includes separate Consatidd&tinancial Statements for
each of these two entities. PG&E Corporation'sgobdated Financial Statements include the accofifG&E Corporation, the Utility, and
other wholly owned and controlled subsidiaries.e THility's Consolidated Financial Statements idelthe accounts of the Utility and its
wholly owned and controlled subsidiaries which tth#ity is required to consolidate under applicabtEounting standards and variable interest
entities for which the Utility is subject to a mefy of the risk of loss or gain. This combined Maement's Discussion and Analysis of
Financial Condition and Results of Operations o&IEGCorporation and the Utility should be read imgmction with the Consolidated
Financial Statements and the Notes to the Congdetid@nancial Statements included in this annyabme

Summary of Changes in Earnings per Common Share andet Income for 2007

PG&E Corporation’s diluted earnings per common sl{gEPS”) for 2007 was $2.78 per share, comparéPt@6 per share for
2006. For 2007, PG&E Corporation’s net incomeéased by approximately $15 million, or 2%, to $8,0dlllion, compared to $991 million
in 2006. The increase in diluted EPS and net ircon 2007 compared to 2006 is primarily due toitpasregulatory outcomes, in
combination with certain events that affected 2666income but did not recur in 2007.

Net income and EPS in 2007 reflect increased reeepnt$125 million associated with the Utility’suen on equity (‘ROE”) on
additional capital investments authorized by th&JCRn the Utility's General Rate Case (“GRC") effiwe January 1, 2007, and by the FERC
in the Utility’s transmission owner (“TO") rate aaseffective March 1, 2007. In addition, net incoamel EPS in 2007 were favorably affected
on a comparative basis by approximately $18 millibe amount of an environmental remediation chéalgen in 2006 as a result of change
the California Regional Water Control Board’s impdsemediation levels. These increases were paflgioffset by amounts resulting from
the following events that increased 2006 net incbortedid not recur in 2007: (1) the FERC's apptafaecovery of scheduling coordinator
(“SC™) costs that the Utility began incurring in9® (representing a $77 million decrease in netrmeas compared to 2006), (2) the recovery
of certain interest and litigation costs followittge CPUCS completion of a verification audit (representm$39 million decrease in net inco
as compared to 2006), (3) a decrease in the anagaentied for long-term disability benefits and altexefit recognized in 2006 related to a tax
loss carry forward (representing a $26 million @ase in net income as compared to 2006).

Key Factors Affecting Results of Operations and Fiancial Condition

PG&E Corporation’s and the Utility'ssults of operations and financial condition debprimarily on whether the Utility is able to
operate its business within authorized revenueireauents, timely recover its authorized costs, @aah its authorized rate of return. A num
of factors have had, or are expected to have,réfisignt impact on PG&E Corporation's and the ititi results of operations and financial
condition, including:




The Outcome of Regulatory Proceedi. The amount of the Utili’s revenues and the amount of costs that the Uisliguthorized tc
recover from customers are primarily determinedulgh regulatory proceedings. The timing of CPUC and EERcisions also affect
when the Ultility is able to record the authorizedenmues. In March 2007, the CPUC issued a dedisitre 2007 GRC, effective
January 1, 2007, establishing a $4.9 billion annenaénue requirement for the Utility’s electric amatural gas distribution operations
and its electric generation operations for 200@ugh 2010, with authorized increases in each 0822009, and 2010. In June 2007,
the FERC approved the Utility’s annual electrimBmission retail revenue requirement at $674 mijleffective March 1, 2007. In
addition, in September 2007, the FERC acceptetltiiey’s proposed electric transmission retail eewue requirement effective March
1, 2008, subject to hearing and refund, an amduattwould represent a revenue increase of appragiy$78 million over March 1,
2007 rates. In September 2007, the CPUC approwvedlt&party settlement agreement (known as the Gz®ord V) that establishes
the Utility’s natural gas transmission and storegges and associated revenue requirements forth@@&gh 2010, with 2008 rates set at
$446 million with slight escalations in each suhssg year. Finally, during 2007, the CPUC estaklisincentive ratemaking
mechanisms applicable to the California investonegvutilities’ implementation of their energy eféincy programs funded for the
2006-2008 and 2009-2011 program cycles. The maximonount of incentives that the Utility could eéand the maximum amount
that the Utility could be required to reimbursetonsers) over the 2006-2008 program cycle is $18bomi The actual amount and
timing of the financial impact will depend on thevél of energy efficiency savings actually achiewedr the three-year program cycle,
the amount of the savings attributable to the tytik energy efficiency programs, and when the igpple accounting standard for
recognizing incentives or reimbursement obligatisnm®met. The outcome of various other pending legry proceedings also could
have a material effect on the Util's results of operations. (S*Regulatory Mattel” below.)

Capital Structure and Return on Common Equiln 2007, the CPUC authorized the Utility to eafrR@E of 11.35% on its electric al
natural gas distribution and electric generatida blse and to maintain an authorized capital tstrei¢hat included a 52% common
equity component. On December 20, 2007, the CPWbazed the Utility to earn the same ROE and ta@inthe same capital
structure in 2008. In December 2007, Moody's ItssService (“Moody’s”) upgraded the Utility’s dliérating to A3, thereby
terminating a provision in the December 2003 settlet agreement among PG&E Corporation, the Utitityd the CPUC to resolve the
Utility’s proceeding under Chapter 11 of the U.&nRruptcy Code (“Chapter 11 Settlement Agreemethti) had required the CPUC to
authorize a minimum ROE for the Utility of 11.22%daa minimum common equity component of 52% uhgl Wtility received a cred
rating of “A3” from Moody'’s or “A-" from Standard &oor’s Ratings Service (“S&P”). (See “Liquiditpé Financial Resources”
below.)

The Ability of the Utility to Control Costs and Aete Operational Efficiencies and Improved Relidpil The forecasted operating cc
and capital expenditures used to set the revemugreenents authorized in the GRC reflected assumgtabout future cost savings that
were expected to be achieved through implementafimarious initiatives intended to increase cdBtiencies, achieve operational
excellence, and improve customer service. Thedafostany of these initiatives is substantial, watlvings expected to be realized in
later years. If the actual cost savings exceeddméemplated savings, such benefits would acarséareholders. Conversely, to the
extent that contemplated cost savings are notzeshliearnings available for shareholders wouldedeeced. One major initiative
involving new work processes, information systemd gechnology has resulted in significant delays iacreased costs to respond to
customer requests for new service, although thigyuig attempting to remedy the problems. Thditytalso is undertaking a thorough
review of its operating practices and procedures dapending on the results of this review, maydase spending to address any
identified issues associated with the reliability @afety of the electric and natural gas distidusystems. (See “Results of Operations
— Operating and Maintenance” and “Risk Factors” ie)oln addition to capital expenditures authoritede recovered through GRC-
authorized rates and FERAErthorized TO rates, the CPUC has authorized thigyddb make substantial capital expendituresrstall ar
advanced metering infrastructure, to invest in geweration resources, and to improve existing geioer facilities, as described below
under “Capital Expenditures.” The Utility will inc depreciation, property tax, and interest expasseciated with these capital
expenditures. The Ultility’s financial conditiondiresults of operations will be impacted by itdiabto manage its operating costs and
capital expenditures within authorized reveni




« The Amount and Timing of Debt and Equity Finandiegds During 2007, the Utility issued $1.2 billion afric-term debt to financ
capital expenditures and for working capital. (8Skete 4 of the Notes to the Consolidated Finar8iatements.) The Utilitg' needs fo
additional financing in 2008 and future years Wl affected by the amount and timing of capitalesxitures as well as by the amount
and timing of interest payments related to the iaing disputed claims made by electricity supplierghe Utility’s proceeding under
Chapter 11 of the U.S. Bankruptcy Code (“Disputdair@s”). (See Note 15 of the Notes to the Consdéd Financial
Statements.) PG&E Corporation’s and the Utilitifreancial condition and results of operations \w#l affected by the interest rates,
timing, and terms and conditions of any such fiag.c PG&E Corporation plans to contribute equitythe Utility to maintain the
Utility’s authorized capital structure. The timiagd amount of these equity contributions will afféhe timing and amount of any new
PG&E Corporation equity issuances and/or debt issemwhich, in turn, will affect PG&E Corporationtssults of operations and
financial condition. (Se“Liquidity and Financial Resourc” below.)

In addition to the key factors discussed above, E@®rporation’s and the Utility’s future resultsageration and financial condition
are subject to the risk factors discussed in detdRisk Factors” below.

FORWARD-LOOKING STATEMENTS

This combined annual report and the letter to $t@ders that accompanies it contain forward-loolstajements that are necessarily
subject to various risks and uncertainties. Tistatements are based on current estimates, expestand projections about future events,
assumptions regarding these events and managekenttedge of facts as of the date of this rep@tiese forward-looking statements relate
to, among other matters, anticipated costs anchgawdssociated with the Utility’s efforts to implem changes to its business processes and
systems, estimated capital expenditures, estimdtiéity rate base, estimated environmental remeéalialiabilities, estimated tax liabilities, the
anticipated outcome of various regulatory and lggateedings, future cash flows, and the levelire equity or debt issuances, and are also
identified by words such as "assume," "expect,tehd,” "plan,” "project,” "believe,"” "estimate,"rgmict,” "anticipate,” "aim," "may," "might,"
"should,” "would," "could," "goal,” "potential," ahsimilar expressions. PG&E Corporation and thiétiare not able to predict all the factors
that may affect future results. Some of the factbat could cause future results to differ maligrieom those expressed or implied by the
forward-looking statements, or from historical iésuinclude, but are not limited to:

. the Utility’s ability to manage capital expenditures and opeyaists within authorized levels and recover £tistough rates in
timely manner

. the outcome of regulatory proceedings, includingddeg and future ratemaking proceedings at the CBtfCthe FERC

. the adequacy and price of electricity and natuasl gupplies, and the ability of the Utility to mgaand respond to the volatility of
the electricity and natural gas marke

. the effect of weather, storms, earthquakes, fftegds, disease, other natural disasters, exples@ccidents, mechanical breakdov
acts of terrorism, and other events or hazardsientility’s facilities and operations, its custorseand third parties on which the
Utility relies;

. the potential impacts of climate change on theity’s electricity and natural gas busines:

. changes in customer demand for electricity andrabgas resulting from unanticipated populatiorvgioor decline, general
economic and financial market conditions, changdscéhnology, including the development of alteiveaénergy sources, or other
reasons

. operating performance of the Util's Diablo Canyon nuclear generating faciliti“ Diablo Canyo”), the occurrence of unplann
outages at Diablo Canyon, or the temporary or peemecessation of operations at Diablo Can

. whether the Utility can maintain the cost efficiait has recognized from its completed initiagi¥e improve its business proces
and customer service, improve its performance ¥atig the October 2007 implementation of new workgasses and systems, and
identify and successfully implement additional -saving measure




. whether the Utility incurs substantial unanticighéxpense to improve the safety and reliabilititoglectric and natural gi
distribution systems

. whether the Utility achieves the CP’s energy efficiency targets and recognizes anyniinges the Utility may earn in a time
manner;

. the impact of changes in federal or state lawgheir interpretation, on energy policy and the tegian of utilities and their holding
companies

. the impact of changing wholesale electric or gasketaules, including new rules of the Californfalependent System Operator
(“CAISQ") to restructure the California wholesale electricitsirket;

. how the CPUC administers the conditions impose®G&E Corporation when it became the Utility’s holdicompany;

. the extent to which PG&E Corporation or the Utilitgurs costs and liabilities in connection wittigiation that are not recoverat
through rates, from insurance, or from other tipiadties;

. the ability of PG&E Corporation and/or the Utility access capital markets and other sources oit énealtimely manner o
favorable terms

. the impact of environmental laws and regulatiors e costs of compliance and remediat
. the effect of municipalization, direct access, camity choice aggregation, or other forms of bypassl
. the impact of changes in federal or state tax |pwlcies, or regulation:
For more information about the magmgicant risks that could affect the outcome lnés¢e forward-looking statements and PG&E
Corporation's and the Utility's future financiainctition and results of operations, see the disonssinder the heading “Risk Factors”

below. PG&E Corporation and the Utility do not enhke an obligation to update forward-looking esta¢nts, whether in response to new
information, future events or otherwise.




RESULTS OF OPERATIONS

The table below details certain items from the agganying Consolidated Statements of Income for 28086, and 2005:

Year ended December 31

2007 2006 2005

(in millions)
Utility
Electric operating revenu $ 9,481 $ 8,75 $ 7,927
Natural gas operating revent 3,751 3,78 3,77

Total operating revenut 13,23¢ 12,53¢ 11,70
Cost of electricity 3,43 2,92 2,41(
Cost of natural ga 2,03t 2,097 2,191
Operating and maintenan 3,87 3,69 3,39¢
Depreciation, amortization, and decommissioning 1,76¢ 1,70¢ 1,73¢

Total operating expenses 11,118 10,42¢ 9,73¢
Operating incom 2,12¢ 2,11t 1,97(C
Interest incomt 15C 17t 76
Interest expens (732 (710 (554)
Other income (expense), et 38 (7) -
Income before income tax 1,581 1,57: 1,49:
Income tax provisiol 571 60z 574
Income available for common sto $ 1,01C $ 971 $ 91¢
PG&E Corporation, Eliminations, and Other @
Operating revenue $ @ $ - $ @)
Operating (gain) expenses 1C 7 (1)
Operating los: (12) 7 -
Interest incom: 14 13 4
Interest expens (30 (28) (29)
Other expense, net (9) (6) (19)
Loss before income tax (36) (28) (449
Income tax benefit (32 (48) (30)
Income (loss) from continuing operatic 4 20 (14)
Discontinued operatior® - - 13
Net income (loss $ 4 $ 20 $ (1)
Consolidated Total
Operating revenue $ 13,237 $ 12,53¢ $ 11,708
Operating expenst 11,127 10,43: 9,73
Operating incom 2,11¢ 2,10¢ 1,97(C
Interest incom: 164 18¢ 8C
Interest expens (762) (73¢) (589)
Other income (expense), rfét 29 (13) (19
Income before income tax 1,54¢ 1,54¢ 1,44¢
Income tax provisiol 53¢ 554 544
Income from continuing operatiol 1,00¢ 991 904
Discontinued operatior@ - - 13
Net income $ 1,006 $ 991 $ 917

W ncludes preferred stock dividend requirement Asmogxpense.
@ pG&E Corporation eliminates all intercompany tranigms in consolidation.

® Discontinued operations reflect items relatedsdarmer subsidiary, National Energy & Gas Transiois, Inc (‘“NEGT”). See Note 7 of

the Notes to the Consolidated Financial Statemfentsirther discussior




Utility

The Utility's rates for electricity and natural gasvices are determined based on its costs oiteerThe CPUC and the FERC
determine the amount of “revenue requirements” ttiatUtility can collect to recover the Utility'sasonable operating and capital costs and
earn a fair return. Revenue requirements are pitywdetermined based on the Utility's forecasfudtire costs. The CPUC also has establit
ratemaking mechanisms to permit the Utility to tiyneecover its costs to procure electricity andunalt gas supplied to its customers. (See
“Risk Management Activities” below.)

The GRC is the primary proceeding in which the CRI#&rmines the amount of revenue requirementghedttility can recover for
basic business and operational costs related &beit¢ricity and natural gas distribution and aieity generation operations. The CPUC sets
revenue requirements for a rate case period basadarecast of costs for the first, or test, yeBne CPUC may authorize the Utility to rece
annual increases (known as attrition adjustmentsihie years between GRCs in order to avoid a témuin earnings in those years due to,
among other things, inflation and increases in stee capital. Effective January 1, 2007, the CRIUtorized the Utility to collect revenue
requirements of approximately $2.9 billion for etegity distribution, approximately $1.0 billion fanatural gas distribution, and approximately
$1.0 billion for electricity generation operationishe CPUC also authorized attrition adjustmentuihorized revenues of $125 million in 2
and 2009, and $90 million in 2010. In additiore thecision authorizes a one-time additional adjestrof $35 million in 2009 for the cost of a
second refueling outage at the Utility’s Diablo @an nuclear power plant.

Historically, the CPUC also has conducted an anoost of capital proceeding to determine the Wtdiauthorized capital structure
and the authorized rate of return that the Utilitsty earn on its electricity and natural gas distidn and electricity generation assets. The cost
of capital proceeding establishes relative weigjgiof common equity, preferred equity, and delbhénUltility's total authorized capital
structure for a specific year. The CPUC then distads the authorized return on each componenthiedttility will collect in its authorized
rates. For 2006, 2007, and 2008, the CPUC hasiazth an 11.35% ROE for the Utility and a capdtalicture that includes a 52% common
equity component. The CPUC is expected to issilecesion in April 2008 addressing proposals toaeplthe annual cost of capital proceet
with an annual cost of capital adjustment mechariegsm009 through 2013. (See “Regulatory Matte2068 Cost of Capital Proceeding”
below.)

The FERC sets the Utilitg'rates for electric transmission services. Tlmanmy FERC ratemaking proceeding to determine theua
of revenue requirements that the Utility can recdeeits electric transmission costs and ROE & TiO rate case. A TO rate case generally
rates for a one-year period. The Ultility is typigable to charge new rates, subject to refunfhreethe outcome of the FERC ratemaking
review process. In June 2007, the FERC approwssdtiement that sets the Utility’s annual transroissetail revenue requirement at $674
million effective March 1, 2007.

The Utility’s gas transmission and storage serviatgs, and market structure are set by the CRdGeptember 2007, the CPUC
issued a final decision approving a multi-partytleetent agreement, known as the Gas Accord IVstabdish the Utility’s natural gas
transmission and storage rates and associatedugvequirements for 2008 through 2010. The Ga®ALbB/ establishes a 2008 natural gas
transmission and storage revenue requirement d $d4ion, with slight increases in 2009 and 2010.

The Utility’s revenues for natural gas transmisservices may fluctuate because most of the Utlitytrastate natural gas
transmission capacity has not been sold under femg-contracts that provide for recovery of alkfixcosts through the collection of fixed
reservation charges. The Utilisyactual revenues for natural gas transmissioriceeave based on actual volumes sold, accordinglyral ga:
transmission service revenues are subject to vahiomesk. (See the “Natural Gas Transportatiod &torage” section in “Risk Management
Activities” below.)

The Utility is also authorized to collect reveneguirements from customers to fund public purpdeejand response, and energy
efficiency programs, including the California Solaitiative program and the Self-Generation Incemfprogram. In addition, the Utility is
authorized to collect revenue requirements to recds capital costs for projects such as new tytdwned generation resource facilities and
the installation of advanced meters for its elecrid gas customers.

The Utility's rates reflect the sum of individualvenue requirement components authorized by theGCéd the FERC. Changes in
any individual revenue requirement affect custonrates and could affect the Utility's results pemtions. Pending regulatory proceedings
that could result in rate changes and affect thityk revenues are discussed below under “Regnfatlatters.” In annual true-up
proceedings, the Utility requests the CPUC to auglecan adjustment to electric and gas rates toeflgct over- and under-collections in the
Utility's major electric and gas balancing accouatsl (2) implement various other electricity aag gevenue requirement changes authorized
by the CPUC and the FERC. Generally, these raiaggs become effective on the first day of theofeilhg year. Balances in all CPUC-
authorized accounts are subject to review, vetificaaudit, and adjustment, if necessary, by the/CP

The following presents the Utility's operating rigsdior 2007, 2006, and 2005.




Electric Operating Revenue

The Utility provides electricity to residential,dastrial, and small and large commercial custortfermugh its own generation facilities
and through contracts with third parties under poggchase agreements. In addition, the Utilitieseon electricity provided under long-term
contracts entered into by the California Departnoérwater Resources (“DWR”) to meet a material jporof the Utility’s customers’ demand
(“load™). The Utility’s electric operating revensieonsist of amounts charged to customers forraggtgeneration and procurement and for
electric transmission and distribution services.

The following table provides a summary of the Wil electric operating revenues:

2007 2006 2005
(in millions)
Electric operating revent $ 11,71 $ 10,87 $ 9,62¢
DWR pass-through reven(f2 (2,229 (2,119 (1,699
Total electric operating reven $ 9,481 $ 8,75 $ 7,927
Total electricity sales (in Gigawatt hou 64,98¢ 64,72¢ 61,15(

@ These are revenues collected on behalf of the DuYRIéctricity allocated to the Utilitg’customers under contracts between the DWF
power suppliers, and are not included in the WtdiConsolidated Statements of Incol

The Utility’s electric operating revenues increabgdapproximately $729 million, or approximately 8# 2007 compared to 2006
mainly due to the following factors:

» Electricity procurement costs, which are passeaolutdpin to customers, increased by approximately $7dlibn. (See"Cost of
Electricity” below.)

« The 2007 GRC increased 2007 base revenue requitetmgapproximately $231 million.

« Revenues from public purpose programs, includimgGhlifornia Solar Initiative program, increaseddpproximately $141
million. (See Note 3 of the Notes to Consolidaathncial Statements

« Electric transmission revenues increased by appratdly $74 million, including an increase in revesas authorized in the TO ri
case

These increases were partially offset by the follhmwy

« Transmission revenues decreased by approximat@§ sillion primarily due to a decrease in the numitifereliability must run
(“RMR”) agreements the Utility has with the CAIS@dathe associated costs. During 2006, the CPU@tadaules to implement state
law requirements for California investor-owneditigk to meet resource adequacy requirements,dimgurules to address local
transmission system reliability issues. As thétigs fulfill their responsibilities to meet thesequirements, the number of RMR
agreements with the CAISO and the associated arstisthe related revenues, will decline. (“Cost of Electricit” below.)

o Revenues in 2006 included approximately $136 mmilfiar recovery of SC costs the Utility incurredrfrdApril 1998 through Decemb
2005, as ordered by the FERC. No similar amourst rigaognized in 200

« Revenues in 2006 included approximately $65 milfamrecovery of net interest related to Disputédi@s for the period between t
effective date of the Utility’s plan of reorganizat under Chapter 11 in April 2004 and the firstignce of the Energy Recovery Bonds
(“ERBSs”) in February 2005, and for certain energp@ier refund litigation costs upon completiontieé CPUC’s 2005 Annual Electric
True-up verification audit. No similar amount was recizgd in 2007

« Other electric operating revenues, including tleovery of a pension revenue requirement as autwbby the CPUC, decreased by
approximately $58 million

The Utility’s electric operating revenues increase@006 by approximately $825 million, or approxzitely 10%, compared to 2005
mainly due to the following factors:




Electricity procurement costs, which are passealjin to customers, increased by approximately $4ilibn. (See"Cost of
Electricity” below.)

The dedicated rate compone“DRC") charges related to the ERBs increased by approgim®1 75 million. (See Notes 3 and 6 of
Notes to the Consolidated Financial Statements)ing 2005, the Utility collected only the DRC fibre first series of ERBs that we
issued on February 10, 2005. During 2006, thatitbllected the DRC associated with the firsiegof ERBs and the DRC related to
the second series of ERBs, issued on November(s.

As discussed above, in 2006, the Utility recogniapdroximately $136 million following the FEF s order allowing the Utility t«
recover SC costs that the Utility incurred from Af©98 through December 2005. No similar amouaswecognized in 200

The Utility recognized attrition adjustments to thtlity 's authorized 2003 base revenue requirements obxippately $135 million, a
authorized in the 2003 GR!

The Utility recorded approximately $112 milliontievenue requirements to recover a pension conisibattributable to the Utilit's
electric distribution and generation operationg,musimilar amount was recognized in 20

Transmission revenues increased by approximatélyndifion primarily due to an increase in revenwuesauthorized by the FER

As discussed above, the Utility recognized appratéty $65 million due to the recovery of net intreosts related to Disputed Claims
for the period between the effective date of thiéitWs plan of reorganization under Chapter 11 dhe date the first series of ERBs was
issued, and for certain energy supplier refunddiiion costs, but no similar amount was recognizezD05.

The Utility recovered approximately $59 million ét interest costs related to Disputed Claims iezhiafter the issuance of the fi
series of ERBs, as authorized by the CPUC, buimides amount was recognized in 20(

These were partially offset by tbédwing:

In 2005, the Utility recognized approximately $I@0lion due to the resolution of the Util's claims for shareholder incentives relate
energy efficiency and other public purpose programs no similar amount was recognized in 2(

In 2005, the Utility recognized approximately $184lion related to revenue requirements associatithl the settlement regulatory as
provided under the Chapter 11 Settlement Agreemetithe recovery of costs on the deferred tax commpioof the settlement regulatory
asset, but no similar amounts were recorded in 20@8 the refinancing of the settlement regulatmsget through the issuance of the
ERBs.

The carrying cost credit, including both the dald @quity components, associated with the issuahttee second series of ERE
decreased electric operating revenues by approgiynd123 million in 2006 from 2005. The secondesenf ERBs was issued to pre-
fund the Utility's tax liability that will be duesathe Utility collects the DRC related to the fisgtries from its customers over the term of
the ERBs. Until these taxes are fully paid, thiditytprovides customers a carrying cost credithputed at the Utility's authorized rate
return on rate base to compensate them for thefys®ceeds from the second series of ERBs asasdlie after-tax proceeds of energy
supplier refunds used to reduce the size of thergkseries of ERB:

The Utility’s electric operating revenues for theripd 2008 through 2010 are expected to increasaythorized by the CPUC in the

2007 GRC and by the FERC in future TO rate catesddition, the Utility expects to continue to leat revenue requirements related to

CPUC-approved capital expenditures, including tw btility-owned generation projects and the Smati™ project. (See “Capital

Expenditures” below.) Revenue requirements astatiaith new or expanded public purpose programsh gs the California Solar Initiative,
will result in increased electric operating revesuén addition, the Utility may recognize incemtikevenues to the extent it achieves the
CPUC's energy efficiency goals. Finally, futureatic operating revenues will be impacted by clesrig the cost of electricity.

Cost of Electricity

The Utility's cost of electricity includes eleciticpurchase costs, hedging costs, and the cdsebfised by its generation facilities or

supplied to other facilities under tolling agreeitsent excludes costs associated with the Utsitgtvn generation
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facilities, which are included in Operating and ktahance expense in the Consolidated Statemeisahe. The Utility’s cost of purchased
power and the cost of fuel used in Utility-owned
generation are passed through to customers.

The Utility is required to dispatch, or scheduliépéthe electricity resources within its portfolin the most cost-effective way. This
requirement, in certain cases, requires the Utititgschedule more electricity than is necessameéet its load and therefore to sell this excess
electricity on the open market. The Utility typligaschedules excess electricity when the expestdels proceeds exceed the variable costs to
operate a generation facility or buy electricitydanan optional contract. The Utility's net prateé&om the sale of surplus electricity are
recorded as a reduction to the cost of electricity.

The following table provides a summary of the Wil cost of electricity and the total amount amdrage cost of purchased power:

2007 2006 2005

(in millions)
Cost of purchased pow@? $ 3,44: $ 3,112 $ 2,70¢
Proceeds from surplus sales allocated to the Y (15%) (343 (47¢)
Fuel used in own generatis 14¢ 151 182

Total cost of electricity $ 3437 $ 2,92: % 2,41(
Average cost of purchased power per kWh $ 0.08¢ $ 0.08¢ $ 0.07¢
Total purchased power (in millions of kWh) 38,82¢ 36,91: 34,20:

@ Includes costs associated with RMR agreements.

The Utility's total cost of electricity increasey approximately $515 million, or 18%, in 2007 comguhto 2006. This increase was
primarily driven by a 6% increase in the averagst of purchased power. The average cost of puechpswer increased $0.005 per kilowatt-
hour (“kWh") from 2006 to 2007 primarily due to higr energy payments made to qualifying facilitt€3Hs") after their five-year fixed price
contracts expired during the summer of 2006. [itaxh, the Utility increased the volume of itsrthiparty power purchases primarily due to a
reduction in the availability of lower-cost hydreetric power resulting from less than average pitation during 2007 as compared to
2006. These increases were partially offset bgaehse in costs associated with RMR agreements.

The Utility's cost of electricity increased by apgimately $512 million, or 21%, in 2006 compare®@®5, mainly due to an increase
in total purchased power of 2,710 million kWh, 86.8and an increase in the average cost of purchasedr of $0.005 per kWh, or 6%, in
2006, compared to 2005. This was primarily causedn increase in volume of purchased power dggdater customer demand during
unseasonably warm weather during the summer of 2606 decrease in the volume of electricity predidy the DWR to the Utility’s
customers. Additionally, the Utility’s service tostomers who purchase “bundled” services (i.enegaion, transmission and distribution)
grew, further increasing volume.

The Utility's cost of electricity in 2008 and fueuyears will depend upon electricity and natural gces, the level of hydroelectric
and nuclear power that the Utility produces, thet b procuring more renewable energy, impacts ftemmination of DWR contracts, CPUC-
ordered changes to QF pricing, and changes in mgestdemand. (See the "Risk Management Activiti€siee Risk" below.)

The Utility’s future cost of electricity also max laffected by federal or state legislation or ruéch may be adopted to regulate the
emissions of greenhouse gases from the Utilityésteicity generating facilities or the generatiagifities from which the Utility procures
electricity. As directed by recent California Igigition, the CPUC has already adopted an intergergrouse gas emissions performance
standard that would apply to electricity procuredjenerated by the Utility. (See “Risk Factorsldve)

Natural Gas Operating Revenug

The Utility sells natural gas and natural gas tpantation services. The Utility’s transportati@ngces are provided by a transmission
system and a distribution system. The transmissystem transports gas throughout California fdiveey to the Utility's distribution system
which, in turn, delivers natural gas to end-useamers. The transmission system also delivergalagas to large end-use customers who are
connected directly to the transmission systemadiition, the Utility delivers natural gas to offstem markets, primarily in southern
California, in competition with interstate pipelse

The Utility's natural gas customers consist of tategories: core and non-core customers. Theatstemer class is comprised
mainly of residential and smaller commercial custesn The non-core customer class is compriseddefsitrial and larger
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commercial customers. The Utility provides natgas transportation services to all core and noa-costomers connected to the Utility's
system in its service territory. Core customers marchase natural gas from either the Utility lteraate energy service providers. The Utility
does not procure natural gas for non-core custamaftisen the Utility provides both transportatiordaratural gas supply, the Utility refers to
the combined service as bundled natural gas seric2007, core customers represented over 99%tedfltility's total customers and
approximately 38% of its total natural gas deligsriwhile non-core customers comprised less thaoflitee Utility's total customers and
approximately 62% of its total natural gas deligsri As discussed above, because the Utility selist of its transportation services under
volumetric rates, the Ultility is exposed to volunetevenue risk.

The following table provides a summary of the Wl natural gas operating revenues:

2007 2006 2005
(in millions)
Bundled natural gas revent $ 3417 % 3472 $ 3,53¢
Transportation servionly revenue: 34C 31t 23¢
Total natural gas operating revenue: $ 3,751 $ 3,781 $ 3,77
Average bundled revenue per Mcf of natural gas sold $ 12.9: $ 12.8¢ $ 13.0¢
Total bundled natural gas sales (in millions of Mcf 264 26¢ 271

The Utility's natural gas operating revenues desddy approximately $30 million, or less than paecent, in 2007 compared to
2006. This was primarily due to a decrease in lthdatural gas revenues of approximately $55 onijlor 2%, as a result of decreases in the
cost of natural gas, which are passed throughstomers. This decrease was partially offset byirtbeeased base revenue requirements

authorized in the 2007 GRC and an increase in tgveaquirements relating to the SmartMgf\éproject.

The Utility's natural gas operating revenues inseeiaby approximately $10 million, or less than paecent, in 2006 compared to
2005. The increase in natural gas operating reeem@s primarily due to the following factors:

« The Utility recorded approximately $43 million iavenue requirements for a pension contributiorbattzble to the Utility’s natural gas
distribution operations, but no similar amount wesorded in 200=

« Attrition adjustments to the Utility’s 2003 GRC hatized revenue requirements and revenues autldrizée 2006 cost of capital
proceeding contributed approximately $22 milli

» Miscellaneous natural gas revenues increased hyepmately $26 million.

« Transportation servi-only revenues increased by approximately $77 mijlar 32%, as a result of an increase in volumeaasiijht
increase in rates as authorized by the CF

These increases were partially offset by the folhmwy

« The cost of natural gas, which is passed througlustomers, decreased by approximately $132 mil

« In 2005, the Utility recognized approximately $28lion due to the resolution of the Utility’s clagrfor shareholder incentives related to
energy efficiency and other public purpose progreas no similar amount was recorded in 2C

Future natural gas operating revenues will be ingzhby changes in the cost of natural gas, thétyJsilgas transportation rates,
natural gas throughput volume, and other fact&is. 2008 through 2010, the Gas Accord IV settlenagméement provides for an overall
modest increase in the revenue requirements aesl f@t the Utility’s gas transmission and storagwises. In addition, the Utility’s natural
gas operating revenues for distribution are exgettiéncrease through 2010 as a result of reveegeirement increases authorized by the
CPUC in the 2007 GRC. Finally, the Utility may ogaize incentive revenues to the extent it achi¢hvesCPUC’s energy efficiency goals.

Cost of Natural Gas

The Utility's cost of natural gas includes the iae costs of natural gas and transportation oostgerstate pipelines and intrastate
pipelines, but excludes the transportation costaém-core customers, which are included in Opegatind Maintenance expense in the
Consolidated Statements of Income.

The following table provides a summary of the Wfl8 cost of natural gas:
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2007 2006 2005

(in millions)

Cost of natural gas so $ 1,85¢ $ 195¢ $ 2,051

Cost of natural gas transportation 17¢€ 13¢ 14C
Total cost of natural gas $ 2,03 $ 2,097 $ 2,191

Average cost per Mcf of natural gas sold $ 7.0, $ 728 $ 7.51

Total natural gas sold (in millions of Mcf) 264 26¢ 271

The Utility's total cost of natural gas decreasg@pproximately $62 million, or 3%, in 2007 comphte 2006, primarily due to a
decrease in the average market price of naturgbgahased of approximately $0.24 per thousandcdelet (“Mcf”), or 3%. Average market
prices were significantly higher in the beginnirf@20606 as damages to production facilities causesklvere weather reduced natural gas
supply. In addition, the price of natural gas tieslined due to a relatively mild hurricane seasa@007 as compared to industry forecasts,
resulting in no material supply disruptions, armgtlatively large amount of natural gas in storag®ss the nation.

The Utility's total cost of natural gas decreasgadpproximately $94 million, or 4%, in 2006 comphte 2005, primarily due to a
decrease in the average market price of naturgbgahased of approximately $0.29 per Mcf, or 4Phis decrease was primarily due to
significantly higher than average market pricestighout 2005 as a result of severe weather condiind a strong hurricane season as
compared to the same period in 2006.

The Utility's cost of natural gas in subsequentqair will be primarily determined by market fordadNorth America. Market forces
include supply availability, customer demand, amdlistry perceptions of risks that may affect eitbach as the possibility of hurricanes in the
gas-producing regions of the Gulf of Mexico or odfpacted heat waves that may increase gas-fiesdral demand from high air conditioning
loads.

Operating and Maintenance

Operating and maintenance expenses consist mditte dJtility's costs to operate and maintain lecgicity and natural gas facilitie
customer accounts and service expenses, publiopeirogram expenses, and administrative and dengranses. Generally, these expenses
are offset by corresponding revenues authorizetthd&y"PUC and the FERC in various proceedings.

The Utility’s operating and maintenance expenseseised by approximately $175 million, or 5%, i@2@ompared to 2006, mainly
due to the following factors:

. Payments for customer assistance and public pugroggams, such as the California Solar Initiafivegram and the Mass Mark
program, increased by approximately $99 milliomadily due to increased customer participatiorhgse program:

. The Utility’s distribution expenses increased by approxim&40/million primarily due to service costs relatedhe creation of ne
dispatch and scheduling stations and vegetatioragenent in the Utilit's service territory

. Billing and collection costs increased by approxeha$33 million.

. Labor costs increased by approximately $33 milfomarily due to higher employee headcount andeiased base salaries and
incentives

. Costs of outside consulting services and contartsarily related to information systems increabgdapproximately $22 million.

. Approximately $22 million was accrued for missedahgayments to certain Utility employees coveredarrcollective bargainin
agreements. (See Note “California Labor Code Issu” of the Notes to the Consolidated Financial Statémg

. Workers’ compensation expense increased by appeaglin$20 million due to a decrease to the discoatet on the workers’
compensation obligation and higher than expectetkeve compensation claim:

. Property taxes increased by approximately $12 onildue to electric plant growth, tax rate incregaesd increases in assessed va
in 2007.
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. In 2006, the Utility reduced its accrual for loregsh disability benefits by approximately $11 mifliceflecting changes in sick leave
eligibility rules, but there was no similar adjusim in 2007

The above increases were offset by the followirngofis:

. Pension expense decreased by approximately $5pmdibnsistent with the annual pension contribytamapproved by the CPUC
June 2006

. Severance costs in 2007 were approximately $30omilbwer than in 2006.

. In 2006, the Utility increased its environmentahegliation accrual by approximately $30 million daehanges in the Californ
Regional Water Quality Control Boé s imposed remediation levels, but there was ndairadjustment in 200°

During 2006, the Utility’s operating and maintenamxpenses increased by approximately $298 milio8%, compared to 2005,
mainly due to the following factors:

. Pension expense increased approximately $176 m#igoa result of a CPl-approved settlement to recover pension contribat
. Expenses for customer assistance and public pugrogeams increased approximately $125 million.
. Compensation expense increased approximately $fidmmeflecting increased base salaries and incest

. Costs, including outside consulting fees, relatethé Utility’s continued efforts to achieve opémgtefficiencies increased
approximately $50 million

. The Utility accrued approximately $35 million fagserance costs in connection with the Utility’s tioned efforts to eliminate and
consolidate various employee positions in numetdtilgy locations (see Note 17 of the Notes to @ensolidated Financial
Statements)

. Franchise fee expense and property taxes incrégsapproximately $21 million. The increase in thise fee expense was due
higher revenues and franchise fee rates. Thedrerim property taxes was due to electric planvtirotax rate increases, and
increases in assessed values in 2

The above increases were offset by a decreasebdfiillion related to an additional reserve mad2005 to settle the majority of
claims related to alleged exposure to chromiunhaddtility’s natural gas compressor stations. Mailar adjustment was recorded in 2006.

Operating and maintenance expenses are influencedde inflation, benefits, property taxes, theitignand length of Diablo Canyon
refueling outages, environmental remediation cdstgl costs, material costs, and various otherimidtrative and general expenses. The
Utility anticipates that it will incur higher maial, permitting, and labor costs (including potahtvage increase of newly union organized
classifications resulting from collective bargaigijnn the future as well as higher costs to opesatk maintain its aging infrastructure. The
Utility also expects that employee severance csBtincrease as the Utility continues its effottsachieve cost and operating efficiencies.
Utility anticipates that it will make additional paents to employees for missed or delayed mealsrtgoly with California labor law as the
Utility's investigation into this matter continue¢See Note 17 of the Notes to the Consolidatedrgial Statements for a discussion of
severance costs and California labor code issuasagidition, the Utility may incur costs, not indeed in forecasts used to set rates in the GRC
to address safety and reliability issues in thditys electric and natural gas distribution systd@pending on the outcome of its review of its
operating practices and procedures following reetattric transformer failures and the discovest sgome natural gas maintenance record
not accurately reflect field conditions. (See 'lR¥sactors" below.) The Utility also expects thawill incur higher expenses in subsequent
periods to comply with the requirements of reneWwgdroelectric generation licenses and to compheecbnstruction of the dry cask storage
facility at Diablo Canyon. The Utility’s operatirand maintenance expenses will also increase ifirdteuarter of 2008 due to the planned
refueling outage at Diablo Canyon Unit 2. The itytianticipates that the refueling outage will lapproximately 76 days, which is longer than
the average outage duration, in order for the tytib replace the steam generators in Unit 2.

Depreciation, Amortization, and Decommissionit

The Utility's depreciation, amortization, and decoissioning expenses increased by approximatelyndiibn, or 4%, in
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2007 compared to 2006, mainly due to an approxim&E21 million increase in depreciation expensa assult of depreciation rate changes
and plant additions in 2007 authorized by the 2007
GRC decision. This was partially offset by:

« The Utility recorded lower decommissioning expeasapproximately $53 million as a result of the 2@BRC decision to refund over-
collections of decommissioning expense to custon

« Other depreciation, amortization, and decommisseixpenses, including amortization of the ERB l&tguy asset, decreased by $7
million.

The Utility's depreciation, amortization and decoissioning expenses decreased by approximately $liérmor 1%, in 2006
compared to 2005, reflecting the following factors:

« The Utility recorded approximately $141 million2005 for amortization of the settlement regula@sget. The settlement regulat
asset was refinanced with the issuance of thedinges of ERBs on February 10, 2005. The Utiligorded approximately $137 million
in 2006 related to the amortization of the ERB tatpry asset. During 2005, the Utility amortizedyothe ERB regulatory asset for the
first series of ERBs that were issued on Febru@n2005. During 2006, the Utility amortized the ERegulatory asset for the second
series of ERBs that were issued on November 9, #088dition to the first series. Although thelltitidid not have a similar expense
related to the settlement regulatory asset in 2

« In 2005, the Utility recorded depreciation expeasapproximately $30 million related to recoveryaaipital plant costs associated with
electric industry restructuring costs that a Decen#04 settlement agreement allowed the Utilitgdtlect through rates in 2005. There
was no similar depreciation expense in 2(

- Amortization of the regulatory asset related toeRRéduction Bonds*RRB¢"), decreased by approximately $19 million in 20
compared to 2005, due to the declining balancee®RRBs

These were partially offset by the following:
« Depreciation expense increased by approximatelyn$i8®n as a result of plant additions in 2006.

The Utility’s depreciation, amortization, and decuissioning expenses in subsequent years are egjpeciecrease as a result of an
overall increase in capital expenditures and imgletation of depreciation rates authorized by th@/2BRC decision.

Interest Income

The Utility’s interest income decreased by approximately $2®mior 14%, in 2007 compared to 2006. In 20i&, FERC approve
the Utility’s recovery of SC costs it had previously incuriadiuding interest of approximately $47 million.oNimilar amount was recogniz
in 2007. This decrease was partially offset byrdweipt of approximately $16 million in 2007 reldtto the settlement of Internal Revenue
Service refund claims. In addition, other inteiesbme, including interest income associated w#ttain balancing accounts, increased by
approximately $6 million.

The Utility’s interest income increased by approaigly $99 million, or 130%, in 2006 compared to 20@imarily due to an increase
in interest earned on escrow related to Disput@ih@, the FERC’s approval of the Utility’s recoverfySC costs, including interest, and an
increase in interest rates associated with cerégjnlatory balancing accounts. These increases paatially offset by a decrease in interest
earned in 2006, as compared to 2005, on shortiterestments as a result of lower short-term invesinbalances.

The Utility’s interest income in 2008 will be primilg affected by changes in the amount of escrofueds related to Disputed Claims
and interest rate levels.

Interest Expenst

The Utility’s interest expense increased by apprately $22 million, or 3%, in 2007 compared to 20@@marily due to an
approximately $19 million increase in interest exgerelated to Disputed Claims primarily due toremease in the interest rate. (See Note 15
of the Notes to the Consolidated Financial Statémprin addition, interest expense related to $illdn in long-term debt issued in 2007 and
variable rate pollution control bond loan agreeraéntreased by approximately $40 million. Theseenses were partially offset by a
reduction of approximately $34 million in the inést expense related to the ERBs and RRBs as #ileindes decline. In addition, other inte
expense, including lower interest expense on bakntcertain regulatory balancing accounts, deegapproximately $3 million.
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In 2006, the Utilitys interest expense increased by approximately $1iién, or 28%, compared to 2005, primarily dueatoincreas
in interest expense related to Disputed Claimgr@st expense associated with the ERBs, and acitrigeest on higher balances in certain
regulatory balancing accounts. Increased inteedss associated with these accounts also corgdhatthis higher interest expense. These
increases were partially offset by lower interegtemse on the declining balance of RRBs.

The Utility’s interest expense in 2008 will be ingbed by changes in interest rates as the Utilgirart-term debt and a portion of its
long-term debt bear variable interest rates, atagdby changes in the amount of debt, includiriy depected to be issued in subsequent
periods to finance capital expenditures. (Seeuldity and Financial Resources” below.)

Income Tax Expenst

The Utility's income tax expense decreased by apmetely $31 million, or 5%, in 2007 compared td80primarily due to a
decrease of approximately $29 million as a reduiiixed asset related tax deductions, mainly duarténcrease in tax-deductible
decommissioning expense in 2007 compared to 200. effective tax rates were 35.8% and 38.0% f@72ind 2006, respectively.

The Utility's income tax expense increased by axiprately $28 million, or 5%, in 2006 compared td80primarily due to an
increase in pre-tax income of $79 million for 200khe effective tax rate was 38.0% for both 2006 2005.

PG&E Corporation, Eliminations and Others
Operating Revenues and Expenses

PG&E Corporation's revenues consist mainly of fugi§i to its affiliates for services rendered, aliwbiich are eliminated in
consolidation. PG&E Corporation's operating expsrsonsist mainly of employee compensation and patsrto third parties for goods and
services. Generally, PG&E Corporation's operagingenses are allocated to affiliates. These altmtaare made without mark-up and are
eliminated in consolidation. PG&E Corporation’seirest expense relates to its 9.50% ConvertibleRiitated Notes and is not allocated to
affiliates.

There were no material changes to PG&E Corporagioperating income in 2007 compared to 2006 ar2d@® compared to 2005.
Income Tax Benefil

PG&E Corporatiors income tax benefit in 2007 decreased approxim&tb million, or 33%, compared to 2006 primarilyedto a ta
benefit booked in 2006 related to capital lossesezaforward and used in PG&E Corporation’s 2008snlidated federal and state income tax

returns with no comparable benefit in 2007.

PG&E Corporation’s income tax benefit in 2006 irased approximately $18 million, or 60%, comparedd05 primarily due to tax
benefits related to capital losses carried forveard used in PG&E Corporation’s 2005 consolidateléffal and state income tax returns.

Discontinued Operation:

In 2005, PG&E Corporation received additional imfation from its former subsidiary, NEGT, regardi@&E Corporation’s 2004
and 2003 federal income tax returns. As a reB@&E Corporation recorded $13 million in incomenfraliscontinued operations in 2005. (.
Note 7 of the Notes to the Consolidated Finandiatenents.

LIQUIDITY AND FINANCIAL RESOURCES
Overview

The level of PG&E Corporation's and the Utilityla@nt assets and current liabilities may fluctuege result of seasonal demand for
electricity and natural gas, energy commaodity castiateral requirements, the timing and effectezfulatory decisions and financings, and
amount and timing of capital expenditures, amorgotactors.

PG&E Corporation and the Utility manage liquiditydadebt levels in order to meet expected operatimhfinancial needs and
maintain access to credit for contingencies. Atédeber 31, 2007, PG&E Corporation and its subsafidrad consolidated cash and cash

equivalents of approximately $345 million and rieséd cash of approximately $1.3 billion. At Dedsen 31, 2007, PG&E Corporation on a
stand-alone basis had cash and cash equivaleappoiximately $204 million; the Utility had cashdacash
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equivalents of approximately $141 million and rieséd cash of approximately $1.3 billion. Resgtttash primarily consists of approxima
$1.2 billion of cash held in escrow pending the

resolution of the remaining Disputed Claims as wasltdeposits made under certain third-party agreemd®G&E Corporation and the Utility
maintain separate bank accounts. PG&E Corporatiahthe Utility primarily invest their cash in mgnearket funds.

PG&E Corporation and the Utility seek to maintairstrengthen their credit ratings in order to pdaviiquidity through efficient
access to financial and trade credit, and to reflne@cing costs. PG&E Corporation and the Utilitgo seek to maintain the Utility's CPUC-
authorized capital structure which includes a 52¥himon equity component. In 2007, Moody's upgratiedJtility’s credit rating to A3,
thereby terminating a provision in the Chapter 2itl8ment Agreement that had required the CPUQtlocaize a minimum 52% common
equity ratio and a minimum ROE for the Utility of 22% until the Ultility received a credit rating 48 from Moody’s or A- from S&P. On
December 20, 2007, the CPUC issued a decision aiing the Utility’s authorized ROE at 11.35% atsldommon equity component at 52%
for 2008.

As of February 2008, PG&E Corporation’s and thdityts credit ratings from Moody's and S&P werefaows:

Moody's S&P
Utility
Corporate credit ratin A3 BBB+
Senior unsecured de A3 BBB+
Credit facility A3 BBB+
Pollution control bonds backed by letters of cr Not rated AA/A -1+
Pollution control bonds backed by bond insura A3 to Aaa AA to AAA
Preferred stoc Baa2 BBB-
Commercial paper progra P-2 A-2
PG&E Energy Recovery Funding LLC
Energy recovery bonc Aaa AAA
PG&E Corporation
Corporate credit ratin Baal Not rated
Credit facility Baal Not rated

Moody's and S&P are nationally recognized credibhgaorganizations. These ratings may be subgeottision or withdrawal at any
time by the assigning rating organization and eatihg should be evaluated independently of angrothiting. A credit rating is not a
recommendation to buy, sell, or hold securities.

As of December 31, 2007, PG&E Corporation had ditfacility totaling $200 million which can be ireased to $300 million, subj
to obtaining commitments from existing or new lersd@nd satisfying other conditions. As of Decen®fr2007, the Utility had a credit
facility totaling $2.0 billion (“working capital fality”) which can be increased to $3.0 billion gect to obtaining commitments from existing
or new lenders and satisfying other conditionsrim2007, the Utility increased its borrowing ceipaunder its commercial paper program
from $1.0 billion to $1.75 billion. As of Decembgt, 2007, the Utility had $165 million of lettes§credit and $250 million of borrowings
outstanding under its working capital facility. A6December 31, 2007, the Utility also had $270iom of outstanding commercial paper. In
order to satisfy rating agency criteria, the Utiliteats the amount of its outstanding commeraglgp as a reduction to the amount available
under its working capital facility. As authorizbgl the CPUC, the total amount of the Utility’s sthitrm debt at any time cannot exceed $2
billion (plus up to an additional $500 million fepecific contingencies). At December 31, 2007 Ukity had $1.3 billion of short-term debt
capacity available (in addition to $500 milliondébt capacity for specific contingencies).

In 2005, the Utility purchased a financial guaraimgurance policy to insure the regularly schedgagment of principal and interest
on $454 million of pollution control bonds serigB03 A-G (“PC2005 bonds”) issued by the Califormé&astructure and Economic
Development Bank. In January 2008, the insuregdit rating was downgraded and/or put on reviempfussible downgrade by several credit
agencies. This has resulted in increases in istteages for the PC2005 bonds, which rates arewtlyrset at auction every 7 or 35 days. To
minimize this interest rate exposure, the Utilityeinds to exercise its right to purchase the bontisu of redemption and remarket the bonds
when market conditions are more favorable. Thelpse of the PC2005 bonds is expected to be fidahceugh issuance of long-term debt.

As discussed below in “Capital Expenditures,” thdity expects that its capital expenditures willeaage approximately $3.4 hillion
over each of the next four years. Subject to amftht CPUC authorization as needed, the Utilitefmsts that it will issue an average of $1.4
billion of long-term debt annually for each of thext four years (2008-2011), primarily to financeefcasted capital expenditures. During
2007, the Utility issued $700 million principal aomd of 5.80% 30-year Senior Notes and $500 million
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principal amount of 5.625% 10-year Senior Notes.th#e level of Utility debt increases, the Utilagticipates that it will need to issue
additional common equity to maintain the 52% CPUC-

authorized common equity component of its capiraicture. During 2007, PG&E Corporation made gqodntributions totaling $400 million
to the Utility to meet a portion of the Utility’®fecasted equity needs. PG&E Corporation antiefpttat it will contribute $2 billion to $2.5
billion of additional equity to the Utility over éhnext four years to maintain the Utility’s CPUCHzarized capital structure.

PG&E Corporation anticipates that it will fund arion of future equity infusions to the Ultility fro the proceeds of common stock
issued (1) upon exercise of employee stock opti@)dp the trustee of PG&E Corporation’s 401(kampfor employegearticipant accounts, a
(3) under the PG&E Corporation Dividend Reinvesttaerd Stock Purchase Plan (“DRSPP”), which becdieetere on October 1,
2007. During the year ended December 31, 2007,FPGé&rporation issued 5,038,197 shares of commark stpon the exercise of employee
stock options, for the account of 401(k) plan gasants, and under its DRSPP, generating approgisn&il75 million of cash. PG&E
Corporation also expects to issue additional comstook, debt, or other securities, depending orketaronditions, to fund a portion of the
Utility’s future equity needs.

The amount and timing of the Utility’s future fineing needs will depend on various factors, including:tfe timing and amount of
forecasted capital expenditures and any incremeafgtal expenditures beyond those currently foseseh (2) the amount of cash internally
generated through normal business operations;3rti€ timing of the resolution of the Disputed i@la (upon settlement or the conclusion of
the FERC and judicial proceedings) and the amotimterest on these claims that the Utility will tegjuired to pay. (See Note 15 of the Notes
to the Consolidated Financial Statements.) PG&Bp@mation will continue to evaluate how to bestduthe Utility’s future equity needs
considering such factors as the timing and amofititeoUtility’s future financings, market conditisnand available interest rates and credit
terms.

In addition, PG&E Corporation may issue additioda@bt, equity, or other securities to finance potdrgpital investments.
Dividends
The dividend policies of PG&E Corporation and thiity are designed to meet the following threeetttjves:

« Comparability: Pay a dividend competitive with gexurities of comparable companies based on pagbat(the proportion of earning
paid out as dividends) and, with respect to PG&EpGration, yield (i.e., dividend divided by shamcp);

« Flexibility: Allow sufficient cash to pay a dividdrand to fund investments while avoiding havingstue new equity unless PG&E
Corporation's or the Utility's capital expenditueguirements are growing rapidly and PG&E Corporatr the Utility can issue equity at
reasonable cost and terms; ¢

« Sustainability: Avoid reduction or suspension @& thividend despite fluctuations in financial penfi@nce except in extreme and
unforeseen circumstanc

The target dividend payout ratio range is 50% t@ @ PG&E Corporation’s earnings. Dividends arpexted to remain in the lower
end of PG&E Corporation’s target payout ratio rat@ensure that equity funding is readily availaiolsupport capital investment needs. The
Boards of Directors retain authority to changedbmpanies’ respective common stock dividend pdicgl dividend payout ratio at any time,
especially if unexpected events occur that woulshge the Boards’ view as to the prudent level shamnservation. No dividend is payable
unless and until declared by the applicable Bo&@i@ctors.

During 2007, the Utility paid cash dividends todwls of various series of preferred stock in thgregate amount of $14 million. In
addition, on February 15, 2008, the Utility paidlcaividends of $3 million to holders of preferisdck.

During 2007, the Utility paid common stock dividenaf $547 million. Approximately $509 million dfis amount was paid to PG&E
Corporation and the remaining amount was paid t&P8oldings, LLC, a wholly owned subsidiary of thiility that holds approximately 7
of the Utility's common stock.

On March 16, 2007, the Board of Directors of PG&arfibration declared its quarterly dividend at $0086 share, an increase of
$0.03 per share over the previous level of $0.3%pare. During 2007, PG&E Corporation paid comrsimtk dividends of $529 million,
including approximately $35 million paid to EIm PemCorporation, a wholly owned subsidiary of PG&&r@bration that holds approximatt
6% of PG&E Corporation’s common stock. On Janudry2008, PG&E Corporation paid common stock dimtieof $137 million, including
$9 million paid to EIm Power Corporation. On Fedmu20, 2008, the Board of Directors of PG&E Cogtiam declared its quarterly dividend
at $0.39 per share, an increase of $0.03 per siverethe previous level of $0.36 per share, payablépril 15, 2008 to shareholders of record
on March 31, 2008.

Utility
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Operating Activities

The Utility's cash flows from operating activitipgmarily consist of receipts from customers leagrments of operating expenses,
other than expenses such as depreciation thattdeaquaire the use of cash.

The Utility's cash flows from operating activitites 2007, 2006 and 2005 were as follows:

2007 2006 2005
(in millions)
Net income $ 1,022 $ 98t $ 934
Adjustments to reconcile net income to net cashkigeal by operating activitie 2,122 1,57: 1,082
Other changes in operating assets and liabilities (60E5) 19 35(
Net cash provided by operating activit $ 2541 % 257 % 2,36¢

Net cash provided by operating activities decredgeapproximately $36 million in 2007 from 2006h& decrease primarily relates to
a decline in cash settlements from energy supple?€07 as compared to 2006. This decrease viset @irimarily by an increase in net
income in 2007 as compared to 2006.

Net cash provided by operating activities increasgdpproximately $211 million in 2006 from 200® addition to the increase in t
income, net cash provided by operating activitieseased primarily due to the following factors:

« The Utility paid approximately $500 million lessiet tax payments in 2006 as compared to 2

« Deferred income taxes and tax credits decreasegpsoximately $350 million, primarily due to an ieased California franchise tax
deduction, lower taxable supplier settlement incoeueived and a deduction related to the paymeptenfiously accrued litigation cos

« Cash settlements with energy suppliers declineddpyoximately $140 million in 2006 as compared @0%
These increases were partially offset by the follhgwy
« Approximately $290 million of pension contributiongre made during 2006 but not in 20

« Approximately $295 million was paid in April 2006 settle the majority of claims relating to allegegosure to chromium at the
Utility’s natural gas compressor static

« The Utility had approximately $125 million in addital costs primarily related to power and gas prement that were unpaid at the end
of 2005, compared to the end of 2006, primarily thubigher gas prices during 20(

Investing Activities

The Utility's investing activities consist of consttion of new and replacement facilities necessageliver safe and reliable
electricity and natural gas services to its custsm@he level of cash used in investing activilepends primarily upon the amount and typ
construction activities, which can be influencedtvy need to make electricity and natural gasbiiiiy improvements as well as by storms
other factors.

The Utility's cash flows from investing activitiés 2007, 2006 and 2005 were as follows:

2007 2006 2005
(in millions)
Capital expenditure $ (2,76¢) $ (2,407 $ (2,80%)
Net proceeds from sale of ass 21 17 39
Decrease in restricted ca 18t 11t 434
Other investing activities, ni (103) (15€) (29)
Net cash used in investing activities $ (2,665) $ (2,42¢) $ (1,35¢)

Net cash used in investing activities increasedgyyoximately $239 million in 2007 compared to 20®@marily due to an
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increase of approximately $370 million in capitapenditures for the SmartMeter™ installation projgeneration facility spending, replacing
and expanding gas and electric distribution systems
and improving the electric transmission infrastmuet (See “Capital Expenditures” below.)

Net cash used in investing activities increasedgyroximately $1 billion in 2006 compared to 20p&marily due to approximately
$600 million of capital expenditures related totaafre improvements, the SmartMeter™ project, gdimrdacilities, the improvement of the
gas and electric distribution system, and the im@neent of the electric transmission infrastructulre addition, the Utility released $300
million more cash from escrow in 2005 upon settletad Disputed Claims than in 2006.

Financing Activities

The Utility’s cash flows from financing activitider 2007, 2006, and 2005 were as follows:

2007 2006 2005

(in millions)
Borrowings under accounts receivable facility aratking capital facility $ 85C $ 35C $ 26(
Repayments under accounts receivable facility aokiwg capital facility (900 (310 (300
Net issuance (repayments) of commercial papemfdiscount of $1 million in 2007 ar
$2 million in 2006 (209) 45¢ -
Net proceeds from issuance of l-term debt 1,18¢ - 451
Net proceeds from issuance of energy recovery b - - 2,711
Long-term debt, matured, redeemed or repurch - - (1,559
Rate reduction bonds matur (290) (290) (290)
Energy recovery bonds matur (340 (316) (140
Preferred stock dividends pe (19 (19 (16)
Common stock dividends pa (509) (460) (44%)
Preferred stock with mandatory redemption provisicedeeme - - (222)
Preferred stock without mandatory redemption piionis redeeme - - (37
Equity Infusion from PG&E Corporatic 40C - -
Common stock repurchas - - (1,910
Other 23 38 65

Net cash provided by (used in) financing activities $ 195 $ (549 $ (1,327)

In 2007, net cash provided by financing activiiieseased by approximately $739 million compare#@06. This was mainly due to
the following factors:

« The Utility issued Senior Notes in March and Decen2007 for net proceeds of approximately $690iomland $494 million
respectively, with no similar issuances in 2C

« The Utility received equity infusions of $400 nmilii from PG&E Corporation in 2007, with no similafusions in 2006
« The Utility borrowed $500 million more under its ng capital facility in 2007 as compared to 2006.
« The Utility repaid $590 million more under its wamly capital and accounts receivable facilities®?2 as compared to 20(

« The Utility made net commercial paper repaymentspgroximately $209 million in 2007 as comparedéebdborrowings of $458 million
in 2006.

« The Utility paid approximately $49 million more a@mmon stock dividends in 2007 than in 2006.

In 2006, net cash used in financing activities dased by approximately $783 million compared td5200his was mainly due to the
following factors:

« The Utility had net issuances of $458 million imuoercial paper in 2006 with no similar issuanc2005.

« In 2005, the Utility repurchased $1.9 billion innemon stock from PG&E Corporation. There were nmiewn stock repurchases in
2006.

« The Utility received proceeds of $2.7 billion frahe issuance of ERBs in 2005.
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« In May 2005, the Utility borrowed $451 million frothe California Infrastructure and Economic Develgmt Bank, which was funded
by the ban’s issuance of Pollution Control Bonds Seri-G, with no similar borrowing in 2001

« The amount of ERBs that matured in 2006 was apprataly $175 million greater than the amount thatumeal in 2005 .
« The Utility borrowed $90 million more from the acots receivable facility during 2006, as compared@05.
« The Utility redeemed $122 million of preferred %tae 2005 with no similar redemption in 2006.
« In 2005, the Utility redeemed $500 million and dgefed $600 million of Floating Rate First MortgagenBs (redesignated as Ser
Notes in April 2005). The Utility also repaid $484dllion under certain reimbursement obligationatttine Utility entered into in Apr
2004, when its plan of reorganization under Chapteof the U.S. Bankruptcy Code became effectilleere were no similar redemptic
or repayments in 200
PG&E Corporation
Operating Activities
PG&E Corporation's consolidated cash flows fromrapieg activities consist mainly of billings to th#ility for services rendered and
payments for employee compensation and goods amite® provided by others to PG&E Corporation. HE@orporation also incurs interest

costs associated with its debt.

PG&E Corporations’ consolidated cash flows fromragiag activities for 2007, 2006 and 2005 werediofs:

2007 2006 2005

(in millions)
Net income $ 1,006 $ 991 $ 917
Gain on disposal of NEGT (net of income tax benafi$13 million in 2005) - - 13
Net income from continuing operatio 1,00¢ 991 904
Adjustments to reconcile net income to net caskigdea by operating activitie 2,141 1,611 1,122
Other changes in operating assets and liabil (601) 112 383

Net cash provided by operating activit $ 2,54¢ % 2,712 % 2,40¢

In 2007, net cash provided by operating activitiesreased by $168 million as compared to 2006.dEcecase is primarily related to
tax refunds received by PG&E Corporation in 2008 wio similar refunds received in 2007 and a dessréa the Utility's net cash provided by
operating activities.

In 2006, net cash provided by operating activitieseased by $305 million compared to 2005, prilpatiie to an increase in the
Utility's net cash provided by operating activiteasd tax refunds received by PG&E Corporation dutire first and third quarters of 2006 will
no similar refunds received during 2005.

Investing Activities

PG&E Corporation, on a stand-alone basis, did agehany material cash flows associated with inmgsdictivities in the years ended
December 31, 2007, 2006, and 2005.

Financing Activities
PG&E Corporation's primary sources of financingdsinon a stand-alone basis, are dividends fronuthigy, equity issuances, and
external financing. PG&E Corporation’s uses oftgam a stand-alone basis, primarily relate topngment of common stock dividends and

common stock repurchases.

PG&E Corporation's cash flows from financing adtes for 2007, 2006, and 2005 were as follows:
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2007 2006 2005

(in millions)
Borrowings under accounts receivable facility aratking capital facility $ 850 $ 350 $ 260
Repayments under accounts receivable facility andkiwg capital facility (900 (310 (300
Net issuance (repayments) of commercial papemfngiscount of $1 million in 2007 ar (209 458 -
$2 million in 2006
Net proceeds from issuance of l-term debt 1,184 - 451
Net proceeds from issuance of energy recovery b - - 2,711
Long-term debt matured, redeemed or repurch - - (1,556
Rate reduction bonds matur (290; (290 (290
Energy recovery bonds matur (340 (316 (140
Preferred stock with mandatory redemption provisiedeeme - - (122
Preferred stock without mandatory redemption piionis redeeme - - (37
Common stock issue 175 131 243
Common stock repurchas - (114 (2,188
Common stock dividends pa (496, (456 (334
Other 35 3 32
Net cash provided by (used in) financing activi $ 9 $ (544 $ (1,270

During 2007, PG&E Corporation's consolidated nshgarovided by financing activities increased bgragimately $553 million
compared to 2006. The decrease in cash useccafisideration of the Utility’s cash flows provided financing activities, was primarily due
to the payment of $114 million in 2006 to settldigditions related to the 2005 repurchase of comstook, with no similar payments in 2007.

During 2006, PG&E Corporation's consolidated nshaased in financing activities decreased by apprately $726 million
compared to 2005 primarily due to the followingttas, after consideration of the Utility's cashwiofrom financing activities:

» PG&E Corporation paid four quarterly common stoskd&nds in 2006, but made only three payment0D562

« In 2005, PG&E Corporation repurchased approxime#ly billion in common stock. There was no similhare repurchase in 2006, but
PG&E Corporation paid $114 million to settle obtigas related to 2005 stock repurche

CONTRACTUAL COMMITMENTS

The following table provides information about thglity’s and PG&E Corporation’s contractual obligans and commitments at
December 31, 2007. PG&E Corporation and the Ytditter into contractual obligations in connectigth business activities. These future
obligations primarily relate to financing arrangertse(such as long-term debt, preferred stock andiogorms of regulatory financing),
purchases of transportation capacity, natural gdsetectricity to support customer demand and tivelmse of fuel and transportation to
support the Utility's generation activities. (¢ae 17 of the Notes to the Consolidated Finarsfatements.)

Payment due by period

Less than One More than 5
Total year 1-3 years 3-5 years years
(in millions)
Contractual Commitments:
Utility
Purchase obligation
Power purchase agreemeﬁfs
Qualifying facilities $ 17,18 $ 1,77C $ 3,24¢ % 2,891 $ 9,27¢
Irrigation district and water agenci 47¢ 83 164 107 12t
Renewable contrac 8,78: 24¢ 672 1,02¢ 6,84(
Other power purchase agreeme 71€ 23€ 38¢€ 79 13
Natural gas supply and transportat 1,44¢ 1,181 244 21 -
Nuclear fuel 1,08: 82 19t 18¢ 62C
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Preferred dividend$? 70 14 28 28 -

Other Commitment& 26 24 2 - -
Pension and other benefits 90C 30C 60C = =
Operating lease 112 19 27 38 28
Long-term debt”:
Fixed rate obligation 13,91( 36¢ 1,30z 1,161 11,07¢
Variable rate obligation 1,79¢ 28 53 68¢ 1,027

Other long-term liabilities reflected on the Uili
balance sheet under GAA

Energy recovery bond® 2,177 43E 871 871 -
Capital lease obligatior@ 503 5C 10C 10C 25¢

PG&E Corporation
Long-term debt”:
Convertible subordinated not 34t 27 31¢€ - -

@ This table does not include DWR allocated contrhetsause the DWR is currently legally and finartgigdsponsible for these contracts
payments. See Note 17 of the Notes to the Congetidénancial Statements for the Utility's contuattcommitments including power
purchase agreements (including agreements witlifgjngl facility co-generators (“QFs”) irrigation siricts, and water agencies and
renewable energy providers), natural gas supplyti@msportation agreements, and nuclear fuel agrets.

@ preferred dividend estimates beyond five yearqiaténcluded as these dividend payments contingeipetuity.
® Includes commitments for telecommunications andrimftion system contracts in the aggregate amduagproximately $6 million,

vehicle leasing arrangements in the aggregate anod@3 million, and SmartMetét contracts in the aggregate amount of approximatel
$17 million.

@ pG&E Corporation's and the Utility's funding polisyto contribute tax-deductible amounts, conststgth applicable regulatory decisior 3,
sufficient to meet minimum funding requirementseéNote 14 of the Notes to the Consolidated Fimdustatements

® Includes interest payments over the terms of thue. dieterest is calculated using the applicablerest rate and outstanding principal for
each instrument with the terms ending at eachungn’s maturity. (See Note 4 of the Notes to the Codatdid Financial Statement

® Includes interest payments over the terms of thnelbo(See Note 6 of the Notes to the Consolidaitegin€ial Statements.)
() See Note 17 of the Notes to the Consolidated FinhStatements.

The contractual commitments table above excludésngial commitments associated with the conversioexisting overhead electric
facilities to underground electric facilities. Becember 31, 2007, the Utility was committed tonsjieg approximately $236 million for these
conversions. These funds are conditionally conaittepending on the timing of the work, includihg schedules of the respective cities,
counties and telephone utilities involved. Thditytexpects to spend approximately $50 milliors&0 million each year in connection with
these projects. Consistent with past practiceltilgy expects that these capital expenditurelt bé included in rate base as each individual
project is completed and recoverable in rates @thtg customers.

The contractual commitments table above also exslyitential payments associated with unrecogt@ebenefits accounted for
under Financial Accounting Standards Board (“FASBtgrpretation No. 48. “Accounting for Uncertairitylncome Taxes,” (“FIN 48”). On
January 1, 2007, PG&E Corporation and the Utildggated the provisions of FIN 48. (See “AdoptiorNa&fw Accounting Pronouncements” in
Note 2 of the Notes to the Consolidated Finandiate®nents for a discussion of the impact of adopgiod the unrecognized tax bene
balance as of December 31, 2007.) Due to the taingr surrounding tax audits, PG&E Corporation #me Utility cannot make reliable
estimates of the amount and period of future paysienmajor tax jurisdictions related to FIN 4&ligties. Matters relating to tax years that
remain subject to examination are discussed baldMoie 11 of the Notes to the Consolidated Findi@t@ements.

CAPITAL EXPENDITURES

The Utility’s investment in plant and equipmentaled $2.8 billion in 2007, $2.4 billion in 2006,ca#1.9 billion in 2005. The Utility
expects that capital expenditures will total appreately $3.6 billion in 2008 and forecasts thatitd@xpenditures will average approximately
$3.4 billion over each of the next four years. Thiity’s weighted average rate base in 2007 wb8.8 billion. Based on the estimated capital
expenditures for 2008 and 2009, the Utility pragegtweighted average rate base of approximately$iiion for 2008 and approximately
$20.8 billion for 2009.

The Utility forecasts that it will make various éa@binvestments in its electric and gas transroissind distribution infrastructure to
maintain and enhance system reliability and custaaevice, to extend the life of or replace exigtinfrastructure, to add new infrastructure to
meet already authorized growth, and to implemeribua initiatives designed to achieve operating ewst efficiencies. The Utility also is
exploring obtaining regulatory approval for potahtnvestments in electric transmission projectiuding the proposed 500 kV Central
California Clean Energy Transmission project amaiaposed new high voltage transmission
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line to run between Northern California and BritiSblumbia, Canada. In addition, as discussed hdlwswUtility has been incurring substar
capital expenditures in connection with projects

that have already begun, including the construatioacquisition of new generation facilities and thstallation of an advanced metering
system.

PG&E Corporation also may make material investment&/o natural gas transmission pipeline projéestsugh 2011: the proposed
230-mile Pacific Connector Gas Pipeline that wdwgdin at the proposed Jordan Cove liquefied nagasl(“LNG”) terminal to be located in
Coos Bay, Oregon and connect with the Utility'sisraission system near Malin, Oregon, and the pexgp680-mile Ruby Pipeline that would
begin in Wyoming and terminate at the Malin, Oregrderconnect, near California’s northern bordBG&E Corporation, through its
subsidiary, PG&E Strategic Capital, Inc., alonghwiort Chicago Energy Partners, L.P. and Northwgstline Corporation, have agreed to
jointly pursue the development of the Pacific CartaeGas Pipeline which is dependent upon the dgwveént of the Jordan Cove LN
terminal by Fort Chicago Partners, L.P. In Septen#907, applications with the FERC were fileddquest authorization to construct the
proposed Pacific Connector Gas Pipeline and theafio€ove LNG terminal. It is expected that the EBRII issue a decision by the end of
2008. Assuming the required permits, regulatogyrayals, and long-term capacity commitments fohlkibe terminal and pipeline are timely
received and that other conditions are timely 8atsit is anticipated that the proposed LNG teratiand the proposed Pacific Connector Gas
Pipeline could begin commercial operation in 201 December 2007, PG&E Corporation entered intttar of intent with El Paso
Corporation to acquire a 25.5 percent interestliRdso Corporation’s proposed Ruby Pipeline. PGSdeporation’s acquisition of an interest
in the Ruby Pipeline project is subject to varicoaditions, including the negotiation and executibthe partnership documents. Subject to
obtaining the required regulatory and other appgsmvacluding the approvals of the boards of dioestof PG&E Corporation and El Paso
Corporation, and after obtaining necessary cust@omemitments, the Ruby Pipeline is anticipatedeadrbservice in the first quarter of
2011. PG&E Corporation cannot predict whetherdglatory approvals and other conditions for depeient of the Pacific Connector Gas
Pipeline and the Ruby Pipeline will be met.

SmartMeter ™ Progran

In July 2006, the CPUC approved the Utility’s apgtion to install an advanced metering infrastriegstinown as the SmartMeter ™
program, for virtually all of the Utility's electriand gas customers. This infrastructure resultsibstantial cost savings associated with billing
customers for energy usage, and enables the Utlityeasure usage of electricity on a time-of-usgidand to charge demand-response
rates. The main goal of demand-response rateseisdourage customers to reduce energy consuntptiomg peak demand periods and to
reduce peak period procurement costs. Advancedrsean record usage in time intervals and beneradtely. The Utility began installation
of the infrastructure in 2006 and expects to coteptlee installation throughout its service tergitby the end of 2011.

The CPUC authorized the Utility to recover the #1lbfllion estimated SmartMeter ™ project cost, urlthg an estimated capital cost
of $1.4 billion. The $1.74 billion amount includ®$.68 billion for project costs and approximat®4.8 million for costs to market the
SmartMeter ™ technology. In addition, the Utildgn recover in rates 90% of up to $100 millionasts that exceed $1.68 billion without a
reasonableness review by the CPUC. The remairifgill not be recoverable in rates. If additionakts exceed the $100 million threshold,
the Utility may request recovery of the additionaséts, subject to a reasonableness review. Thrd0@h, the Utility has spent an aggregate of

$253 million, including capital costs of $213 nult, to install the SmartMeté! system.

On December 12, 2007, the Utility filed an applicatwith the CPUC requesting approval to upgrageneints of the SmartMeter™
program at an estimated cost of approximately $628on, including approximately $565 million of paal expenditures. The Utility has
proposed to install upgraded electric meters wstfpaiated devices that would offer an expandederafigervice features for customers and
increased operational efficiencies for the Utiliffhese upgraded electric meters and devices wwoldde energy conservation and demand
response options for electric customers. In aalditihe upgraded electric meters are designedtititdige the Utility’s ability to incorporate
future advanced metering technology innovatiors fimely and cost-effective manner. The Utilitgarequested that the CPUC authorize the
Utility to recover the estimated costs of the upgréhrough electric rates beginning in 2009. PG3dEporation and the Utility cannot predict
whether the CPUC will approve its application.

Diablo Canyon Steam Generator Replacement Pro

In November 2005, the CPUC authorized the Utilityeplace the steam generators at the two nucfeaating units at Diablo Cany
(Units 1 and 2). The CPUC authorized the Utildyrécover costs of this project of up to $706 miilfrom customers without further
reasonableness review; if costs exceed this thigstie CPUC authorized the Utility to recover cost up to $815 million, subject to
reasonableness review of the full amount. As afdbeber 31, 2007, the Utility has spent approxinygs800 million, including progress
payments under contracts for the eight steam gtrerthat the Utility has ordered. The Utility @iptates the future expenditures will be
approximately $373 million. The Utility began iaing four of the new steam generators in Uniu2ing the refueling outage that began in
February 2008 and expects to complete installatigkpril 2008. The remaining new generators intUnare expected to be installed in 2009.
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The Utility has obtained two coastal’elopment permits from the California Coastain@ussion to build temporary structures at
Diablo Canyon to house the new generators as tieegrapared for installation and for certain offloay activities. The Utility also has a
conditional use permit from San Luis Obispo Countgtore the old generators on site at Diablo Cany®n January 10, 2007, the Coastal
Enforcement Action Network filed a complaint in tBaperior Court for the County of San Franciscdreggdoth the California Coastal
Commission and the Utility alleging that the Califia Coastal Commission violated the California &abAct, the California Environmental
Quality Act, and the San Luis Obispo Certified Lb€Caastal Program when it approved the permitsautliequiring the Utility to commit to
undertake certain proposed or otherwise feasiblgation measures. The complaint requests thatdhet (1) find that the approval of the
permits was “illegal and invalid,” (2) order thensmission to set aside and vacate its approval(@nidsue a permanent injunction to prohibit
the Utility from engaging in any activity authorizey the permits until the California Coastal Corssion complies with the judgment that the
court may render. The court denied the request fiermanent injunction in April 2007. Further ggedings on the complaint have been
delayed at the request of all parties in suppoangfoing discussions regarding informal resolutbthe complaint. PG&E Corporation and
Utility believe that the permits were legally aralidly approved and issued.

If the replacement of the steam generators in Urstdelayed, the Utility could incur additionalst® to operate and maintain the old
steam generators in Unit 1 until they can be regglaghich would delay and extend project completiates. If the Utility is not able to replace
the generators in Unit 1, the Utility would be re@qd to cease operations at Diablo Canyon Unitd.@ocure power from other sources when
the generators are no longer operable in conformuaiith operating standards. The Ultility would asve to pay for all work done in
connection with the design and fabrication of therfsteam generators and a pro-rated profit upedime the performance under the contracts
is completed or the contracts are terminated. d@asehe progress of the project and productiviéeseent discussion, the Utility does not
expect to incur these additional costs. In thékehyt event that replacement of the generatorsnit Uis halted or delayed, the Utility would
request to recover in customer rates any additicosts.

New Generation Facilities
During 2007, the Utility was engaged in the deveiept of the following generation facilities to bered and operated by the Utility:

« Gateway Generating Station

In November 2006, the Utility acquired the equipm@ermits and contracts related to a partially plated 530-megawatt (“MW”),
power plant in Antioch, California, referred totas Gateway Generating Station (“Gateway”). Th&JCHhas authorized the Utility to
recover estimated capital costs of approximate§0®3illion to complete the construction of the fiagi During 2007, the Utility
incurred approximately $119 million related to thateway project. The Utility estimates that ithedbmplete construction of the
Gateway facility and commence operations in 2!
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« Colusa Power Plar

In November 2006, the CPUC approved the purchadesale agreement between the Utility and E&L WesdtoLLC (“E&L

Westcoast”) under which E&L Westcoast had agreambiwstruct a 657-MW power plant in Colusa Countglifornia (“Colusa Project”)
and, upon successful completion, transfer ownertghipe Utility. The CPUC adopted an initial capitost for the Colusa Project that
equals the sum of the fixed contract costs, thBty)s estimated owner’s costs and a contingencyam to account for the risk and
uncertainty in the estimation of owner’s costsw(@r’s costs include the Utility’'s expenses fordkg@ngineering and consulting services
as well as the costs for internal personnel andhazal related to the project.) The Utility estiesathat the cost to complete the Colusa
Project will be approximately $673 million, includj owner’s costs. The CPUC authorized the Uttitadjust the initial capital costs for
the Colusa Project to reflect any actual incentisgments made to, or liquidated damages receiwesd, fihe contractors through
notification to the CPUC but without a reasonabssneview. The forecasted initial capital costhaf Colusa Project will be trued up in
the Utility’s next GRC following the commencemefitoperations to reflect actual initial capital stThe CPUC authorized the Utility
to seek recovery of additional capital costs attdble to operational enhancements, but otheniisitet! cost recovery to the initial
capital cost estimate. The CPUC also ruled th#tténevent the final capital costs are lower themititial estimate, half of the savings
must be returned to customers. If actual costsexkthe cost limits (except for additional capitadts attributable to operational
enhancements), the Utility would be unable to rec®uch excess costs. During 2007, the Utilityiined approximately $12 million
related to the Colusa Project.

In January 2008, the Utility acquired the assdt#ed to the Colusa Project from E&L Westcoastrai@lL Westcoast notified the Utility
in November 2007 that it intended to terminatefibechase and sale agreement. On January 29, 2@@8posed decision was issued
recommends that the CPUC issue a Certificate ofi®Glonvenience and Necessity (“CPCN”) to allow thidity to begin the
construction of the Colusa Project subject to tfital capital cost limits and operations and maiirance ratemaking as described
above. Permitting or construction delays and ptajevelopment or materials cost overruns coulgedlie project costs to exceed the
CPUC-adopted cost limits. The Utility has signezbatract with a major equipment supplier and hasrga limited notice to proceed to
a contractor to begin engineering and procuremeitites. Subject to the timely issuance of a GR@e issuance of other required
permits, operational performance requirements diner@onditions, it is anticipated that the Col&saject will commence operations in
2010.

« Humboldt Bay Power Plar

In November 2006, the CPUC also approved an agneeimethe construction of a 163-MW power plantéepower the Utilitys existing
power plant at Humboldt Bay, which is at the endt®tiseful life. The CPUC adopted an initial ¢aptost of the Humboldt Bay project
equal to the sum of the fixed contract costs phasUtility’s estimated owner’s costs, but limitdwtcontingency amount for ownsteost:
to 5% of the fixed contract costs and estimatedesigrcosts. The CPUC authorized the Utility toussdjthe initial capital costs to reflect
any actual incentive payments made to, or liquidiatemages received from, the contractors througjfigation to the CPUC but without
a reasonableness review. The forecasted initptatacosts will be trued up in the Utility’'s ne@RC following the commencement of
operations of the plant to reflect actual initiap@tal costs and all cost savings, if any. Thditytis authorized to seek recovery of
additional capital costs that are attributablegerational enhancements, but the request will bgestito the CPUC’s review. The Utility
also is permitted to seek recovery of additionpited costs subject to a reasonableness reviewje8uto obtaining required permits,
meeting construction schedules, operational pedoca requirements and other conditions, it is gated that the Humboldt Bay proj
will commence operations in 2010 at an estimatest abapproximately $239 million, of which approxately $4 million has been
incurred since 200°

On December 20, 2007, the CPUC approved, with rigadibns, the California investor-owned electriditigs’ long-term electricity
procurement plans covering 2007-2016. The CPUEtisibn forecasts that the Utility will need to aiptan additional 800 to 1,200 MW of
new generation by 2015 beyond the Utility's planadditions of renewable resources, energy effigieand demand reduction programs. The
decision allows the utilities to acquire ownersbfpmew conventional generation resources only tiindurnkey and engineering, procurement,
and construction arrangements proposed by thiriegarThe decision prohibits the utilities fronbsitting bids for utility-build generation in
their respective requests for offers (“RFOs”) ugtiestions can be resolved about how to compdigy«ivned generation bids with bids from
independent power producers. The decision alsmipeutility-owned generation projects to be pragmbthrough a separate application outside
of the RFO process in the following circumstan¢g¥to mitigate market power demonstrated by tlilgyuto be held by others, (2) to suppol
use of preferred resources, such as renewableyeseungces, (3) to expand existing facilities, @}ake advantage of a unique and fleeting
opportunity (such as a bankruptcy settlement),(&ntb meet unique reliability needs. The decisalows the utilities to make flexible
proposals for utility-owned generation ratemakimgaocase-by-case basis by eliminating the 2004 Ciri@tions that prohibited the utilities
from recovering construction costs in excess of fiireal bid price from customers but required titdities to share half of any construction ¢
savings with customers.

26




PG&E Corporation and the Utility cannot predict wer any of this forecasted demand will be metugtonew utility-owned
generation projects on which the Utility would heferized to earn an ROE.

OFF-BALANCE SHEET ARRANGEMENTS

For financing and other business purposes, PG&p@ation and the Utility utilize certain arrangertethat are not reflected in their
Consolidated Balance Sheets. Such arrangememistdepresent a significant part of either PG&E fwation's or the Utility's activities or a
significant ongoing source of financing. Thesaagements enable PG&E Corporation and the Utiitgktain financing or execute
commercial transactions on more favorable terma. flirther information related to letter of credgreements, the credit facilities and PG&E
Corporation's guarantee related to certain NEGEnmuity obligations, see Notes 4 and 17 of the Ntutéke Consolidated Financial
Statements.

Credit Risk

Credit risk is the risk of loss that PG&E Corpooatiand the Utility would incur if customers or ceenparties failed to perform their
contractual obligations. The Utility is exposedatooncentration of credit risk associated witreregbles from the sale of natural gas and
electricity to residential and small commercialtonsers in northern and central California. Thisdit risk exposure is mitigated by requiring
deposits from new customers and from those cusmkose past payment practices are below standandaterial loss associated with the
regional concentration of retail receivables is casidered likely.

Additionally, the Utility has a concentration okclit risk associated with its wholesale customads@unterparties mainly in the
energy industry, including other California investaned electric utilities, municipal utilities, ergy trading companies, financial institutions,
and oil and natural gas production companies lacamt¢he United States and Canada. This concéntraf counterparties may impact the
Utility's overall exposure to credit risk becauseimterparties may be similarly affected by econoonicegulatory changes, or other changes in
conditions. If a counterparty failed to performitsmcontractual obligation to deliver electricithen the Utility may find it necessary to proc
electricity at current market prices, which mayhigher than the contract prices. Credit-relatexdds attributable to receivables and electric
and gas procurement activities from wholesale ¢usts and counterparties are expected to be reddedram customers through rates anc
not expected to have a material impact on net ircom

The Utility manages credit risk associated withwitsolesale customers and counterparties by asgigméadit limits based on
evaluations of their financial conditions, net vimprtredit ratings, and other credit criteria asndeg appropriate. Credit limits and credit que
are monitored periodically and a detailed credélgsis is performed at least annually. Furthes,thility ties many energy contracts to master
agreements that require security (referred to eeditcollateral”) in the form of cash, lettersavédit, corporate guarantees of acceptable credit
quality, or eligible securities if current net re@bles and replacement cost exposure exceed ctustly specified limits.

The following table summarizes the Utility's negdit risk exposure to its wholesale customers anshterparties, as well as the
Utility's credit risk exposure to its wholesale mmers or counterparties with a greater than 1086 meelit exposure, at December 31, 2007 and
December 31, 2006:

Net Exposure

) Number of to
Gross Credit Wholesale Wholesale
Exposure ] Customer or  Customer or

Before Credit Credit Net Credit  Counterparties Counterparties
Collateral ®  Collateral Exposure® >10% >10%

(in millions)

December 31, 200 $ 311 % 91 $ 22C 2 $ 111

December 31, 200 $ PASTSR 87 $ 16€ 2 % 113

@ Gross credit exposure equals mark-to-market vatugnancially settled contracts, notes receivaatel net receivables (payables) whert
netting is contractually allowed. Gross and netlitrexposure amounts reported above do not incddglestments for time value or liquidit

@) Net credit exposure is the gross credit exposureiseredit collateral (cash deposits and lettexgadit). For purposes of this table,
parental guarantees are not included as part afeatoalation.

CONTINGENCIES
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PG&E Corporation and the Utility have significamintingencies that are discussed in Note 17 of thted\to the Consolidated
Financial Statements.

REGULATORY MATTERS

The Utility is subject to substantial regulatio@et forth below are matters pending before the CROIECFERC, and the Nuclear
Regulatory Commission (“NRC"), the resolutions dfish may affect the Utility's and PG&E Corporat®mnresults of operations or financial
condition.

2008 Cost of Capital Proceeding

On December 20, 2007, the CPUC issued a decisiitg [imoceeding to set the 2008 capital structaceROES of the three California
investor-owned electric utilities. The CPUC mainéal the Utility’s authorized ROE at 11.35%, comparable to the RpRsoved for the othi
utilities, and maintained the Utility’s common etyutcomponent at 52%. The following table compahesauthorized amounts for 2007 with
the authorized amounts for 2008:

2007 Authorized 2008 Authorized
Capital Weighted Capital Weighted
Cost Structure Cost Cost Structure Cost
Long-term debi 6.02% 46.0(% 2.71% 6.05% 46.0(% 2.7¢%
Preferred stoc 5.87% 2.0(% 0.12% 5.68% 2.0(% 0.11%
Common equity 11.35% 52.0% 5.9(% 11.35% 52.0(% 5.9(%
Return on rate bas 8.7<% 8.7<%

In a second phase of the proceeding, the Utilitydlao proposed to replace the annual cost ofatgpitceeding with an annual cos
capital adjustment mechanism for the five-yearquefrom 2009 through 2013. The mechanism woulizatan interest rate benchmark to
trigger changes in the authorized cost of equitghe change is more than 75 basis points, theafosquity would be adjusted by one-half the
change in the benchmark interest rate. The cdstshi and preferred stock would be trued up tdr tieeorded values in each year. Other
parties, including The Utility Reform Network (“TUNR), Utility Consumers’ Action Network, Southern {ffarnia Edison, and the CPUC'’s
Division of Ratepayer Advocates (“DRA”) have subterit proposals to continue the annual proceedirgglopt a biennial proceeding.

A final decision in the second phase is scheduduktissued by April 24, 2008. PG&E Corporatiod #me Utility are unable to
predict the outcome of this phase of the proceeding

Spent Nuclear Fuel Storage Proceedin

As part of the Nuclear Waste Policy Act of 1982n@ess authorized the U.S. Department of EnergDED and electric utilities
with commercial nuclear power plants to enter icdatracts under which the DOE would be requiredispose of the utilities’ spent nuclear
fuel and high-level radioactive waste no later thanuary 31, 1998, in exchange for fees paid bytitidges. In 1983, the DOE entered into a
contract with the Utility to dispose of nuclear weafrom the Utility’s two nuclear generating uréiisDiablo Canyon and its retired nuclear
facility at Humboldt Bay (“Humboldt Bay Unit 3”).He DOE failed to develop a permanent storage giteahuary 31, 1998. The Utility
believes that the existing spent fuel pools at Ri&kanyon (which include newly constructed temppistorage racks) have sufficient capacity
to enable the Utility to operate Diablo Canyon Layiproximately 2010 for Unit 1 and 2011 for Unit 2

Because the DOE failed to develop a permanentgeasite, the Utility obtained a permit from the NRbuild an on-site dry cask
storage facility to store spent fuel through aste224. After various parties appealed the NR€Sgance of the permit, the U.S. Court of
Appeals for the Ninth Circuit issued a decisior2@06 requiring the NRC to issue a supplementalrenmental assessment report on the
potential environmental consequences in the evigtetrimrist attack at Diablo Canyon, as well ase@iew other contentions raised by the
appealing parties related to potential terrorisredts. In August 2007, the NRC staff issued d 8oaplemental environmental assessment
report concluding there would be no significantiemwmental impacts from potential terrorist actsedied at the Diablo Canyon storage
facility. On January 15, 2008, the NRC decidefdtdl hearings on whether it provided a completeodiighe references upon which it relied to
find that there would not be a significant enviramtal impact and whether it sufficiently addresedimpacts on land and the local economy
of a potential terrorist attack. Itis expectedttthe NRC will issue a final decision in the thipdarter of 2008.

The Utility expects to complete the dry cask sterfagility and begin loading spent fuel in 2008thke Utility is unable to complete
the dry cask storage facility, if operation of faeility is delayed beyond 2010, or if the Utility otherwise unable to
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increase its on-site storage capacity, it is pdsskat the operation of Diablo Canyon may haveedaurtailed or halted as early as 2010 with
respect to Unit 1 and 2011 with respect to Unit 2
until such time as additional safe storage for sfigel is made available.

The Utility and other nuclear power plant ownersénaued the DOE for breach of contract. The Wt#i#eks to recover its costs to
develop orsite storage at Diablo Canyon and Humboldt Bay Bnitn October 2006, the U.S. Court of Federalr@$sfound that the DOE h:
breached its contract and awarded the Utility axipnately $42.8 million of the $92 million incurrdyy the Utility through 2004. The Utility
appealed to the U.S. Court of Appeals for the Fadgircuit seeking to increase the amount of tharavand challenged the U.S. Court of
Federal Claims’ finding that the Utility would hairecurred some of the costs for the on-site stofagiities even if the DOE had complied
with the contract. A decision on the appeal isezted by the end of 2008. The Utility will seekrémover costs incurred after 2004 in future
lawsuits against the DOE. Any amounts recoverethfthe DOE will be credited to customers throughsa

PG&E Corporation and the Utility are unable to peethe outcome of this appeal or the amount of asgitional awards that the
Utility may receive. If the U.S. Court of Fedefhims’ decision is not overturned or modified @peal, it is likely that the Utility will be
unable to recover all of its future costs for ofe-storage facilities from the DOE. However, ressay incurred costs related to the on-site
storage facilities are, in the case of Diablo Camyecoverable through rates and, in the case ofthdldt Bay Unit 3, recoverable through its
decommissioning trust fund.

RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, mainly throughk iwnership of the Utility, are exposed to marlsk,rwhich is the risk that
changes in market conditions will adversely affeetincome or cash flows. PG&E Corporation andUlikty face market risk associated w
their operations, financing arrangements, the mpl&ee for electricity, natural gas, electricitatismission, natural gas transportation and
storage, other goods and services, and other aspfettteir businesses. PG&E Corporation and tliéyJtategorize market risks as price risk
and interest rate risk.

As long as the Utility can conclude that it is pabke that its reasonably incurred wholesale elgttrprocurement costs are
recoverable through the ratemaking mechanism desttelow, fluctuations in electricity prices wilbt affect earnings but may impact cash
flows. The Utility’s natural gas procurement cdstsits core customers are recoverable througiCitve Procurement Incentive Mechanism
(“CPIM™) and other ratemaking mechanisms, as dbscrbelow. The Utility’s natural gas transportatand storage costs for core customers
are also fully recoverable through a ratemakinghmatsm. However, the Utility’s natural gas transgtion and storage costs for non-core
customers may not be fully recoverable. The Wtibtsubject to price and volumetric risk for thargon of intrastate natural gas transportation
and storage capacity that has not been sold uodgfterm contracts providing for the recovery dffiaed costs through the collection of fixed
reservation charges. The Utility sells most otapacity based on the volume of gas that thetysilcustomers actually ship, which exposes
the Utility to volumetric risk. Movement in inteserates can also cause earnings and cash flowctoidte.

The Utility actively manages market risks througtk management programs designed to support bgsiigsctives, discourage
unauthorized risk-taking, reduce commodity costtility, and manage cash flows. The Utility usesivhtive instruments only for nanading
purposes (i.e., risk mitigation) and not for spativk purposes. The Ultility's risk managementvé@s include the use of energy and financial
instruments, such as forward contracts, futureapswoptions, and other instruments and agreenmantd,of which are accounted for as
derivative instruments. Some contracts are acealfor as leases.

The Ultility estimates the fair value of derivativstruments using the midpoint of quoted bid arlcedorward prices, including
guotes from brokers and electronic exchanges, soppited by online price information from news seggi When market data is not
available, the Utility uses models to estimate Yailue.

Price Risk
Electricity Procurement

The Utility relies on electricity from a diverse xof resources, including third-party contractscamts allocated under DWR
contracts and its own electricity generation féied. When customer demand exceeds the amoutgdatfieity that can be economically
produced from the Utility’'s own generation fac#isi plus net energy purchase contracts (includindRDdhtracts allocated to the Utility’s
customers), the Utility will be in a “short” pogiti. In order to satisfy the short position, thditytpurchases electricity from suppliers prior to
the hour- and day-ahead CAISO scheduling timeframreis the real-time market. When the Utility\spply of electricity from its own
generation resources plus net energy purchaseactsmexceeds customer demand, the Utility is iloag” position. When the Utility is in a
long position, the Utility sells the excess supiplyhe real-time market. The CAISO currently adisters a real-time wholesale market for the
sale of electric energy. This market is used leyGAISO to fine
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tune the balance of supply and demand in real time.

Price risk is associated with the uncertainty a¢gs when buying or selling to reduce open positi@hort or long positions). This
price risk is mitigated by electricity price caphe FERC has adopted a “soft” cap on energy po€&d00 per megawatt-hour (“MWh”) that
applies to the spot market (i.e., real-time, hcheaal and day-ahead markets) throughout the WeStectricity Coordinating Council area. (A
“soft” cap allows market participants to submitditiat exceed the bid cap if adequately justified,does not allow such bids to set the market
clearing price. A “hard” cap prohibits bids thateed the cap, regardless of the seller’s costs.)

As part of the CAISO’s Market Redesign and Techgplopgrade (“MRTU”) initiative, the CAISO plans tmplement a change to
the day-ahead, hour-ahead and real-time markdtsding new price "hard" caps of $500/MWh when MRBé&lins, rising to $750/MWh after
the twelfth month of MRTU, and finally to $1000/MWéiter the twenty-fourth month. The CAISO has yeththe start date of MRTU several
times and has indicated that it will not set a mate for commencement of MRTU until market particits have had an opportunity to test the
final MRTU system functionality and have providexdflback to the CAISO.

The amount of electricity the Utility needs to miet demands of customers that is not satisfied thee Utility's own generation
facilities, existing purchase contracts, or DWRtcacts allocated to the Utility's customers, isjeabto change for a number of reasons,
including:

- periodic expirations or terminations of existingetticity purchase contracts, or entering into pemchase contracts;
« fluctuation in the output of hydroelectric and athenewable power facilities owned or under corift

« changes in the Utility's customers' electricity deis due to customer and economic growth, wedthplementation of new energy
efficiency and demand response programs, diregssc@and community choice aggregat

« the acquisition, retirement or closure of generafarilities; and
« changes in market prices that make it more ecoralrtogourchase power in the market rather tharthes&Jtility’ s existing resource

Lengthy, unexpected outages of the Utility's geti@nefacilities or other facilities from which ityochases electricity also could cause
the Utility to be in a short position. It is pdsig that the operation of Diablo Canyon may haviedaurtailed or halted as early as 2010, if
suitable storage facilities are not available foergt nuclear fuel, which would cause a signifidantease in the Utility's short position (see
“Spent Nuclear Fuel Storage Proceedings” aboviegny of these events were to occur, the Utilityyrfiad it necessary to procure electricity
from third parties at then-current market prices.

In December 2007, the DWR terminated a contradt ®alpine Corporation to purchase 1,000 MW of Haad power needed by the
Utility’s customers and replaced it with a 180 M@lling arrangement. In addition, the DWR may wytérminate or renegotiate other long-
term power purchase contracts it has entered iittoather power suppliers. To the extent DWR deshinate or renegotiate other contracts,
the Utility will be responsible for procuring addial electricity to meet its customers’ demandgptally at then-current market prices.

The Ultility expects to satisfy at least some offitvecasted short position through the CPUC-apmt@antracts it has entered into in
accordance with its CPUC-approved long-term praoer plan covering 2007 through 2016. The Utildgovers the costs incurred under
these contracts and other electricity procuremesitscthrough retail electricity rates that are ajd whenever the forecasted aggregate over-
collections or under-collections of the Utility’sqeurement costs for the current year exceed 5&eoUtility's prior year electricity
procurement revenues. On January 23, 2008, thieyUiled an application with the CPUC to adjustes to recover the additional $531 mill
in net procurement costs that the Utility expeotstur in 2008 due to the termination of the cactibetween the DWR and Calpine
Corporation, discussed above. Because the DWR&upement costs will be lower due to the termimatibthis contract, the Utility also has
requested that the CPUC reduce the correspondiongrnof DWR procurement costs that the Utility eotls from its customers on the DWR'’s
behalf. The Chapter 11 Settlement Agreement pesvitiat the Utility will recover its reasonable tsosf providing utility service, including
power procurement costs. As long as these cosveeg mechanisms remain in place, adverse marks phanges are not expected to impact
the Utility's net income. The Ultility is at risk the extent that the CPUC may in the future disalbortions or the full costs of procurement
transactions. Additionally, market price changesld impact the timing of the Utility's cash flows.

Electric Transmission Congestion Righ
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Among other features, the MRTU initiative providkat electric transmission congestion costs anditsrevill be determined between
any two locations and charged to the market pa#itis, including load serving entities (“LSEs"kiteg energy that passes between those
locations. The CAISO also will provide CongestiReavenue Rights (“CRRs”) to allow market particignincluding LSES, to hedge the
financial risk of CAISO-imposed congestion chargethe MRTU day-ahead market. The CAISO will rele&RRs through an annual and
monthly process, each of which includes both ascalion phase (in which LSEs receive CRRs at nt) emsl an auction phase (priced at
market, and available to all market participants).

The Utility has been allocated and has acquiredwizion certain CRRs as of December 31, 2007 aticiates acquiring additional
CRRs through the allocation and auction phases fwrithe MRTU effective date. The CRRs are accedifibr as derivative instruments and
will be recorded in PG&E Corporation’s and the Ititis Consolidated Balance Sheets at fair valubar@es in the fair value of the CRRs wiill
be deferred and recorded in regulatory accourttset@xtent they are recoverable through rates.

Natural Gas Procurement (Electric Portfolic

A portion of the Utility's electric portfolio is gosed to natural gas price risk. The Utility magsthis risk in accordance with its risk
management strategies included in electricity prexent plans approved by the CPUC. The CPUC didprove the Utility’s proposed
electric portfolio gas hedging plan that was inelddn the Utility’s long-term procurement plan.stead, the CPUC deferred consideration of
the proposal to another proceeding. The CPUC edlire Utility to continue operating under the pwegly approved gas hedging plan. The
expenses associated with the hedging plan are &xptxbe recovered through rates.

Natural Gas Procurement (Core Customel

The Utility generally enters into physical and ficéal natural gas commaodity contracts from onemelte months in length to fulfill
the needs of its retail core customers. Changtsmperature cause natural gas demand to vary, dadlgthly, and seasonally. Consequently,
varying volumes of gas may be purchased in the hiyand, to a lesser extent, daily spot market éetsuch seasonal demand. The Utility's
cost of natural gas purchased for its core custsimetudes costs for the commodity, Canadian atetstate transportation, and intrastate gas
transmission and storage.

Under the CPIM, the Utility's purchase costs fdixad 12-month period are compared to an aggregaiiet-based benchmark based
on a weighted average of published monthly and/deitural gas price indices at the points wherdtigy typically purchases natural
gas. Costs that fall within a tolerance band, Wh$c99% to 102% of the benchmark, are considezadanable and are fully recovered in
customers' rates. One-half of the costs above 18f2%e benchmark are recoverable in customessraind the Utility's customers receive in
their rates 75% of any savings resulting from thiéityys cost of natural gas that is less than 980the benchmark. The shareholder award is
capped at the lower of 1.5% of total natural gasmodity costs or $25 million. While this cost reeoy mechanism remains in place, changes
in the price of natural gas are not expected teernaly impact net income.

On June 7, 2007, the CPUC issued a decision apgr@aviong-term hedging program for the Utilgycore gas purchases. The deci
approved a settlement agreement between the Wititithree major consumer advocate groups thagsept the interests of core customers,
including the DRA, Aglet Consumer Alliance, and TNRIn addition, as part of the long-term core heeggogram settlement, the Utility and
the DRA agreed to modify the CPIM sharing provisioncost savings below the tolerance band to 2bB&eholder and 80% customers,
beginning with the 2007-2008 CPIM cycle (NovembgP@07 through October 31, 2008).

Under the decision, the long-term core hedge pragrdl be in place for up to five years startingtivthe 2007-2008 winter
season. The Utility consults with an advisory grotonsisting of members of the three core gaswuas advocate groups, before submitting
its annual hedging plan to the CPUC for approvidie Utility’s hedging costs will be recovered frats core gas customers as long as the
CPUC finds that the Utility implemented its hedgeaccordance with the pre-approved plan. All s@std benefits associated with hedging
purchases under the approved annual hedging plaheraccounted for outside the CPIM.

The Utility’s filed core hedge plan prescribes fimancial hedges that will be put in place on dimglthree-year basis (the current
winter season and the next two subsequent winésosis), consistent with pre-defined hedge progrararpeters. The CPUC approved the
20072008 winter season annual hedge plan on June R&, Zlhe Utility completed the execution of its gedlan in the third quarter of 20(
Nuclear Fuel

The Utility purchases nuclear fuel for Diablo Canytbrough contracts with terms ranging from onghideen years. These
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long-term nuclear fuel agreements are with largd|-established international producers in ordedit@rsify its commitments and provide
security of supply. Nuclear fuel costs are receder
from customers through rates and, therefore, cteimgeuclear fuel prices are not expected to matgrimpact net income.

Natural Gas Transportation and Storac

The Utility faces price and volumetric risk for thertion of intrastate natural gas transportatiod storage capacity that is used to
serve non-core customers. This risk is mitigatethé extent these non-core customers contrattaosportation and storage services under
firm service agreements that provide for recovdrgubstantial costs through reservation chargde réservation charges under such contracts
typically cover approximately 65% of the Utilitytstal cost of service. Price risk and volumetigk result from variability in the price of and
demand for natural gas transportation and storageces, respectively. Transportation and stosmyeices are sold at both tariffed rates and
competitive market-based rates within a cost-ofiserframework.

The Utility uses value-at-risk to measure the shalders' exposure to price and volumetric risksiltgsy from variability in the price
of and demand for natural gas transportation amegé services that could impact revenues dueangds in market prices and customer
demand. Value-at-risk measures this exposureavelting 12-month forward period and assumes tiietcontract positions are held through
expiration. This calculation is based on a 99%fidemce level, which means that there is a 1% pridihyathat the impact to revenues on a pre-
tax basis, over the rolling 12-month forward perinill be at least as large as the reported vatugsk. Value-at-risk uses market data to
quantify the Utility’s price exposure. When markiata is not available, the Utility uses historidata or market proxies to extrapolate the
required market data. Value-at-risk as a meadupertfolio risk has several limitations, includingut not limited to, inadequate indication of
the exposure to extreme price movements and thefusstorical data or market proxies that may adéquately capture portfolio risk.

The Utility's value-at-risk calculated under thethmelology described above was approximately $3fianiand $26 million at
December 31, 2007 and December 31, 2006, resplyctiVle Utility's high, low, and average valuerat during the years ended December
31, 2007 and December 31, 2006 were approximag9yndillion, $21 million, and $29 million, and $41ilkon, $22 million, and $33 million,
respectively.

Convertible Subordinated Notes

At December 31, 2007, PG&E Corporation had outstapdpproximately $280 million of Convertible Suborated Notes that matu
on June 30, 2010. These Convertible SubordinateddNmay be converted (at the option of the holaeany time prior to maturity into
approximately 18,558,059 shares of common stodk@%&E Corporation, at a conversion price of $15.68ghare. The conversion price is
subject to adjustment for significant changes sriimber of PG&E Corporation’s outstanding comnieras. In addition, holders of the
Convertible Subordinated Notes are entitled toivectass-through dividends” determined by multiptythe cash dividend paid by PG&E
Corporation per share of common stock by a numbealeto the principal amount of the Convertible &ulinated Notes divided by the
conversion price. PG&E Corporation paid “passigio dividends” to the holders of Convertible Sulbeated Notes of approximately $26
million in 2007 and approximately $7 million on damy 15, 2008. Since no holders of the Converthlbordinated Notes exercised the one-
time right to require PG&E Corporation to repurahéize Convertible Subordinated Notes on June 307, 2BG&E Corporation reclassified the
Convertible Subordinated Notes as a noncurrenilitiain Noncurrent Liabilities - Long-Term Debih the accompanying Consolidated
Balance Sheets effective as of that date.

In accordance with Statement of Financial Accounttandard No. 133, “Accounting for Derivative hshents and Hedging
Activities,” the dividend participation rights compent of the Convertible Subordinated Notes is icemed to be an embedded derivative
instrument and, therefore, must be bifurcated ftoenConvertible Subordinated Notes and recordégiratalue in PG&E Corporation's
Consolidated Financial Statements. Dividend pigdiion rights are recognized as financing casidlon PG&E Corporation’s Consolidated
Statements of Cash Flows. Changes in the fairvata recognized in PG&E Corporation's Consolid&tedements of Income as a non-
operating expense or income (in Other Income, Nat)December 31, 2007 and December 31, 2006 otia¢ ¢stimated fair value of the
dividend participation rights component, on a prefasis, was approximately $62 million and $79iam| respectively, of which $25 million
and $23 million, respectively, was classified asiaent liability (in Current Liabilities - Othegnd $37 million and $56 million, respectively,
was classified as a noncurrent liability (in Norremt Liabilities - Other).

Interest Rate Risk
Interest rate risk sensitivity analysis is usechtasure interest rate risk by computing estimalteages in cash flows as a result of
assumed changes in market interest rates. At Deme®1, 2007, if interest rates changed by 1% lfauarent variable rate debt issued by

PG&E Corporation and the Utility, the change woaftéct net income by approximately $3 million, béie® net variable rate debt and other
interest rate-sensitive instruments outstanding.
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CRITICAL ACCOUNTING POLICIES

The preparation of Consolidated Financial Statemenaccordance with the accounting principles gaheaccepted in the United
States of America involves the use of estimatesamsdmptions that affect the recorded amountssetagnd liabilities as of the date of the
financial statements and the reported amountsvefinges and expenses during the reporting peride. aEcounting policies described below
are considered to be critical accounting policike, in part, to their complexity and because tapplication is relevant and material to the
financial position and results of operations of FE&s&orporation and the Utility, and because thedieips require the use of material
judgments and estimates. Actual results may défdastantially from these estimates. These pgliare their key characteristics are outli
below.

Regulatory Assets and Liabilities

PG&E Corporation and the Utility account for thedncial effects of regulation in accordance witiASHNo. 71, “Accounting for the
Effects of Certain Types of Regulation” (“SFAS Nd."). SFAS No. 71 applies to regulated entitieosdrates are designed to recover the
cost of providing service. SFAS No. 71 appliealtof the Utility's operations.

Under SFAS No. 71, incurred costs that would otligewe charged to expense may be capitalized aodded as regulatory assets if
it is probable that the incurred costs will be nezred in future rates. The regulatory assets m@tized over future periods consistent with the
inclusion of costs in authorized customer ratésosts that a regulated enterprise expects taiincihe future are being recovered through
current rates, SFAS No. 71 requires that the regdlanterprise record those expected future cestsgalatory liabilities. In addition, amoul
that are probable of being credited or refundeclisiomers in the future must be recorded as regylaabilities. Regulatory assets and
liabilities are recorded when it is probable, afirdel in SFAS No. 5, "Accounting for Contingenci¢$SFAS No. 5"), that these items will be
recovered or reflected in future rates. Deterngrprobability requires significant judgment on ffeet of management and includes, but is not
limited to, consideration of testimony presentedeigulatory hearings, proposed regulatory decisifinal regulatory orders and the strength or
status of applications for rehearing or state cappeals. The Utility also maintains regulatoriabaing accounts, which are comprised of ¢
and cost balancing accounts. These balancing atsare used to record the differences betweemuegeand costs that can be recovered
through rates.

If the Utility determined that it could not applf&S No. 71 to its operations or, if under SFAS Wb, it could not conclude that it is
probable that revenues or costs would be recovareeflected in future rates, the revenues or castdd be charged to income in the period in
which they were incurred. If it is determined thategulatory asset is no longer probable of regowerates, then SFAS No. 71 requires that it
be written off at that time. At December 31, 20BG&E Corporation and the Utility reported regutgtassets (including current regulatory
balancing accounts receivable) of approximatel $fllion and regulatory liabilities (including aemt balancing accounts payable) of
approximately $5.1 billion.

Unbilled Revenues

The Utility records revenue as electricity and naltgas are delivered. Amounts delivered to custsmare determined through the
systematic readings of customer meters performemimonthly basis. At the end of each month, teetdt and gas usage from the last meter
reading is estimated and corresponding unbilledmee is recorded. The estimate of unbilled revéndetermined by factoring an estimate of
the electricity and natural gas load delivered wéttent historical usage and rate patterns.

In the following month, the estimate for unbillesenue is reversed and actual revenue is recortilion meter readings. The
accuracy of the unbilled revenue estimate is agfittly factors that include fluctuations in energyndnds, weather, and changes in the
composition of customer classes. At December 8Q72accrued unbilled revenues totaled $750 million

Environmental Remediation Liabilities

Given the complexities of the legal and regulatmyironment regarding environmental laws, the pgead estimating environmental
remediation liabilities is a subjective one. Thtdity records a liability associated with enviroental remediation activities when it is
determined that remediation is probable, as defin&@FAS No. 5, and the cost can be estimated@asonable manner. The liability can be
based on many factors, including site investigatioeamediation, operations, maintenance, monitaimgjclosure. This liability is recorded at
the lower range of estimated costs, unless a mujexiive estimate can be achieved. The recorddidlity is re-examined every quarter.

At December 31, 2007, the Utility's accrual for isedunted and gross environmental liabilities wggraximately $528 million. The
Utility's undiscounted future costs could incressas much as $834 million if other potentiallypessible parties are
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not able to contribute to the settlement of thexstscor the extent of contamination or necessangdéation is greater than anticipated.

The accrual for undiscounted and gross environnhéahilities is representative of future eventattiare likely to occur. In
determining maximum undiscounted future costs, svtrat are possible but not probable are include¢ke estimation.

Asset Retirement Obligations

The Utility accounts for its long-lived assets un8&AS No. 143, "Accounting for Asset Retirementi@dtions” (“SFAS No. 143"),
and FASB Interpretation No. 47, “Accounting for @itional Asset Retirement Obligations - An Intetjateon of SFAS No. 143" (“FIN
47"). SFAS No. 143 and FIN 47 require that an assrement obligation be recorded at fair valuéhie period in which it is incurred if a
reasonable estimate of fair value can be madé¢helsame period, the associated asset retiremstst @@ capitalized as part of the carrying
amount of the related long-lived asset. Rate-gggdl entities may recognize regulatory assetabililies as a result of timing differences
between the recognition of costs as recorded inrdemice with SFAS No. 143 and FIN 47 and costsveraa through the ratemaking process.

The fair value of asset retirement obligations (‘®@Ris dependent upon the following components:
« Decommissioning cos- The estimated costs for labor, equipment, mataridi other disposal cos
« Inflation adjustmen- The estimated cash flows are adjusted for irdftaistimates;

- Discount rate- The fair value of the obligation is based onediradjusted risk free rate that reflects the gskociated with the
obligation; anc

» Third-party marlup adjustment- Internal labor costs included in the cash flow akdtion were adjusted for costs that a third partyld
incur in performing the tasks necessary to relieedsset in accordance with SFAS No. :

Changes in these factors could materially affeetabligation recorded to reflect the ultimate @sgociated with retiring the assets
under SFAS No. 143 and FIN 47. For example, ifitiflation adjustment increased 25 basis poinis,would increase the balance for ARG
approximately 1.26%. Similarly, an increase indmszount rate by 25 basis points would decreas® AR0.95%. At December 31, 2007, the
Utility's estimated cost of retiring these assstagproximately $1.6 billion.

Accounting for Income Taxes

PG&E Corporation and the Utility account for incotages in accordance with SFAS No. 109, “Accounforgncome Taxes,” which
requires judgment regarding the potential tax eé$fef various transactions and ongoing operatiordetermine obligations owed to tax
authorities. Amounts of deferred income tax asapttliabilities, as well as current and noncureadruals, involve estimates of the timing
probability of recognition of income and deductiorsctual income taxes could vary from estimatedants due to the future impacts of
various items, including changes in tax laws, PG&dtporation's financial condition in future peripdsd the final review of filed tax returns
by taxing authorities.

On January 1, 2007, PG&E Corporation and the Mtiddopted the provisions of FIN 48. (See Note thefNotes to the Consolidated
Financial Statements for further discussion.)

Pension and Other Postretirement Plans

Certain employees and retirees of PG&E Corporadimthits subsidiaries participate in qualified and-qualified non-contributory
defined benefit pension plans. Certain retired legrges and their eligible dependents of PG&E Cafion and its subsidiaries also participate
in contributory medical plans, and certain retieedployees participate in life insurance plans (refito collectively as "other postretirement
benefits"). Amounts that PG&E Corporation and lthiity recognize as costs and obligations to pdevpension benefits under SFAS No. 1
“Employers’ Accounting for Defined Benefit Pensiand Other Postretirement Plans” (“SFAS No. 1585AS No. 87, "Employers'
Accounting for Pensions” (“SFAS No. 87") and otlenefits under SFAS No. 106, "Employers’ AccounfiogPostretirement Benefits Other
than Pensions" (“SFAS No. 106") are based on atadf factors. These factors include the provisiof the plans, employee demographics
and various actuarial calculations, assumptionsaamedunting mechanisms. Because of the complekitiyese calculations, the long-term
nature of these obligations and the importanceé®fissumptions utilized, PG&E Corporation's and tikty's estimate of these costs and
obligations is a critical accounting estimate.

Actuarial assumptions used in determining penshdigations include the discount rate, the average of future compensation
increases, and the expected return on plan as&etgarial assumptions used in determining othatnedirement
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benefit obligations include the discount rate,ekpected return on plan assets, and the assumkh ta@ cost trend rate. PG&E Corporation
and the Ultility review these assumptions on an

annual basis and adjust them as necessary. WB8&RCorporation and the Utility believe the assuimps used are appropriate, significant
differences in actual experience, plan changesigmificant changes in assumptions may materidfgcathe recorded pension and other
postretirement benefit obligations and future @apenses.

In accordance with accounting rules, changes irfitesbligations associated with these assumptioag not be recognized as costs
on the income statement. Differences between aat@ssumptions and actual plan results are dedfa@r accumulated other comprehensive
income and are amortized into cost only when tleimelated differences exceed 10% of the greatdreoprojected benefit obligation or the
market value of the related plan assets. If necgsthe excess is amortized over the average néngagervice period of active employees. As
such, significant portions of benefit costs recdrdeany period may not reflect the actual levetath benefits provided to plan
participants. PG&E Corporation's and the Utilitygsorded pension expense totaled $117 millior0idi72 $185 million in 2006, and $176
million in 2005 in accordance with the provisiorfsS&-AS No. 87. PG&E Corporation's and the Utitityecorded expense for other
postretirement benefits totaled $44 million in 20629 million in 2006, and $55 million in 2005 inardance with the provisions of SFAS |
106.

As of December 31, 2006, PG&E Corporation and thityJadopted SFAS No. 158, which requires theded status of an entity’s
plans to be recognized on the balance sheet witlifaetting entry to accumulated other comprehengiecome, resulting in no impact to the
statement of income.

Under SFAS No. 71, regulatory adjustments have beesrded in the Consolidated Statements of IncanteConsolidated Balance
Sheets of the Utility to reflect the differenceween Utility pension expense or income for accagnpurposes and Utility pension expense or
income for ratemaking, which is based on a fundipgroach. Since 1993, the CPUC has authorizeQtiliy to recover the costs associated
with its other benefits based on the lesser ofSRAS No. 106 expense or the annual tax-deductdnéributions to the appropriate trusts.

PG&E Corporation's and the Utility's funding polisyto contribute tax-deductible amounts, consistéth applicable regulatory
decisions and federal minimum funding requiremeased upon current assumptions and availablenvation, PG&E Corporation and the
Utility have not identified any minimum funding neigements related to its pension plans.

In July 2006, the CPUC approved the Utility’s 2@®@&nsion Contribution Application to resume ratewety for the Utility’s
contributions to the qualified defined benefit pensplan for the years 2006 through 2009, withgbal of fully-funded status by 2010. In
March 2007, the CPUC extended the terms of thesaecfor one additional year, through 2010. PG&&goration and the Utility made total
pension contributions of approximately $139 millior2007 and expect to make total contributionaggroximately $176 million annually for
the years 2008, 2009, and 2010. PG&E Corporatiahtiae Utility made total contributions of approxtaly $38 million in 2007 related to
their other postretirement benefit plans and expmentake contributions of approximately $58 milliannually for the years 2008, 2009, and
2010.

Pension and other postretirement benefit fund$ieletin external trusts. Trust assets, includioguanulated earnings, must be used
exclusively for pension and other postretirememteie payments. Consistent with the trusts' inmestt policies, assets are invested in U.S.
equities, non-U.S. equities, absolute return séesriand fixed income securities. Investment s8es are exposed to various risks, including
interest rate risk, credit risk, and overall marketatility. As a result of these risks, it is smably possible that the market values of
investment securities could increase or decreaeinear term. Increases or decreases in maakets/could materially affect the current
value of the trusts and, as a result, the futurellef pension and other postretirement benefieasg.

Expected rates of return on plan assets were deselby determining projected stock and bond retanmusthen applying these returns
to the target asset allocations of the employeefitdarusts, resulting in a weighted average rdteeturn on plan assets.

Fixed income returns were projected based on rasunity and credit spreads added to a long-tertatioh rate. Equity returns were
estimated based on estimates of dividend yieldreaabdearnings growth added to a long-term rateftdtion. For the Utilitys Retirement Plal
the assumed return of 7.4% compares to a ten-paaalaeturn of 7.9%.

The rate used to discount pension and other postretnt benefit plan liabilities was based on ddy@irve developed from market
data of over 500 Aa-grade non-callable bonds aeBéer 31, 2007. This yield curve has discountrttat vary based on the duration of the
obligations. The estimated future cash flows far pension and other postretirement obligationgweatched to the corresponding rates ol
yield curve to derive a weighted average discoatd.

The following reflects the sensitivity of pensiomsts and projected benefit obligation to change=itain actuarial assumptions:
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Increase in

Projected
Benefit

Increase Increase in  Obligation at

(decrease) ir 2007 Pensiol December

Assumption Costs 31, 2007

(in millions)

Discount rate 0.5% $ 22 % 612
Rate of return on plan ass: (0.5% 44 -
Rate of increase in compensat 0.5% 18 12¢

The following reflects the sensitivity of other piegirement benefit costs and accumulated benklfigation to changes in certain
actuarial assumptions:

Increase in
Increase in  Accumulated

2007 Benefit
Increase Other Obligation at
(decrease) it Postretirement  December

Assumption Benefit Costs 31, 2007

(in millions)

Health care cost trend re 0.5% $ 6 $ 32
Discount rate (0.5% 7 76

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Fair Value Measurements

On January 1, 2008, PG&E Corporation and the Mtidopted the provisions of SFAS No. 157, “FairdéaMeasurements” (“SFAS
No. 157"), which defines fair value measurements and imglets a hierarchical disclosure.

SFAS No. 157 defines fair value as “the price thatld be received to sell an asset or paid to fearssliability in an orderly
transaction between market participants at the ureagent date,” or the “exit price.” Accordingly, antity must now determine the fair value
of an asset or liability based on the assumptibasrmarket participants would use in pricing theea®r liability, not those of the reporting
entity itself. The identification of market paipant assumptions provides a basis for determiningt inputs are to be used for pricing each
asset or liability. Additionally, SFAS No. 157 aklishes a fair value hierarchy which gives preoceddo fair value measurements calculated
using observable inputs to those using unobservaplgs. Accordingly, the following levels weret@slished for each input:

Level 1: “Inputs that are quoted prices (unadjusted)ciiva markets for identical assets or liabilitibattthe reporting entity has the
ability to access at the measurement date.”

Level 2: “Inputs other than quoted prices included in élel/that are observable for the asset or liabiétther directly or indirectly.”

Level 3. “Unobservable inputs for the asset or liabifitythese are inputs for which there is no markeadevailable, or observable
inputs that are adjusted using Level 3 assumptions.

SFAS No. 157 requires entities to disclose findrfaia-valued instruments according to the abowardnichy in each reporting period
after implementation. The standard deferred tBeld$ure of the hierarchy for certain non-finanaiatruments to fiscal years beginning after
November 15, 200¢

SFAS No. 157 should be applied prospectively exidepgrtain criteria are met. CRRs held by thditytimeet the criteria and will be
adjusted upon adoption to comply with SFAS No. féfuirements. CRRs allow market participantsudirig LSEs, to hedge the financial
risk of CAISO-imposed congestion charges in the MRIay-ahead market. PG&E Corporation and the Utility stik evaluating the impact
the adjustment to price risk management assetsegudatory liabilities on their Consolidated Balar@heets. The costs associated with
procurement of CRRs are currently being recovenedtes or are probable of recovery in future ratesefore, the adoption of SFAS No. 157
will not have an impact on net income.

Fair Value Option
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In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finalndabilities” (“SFAS No.
1597"). SFAS No. 159 establishes a fair value optinder which entities can elect to report cerimancial assets and liabilities at fair value,
with changes in fair value recognized in earnin§5AS No. 159 is effective for fiscal years begntnafter November 15, 2007. PG&E
Corporation and the Utility do not expect the admpof SFAS No. 159 to materially impact the finestatements.

Amendment of FASB Interpretation No. 3

In April 2007, the FASB issued FASB Staff Positimm Interpretation 39, “Amendment of FASB Interptita No. 39” (“FIN 39-
1"). Under FIN 39-1, a reporting entity is perraitto offset the fair value amounts recognizedccfmh collateral paid or cash collateral
received against the fair value amounts recogriizederivative instruments executed with the samgnterparty under a master netting
arrangement. FIN 39-1 is effective for fiscal yebeginning after November 15, 2007, and will &ffee Utility’s Consolidated Balance She
as of March 31, 2008. The impact of FIN 39-1 or&GQCorporation’s and the Utility’s balance sheetgirrently being evaluated. PG&E
Corporation and the Utility do not expect any eagsiimpact as a result of the adoption of the ammemd, as FIN 39-1 only affects the balance
sheet.

TAXATION MATTERS
See Note 11 of the Notes to the Consolidated FinaB8tatements for discussion of taxation matters.
ENVIRONMENTAL MATTERS

The Utility may be required to pay for environmdmtamediation at sites where it has been, or maylpotentially responsible party
under environmental laws. Under federal and Cadifolaws, the Utility may be responsible for rena¢idn of hazardous substances at former
manufactured gas plant sites, power plant sitessaes used by the Utility for the storage, reayglior disposal of potentially hazardous
materials, even if the Utility did not deposit teasubstances on the site.

The cost of environmental remediation is diffidaltestimate. The Utility records an environmen¢ahediation liability when site
assessments indicate remediation is probable avachiestimate a range of reasonably likely cleanagts. The Utility reviews its remediation
liability on a quarterly basis. The liability ism @stimate of costs for site investigations, remgain, operations and maintenance, monitoring
and site closure, using current technology, endei®d and regulations, experience gained at simitas, and an assessment of the probable
level of involvement and financial condition of etfpotentially responsible parties. Unless there lbetter estimate within this range of
possible costs, the Utility records the costs etithver end of this range. The Utility estimates tipper end of this cost range using reasonably
possible outcomes that are least favorable to thigyU It is reasonably possible that a changéhiese estimates may occur in the near ternr
to uncertainty concerning the Utility's responsipjlthe complexity of environmental laws and regidns, and the selection of compliance
alternatives.

The Utility had an undiscounted and gross enviramadeemediation liability of approximately $528llcin at December 31, 2007
and approximately $511 million at December 31, 2006e $528 million accrued at December 31, 200%ists of:

« Approximately $235 million for remediation at thénkley and Topock natural gas compressor s

« Approximately $90 million related to remediationditested generation facilities;

« Approximately $152 million related to remediatiomsts for the Utilit's generation and other facilities, tt-party disposal sites ar
manufactured gas plant sites owned by the Utilitthord parties (including those sites that areghbject of remediation orders by
environmental agencies or claims by the currenteva/of the former manufactured gas plant sites);

« Approximately $51 million related to remediatiorst®for the fossil decommissioning sites.

Of the approximately $528 million environmental emftation liability, approximately $132 million hagen included in prior rate
setting proceedings. The Utility expects that ddigonal amount of approximately $306 million wile allowable for inclusion in future
rates. The Utility also recovers its costs frosuirance carriers and from other third parties whenpossible. Any amounts collected in

excess of the Utility's ultimate obligations mayswdject to refund to customers.

The Utility's undiscounted future costs could ire to as much as $834 million if the other potdigtresponsible parties are not
financially able to contribute to these costs fahé extent of contamination or necessary remextias greater than
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anticipated. The amount of approximately $834iorilidoes not include an estimate for any potestats of remediation at former
manufactured gas plant sites owned by others, sitihes

Utility has assumed liability for the site, the mnt owner has asserted a claim against the Utdityhe Utility has otherwise determined it is
probable that a claim will be asserted.

In July 2004, the U.S. Environmental Protection Age(“EPA”) published regulations under Section @l)éf the Clean Water Act
that apply to existing electricity generation fédk that use over 50 million gallons of water gay, which typically include some form of
"once-through" cooling in which water from natubadies of water is used to cool a generating tgchd the heated water is discharged back
into the source. The Utility's Diablo Canyon powéant is among an estimated 539 generation faslitationwide that are affected by this
rulemaking. The EPA regulations are intended tluce impacts to aquatic organisms by establishiset af performance standards for coo
water intake structures. These regulations allitsvspecific compliance measures if a facility'stoof compliance is significantly greater than
either the benefits to be achieved or the compéiarasts considered by the EPA. The EPA regulatidstsallow the use of environmental
mitigation or restoration to meet compliance regents in certain cases. In response to the EQ#ations, in June 2006, the California S
Water Resources Control Board (“Water Board”) pahid a draft policy for California’s implementatiohSection 316(b) that proposes to
eliminate the EPA’s site-specific compliance opsipalthough the draft state policy would permitiemvmental restoration as a compliance
option for nuclear facilities if the installatiori cooling towers would conflict with a nuclear sgfeequirement. Various parties separately
challenged the EPA's regulations in court, ancctiees were consolidated in the U.S. Court of Agplealthe Second Circuit (“Second
Circuit”). In January 2007, the Second Circuit eerded significant provisions of the regulationsht® EPA for reconsideration and held that a
cost-benefit test could not be used to comply wéhformance standards or to obtain a variance fhenstandards. The Second Circuit also
ruled that environmental restoration cannot be tse@dmply with the standard. Petitions requesting. Supreme Court review of the Second
Circuit decision are pending, and the EPA has suggxbits regulations. It is uncertain when the ERhissue revised regulations, whether
Supreme Court will accept review of the Second @irdecision, how judicial developments will affébe EPA’s revised regulations, how
judicial developments and the E’s revised regulations will affect the Water Boargroposed policy, and when the Water Board wslligsits
final policy. Depending on the nature of the fingdjulations that may ultimately be adopted byER& or the Water Board, the Utility may
incur significant capital expense to comply witle final regulations, which the Utility would seekrecover through rates. If either the final
regulations adopted by the EPA or the Water Boagdiire the installation of cooling towers at Diallanyon, and if installation of such
cooling towers is not technically or economicakasible, the Utility may be forced to cease openatiat Diablo Canyon.

LEGAL MATTERS

PG&E Corporation and the Utility are subject toiwas laws and regulations and, in the normal coafdrisiness, PG&E Corporatii
and the Utility are named as parties in a numbetaims and lawsuits.

In accordance with SFAS No. 5, PG&E Corporation #redUtility make a provision for a liability whenis both probable that a
liability has been incurred and the amount of tigslcan be reasonably estimated. These proviarengviewed quarterly and adjusted to
reflect the impacts of negotiations, settlements gayments, rulings, advice of legal counsel ah@minformation and events pertaining to a
particular matter. In assessing such contingenBi€&E Corporation's and the Utility's policy isérclude anticipated legal costs.

The accrued liability for legal matters is includadPG&E Corporation's and the Utility's Currenghilities - Other in the
Consolidated Balance Sheets, and totaled approgiyn®78 million at December 31, 2007 and approxétya$74 million at December 31,
2006.

After considering the above accruals, PG&E Corponaand the Utility do not expect that losses asged with legal matters will
have a material impact on their financial condittrresults of operations.

RISK FACTORS
Risks Related to PG&E Corporation

PG&E Corporation could be required to contribute p#al to the Utility or be denied distributions fro the Utility to the extent required k
the CPUC's determination of the Utility's financiatondition.

In approving the original formation of a holdingnepany for the Utility, the CPUC imposed certain ditions, including an obligation
by PG&E Corporation's Board of Directors to givast priority" to the capital requirements of théillty, as determined to be necessary and
prudent to meet the Utility's obligation to servéd@operate the Utility in a prudent and efficiemtnner. The CPUC later issued decisions
adopting an expansive interpretation of PG&E Caafion's obligations under this condition, includihg requirement that PG&E Corporation
"infuse the Utility with all types of capital nesasy for the Utility to fulfill its obligation toerve." The CPUC's interpretation of these
obligations could require PG&E Corporation to irduke Utility with significant capital
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in the future, or could prevent distributions frome Utility, either of which could materially restr PG&E Corporation’s ability to meet other
obligations or execute its business strategy.

Adverse resolution of pending litigation could hawematerial, adverse effect on PG&E Corporationigdncial condition and results o
operation and cash flows.

In 2002, the California Attorney General and they@nd County of San Francisco filed complaintsirgiaP G&E Corporation
alleging that certain conditions imposed by the CHW approving the holding company formation, irthg the so-called “first priority
condition,” were violated and that these alleged violationstitited unfair or fraudulent business acts or ticas in violation of Section 172
of the California Business and Professions Codge domplaints allege that transfers of funds fromUtility to PG&E Corporation during the
period 1997 through 2000 (primarily in the formddfidends and stock repurchases), and from PG&Bp@ation to other affiliates of PG&E
Corporation, violated holding company conditioffhe complaints also allege that PG&E Corporatioangfully failed to provide adequate
financial support to the Utility in 2000 and 200drithg the California energy crisis. The plaintiffisek restitution of amounts alleged to have
been wrongly transferred, estimated by plaintiéfdé approximately $5 billion, civil penalties d,$00 against each defendant for each
violation of Section 17200, a total penalty of rests than $500 million, and costs of suit, amorigeotemedies. An adverse outcome in this
matter could have a material, adverse affect on B@&rporation’s financial condition, results of oggons and cash flows.

PG&E Corporatior’s proposed investments in new natural gas pipelprejects may not materialize and PG&E Corporatiomay be unable
to finance such investments on favorable terms ates.

The completion of PG&E Corporation’s anticipategita investment projects in proposed new natusaal gipelines projects, as
discussed in “Capital Expenditures” above, is stitije various regulatory approvals and many coesitn and development risks, including
risks related to financing, obtaining and complywi¢h the terms of permits, meeting constructioddpets and schedules, meeting
environmental performance standards, and obtarapgcity commitments from shippers. Many of themsditions must be satisfied by PG
Corporation’s investment partners and PG&E Corpanatill not be able to control whether the corlits are satisfied.

PG&E Corporation’s ability to access the capitatkess and the costs and terms of available fingndepend on many factors,
including changes in PG&E Corporation’s creditmgti, changes in the federal or state regulatorir@mwent affecting energy companies, and
general economic and market conditions. Therebeamo assurance that PG&E Corporation will be &blabtain financing with favorable
terms and conditions, or at all.

Risks Related to the Utility

PG&E Corporation's and the Utility's financial coniion depends upon the Utility's ability to recovés costs in a timely manner from tt
Utility's customers through regulated rates and ettwise execute its business strategy.

The Utility is a regulated entity subject to CPU@I&FERC jurisdiction in almost all aspects of itsiness, including the rates, terms
and conditions of its services, procurement ofteilgty and natural gas for its customers, issuarfcgecurities, dispositions of utility assets
facilities, and aspects of the siting and operatibits electricity and natural gas operating assé&ixecuting the Utility's business strategy
depends on periodic regulatory approvals relatetidse and other matters.

The Utility's financial condition particularly depés on its ability to recover in rates, in a timelgnner, the costs of electricity and
natural gas purchased for its customers, as walhaglequate return of and on the capital invastéd utility assets, including the long-term
debt and equity issued to finance their acquisitidmanticipated changes in operating expenseapitat expenditures can cause material
differences between forecasted costs used to detemates and actual costs incurred which, in taffect the Utility's ability to earn its
authorized rate of return. The CPUC also has ajggtearious programs to support public policy gaafeugh the use of customer incentives,
subsidies for energy efficiency programs, and #aetbpment and use of renewable and self-genereg@mologies. These and other similar
incentives and subsidies increase the Utility’sralleosts. As rate pressure increases, themsleases that the CPUC or another state
authority will disallow recovery of some of the lit{i's costs based on a determination that thescagtre not reasonably incurred or for some
other reason, resulting in stranded investmentakpi

Further, changes in laws and regulations or chaimgig® political and regulatory environment mayé&an adverse effect on the
Utility’s ability to timely recover its costs anduen its authorized rate of return. During the 2Q001 energy crisis that followed the
implementation of California’s electric industrystaucturing, the Utility could not recover in rathe high prices it had to pay for wholesale
electricity, which ultimately caused the Utility fite a petition for reorganization under Chaptéraf the U.S. Bankruptcy Code. Even though
the Chapter 11 Settlement Agreement and curreotatgy mechanisms contemplate that the CPUC wi# ¢he Utility the opportunity to
recover its reasonable and prudent future costdestricity and natural gas in its rates, there
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can be no assurance that the CPUC will find tHadfghe Utility's costs are reasonable and prudenthat the CPUC will not otherwise take or
fail to take actions that would be to the Utility's
detriment.

In addition, there can be no assurance that thierbptty court or other courts will implement andaue the terms of the Chapter 11
Settlement Agreement and the Utility's plan of gamization in a manner that would produce the esonoesults that PG&E Corporation and
the Utility intend or anticipate. Further, thende no assurance that FERC-authorized tariffoeibdequate to cover the related costs. The
Utility’s failure to recover any material amountitf costs through its rates in a timely manner iddwave a material adverse effect on PG&E
Corporation’s and the Utility’s financial conditipresults of operations and cash flows.

The Utility faces significant uncertainty in conngion with the implementation of the CAISO’s Mark&edesign and Technology Upgrade
program to restructure Californi’s wholesale electricity market and the potentigstructuring of the CPUGs resource adequacy progranm

In response to the electricity market manipulatiwat occurred during the 2000-2001 energy crisgstae underlying need for
improved congestion management, the CAISO has taldar an initiative called Market Redesign and Tebtbgy Upgrade, referred to as
MRTU, to implement a new day-ahead wholesale etgigtimarket and to improve electricity grid managnt reliability, operational
efficiencies and related technology infrastructubRTU will add significant market complexity andllwequire major changes to the Utility’s
systems and software interfacing with the CAIS©is lincertain when MRTU will become effective. tidugh the CPUC has authorized the
Utility to record its related incremental capitalsts and expenses, the Utility’s ability to recotresse recorded amounts from customers will be
subject to a future CPUC proceeding where the reddeness of amounts recorded will be reviewed.

Among other features, the MRTU initiative providkat electric transmission congestion costs anditsrevill be determined between
any two locations and charged to the market pp#itis, including LSEs like the Utility, that takeeegy that passes between those
locations. The CAISO also will provide CRRs tooallmarket participants, including LSEs, to hedgefthancial risk of CAISO-imposed
congestion charges in the MRTU day-ahead markke QAISO will release CRRs through an annual andthyp process, each of which
includes both an allocation phase (in which LSE®ire CRRs at no cost) and an auction phase (paicethrket, and available to all market
participants). The Utility has been allocated aad acquired via auction certain CRRs as of DeceBihe2007 and anticipates acquiring
additional CRRs through the allocation and auctibases prior to the MRTU effective date.

In addition, it is anticipated that the CPUC wilsuie a decision in May 2008 that may change it®otiresource adequacy program
which requires all LSEs to maintain physical getingacapacity adequate to meet its load requirespémtiuding, but not limited to, peak
demand and planning and operating reserves, dalieeto locations and at times as may be necessarnpvide reliable electric service. If the
CPUC makes comprehensive changes to the programm asureplacing the current structure with a céin&@d capacity market similar to the
organized capacity markets that operate in theeEa&tnited States, the Utility may be required togprre some or all of the capacity it needs
through a centralized market instead of throughtéihl contracts. It is uncertain how the Utitityesource adequacy obligations and related
costs may change. Implementation of a centralizgécity market would require changes to the CAI&Of and FERC approval.

If the Utility incurs significant costs to implemeMRTU, including the costs associated with CRRat &ire not timely recovered from
customers; if the new market mechanisms creatddRYU result in any price/market flaws that are poamptly and effectively corrected by
the market mechanisms, the CAISO, or the FERQefutility’'s CRRs are not sufficient to hedge tiahcial risk associated with its CAISO-
imposed congestion costs under MRTU,; if eitherG#¢SO'’s or the Utility's MRTU-related systems anaftsvare do not perform as intended
or if the CPUC adopts comprehensive changes testsurce adequacy program that materially affextitility’s obligations under that
program, the current cost of capacity, or the mégnshich the Utility procures that capacity, PG&erporation’s and the Utility's financial
condition, results of operations and cash flowdate materially adversely affected.

The Utility may be unable to identify and implememéw initiatives to achieve operating and capitalst savings and operating efficiencies
compensate for the lower levels of realized andefrasted benefits from implemented initiatives ancffset potential increases in operating
and maintenance costs to improve the safety andéhf®lity of its electric and natural gas distributin systems.

During 2006, the Utility began to implement varidngiatives to change its business processes gstéras so as to achieve
operational excellence and to provide better, faate more cost-effective service to its custom@iise cost of many of these initiatives is
substantial, with savings expected to be realinddter years. The settlement of the Utit?007 GRC contemplated a certain level of ber
of cost savings attributable to implementationhafse initiatives in 2008, 2009 and 2010. If thizalccost savings exceed the contemplated
savings, such benefits would accrue to shareholdeosiversely, to the extent that contemplated
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cost savings are not realized, earnings availalsHareholders would be reduced. Although thétYhas realized many of the projected
benefits, actual results from some of these it

have been less than forecasted. One major ingiativolving new work processes, information systeand technology has resulted in
significant delays in responding to customer retps new service, although the Utility is attemptto remedy the problems. If the Utility is
unable to identify and implement new cost-savingatives, or promptly fix the problems with custenrequests for new service, PG&E
Corporation's and the Utility’s financial conditioresults of operations and cash flows would beeesbly affected.

The Utility may fail to recognize the benefits dsiadvanced metering system or the advanced megesystem may fail to perform as
intended, resulting in higher costs and/or reducedst savings.

During 2006, the Utility began to implement the Stiteter ™ advanced metering infrastructure project for restidd and small
commercial customers. This project, which is expet¢o be completed by the end of 2011, involvesitistallation of approximately 10 milli
advanced electricity and gas meters throughoutthi¢y’s service territory. Advanced meters wélllow customer usage data to be transmitted
through a communication network to a central coitecpoint, where the data will be stored and usedbilling and other commercial
purposes.

The CPUC authorized the Utility to recover $1.7Hidn in estimated project costs, including an mstied capital cost of $1.4 billion
and approximately $54.8 million for costs relatedrarketing a new demand response rate basedtmalgoeak pricing. If additional costs
exceed $100 million, the additional costs will ldject to the CPUC’s reasonableness review. IreBéer 2007, the Utility has requested the
CPUC to approve certain upgrades to the advanceéetimg infrastructure and to authorize related neserequirements of approximately $623
million, including approximately $565 million of fecasted capital expenditures.

If the Utility fails to recognize the expected bétseof its advanced metering infrastructure, i ttility incurs additional costs that t
CPUC does not find reasonable, or if the Utilityeat integrate the new advanced metering systemitgibilling and other computer
information systems, PG&E Corporation’s and thdityts financial condition, results of operationsdacash flows could be materially
adversely affected.

The Utility faces significant uncertainties assot¢& with the future level of bundled electric loddr which it must procure electricity and
secure generating capacity and, under certain cinestances, may not be able to recover all of itsts«

The Utility must procure electricity to meet custemgdemand, plus applicable reserve margins, nisfigat from the Utility's own
generation facilities and existing electricity aauts. When customer demand exceeds the amoetedificity that can be economically
produced from the Utility’s own generation facisi plus net energy purchase contracts (includindgRdhtracts allocated to the Utility’s
customers), the Utility will be in a “short” positi. When the Utility’s supply of electricity froits own generation resources plus net energy
purchase contracts exceeds customer demand, titg 19tin a “long” position.

The amount of electricity the Utility needs to méet demands of customers that is not satisfie ttee Utility's own generation
facilities, existing purchase contracts or DWR caats allocated to the Utility's customers coulctéase or decrease due to a variety of factors
including, without limitation, a change in the nuentof the Utility’s customers, periodic expiratiomsterminations of existing electricity
purchase contracts, including DWR contracts, execwf new energy and capacity purchase contrflatduation in the output of hydroelect
and other renewable power facilities owned or urdatract by the Utility, implementation of new egw efficiency and demand response
programs, the reallocation of the DWR power purehamtracts among California investor-owned electtilities, and the acquisition,
retirement, or closure of generation facilitiesheTamount of electricity the Utility would needparchase would immediately increase if there
was an unexpected outage at Diablo Canyon or aityg ofher significant generation facilities, iethtility had to shut down Diablo Canyon
any reason, or if any of the counterparties toltity's electricity purchase contracts or the DVElbcated contracts did not perform due to
bankruptcy or for some other reason. In additaanthe electricity supplier of last resort, the amtof electricity the Utility would need to
purchase also would immediately increase if a metaumber of customers who purchase electriciynfralternate energy providers (referred
to as “direct access” customers) or customers winconity choice aggregators (see below) decidedttom to receiving bundled services from
the Utility.

If the Utility’s short position unexpectedly inciess, the Utility would need to purchase electritityhe wholesale market under
contracts priced at the time of execution or, i@ the spot market, at the then-current markiee pf wholesale electricity. The inability of
the Utility to purchase electricity in the wholesaharket at prices or on terms the CPUC finds regtsle or in quantities sufficient to satisfy
Utility's short position could have a material acheeeffect on the financial condition, results pémtions or cash flow of the Utility and PG&E
Corporation.

Alternatively, the Utility would be in a long posinh if the number of Utility customers declinedn ®ebruary 28, 2008, the CPUC is

scheduled to vote on a proposed decision that adaslthat the CPUC does not have the authorityitstate the ability of the Utility’s
customers to become direct access customers betteuB8VR still supplies power under the contratexecuted during
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the energy crisis. The proposed decision statagite CPUC will proactively investigate how the BWan terminate its obligations under the
power contracts, by assignment or otherwise, to

hasten the reinstatement of direct access. Sepgrite CPUC has adopted rules to implement GalidioAssembly Bill 117 that permits
California cities and counties to purchase andedetitricity for all their residents who do notiaffatively elect to continue to receive electri
from the Utility, once the city or county has régied as a community choice aggregator while thigyJtontinues to provide distribution,
metering and billing services to the community ckohggregators' customers and serves as the @tgqtrovider of last resort for all
customers. No cities or counties are currentlyajieg as community choice aggregators, but theJ®aquin Valley Power Authority has fili
an implementation plan and stated that it intendsegin operating in 2008. In addition, the Ugilitbuld lose customers, or experience lesser
demand, because of increased self-generation ridihef loss of customers and decreased demandghrself-generation is increasing as the
CPUC has approved various programs to providegai&ration incentives and subsidies to customezatourage development and use of
renewable and distributed generating technologigsh as solar technology. The number of the Yslitustomers also could decline due to a
general economic downturn or if higher energy griceCalifornia due to stricter greenhouse gaslegiguns or other state regulations cause
customers to leave the Utility’s service territory.

If the Utility experiences a material loss of cusgrs or reduction of demand by customers, thetyslexisting electricity purchase
contracts could obligate it to purchase more dldttrthan its remaining customers require. Thswd result in a long position and require the
Utility to sell the excess, possibly at a loss.attdition, excess electricity generated by theitysl generation facilities may also have to be
sold, possibly at a loss, and costs the Utility maye incurred to develop or acquire new generaeaurces may become stranded.

If the CPUC fails to adjust the Utility's ratesrtdlect the impact of changing loads, PG&E Corporgs and the Utility's financial
condition, results of operations and cash flowdatte materially adversely affected.

The Utility relies on access to the capital markefshere can be no assurance that the Utility Wik able to successfully finance its planned
capital expenditures on favorable terms or rates.

The Utility’s ability to make scheduled principaidiinterest payments, refinance debt, and fundadioers and planned capital
expenditures depends on its operating cash flowaaoess to the capital markets. The CPUC has @zghahe Utility to make substantial
capital investments in electric transmission taise@ccess to renewable generation resources auddmmodate system load growth, in
natural gas transmission to improve reliability @&xgand capacity and to replace aging or obsabtastructure (e.g., pipelines, storage
facilities and compressor stations) to maintairtesysreliability, and in the electric and gas dsttion system. In addition, the Utility expends
capital to replace, refurbish or extend the liféteexisting nuclear, hydroelectric and fossilifiies. The CPUC also has authorized the Utility
to make capital investments in several new gererd#icilities. The Utility’s ability to access tlsapital markets and the costs and terms of
available financing depend on many factors, inclgdihanges in the Utility’s credit ratings, changethe federal or state regulatory
environment affecting energy companies, increasetatural volatility in electricity or natural gasices and general economic and market
conditions.

PG&E Corporation’s and the Utility's financial catidn and results of operations would be materialiiyersely affected if the Utility
is unable to obtain financing with favorable teram&l conditions, or at all.

The completion of the Utility’s capital investmeptojects is subject to substantial risks and theaat which the Utility invests capital will
directly affect net income.

The completion of the Utility’s anticipated capitalestment projects in existing and new generdtailities, electric and gas
transmission, and electric and gas distributiortesys is subject to many construction and developmgts, including risks related to
financing, obtaining and complying with the ternfigpermits, meeting construction budgets and sclesjaind satisfying operating and
environmental performance standards. Third-paetyetbpers of generation projects to be owned aedaded by the Utility also face these
risks. In addition, the Utility may incur costsatht will not be permitted to recover from custameln addition, the timing and amount of
capital spending will directly affect the amoung ttility is able to earn on its authorized ratsdyavhich in turn will affect the ability of PGé
Corporation and the Utility to grow their net inceraver time. Although recorded capital costs mayrbed up in the next GRC, there can be
no assurance that the CPUC or the FERC will alloehscosts to be included in rate base.

If the Utility cannot timely meet the applicable seurce adequacy or renewable energy requiremenis,Wtility may be subject to penaltie
The Utility must achieve an electricity planningeeve margin of 15% to 17% in excess of peak capakdctricity requirements. The
CPUC can impose a penalty if the Utility fails wgaire sufficient capacity to meet these resoudsziaacy requirements for a particular

year. The penalty for failure to procure sufficiesgstem resource adequacy capaci.e., resources that are deliverable anywhere in the
CAISO-controlled electricity grid) is equal to tlerémes the cost of the new capacity the Utility
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should have secured. The CPUC has set this peatehi20 per kW-year. The CPUC also adopted “faeslource adequacy requirements for
specific regions in which locally-situated

electricity capacity may be needed due to transarissonstraints. The CPUC set the penalty foufailto meet local resource adequacy
requirements at $40 per kyéar. In addition to penalties, the CAISO can neuSEs that fail to meet their resource adequaquirements t
pay the CAISO’s cost of buying electricity capadiyfulfill the LSES’ resource adequacy target lsve

In addition, the Renewables Portfolio Standard SRRestablished under state law requires the Mtibitincrease its purchases of
renewable energy each year so that the amounécifieity purchased from eligible renewable researequals at least 20% of its total retail
sales by the end of 2010. The CPUC has establishealties of $50 per MWh, up to $25 million peaydor failure to comply with the RPS
requirements. The CPUC has encouraged the itiigpursue the goal to meet 33% of their load wétiewable resources by 2020. Itis also
possible that the RPS requirement may become higtiee future through legislative action or thrbwgballot initiative.

The Utility faces the risk of unrecoverable coststs customers obtain distribution and transportah services from other providers as a
result of municipalization, technological changer other forms of bypass.

The Utility's customers could bypass its distribotand transportation system by obtaining serviem fother sources. Forms of
bypass of the Utility's electricity distributionstgm include construction of duplicate distributfanilities to serve specific existing or new
customers and condemnation of the Utility's disttitin facilities by local governments or municipigtricts. Also, the Utility's natural gas
transportation facilities could risk being bypasbgdnterstate pipeline companies that construditifi@s in the Utility's markets or by
customers who build pipeline connections that bgphas Utility's natural gas transportation andritistion system, or by customers who use
and transport LNG.

As customers and local public officials continueetglore their energy options, these bypass riskg Ibe increasing and may increase
further if the Utility's rates exceed the cost tier available alternatives and may result in stegninvestment capital, loss of customer growth,
and additional barriers to cost recovery. For exanthe South San Joaquin Irrigation District (J83') has sought approval from the local
agency formation commission to serve portions eflthility's service territory within San Joaquin@ay. Although SSJIDs’ plans were
rejected by the local agency formation commissio@006, SSJID has appealed the rejection has tedithat it intends to pursue its efforts,
and has stated that it intends to condemn thetyJsilelectric distribution system within SSJID’sibwlaries.

If the number of the Utility's customers declineedo municipalization, or other forms of bypass] ¢he Utility's rates are not
adjusted in a timely manner to allow it to fullycower its investment in electricity and natural aslities and electricity procurement costs,
PG&E Corporation's and the Utility's financial cdtiwh, results of operations and cash flows coddraterially adversely affected.

Electricity and natural gas markets are highly vdike and regulatory responsiveness to that volagilcould be insufficient

Commodity markets for electricity and natural gesstaghly volatile and subject to substantial pficetuations. A variety of factors
that are largely outside of the Utility’s controbgncontribute to commaodity price volatility, inclind:

o  weather,;

« supply and demand;

- the availability of competitively priced alternatienergy sources;

» the level of production of natural gz

« the availability of nuclear fuel;

« the availability of LNG supplies

- the price of fuels that are used to produce eldgtriincluding natural gas, crude oil, coal andlear materials;
« the transparency, efficiency, integrity and liqtyddf regional energy markets affecting Califorr

« electricity transmission or natural gas transpatatapacity constraints;
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. federal, state, and local energy and environmeatallation and legislation; at
- natural disasters, war, terrorism, and other catplic events.

Beginning in July 2006, the fixed price provisiafahe Utility’s power purchase agreements with @kpired and QFs were allowed
to pass to the Utility their cost of the naturas glaey purchase as fuel for their generating téedlj increasing the Utility’s exposure to natural
gas price volatility. The expiration of fixed peiprovisions in the DWR contracts allocated toltiéty at the end of 2009 will further increa
the Utility’s exposure to natural gas price rigkithough the Utility attempts to execute CPW@@proved hedging programs to reduce the na
gas price risk, there can be no assurance that thestging programs will be successful or that tietscof the Utilitys hedging programs will |
fully recoverable.

Further, if wholesale electricity or natural gakes significantly increase, public pressure, otkegulatory influences, governmental
influences, or other factors could constrain th&JCRrom authorizing timely recovery of the Utilisytosts from customers. If the Utility
cannot recover a material amount of its costssimates in a timely manner, PG&E Corporation's thiedUtility's financial condition, results of
operations and cash flows would be materially askigraffected.

The Utility's financial condition and results of ogrations could be materially adversely affectedti€annot successfully manage the risks
inherent in operating the Utility's facilities.

The Utility owns and operates extensive electriaityl natural gas facilities that are interconnettetie U.S. western electricity grid
and numerous interstate and continental naturapipeines. The operation of the Utility's fadéis and the facilities of third parties on whic
relies involves numerous risks, the realizatiomvbfch can affect demand for electricity or natugas, result in unplanned outages, reduce
generating output, cause damage to the Utilitysetasor operations or those of third parties orcvitirelies, or subject the Utility to third pa
claims or liability for damage or injury. Thessks include:

« operating limitations that may be imposed by enwvinental laws or regulations, including those ratato greenhouse gases, or other
regulatory requirement

« imposition of operational performance standardadpncies with regulatory oversight of the Utilitigsilities;

« environmental accidents, including the releaseagfihdous or toxic substances into the air or watbgn wildfires and other ever
caused by operation of the Util's facilities or equipment failur

o fuel supply interruptions
« equipment failure;

» failure of the Utility's computer information systems, including thosathedj to operations or financial information sushcastome
billing;

« labor disputes, workforce shortage, and availahiftqualified personne

« weather, storms, earthquakes, fires, floods orrothtural disasters, war, pandemic and other cafgtst events;
« explosions, accidents, dam failure, mechanicaldateans, and terrorist activities; anc

« other events or hazards.

In particular, the Utility is undertakira thorough review of its operating practices pratedures in light of certain recent transformer
failures, issues regarding mandated gas leak ssireeyl the discovery that some natural gas maineengecords did not accurately reflect fi
conditions. The Utility has determined that sorh&sooperating procedures need improvement, ttregraoperating procedures are not
consistently followed, and that there is a needrfgoroved training and supervision of some operatipersonnel. The Consumer Protection
and Safety Division of the CPUC also is conductingnformal investigation of the Utility’s naturghs distribution maintenance
practices. Depending on the results of the Utditgview, the Utility may incur costs, not inclubian forecasts used to set rates in the GRC, to
address any identified issues associated withefibility and safety of the electric and naturasglistribution systems. PG&E Corporation’s
and the Utility’s financial condition, results gperations, and cash
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flows would be materially adversely affected if th#lity were to incur material costs or other néekliabilities in connection with these
operational issues that were not recoverable throates.

In addition, the Utility’s insurance magtrbe sufficient or effective to provide recovernyder all circumstances or against all
hazards or liabilities to which the Utility is oraym become subject. An uninsured loss could hawatarial adverse effect on PG&E
Corporation’s and the Utility’s financial conditipresults of operations and cash flows. Futurarearsce coverage may not be available at rates
and on terms as favorable as the rates and terthe aftility’s current insurance coverage.

Also, the Utility’s workforce is aging amdany employees will become eligible to retire witthe next few years. Although the
Utility has undertaken efforts to recruit and tragw field service personnel, there can be no asserthat these efforts will be successful. The
Utility may be faced with a shortage of experienaed qualified personnel that could negatively intghe Utility’s operations as well as its
financial condition and results of operations. afiyy during 2008, the Utility also will re-negotéamajor contracts with two of its labor unions,
the International Brotherhood of Electrical Workdrecal 1245, AFL-CIO covering 10,97 mployees at December 31, 2007 and the
Engineers and Scientists of California, IFPTE Ld@| AFL-CIO and CLC covering 1,922 employees atéeber 31, 2007. The final terms
of these new contracts will determine the impadabbr costs on the Utility’s future results of ogigons as the collective bargaining
agreements cover 12,929 of the Utility's total 89,@mployees at December 31, 2007. In additids,fgbssible that some of the remaining
non-represented Utility employees will join onetlodése unions in the future.

The Utility’s future operations may be impacted bymate change that may have a material impact dre tUtility’s financial condition and
results of operations.

There is substantial uncertainty about the poteimipacts of climate change on the Utility’s elédity and natural gas operations and
whether climate change is responsible for increédsepiency and severity of hot weather, includioteptially decreased hydroelectric
generation resulting from reduced runoff from srmmagk and increased sea level along the Northerifo@aa coastal area. If climate change
reduces the Utility’s hydroelectric generation a@pa there will be a need for additional genemtt@pacity even if there is no change in
average load. The impact of events caused by ®ictzange could range widely, with highly localizedvorldwide effects, and under certain
conditions could result in a full or partial distigm of the ability of the Utility or one or moratities on which it relies to generate, transmit,
transport or distribute electricity or natural g&sven the less extreme events could result inloesenues or increased expenses, or both;
increased expenses may not be fully recovered giwoates or other means in a timely manner or gaiadl decreased revenues may negatively
impact otherwise anticipated rates of return.

The Utility's operations are subject to extensiveve@onmental laws, and changes in, or liabilitieswder; these laws could adversely affect its
financial condition and results of operation:

The Utility's operations are subject to extensem@efral, state, and local environmental laws anthiper Complying with these
environmental laws has, in the past, required 8gnit expenditures for environmental compliancenitoring and pollution control equipme
as well as, for related fees and permits. Compéan the future may require significant expenditurelating to reduction of greenhouse gases,
regulation of water intake or discharge at certagilities, and mitigation measures associated efigietric and magnetic fields. New Califor
legislation imposes a state-wide limit on the emis®f greenhouse gases that must be achieved 2§y @@d prohibits LSEs, including investor-
owned utilities, from entering into long-term firdal commitments for generation resources unlessitw generation resources conform to a
greenhouse gas emission performance standard.ré&ssngay also enact legislation to limit greenh@aseemissions. Depending on how the
baseline for greenhouse gas emissions level isaetplying with California regulations and potehfederal legislation may subject the Utility
to significant additional costs. The Utility aldgahas significant liabilities (currently known, kmown, actual, and potential) related to
environmental contamination at current and formgliti facilities, including natural gas compresstations and former manufactured gas
plants, as well as at third-party owned sites. Whikty's environmental compliance and remediatomsts could increase, and the timing of its
future capital expenditures may accelerate, ifddaas become stricter, regulation increases, @bientially responsible parties cannot or do
not contribute to cleanup costs, conditions chargedditional contamination is discovered.

In the event the Utility must pay materially moham the amount that it currently has accrued oB8dtssolidated Balance Sheets to
satisfy its environmental remediation obligationsl @annot recover those or other costs of complwiitig environmental laws in its rates in a
timely manner, or at all, PG&E Corporation's ane thility's financial condition, results of opefatis and cash flow would be materially
adversely affected.

The operation and decommissioning of the Utilitylsiclear power plants expose it to potentially sificant liabilities and capital
expenditures that it may not be able to recovemfrits insurance or other source, adversely affectiits financial condition, results of
operations and cash flow.

Operating and decommissioning the Utility's nucleauwer plants expose it to potentially significhabilities and capital expenditurt
including not only the risk of death, injury andperty damage from a nuclear accident, but madtessg from the
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storage, handling and disposal of radioactive nma&grincluding spent nuclear fuel; stringent safatd security requirements; public and
political opposition to nuclear power operationsg a

uncertainties related to the regulatory, technalalghnd financial aspects of decommissioning nughsmts when their licenses expire. The
Utility maintains insurance and decommissioningtsuo reduce the Utility's financial exposurehtese risks. However, the costs or damages
the Utility may incur in connection with the opecst and decommissioning of nuclear power plantdctenceed the amount of the Utility's
insurance coverage and other amounts set asidlecfee potential liabilities. In addition, as aregior of two operating nuclear reactor units,
the Utility may be required under federal law ty jp@ to $201.2 million of liabilities arising ouf each nuclear incident occurring not only at
the Utility’s Diablo Canyon facility, but at anytegr nuclear power plant in the United States.

The NRC has broad authority under federal law tpdse licensing and safety-related requirements oporers and operators of
nuclear power plants. If they do not comply, tfeQNcan impose fines or to force a shutdown of thgear plant, or both, depending upon the
NRC's assessment of the severity of the situathilRC safety and security requirements have, irptet, necessitated substantial caj
expenditures at Diablo Canyon and additional sigaift capital expenditures could be required infthere. If one or both units at Diablo
Canyon were shut down pursuant to an NRC orden comply with NRC licensing, safety or securitgu@&ements, or due to other safety or
operational issues, the Utility’s operating and meiance costs would increase. Further, such ®weay cause the Utility to be in a short
position and the Utility would need to purchase#leity from more expensive sources.

In addition, the Utility’s nuclear power operatioa® subject to the availability of adequate nucieal supplies on terms that the
CPUC will find reasonable. Although the Utility hantered into several purchase agreements fogamuitlel, with terms ranging from one to
thirteen years, there is no assurance the Utilitybe able to enter into similar agreements infilteire on terms that the CPUC will find
reasonable.

The NRC operating licenses for Diablo Canyon remgirfficient storage capacity for the radioactiperst fuel it produces. Under
current operating procedures, the Utility beliethest the existing spent fuel pools have sufficigapacity to enable the Utility to operate Dia
Canyon until approximately 2010 for Unit 1, and 20ar Unit 2. After receiving a permit from the KIRn March 2004, the Utility began
building an on-site dry cask storage facility torstspent fuel through at least 2024. The Utdggimates it could complete the dry cask storage
and begin loading spent fuel in 2008. The NRQGilsconsidering issues that were raised by varipagies who appealed the NRC'’s issuance
of the permit. (See “Regulatory Matters- SpentIacFuel Proceeding” above.) The Utility may insignificant additional capital
expenditures or experience schedule delays if fRE€ Necides that the Utility must change the deaigph construction of the dry cask storage
facility. If the Utility is unable to complete thary cask storage facility, or if operation of tiaeility is delayed beyond 2010, and if the Utility
is otherwise unable to increase its on-site stocageacity, it is possible that the operation oftildaCanyon may have to be curtailed or halted
as early as 2010 with respect to Unit 1 and 20Xk weispect to Unit 2. That curtailment or cessatiboperations may be continued until such
time as additional safe storage for spent fuelaslenavailable. If there is a disruption in proéutior shutdown of one or both units at this
plant, the Utility will need to purchase electrjcftom more expensive sources.

Furthermore, certain aspects of the Utility’s nacleperations are subject to other federal, staite Jocal regulatory requirements that
are overseen by other federal, state, or local@gen For example, as discussed above under “@&mwiental Matters,” there is substantial
uncertainty concerning the final form of federatiatate regulations to implement Section 316(lihefClean Water Act. Depending on the
nature of the final regulations that may ultimatieé/adopted by the EPA or the Water Board, thetWtihay incur significant capital expense
comply with the final regulations, which the Uglitvould seek to recover through rates. If eitinerfiederal or state final regulations require
installation of cooling towers at Diablo Canyongahinstallation of such cooling towers is nothetcally or economically feasible, the Utility
may be forced to cease operations at Diablo Canyon.

Various parties, including the local community, eammental, political, or other groups may partati or seek to intervene, in
regulatory proceedings. In addition, these grdupse in the past and may in the future challengiceaspects of the Utility’s nuclear
operations through judicial proceedings.

If the CPUC prohibits the Utility from recoveringhaaterial amount of its capital expenditures, fu@dts, operating and maintenance
costs, or additional procurement costs due to eragation that the costs were not reasonably wdgatly incurred, PG&E Corporation's and
the Utility's financial condition, results of opéicms and cash flow would be materially adversélgced.

The Utility is subject to penalties for failure tcomply with federal, state or local statutes andjuéations. Changes in the political and
regulatory environment could cause federal and gtatatutes, regulations, rules, and orders to beeamore stringent and difficult to comp
with and required permits, authorizations and licees may be more difficult to obtain, increasing thiility’s expenses or making it more
difficult for the Utility to execute its businesgrategy.

The Utility must comply in good faith with all appble statutes, regulations, rules, tariffs, ardbcs of the CPUC, the FERC, the
NRC, and other regulatory agencies relating tcaigects of its electricity and natural gas utitiperations that fall withil
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the jurisdictional authority of such agencies. Sdeclude customer billing, customer serviceiaté transactions, vegetation management,
and safety and inspection practices. The Utifity i

subject to fines and penalties for failure to compith applicable statutes, regulations, rulesffsaand orders. For example, under the Energy
Policy Act of 2005, the FERC can impose penaltigst6 $1,000,000 per day per violation) for failtwecomply with mandatory electric
reliability standards.

In addition, there is risk that these statutesuylagpns, rules, tariffs, and orders may becomeenstringent and difficult to comply
with in the future, or that their interpretationdaapplication may change over time and that thétytwill be determined to have not complied
with such new interpretations. If this occurs, théity could be exposed to increased costs togigrwith the more stringent requirements or
new interpretations and to potential liability farstomer refunds, penalties, or other amountg.idfdetermined that the Utility did not comply
with applicable statutes, regulations, rules, tsribr orders, and the Utility is ordered to papaterial amount in customer refunds, penaltie
other amounts, PG&E Corporation’s and the Utilitiirsncial condition, results of operations andncisw would be materially adversely
affected.

The Utility also must comply with the terms of vaus permits, authorizations, and licenses. Thesaips, authorizations, and
licenses may be revoked or modified by the agenhbisgranted them if facts develop that diffengfigantly from the facts assumed when t
were issued. In addition, discharge permits ahéragpprovals and licenses often have a termdHass than the expected life of the assoc
facility. Licenses and permits may require permodinewal, which may result in additional requiratsebeing imposed by the granting
agency. In connection with a license renewal RBRC may impose new license conditions that cauttiyng other things, require increased
expenditures or result in reduced electricity otgmd/or capacity at the facility.

If the Utility cannot obtain, renew, or comply witlecessary governmental permits, authorizationkicemses, or if the Utility cannot
recover any increased costs of complying with aaldét license requirements or any other associedsts in its rates in a timely manner,
PG&E Corporation's and the Utility's financial citimh and results of operations could be materiatlyersely affected.

PG&E Corporatior’s and the Utility’s financial statements reflect various estimatesdassumptions, including assumptions about the \&
of assets held in trust, that could prove to befeliént.

As described in Note 1 of the Notes to the Consatdid Financial Statements, PG&E Corporation’s &edtility’s financial
statements reflect management’s estimates and ptisasithat affect the reported amounts of revenergsenses, assets and liabilities and the
disclosure of contingencies. In particular, theficial statements reflect the values of the assddsin trust to satisfy the Utility’s obligations
to decommission its nuclear generation facilitied ander pension and other post-retirement beplafits. The value of these assets is subject
to market fluctuations. Also, certain assets lelithese trusts do not have readily determinablketaalues. Changes in the estimates and
assumptions inherent in the value of these aseetd affect the value of the trusts. If the vatiiehe assets held by the trusts declines by a
material amount, the Utility’s funding obligatioo the trusts would materially increase.

The outcome of pending and future litigation anddel proceedings, the application of and changesaitcounting standards or guidance, t
laws, labor laws, rates or policies, may also acedy affect the Utility’s financial condition, redts of operations or cash flows.

In the normal course of business, the Utility isnea as a party in a number of claims and lawsdite Utility may also be the subije
of investigative or enforcement proceedings cornelilitly administrative or regulatory agencies. leoadance with applicable accounting
standards, the Utility makes provisions for liai@t when it is both probable that a liability Heesen incurred and the amount of the loss can be
reasonably estimated. If the Ultility incurs losgesonnection with litigation or other legal, adnsitrative or regulatory proceedings that
materially exceeded the provision it made for litibs, PG&E Corporation’s and the Ultility’financial condition, results of operations ansh
flow would be materially adversely affected.

In addition, there is a risk that changes in actiogror tax rules, standards, guidance, policiesnterpretations, or that changes in
management’s estimates and assumptions underkgpayted amounts of revenues, expenses, assetahitilds, may result in write-offs,
impairments or other charges that could have anmabtalverse affect on PG&E Corporation’s and thidity/'s financial condition, results of
operations and cash flow.
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PG&E Corporation
CONSOLIDATED STATEMENTS OF INCOME

(in millions, except per share amounts)

Operating Revenues
Electric
Natural gas
Total operating revenues
Operating Expenses
Cost of electricity
Cost of natural ga
Operating and maintenan
Depreciation, amortization, and decommissioning

Total operating expense:!
Operating Income
Interest incomt
Interest expens
Other income (expense), r
Income Before Income Taxe:
Income tax provisiol

Income From Continuing Operations
Discontinued Operations

Gain on disposal of NEGT (net of income tax benafi$13 million in 2005)
Net Income

Weighted Average Common Shares Outstanding, Bas

Weighted Average Common Shares Outstanding, Dilute
Earnings Per Common Share from Continuing Operatiors, Basic
Net Earnings Per Common Share, Basi

Earnings Per Common Share from Continuing Operatiors, Diluted
Net Earnings Per Common Share, Dilutec

Dividends Declared Per Common Shar

Year ended December 31

2007 2006 2005
$ 9,48( $ 8,75: $ 7,921
3,751 3,781 3,77¢
13,23, 12,53¢ 11,70
3,437 2,927 2,41(

2,03t 2,097 2,191

3,881 3,70¢ 3,397

1,77 1,70¢ 1,73
11,12 10,43: 9,73:
2,117 2,10¢ 1,97¢

164 18¢ 80

(762) (739) (589)

29 (13) (19)

1,548 1,54 1,44¢

53¢ 554 544

1,00¢ 991 904

- - 13

$ 1,006 $ 991 $ 917
351 34¢€ 377

352 34¢ 37¢

$ 2.7¢ $ 2.7¢ $ 2.317
$ 2.7¢ $ 2.7¢ $ 2.4C
$ 2.7¢ $ 2.7€ $ 2.3.
$ 2.7¢ $ 2.7€ $ 2.37
$ 14, $ 13 $ 1.2¢

See accompanying Notes to the Consolidated FinlaBt@éements.
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PG&E Corporation
CONSOLIDATED BALANCE SHEETS

(in millions)
Balance at December 31
2007 2006
ASSETS
Current Assets
Cash and cash equivale $ 34t $ 45€
Restricted cas 1,297 1,41t
Accounts receivable
Customers (net of allowance for doubtful accoumt858 million in 2007 and $50 million in 200 2,34¢ 2,34:
Regulatory balancing accour 771 607
Inventories:
Gas stored underground and fuel 20t 181
Materials and supplie 16€ 14¢
Income taxes receivab 61 -
Prepaid expenses and otl 317 71€
Total current assets 5,511 5,86
Property, Plant, and Equipment
Electric 25,59¢ 24,03¢
Gas 9,62( 9,11¢
Construction work in progre: 1,34¢ 1,047
Other 17 16
Total property, plant, and equipment 36,58/ 34,21«
Accumulated depreciatic (12,929 (12,429
Net property, plant, and equipment 23,65¢ 21,78¢
Other Noncurrent Assets
Regulatory asse 4,45¢ 4,90z
Nuclear decommissioning fun 1,97¢ 1,87¢
Other 1,04: 37¢
Total other noncurrent assets 7,481 7,151
TOTAL ASSETS $ 36,64¢ $ 34,80

See accompanying Notes to the Consolidated FinaBtiéements
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PG&E Corporation
CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at December 31

2007 2006
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Shor-term borrowings $ 51¢ $ 75¢
Long-term debt, classified as curre - 281
Rate reduction bonds, classified as cur - 29C
Energy recovery bonds, classified as cur 354 34C
Accounts payable
Trade creditor: 1,067 1,07t
Disputed claims and customer refut 1,62¢ 1,70¢
Regulatory balancing accour 673 1,03(
Other 394 42C
Interest payabl 697 582
Income taxes payab - 102
Deferred income taxe - 14¢
Other 1,39( 1,51¢
Total current liabilities 6,72: 8,25(
Noncurrent Liabilities
Long-term debt 8,171 6,69
Energy recovery bonc 1,58 1,93¢
Regulatory liabilities 4,44¢ 3,39:
Asset retirement obligatior 1,57¢ 1,46¢
Income taxes payab 234 -
Deferred income taxe 3,05 2,84(
Deferred tax credit 99 10€
Other 1,95¢ 2,05¢
Total noncurrent liabilities 21,12( 18,49(
Commitments and Contingencies (Notes 2, 4, 5, 6,&,9, 11, 13, 15, and 1.
Preferred Stock of Subsidiaries 252 252
Preferred Stock
Preferred stock, no par value, authorized 80,0@0gb@res, $100 par value, authorized 5,000,00@sha
none issuel - -
Common Shareholders' Equity
Common stock, no par value, authorized 800,000sb@@es, issued 378,385,151 common and 1,261,:
restricted shares in 2007 and issued 372,803,52tmom and 1,377,538 restricted shares in 2 6,11( 5,87
Common stock held by subsidiary, at cost, 24,6653 tare: (71¢) (71¢)
Reinvested earnin¢ 3,151 2,671
Accumulated other comprehensive income (i 1C (19
Total common shareholders' equity 8,551 7,811
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 36,64¢ $ 34,80

See accompanying Notes to the Consolidated FinaBtiéements
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PG&E Corporation

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Cash Flows From Operating Activities
Net income
Gain on disposal of NEGT (net of income tax benafi$13 million in 2005)
Net income from continuing operatio
Adjustments to reconcile net income to net cashkigea by operating activitie:
Depreciation, amortization, decommissioning andvegince for equity funds ust
during constructiol
Tax benefit from employee stock ple
Gain on sale of asse
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Net effect of changes in operating assets anditiabi
Accounts receivabl
Inventories
Accounts payabl
Accrued taxes/income taxes receive
Regulatory balancing accounts,
Other current asse
Other current liabilitie:
Other
Net cash provided by operating activities
Cash Flows From Investing Activities
Capital expenditure
Net proceeds from sale of ass
Decrease in restricted ca
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust inva#s,
Other
Net cash used in investing activitie
Cash Flows From Financing Activities
Borrowings under accounts receivable facility aratking capital facility
Repayments under accounts receivable facility anidkiwg capital facility
Net issuance (repayments) of commercial papemfdiscount of $1 million in 2007 ar
$2 million in 2006
Proceeds from issuance of l-term debt, net of discount and issuance costs &
million in 2007 and $3 million in 200
Proceeds from issuance of energy recovery bondlfigsuance costs of $21 million
2005
Long-term debt matured, redeemed or repurch.
Rate reduction bonds matur
Energy recovery bonds matur
Preferred stock with mandatory redemption provisicedeeme
Preferred stock without mandatory redemption piionis redeeme
Common stock issue
Common stock repurchas
Common stock dividends pa
Other
Net cash provided by (used in) financing activitie
Net change in cash and cash equivalen
Cash and cash equivalents at January
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Year ended December 31

2007 2006 2005
1,00€ 291 $ 917
- - 13
1,00€ 991 904
1,89¢ 1,75¢ 1,69¢
- - 50

(1) (11) -

55 (28F) (65€)
197 151 33
(6) 13C (245)
(41) 32 (60)
(17¢) 17 257
56 124 (207)
(567) 32¢ 254
172 (279 29
8 (239) 272
(45) (14) 82
2,54¢ 2,711 2,40¢
(2,769) (2,407) (1,80¢)
21 17 39
18¢ 115 434
83C 1,087 2,91¢
(939) (1,244) (3,009)
- - 23
(2,666) (2,42)) (1,39)
85C 35C 26C
(900) (310) (300)
(209) 45¢ -
1,18¢ - 451
- - 2,711
- - (1,556)
(290) (290) (290)
(340) (316) (140)
- - (122)
- - (37)

175 131 247
- (114) (2,189)
(49€6) (45€) (334)
35 3 32
9 (544) (1,270)
(111) (257) (259
45€ 717 972




Cash and cash equivalents at December .

Supplemental disclosures of cash flow informatiol
Cash paid for
Interest (net of amounts capitalize
Income taxes paid, n
Supplemental disclosures of honcash investing anth&éncing activities
Common stock dividends declared but not yet |
Assumption of capital lease obligati
Transfer of Gateway Generating Station a

34E

45€

715

514
537

See accompanying Notes to the Consolidated FinaBtitements.
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502
73€

117
40¢
69

40:¢
1,39:

11¢




Balance at December 31
2004

Net income

Minimum pension liability
adjustment (net of
income tax benefit of $2
million)

Comprehensive income

Common stock issue

Common stock repurchas

Common stock warran
exercisec

Common restricted stock
issued

Common restricted stock
cancellec

Common restricted stoc
amortization

Common stock dividends
declared and pai

Common stock dividends
declared but not yet pa

Tax benefit from employe
stock plans

Other

Balance at December 31
2005

Net income

Comprehensive incorr

Common stock issue

PG&E Corporation
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(in millions, except share amounts)

Total
Common Accumulated Common
Common Common  Stock Other Share-
Stock Stock Held by Unearned Reinvestec Comprehensive holders' Comprehensive
Shares ~ Amount Subsidiary Compensatior Earnings Income (Loss) Equity Income
418,616,14 $ 6,51¢ $ (718 $ (26) $ 2,86: $ 4% 8,63t
- - - - 917 - 917 $ 917
: : : : : () () (4
10,264,53 247 - - - - 247
(61,139,70) (99¢) - - (2,190 - (2,189
295,91¢ - - - - - -
347,71( 13 - 23 - - -
(116,109 4 - 4 - - -
- - - 13 - - 13
- - - - (3349) - (339
= - - - (115 - (115
- 50 - - - - 50
- 1 - - (&) - @
368,268,50 5,827 (71¢) (22) 2,13¢ (8) 7,21¢
- - - - 991 - 991 $ 991
$ ool
5,399,70 11C - - - - 11C
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Accelerated shar
repurchase settlement o
stock repurchased in 20!

Common stock warran
exercisec

Common restricted stoc
unearned compensation
reversed in accordance
with SFAS No. 123F

Common restricted stock
issued

Common restricted stoc
cancellec

Common restricted stoc
amortization

Common stock dividends
declared and pai

Common stock dividenc
declared but not yet pa

Tax benefit from employe
stock plans

Adoption of SFAS No. 158
(net of income tax benef
of $8 million)

Other

Balance at December 31
2006

Net income

Employee benefit plan
adjustment in accordanc
with SFAS No. 158 (net
of income tax expense @
$17 million)

Comprehensive income

Common stock issued, n
Stock-based compensatiol
amortization

- (114 - - - - (114
51,89( - - - - - -
- (22) - 22 - - -
566,25! 21 - - - - 21
(105,299 (1) - - - - @
- 20 - - - - 20
) - - - (349 - (342)
i . . - (117) - (1179
- 35 - - - - 35
- - - - - (11) (11)
- 1 - - - - 1
374,181,05 5,871 (718) - 2,671 (19) 7,811
- - - - 1,00€ - 1,006 $  1,00¢
- - - - - 29 29 29
$ 1,03
5,465,21 17¢ - - - - 175
- 31 - - - - 31
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Common stock dividenc
declared and pai

Common stock dividenc
declared but not yet pa

Tax benefit from employee
stock plans

Adoption of FIN 48

Balance at December 31
2007

- - - - (37¢ - (37¢
i i : : (12¢ . (12¢
- 27 - - - - 27
- - - - (18) - (19)
37964627 $ 611 $ (719 - $ 3151 $ 10 $  8,55¢

See accompanying Notes to the Consolidated FinlaBtaéements.
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Pacific Gas and Electric Company
CONSOLIDATED STATEMENTS OF INCOME

Operating Revenues
Electric
Natural gas
Total operating revenues
Operating Expenses
Cost of electricity
Cost of natural ga
Operating and maintenan
Depreciation, amortization and decommissioning
Total operating expense:!
Operating Income
Interest incomt
Interest expens
Other income, ne
Income Before Income Taxe:
Income tax provisiol
Net Income
Preferred stock dividend requirement
Income Available for Common Stock

(in millions)

Year ended December 31

2007 2006 2005
$ 9,481 $ 8,75: $ 7,92
3,75 3,78 3,77
13,23¢ 12,53¢ 11,70«
3,431 2,92: 2,41

2,03 2,097 2,191

3,87: 3,691 3,39¢

1,76¢ 1,70¢ 1,73¢
11,11 10,42+ 9,731
2,12t 2,118 1,97

15( 17¢ 76

(732) (710) (554)

52 7 16

1,50t 1,58, 1,50¢

571 602 574

1,02 98t 934

14 14 16

$ 101 $ 971 § 91¢

See accompanying Notes to the Consolidated FinlaBt@éements.
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Pacific Gas and Electric Company
CONSOLIDATED BALANCE SHEETS

(in millions)
Balance at December 31
2007 2006
ASSETS
Current Assets
Cash and cash equivale $ 141 $ 7C
Restricted cas 1,297 1,41¢
Accounts receivable
Customers (net of allowance for doubtful accout858 million in 2007 and $50 million in 200 2,34¢ 2,34:
Related partie 6 6
Regulatory balancing accour 771 607
Inventories:
Gas stored underground and fuel 20t 181
Materials and supplie 16€ 14¢
Income taxes receivab 15 2C
Prepaid expenses and other 314 714
Total current assets 5,264 5,50¢
Property, Plant, and Equipment
Electric 25,59¢ 24,03¢
Gas 9,62( 9,11t
Construction work in progre: 1,34¢ 1,041
Total property, plant, and equipment 36,56 34,19¢
Accumulated depreciatic (12,919 (12,415
Net property, plant, and equipment 23,65¢ 21,78
Other Noncurrent Assets
Regulatory asse 4,45¢ 4,90z
Nuclear decommissioning fun 1,97¢ 1,87¢
Related parties receivak 23 25
Other 947 28C
Total other noncurrent assets 7,40¢ 7,08:
TOTAL ASSETS $ 36,32t $ 34,37:

See accompanying Notes to the Consolidated FinlaBt@éements
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Pacific Gas and Electric Company
CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at December 31

2007 2006
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Shor-term borrowings $ 51¢ $ 75¢
Long-term debt, classified as curre - 1
Rate reduction bonds, classified as cur - 29C
Energy recovery bonds, classified as cur 354 34C
Accounts payable
Trade creditor: 1,067 1,07t
Disputed claims and customer refut 1,62¢ 1,70¢
Related partie 28 40
Regulatory balancing accour 67< 1,03(
Other 37C 402
Interest payabl 697 57C
Deferred income taxe 4 11¢
Other 1,21¢ 1,34¢
Total current liabilities 6,55 7,68(
Noncurrent Liabilities
Long-term debt 7,891 6,69
Energy recovery bonc 1,58 1,93¢
Regulatory liabilities 4,44¢ 3,39:
Asset retirement obligatior 1,57¢ 1,46¢
Income taxes payab 10¢ -
Deferred income taxe 3,104 2,97
Deferred tax credit 99 10€
Other 1,83¢ 1,922
Total noncurrent liabilities 20,64« 18,49:
Commitments and Contingencies (Notes 2, 4, 5, 6,&,9, 11, 13, 15, and 1.
Shareholders' Equity
Preferred stock without mandatory redemption piionis:
Nonredeemable, 5.00% to 6.00%, outstanding 5,784B2re: 14t 14t
Redeemable, 4.36% to 5.00%, outstanding 4,534 0&i&< 113 113
Common stock, $5 par value, authorized 800,000sb@@es, issued 282,916,485 shares in 2007 andli
279,624,823 shares in 20 1,41¢ 1,39¢
Common stock held by subsidiary, at cost, 19,48 stiare: (475) (475)
Additional paic-in capital 2,22( 1,822
Reinvested earnin¢ 5,694 5,21
Accumulated other comprehensive income (li 13 (16)
Total shareholders' equity 9,12¢ 8,20(
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 36,32t $ 34,37:

See accompanying Notes to the Consolidated FinaBtiéements
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Pacific Gas and Electric Company

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net cashkigeal by operating activitie:
Depreciation, amortization, decommissioning andvedince for equity funds us
during constructiol
Gain on sale of asse
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Net effect of changes in operating assets anditiabi
Accounts receivabl
Inventories
Accounts payabl
Accrued taxes/income taxes receive
Regulatory balancing accounts,
Other current asse
Other current liabilitie:
Other
Net cash provided by operating activities
Cash Flows From Investing Activities
Capital expenditure
Net proceeds from sale of ass
Decrease in restricted ca
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust inveg
Other
Net cash used in investing activitie
Cash Flows From Financing Activities
Borrowings under accounts receivable facility aratking capital facility
Repayments under accounts receivable facility andkiwg capital facility
Net issuance (repayments) of commercial papemfngiscount of $1 million in 2007 ar
$2 million in 2006
Proceeds from issuance of long-term debt, netsafadint and issuance costs of $16
million in 2007 and $3 million in 200
Proceeds from issuance of energy recovery bondlgfigsuance costs of $21 million il
2005
Long-term debt matured, redeemed or repurch
Rate reduction bonds matur
Energy recovery bonds matur
Preferred stock dividends pe
Common stock dividends pa
Preferred stock with mandatory redemption provisicedeeme
Preferred stock without mandatory redemption piionis redeeme
Equity infusion from PG&E Corporatic
Common stock repurchas
Other
Net cash provided by (used in) financing activitie

Net change in cash and cash equivalen
Cash and cash equivalents at January
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Year ended December 31

2007 2006 2005
1,02¢ $ 98 $ 934
1,897 1,75¢ 1,691

(1) (11) -

43 (287) (636)
18¢ 11€ 21
(6) 12¢ (245)
(41) 34 (60)
(19€) 21 257
56 28 (150)
(567) 32¢ 254
17C (279 2
24 (23F) 272
(45) (13) 19
2,541 2,57 2,36¢
(2,769) (2,407) (1,809)
21 17 39
182 115 434
83C 1,087 2,91¢
(939 (1,242) (3,009)
- 1 61
(2,665) (2,426) (1,35¢)
85C 35¢ 26(
(900) (310) (300)
(209) 45¢ -
1,18¢ - 451
- - 2,711

- - (1,55¢)
(290) (290) (290)
(340) (316) (140)
(14) (14 (16)
(50¢) (460) (44F)
- - (122)

- - (37

40¢ - -

- - (1,910

23 38 65
19F (544) (1,327)
71 (399 (320)
70 462 782




Cash and cash equivalents at December .

Supplemental disclosures of cash flow informatiol
Cash paid for
Interest (net of amounts capitalize
Income taxes paid, n
Supplemental disclosures of honcash investing anth&éncing activities
Assumption of capital lease obligati
Transfer of Gateway Generating Station a

141 70 $ 463
474 47¢  $ 39C
594 897 1,39i
= 40¢ $ -
- 69 -

See accompanying Notes to the Consolidated FinlaBt@éements.
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Balance at December 31
2004

Net income

Minimum pension liability
adjustment (net of incomn
tax benefit of $4 million)

Comprehensive incorr

Common stock repurchas

Common stock dividen

Preferred stock redeem

Preferred stock dividend

Balance at December 31
2005

Net income

Minimum pension liability
adjustment (net of incomn
tax expense of $2 millior

Comprehensive incorr

Tax benefit from employee
stock plans

Common stock dividen

Preferred stock divider

Adoption of SFAS No. 15¢
(net of income tax benet
of $7 million)

Balance at December 31
2006

Net income

Employee benefit plan
adjustment in accordanc
with SFAS No. 158 (net
of income tax expense ¢
$17 million)

Pacific Gas and Electric Company

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(in millions)
Accumu-
Preferred lated
Stock Other
Without Common Compre- Total
Mandatory Additional Stock hensive Share-
Redemptior Common Paid-in Held by Reinvestec Income holders' Comprehensive
Provisions Stock Capital ~ Subsidiary Earnings (Loss) Equity Income
$ 294 $ 1606 $ 2,041 $ (475) $ 5667 $ 3 $ 913«
- - - - 934 - 934 $ 934
- - - - - (6) (6) Q)
$ oo
- (20¢) (26€) - (1,43¢6) - (1,910
- - - - (44E) - (44%)
(36) - 1 - ) - (37)
- - - - (16) - (16)
25¢ 1,39¢ 1,77¢ (47%) 4,70z 9 7,65(
- - - - 98t - 98t $ 98¢
- - - - - 3 3 3
$ 98¢
- - 46 - - - 46
- - - - (460) - (460)
- - - - (14) - (14)
- - - - - (10) (10)
25¢ 1,39¢ 1,822 (47%) 5,21: (16) 8,20(
- - - - 1,024 - 1,02¢ $ 1,02¢
- - - - - 29 29 29
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Comprehensive incorr

Equity infusion

Tax benefit from employe
stock plans

Common stock dividen

Preferred stock divider

Adoption of FIN 48

Balance at December 31
2007

- 17 38:¢ = S - 40C
- - 15 - - - 15
- - - - (509) - (50¢
- - - - ()] - ()]
- - - - (20) - (20)

$ 258 $ 1418 $ 222( $ (47%) $ 5694 $ 13 $ 9,12

See accompanying Notes to the Consolidated FinaBtitements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1: ORGANIZATION AND BASIS OF PRESENTATION

PG&E Corporation is a holding company whose prinfamgpose is to hold interests in energy-based kbases. PG&E Corporation
conducts its business principally through Pacifas@nd Electric Company (“Utility”), a public utilioperating in northern and central
California. The Utility engages in the businesskslectricity and natural gas distribution; eléity generation, procurement, and
transmission; and natural gas procurement, tratespmm, and storage. The Utility is primarily régied by the California Public Utilities
Commission (“CPUC") and the Federal Energy Regaja@ommission (“FERC?").

This is a combined annual report of PG&E Corporatiad the Utility. Therefore, the Notes to the €alidated Financial Statements
apply to both PG&E Corporation and the Utility. &6 Corporation's Consolidated Financial Statementhide the accounts of PG&E
Corporation, the Utility, and other wholly owneddazontrolled subsidiaries. The Utility's ConsotethFinancial Statements include its
accounts and those of its wholly owned and cortdodlubsidiaries and variable interest entitiesvioich it is subject to a majority of the risk of
loss or gain. All intercompany transactions hagerbeliminated from the Consolidated Financialestents.

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America
(“GAAP”) requires management to make estimatesamstimptions. These estimates and assumptions tiéaeported amounts of revenues,
expenses, assets and liabilities and the disclafurentingencies and include, but are not limiiedestimates and assumptions used in
determining the Utility's regulatory asset andiligbbalances based on probability assessmentsgflatory recovery, revenues earned but not
yet billed, the remaining disputed claims made legteicity suppliers in the Utilit's proceeding under Chapter 11 of the U.S. Bankgu@tode
(“Disputed Claims”) and customer refunds, assétertent obligations (“ARQ"), allowance for doubtfatcounts receivable, provisions for
losses that are deemed probable from environmesttegdiation liabilities, pension and other emplolgegefit plan liabilities, severance costs,
fair value accounting under Statement of Finans@ounting Standards (“SFAS”) No. 133, “Accountiiog Derivative Instruments and
Hedging Activities” (“SFAS No. 133”), income taxiated assets and liabilities, accruals for legattens, the fair value of financial
instruments, and the Utility's assessment of inmpait of long-lived assets and certain identifidbtangibles to be held and used whenever
events or changes in circumstances indicate tleatdlrying amount of its assets might not be re@ile. A change in management's estinr
or assumptions could have a material impact on PG&Eporation's and the Utility's financial conditiand results of operations during the
period in which such change occurred. As thesmasts and assumptions involve judgments involangde range of factors, including
future regulatory decisions and economic condititwag are difficult to predict, actual results abdiffer from these estimates. PG&E
Corporation's and the Utility's Consolidated Finah8tatements reflect all adjustments that mana&gemelieves are necessary for the fair
presentation of their financial position and reswoit operations for the periods presented.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies used by PG&E Corporatiodh tlwe Utility include those necessary for rate-tatpd enterprises, which reflect
the ratemaking policies of the CPUC and the FERC.

Cash and Cash Equivalents

Invested cash and other short-term investmentsaritinal maturities of three months or less aresidered cash equivalents. Cash
equivalents are stated at cost, which approxinfaiesalue. PG&E Corporation and the Utility prinig invest their cash in money market
funds.

PG&E Corporation and the Utility each had threecaitt balances that were each greater than 10% &ERGorporation’s and the
Utility's total cash and cash equivalents balannd@ezember 31, 2007.

Restricted Cash

Restricted cash consists primarily of the Utilitgash held in escrow pending the resolution ofréimeaining Disputed Claims (see
further discussion in Note 15). The Utility alsmpides deposits under certain third-party agregmen

Allowance for Doubtful Accounts Receivable
PG&E Corporation and the Utility recognize an aléowe for doubtful accounts to record accounts vabé at estimated net

realizable value. The allowance is determined dbap@n a variety of factors, including historicaite-off experience, delinquency rates,
current economic conditions, and assessment obmmgstcollectibility. If circumstances require clgas in the
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Utility's assumptions, allowance estimates arestdfiaccordingly.
Inventories
Inventories are carried at average cost and ateegalt the lower of average cost or market. Iroréed include materials, supplies ¢
gas stored underground. Materials and suppliesterrged to inventory when purchased and then egokeor capitalized to plant, as
appropriate, when installed. Gas stored undergtoepresents purchases that are injected into foxeand then expensed at average cost
when withdrawn and distributed to customers.
Property, Plant, and Equipment
Property, plant, and equipment are reported at th@inal cost. Original cost includes:
. Labor and materials
. Construction overhead; al
. Allowance for funds used during construction (“AFGD).
AFUDC
Allowance for funds used during construction (“AFGD represents a method used to compensate thigyWdit the estimated cost
of debt and equity used to finance regulated dditions and is recorded as part of the cost n$traction projects. AFUDC is recoverable
from customers through rates over the life of #lated property once the property is placed iniservPG&E Corporation and the Utility
recorded AFUDC of approximately $64 million and $82lion related to equity and debt, respectivelyring 2007, $47 million and $20
million related to equity and debt, respectivelyridg 2006, and $37 million and $14 million relatecequity and debt, respectively, during
2005.
Depreciation

The Utility's composite depreciation rate was 3.28%007, 3.09% in 2006, and 3.28% in 2005.

Gross Plant as
of December 31

(in millions) 2007 Estimated Useful Lives
Electricity generating facilitie $ 2,19¢ 4 to 37 yeat
Electricity distribution facilities 16,11¢ 16 to 58 yeal
Electricity transmissiol 4,67¢ 40 to 70 yeal
Natural gas distribution facilitie 5,21¢ 24 to 52 yeal
Natural gas transportatic 3,141 25 to 45 yeal
Natural gas storac 47 25 to 48 yeal
Other 3,824 5 to 43 yeal
Total $ 35,21¢

The useful lives of the Utility's property, plaahd equipment are authorized by the CPUC and tfCF&hd depreciation expens
included in rates charged to customers. Deprecia@kpense includes a component for the originsl gbassets and a component for estim
future removal and remediation costs, net of ahyagg value at retirement.

PG&E Corporation and the Utility charge the oridioast of retired plant less salvage value to aadated depreciation upon
retirement of plant in service in accordance wWiHAS No. 71 “Accounting for the Effects of Certaigpes of Regulation” as amended (“SFAS
No. 71"). PG&E Corporation and the Utility expense repaid maintenance costs as incurred.

Nuclear Fuel

Property, plant, and equipment also includes nudled inventories. Stored nuclear fuel inventargtated at weighted average
cost. Nuclear fuel in the reactor is expensedsas bbased on the amount of energy output.

Capitalized Software Costs

PG&E Corporation and the Utility account for intaehisoftware in accordance with Statement of Pasiticcounting for the Costs
of Computer Software Developed or Obtained forrmaéUse” (“SOP 98-1").
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Under SOP 98-1, PG&E Corporation and the Utilitpitalize costs incurred during the application depment stage of internal use
software projects to property, plant, and equipméZuapitalized software costs totaled $533 millecember 31, 2007 and $237 million at
December 31, 2006, net of accumulated amortizati@pproximately $207 million at December 31, 2@@d $197 million at December 31,
2006. The increase in capitalized software casts 2006 to 2007 was primarily due to expensedeelto software development for the

SmartMeter™ program as well as information system upgradegwéml processes and tools used to design, estiarateschedule
work. PG&E Corporation and the Utility amortizepttalized software costs ratably over the expetited of the software ranging from 3 to
years, commencing upon operational

Regulation and Statement of Financial Accounting $tndards No. 71

PG&E Corporation and the Utility account for thedncial effects of regulation in accordance witiASMNo. 71. SFAS No. 71
applies to regulated entities whose rates are degitp recover the costs of providing service. S0. 71 applies to all of the Utility's
operations.

Under SFAS No. 71, incurred costs that would otlieewe charged to expense may be capitalized aodded as regulatory assets if
it is probable that the incurred costs will be nemr@d in rates in the future. The regulatory asast amortized over future periods consistent
with the inclusion of costs in authorized customaes. If costs that a regulated enterprise eggedncur in the future are currently being
recovered through rates, SFAS No. 71 requiresttieategulated enterprise record those expectedefgtsts as regulatory liabilities. In
addition, amounts that are probable of being ceedir refunded to customers in the future museberded as regulatory liabilities.

Intangible Assets

Intangible assets consist of hydroelectric faclilitgnses and other agreements, with lives ranfyorg 19 to 40 years. The gross
carrying amount of the hydroelectric facility licers and other agreements was approximately $9iomét December 31, 2007 and $73
million at December 31, 2006. The accumulated &@adion was approximately $32 million at DecemBér 2007 and $28 million at
December 31, 2006.

The Utility's amortization expense related to igfiole assets was approximately $8illion in 2007, 2006, and 2005. The estimated
annual amortization expense based on the Decemb@087 intangible asset balance for the Utililgtangible assets for 2008 through 2012 is
approximately $3 million each year. Intangibleeassre recorded to Other Noncurrent Assets iCthesolidated Balance Sheets.

Consolidation of Variable Interest Entities

The Financial Accounting Standards Board (“FASBiferpretation No. 46 (revised December 2003), "Ghdation of Variable
Interest Entities" (“FIN 46R”), provides that antiénis a variable interest entity (“VIE”") if it des not have sufficient equity investment at risk,
or if the holders of the entity's equity instruneelatck the essential characteristics of a contiglfinancial interest. FIN 46R requires that the
holder subject to the majority of the risk of Idsmm a VIE's activities must consolidate the VIHowever, if no holder has the majority of the
risk of loss, then a holder entitled to receiveajarity of the entity's residual returns would colidate the entity.

The nature of power purchase agreements is sutththdltility could have a significant variableénést in a power purchase
agreement counterparty if that entity is a VIE awgnone or more plants that sell substantially ftheir output to the Utility, and the contract
price for power is correlated with the plant's alte costs of production. In 2007, the Utility enetd into a 25-year agreement to purchase as-
available electric generation output from a newrapimately 554-megawatt (“MW?”) solar trough facilitn which the Utility has a significant
variable interest.

Activities of this facility consist of renewable engy production from a single facility for salettord parties. The Utility is not
considered the primary beneficiary for this VIE jtasill not absorb the majority of the entity’s gected losses or residual
returns. Accordingly, the Utility will not consadlate this VIE in its consolidated financial statemse This project is expected to become
operational in 2011 and no payments for energy haes made to this facility as of December 31, 200Tture payments to this facility are
expected to be recoverable through customer rates.

Impairment of Long-Lived Assets

The carrying values of long-lived assets are evatlii accordance with the provisions of SFAS N#t, T Accounting for the
Impairment of Long Lived Assets” (“SFAS No. 144 n accordance with SFAS No. 144, PG&E Corporatod the Utility
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evaluate the carrying amounts of long-lived ask®tgnpairment whenever events occur or circumstarchange that may affect the
recoverability or the estimated life of long-livadsets. No
significant impairments were recorded in 2007, 2G0&l 2005.

Asset Retirement Obligations

PG&E Corporation and the Utility account for AROdncordance with SFAS No. 143, "Accounting for AdRetirement
Obligations" (“SFAS No. 143") and FASB InterpretatiNo. 47, "Accounting for Conditional Asset Retirent Obligations - an Interpretation
of FASB Statement No. 143" (“FIN 47”). SFAS No.3lvequires that an asset retirement obligatioreberded at fair value in the period in
which it is incurred if a reasonable estimate af falue can be made. In the same period, thecadsd asset retirement costs are capitaliz¢
part of the carrying amount of the related longdthasset. In each subsequent period, the liakslggcreted to its present value, and the
capitalized cost is depreciated over the usefeldifthe long-lived asset. Rate-regulated entitiay recognize regulatory assets or liabilities as
a result of timing differences between the recagniof costs as recorded in accordance with SFASIN8 and costs recovered through the
ratemaking process. FIN 47 clarifies that if adllegbligation to perform an asset retirement obiayaexists but performance is conditional
upon a future event, and the obligation can beorestsly estimated, then a liability should be redpegh in accordance with SFAS No. 143.

The Utility has identified its nuclear generatiordacertain fossil fuel generation facilities asingvARO under SFAS No. 143. In
accordance with FIN 47, the Utility has identifia@®O related to asbestos contamination in buildipgsential site restoration at certain
hydroelectric facilities, fuel storage tanks andtcactual obligations to restore leased properfyrélease condition. Additionally, the Utility
has recorded ARO related to the California Gas gmassion pipeline, gas distribution, electric dimition, and electric transmission system
assets.

A reconciliation of the changes in the ARO lialyilis as follows:

(in millions)

ARO liability at December 31, 20( $ 1,587
Revision in estimated cash flo (209)
Accretion 98
Liabilities settlec (1%
ARO liability at December 31, 20( 1,46¢
Revision in estimated cash flo\ 48
Accretion 95
Liabilities settlec (30)
ARO liability at December 31, 2007 $ 1,57¢

The Utility has identified additional ARO for whichreasonable estimate of fair value could not bdan The Utility has not
recognized a liability related to these additiosfaligations, which include obligations to restazed to its pre-use condition under the terms of
certain land rights agreements, removal and prdgosal of lead-based paint contained in sometyJtécilities, removal of certain
communications equipment from leased property atictement activities associated with substation@thin hydroelectric facilities. The
Utility was not able to reasonably estimate thesasstirement obligation associated with thesetadsmrause the settlement date of the
obligation was indeterminate and information susiit to reasonably estimate the settlement dateraye of settlement dates does not
exist. Land rights, communication equipment leaand substation facilities will be maintained foe foreseeable future, and the Utility
cannot reasonably estimate the settlement dagngerof settlement dates for the obligations aasetiwith these assets. The Utility does not
have information available that specifies whichilfaes contain lead-based paint and, thereforancéreasonably estimate the settlement date
(s) associated with the obligation. The Utilityivmaintain and continue to operate its hydroeledtcilities until operation of a facility
becomes uneconomic. The operation of the majofithie Utility’s hydroelectric facilities is currély and for the foreseeable future economic,
and the settlement date cannot be determinedsatiring.

Fair Value of Financial Instruments
The fair value of a financial instrument represeh&samount at which the instrument could be exghdrin a current transaction
between willing parties, other than in a forcecsailiquidation. The fair value may be signifidgrdifferent than the carrying amount of

financial instruments that are recorded at his&@nounts.

PG&E Corporation and the Utility use the followimgethods and assumptions in estimating fair valudiiancial instruments:
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. The fair values of cash and cash equivalents,icestrcash and deposits, net accounts receivatite, fisk management assets
liabilities, short-term borrowings, accounts payalzustomer deposits, and the Utility's variabte pollution control bond loan
agreements approximate their carrying values &ectmber 31, 2007 and 20!

. The fair values of the Utility's fixed rate seniwtes, fixed rate pollution control bond loan agneats, and PG&E Energy Recovery
Funding LLC's (“PERF") energy recovery bonds (“ERBsere based on quoted market prices obtained fre@rBloomberg
financial information system at December 31, 2(

. The estimated fair value of PG&E Corpora’s 9.50% Convertible Subordinated debt was detewriayeconsidering the prices
securities displayed as of the close of busined3emember 31, 2007 by a proprietary bond tradirsgesy which tracks and marks a
broad universe of convertible securities including securities being assess

The carrying amount and fair value of PG&E Corpioras and the Utility's financial instruments assfallows (the table below
excludes financial instruments with fair valuest thpproximate their carrying values, as theseunsénts are presented at their carrying value
in the Consolidated Balance Sheets):

At December 31,

2007 2006
Carrying Carrying

(in millions) Amount Fair Value Amount Fair Value
Debt (Note 4):

PG&E Corporatior $ 28C $ 84¢ $ 28C % 937

Utility 6,827 6,701 5,62¢ 5,61¢€
Rate reduction bonds (Note 5§1) - - 29C 29z
Energy recovery bonds (Note 6 1,93¢ 1,92¢ 2,27¢ 2,23¢

' Rate Reduction Bonds matured on December 26, Z8@e. “Note 5: Rate Reduction Bonds” below.)
Gains and Losses on Debt Extinguishments

Gains and losses on debt extinguishments assoeidttedegulated operations that are subject tgptlowisions of SFAS No. 71 are
deferred and amortized over the remaining origamabrtization period of the debt reacquired, coasistvith recovery of costs through
regulated rates. Unamortized loss on debt extggments, net of gain, was approximately $269 miildod $295 million at December 31, 2(
and 2006, respectively. The Utility’s amortizatiexpense related to this loss was approximatelyn$ilton in 2007, $27 million in 2006, and
$32 million in 2005. Deferred gains and losseslebt extinguishments are recorded to Other Nonoussets — Regulatory Assets in the
Consolidated Balance Sheets.

Gains and losses on debt extinguishments assodiéttednregulated operations are fully recognizetha time such debt is
reacquired and are reported as a component oésttekpense.

Accumulated Other Comprehensive Income (LosS)
Accumulated other comprehensive income (loss) te@omeasure for accumulated changes in equity ehterprise that result from

transactions and other economic events, othertthasactions with shareholders. The following ¢at#ts forth the after-tax changes in each
component of accumulated other comprehensive inqtoes):

Employee
Hedging Benefit Plan
Transactions Adjustment
in Minimum in Accumulated
Accordance Pension Adoption of  Accordance Other
with SFAS Liability SFAS No. with SFAS Comprehensive
No. 133 Adjustment 158 No. 158 Other Income (LosS)
Balance at
December 31, 2004 $ 1) $ 4 $ - $ - 3 1 $ (4)
Period change ir
Minimum pension liability
adjustment (net of income tax bene
of $3 million) - 4 - - - 4
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Other 1 - - - @) =
Balance at
December 31, 2005 - (8) - - - (8)

Period change ir
Adoption of SFAS No. 158 (net of

income tax benefit of $8 million) - 8 (19 - - (112)
Balance at
December 31, 2006 - - (19 - - (19

Period change in pension benefits |
other benefits
Unrecognized prior service cc(net

of income tax expense of $18 millic - - - 26 - 26
Unrecognized net gain (net of incol
tax expense of $195 millior - - - 28¢ - 28¢

Unrecognized net transition
obligation (net of income tax expen

of $11 million) - - - 16 - 16

Transfer to regulatory account (net

income tax benefit of $207 millior}’ - - - (302) - (302)
Balance at December 31, 20C $ - $ - $ (19 $ 29 $ - $ 1C

W The Utility recorded approximately $109 million2007 and $574 million in 2006, pre-tax, as a redadb the existing pension regulatc y
liability in accordance with the provisions of SFA®. 71. The Utility recorded approximately $44 lioi, pre-tax, as an addition to the
existing pension regulatory liability in accordamvegh SFAS No. 71

There was no material difference between PG&E Quaitjmn’s and the Utility’s accumulated other conmprrsive income (loss) for
the periods presented above.

Revenue Recognition

Electricity revenues, which are comprised of rexefram generation, transmission and distributiawises, are billed to the Utility's
customers at the CPUC-approved "bundled" elegtrigite. The “bundledélectricity rate also includes the rate componehbyg the FERC fa
electric transmission services. Natural gas regsnwhich are comprised of transmission and digioh services, are also billed at CPUC-
approved rates. The Utility's revenues are reasghas electricity and natural gas are delivened ilmclude amounts for services rendered but
not yet billed at the end of each year.

As further discussed in Note 17, in January 2004 Qalifornia Department of Water Resources (“DWR8gan purchasing electric
to meet the portion of demand of the Californiaeistor-owned electric utilities that was not beiagssied from their own generation facilities
and existing electricity contracts. Under Califiarfaw, the DWR is deemed to sell the electricitgctly to the Utility's retail customers, not to
the Utility. The Utility acts as a pass-throughitgrfor electricity purchased by the DWR on behaffts customers. Although charges for
electricity provided by the DWR are included in #reounts the Utility bills its customers, the Ugildeducts the amounts passed through ti
DWR from its electricity revenues. The pakssugh amounts are based on the quantities dfrigiég provided by the DWR that are consun
by customers at the CPUC-approved remittance rEtese pass-through amounts are excluded from tilig/"d electricity revenues in its
Consolidated Statements of Income.

Earnings Per Share

PG&E Corporation applies the treasury stock metbfagflecting the dilutive effect of outstandingsk-based compensation in the
calculation of diluted earnings per common shaEP@S") in accordance with SFAS No. 128, “Earnings $teare” (“SFAS No. 128”). Under
SFAS No. 128, PG&E Corporation is required to asstimat shares underlying stock options, other sbided compensation, and warrants are
issued and that the proceeds received by PG&E Catipo from the exercise of these options and wesrare assumed to be used to purchase
common shares at the average market price durengephorted period. The
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incremental shares, the difference between the ruwitshares assumed to have been issued upornsexand the number of shares assumed
to have been purchased, is included in weighted
average common shares outstanding for the purgassdaulating diluted EPS.

Income Taxes

PG&E Corporation and the Utility use the liabilityethod of accounting for income taxes. Incomeetgpense (benefit) includes
current and deferred income taxes resulting froeraions during the year. Investment tax creditsaanortized over the life of the related

property.

PG&E Corporation files a consolidated U.S. fed@rebme tax return that includes domestic subsielain which its ownership is 8(
or more. In addition, PG&E Corporation files a duned state income tax return in California. PG&&rporation and the Utility are parties
a tax-sharing arrangement under which the Util#gyedmines its income tax provision (benefit) ortaamd-alone basis.

Share-Based Payment

On January 1, 2006, PG&E Corporatind the Utility adopted the provisions of SFAS NB3R, “Share-Based Payment” (“SFAS
No. 123F"), using the modified prospective application nwttwhich requires that compensation cost be rezegdrfor all share-based
payment awards, including unvested stock optioased on the grant-date fair value. SFAS No. 122Rires that an estimate of future
forfeitures be made and that compensation costdmgnized only for share-based payment awardsathagxpected to vest. Prior to January 1,
2006, PG&E Corporation and the Utility accounteddbare-based payment awards, such as stock optéstscted stock and other share-
based incentive awards, under the recognition aeabsorement provisions of Accounting Principles Bdapinion No. 25, “Accounting for
Stock Issued to Employees” (“Opinion 25”) as petetitby SFAS No. 123, “Accounting for Stock-Basedrpensation” (“SFAS No.
123"). Under the provisions of Opinion 25, PG&E Corporatand the Utility did not recognize compensatiostdor stock options for periot
prior to January 1, 2006 because the exercisegoitall stock options were equal to the marketi@alf the underlying common stock on the
date of grant of the options.

Prior to the adoption of SFAS Na3R, PG&E Corporation and the Utility expensed sHaased awards over the stated vesting
period regardless of terms that accelerate vesiog retirement. Subsequent to the adoption of SRA. 123R, PG&E Corporation and the
Utility recognize compensation expense for all algasver the shorter of the stated vesting periati@requisite service period. If awards
granted prior to adopting SFAS No. 123R were expérmwer the requisite service period instead obthted vesting period, there would have
been an immaterial impact on the Consolidated KishStatements of PG&E Corporation and the Utilidy 2006.

Prior to the adoption of SFAS No3R2 PG&E Corporation and the Utility presentectaX benefits from share-based payment
awards as operating cash flows in the Consolid&tatements of Cash Flows. SFAS No. 123R requirscash flows from the tax benefits
resulting from tax deductions in excess of the censation cost recognized for those awards (exegdsenefits) be classified as financing ¢
flows.

The tables below show the effecP@&E Corporation’s net income and EPS if PG&E Cogtion and the Utility had elected to
account for stock-based compensation using thevédire method under SFAS No. 123 based on the tatuassumptions disclosed in Note
14, for the year ended December 31, 2005:

Year ended
December
31,
2005
(in millions, except per share amounts
Net earnings:
As reportec $ 917
Deduct: Incremental stodkased employee compensation expense determined thiedair value based method for all awa
net of related tax effects (12)
Pro forma $ 90t
Basic earnings per share
As reportec $ 2.4C
Pro forma 2.37
Diluted earnings per share:
As reportec 2.37
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Pro forma 2.3¢

If compensation expense had beevgrézed using the fair value-based method undersSRA. 123, the Utility's pro forma
consolidated earnings would have been as follows:

Year ended
December
31,
2005
(in millions)
Net earnings:
As reportec $ 91¢
Deduct: Incremental sto-based employee compensation expense determined thiedair value based method for all awa
net of related tax effects ()
Pro forma $ 911

Nuclear Decommissioning Trusts

The Utility accounts for its investments held ie thuclear Decommissioning Trusts in accordance &#AS No. 115, “Accounting
for Certain Investments in Debt and Equity Secesiti(“SFAS No. 115”), as well as FASB Staff Positidos. 115-1 and 124-1, “The Meaning
of Other-Than-Temporary Impairment and Its Appiicatto Certain Investments” (“SFAS Nos. 115-1 a@d-1"). Under SFAS No. 115, the
Utility records realized gains and losses as agititiand reductions to trust asset balances. bré@aace with SFAS Nos. 115-1 and 124-1, the
Utility recognizes an impairment of an investmdrnhe fair value of that investment is less thancibst and if the impairment is concluded tc
other-than-temporary. (See Note 13 of the Notése¢dConsolidated Financial Statements for furthigcussion.)

Accounting for Derivatives and Hedging Activities

The Utility engages in price risk management atiéigito manage its exposure to fluctuations in cowity prices. Price risk
management activities involve entering into cortsao procure electricity, natural gas, nucleat,faed firm transmission rights for electricity.

The Utility uses a variety of energy and finandéitruments, such as forward contracts, futureapswoptions and other instruments
and agreements, most of which are accounted fde@gative instruments. Some contracts are acealiar as leases. Derivative instruments
are recorded in PG&E Corporation's and the Utditgbnsolidated Balance Sheets at fair value. Gramgthe fair value of derivative
instruments are recorded in earnings, or to thergxhey are recoverable through regulated rategjeferred and recorded in regulatory
accounts. Derivative instruments may be designasechsh flow hedges when they are entered irtiedge variable price risk associated with
the purchase of commodities. For cash flow hedgésyalue changes are deferred in accumulategr @bmprehensive income and recogn
in earnings as the hedged transactions occur, sithey are recovered in rates, in which case, égheyecorded in regulatory
accounts. Derivative instruments are presentedhiar current and noncurrent assets or other duarehnoncurrent liabilities unless they meet
certain exemptions as discussed below.

In order for a derivative instrument to be desigdads a cash flow hedge, the relationship betweedérivative instrument and the
hedged item or transaction must be highly effectiVae effectiveness test is performed at the iticemf the hedge and each reporting period
thereafter, throughout the period that the hedgiesignated as such. Unrealized gains and loskesd to the effective and ineffective
portions of the change in the fair value of the\dgive instrument, to the extent they are recoblerghrough rates, are deferred and recorded in
regulatory accounts.

Cash flow hedge accounting is discontinued pro$gadgtif it is determined that the derivative instnent no longer qualifies as an
effective hedge, or when the forecasted transadioon longer probable of occurring. If cash flobedge accounting is discontinued, the
derivative instrument continues to be reflectethmtvalue, with any subsequent changes in fain@akcognized immediately in
earnings. Gains and losses previously recordadéomulated other comprehensive income (loss)raiifiain there until the hedged item is
recognized in earnings, unless the forecastedactios is probable of not occurring, in which c#ise gains and losses from the derivative
instrument will be immediately recognized in eagsn A hedged item is recognized in earnings wheratures or is exercised. Any gains and
losses that would have been recognized in earmindseferred in accumulated other comprehensivenigc@loss), to the extent they are
recoverable through rates, are deferred and redondegulatory accounts.
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Net realized and unrealized gains or losses owatére instruments are included in various itemP@®&E Corporation's and the
Utility's Consolidated Statements of Income, inahgdCost of Electricity and Cost of Natural Gasas@ inflows and outflows associated with
the settlement of price risk management activiesrecognized in operating cash flows in PG&E Gmapion's and the Utility's Consolidated
Statements of Cash Flows.

The fair value of derivative instruments is estiathtising the mid-point of quoted bid and asked &daprices, including quotes from
brokers, and electronic exchanges, supplementenhliiye price information from news services. Wineawrket data is not available, propriet
models are used to estimate fair value.

The Utility has derivative instruments for the picgd delivery of commodities transacted in the nakeourse of business as well as
non-financial assets that are not exchange-tradiéese derivative instruments are eligible fornbemal purchase and sales and non-exchange
traded contract exceptions under SFAS No. 133aaachot reflected in the Utility’s Consolidated 8ate Sheets at fair value. They are
recorded and recognized in income under the acanattiod of accounting. Therefore, expenses amgrezed as incurred.

The Utility has certain commodity contracts for thechase of nuclear fuel and core gas transpomntaind storage contracts that are
not derivative instruments and are not reflectethenUltility's Consolidated Balance Sheets at Yailue. Expenses are recognized as incurred.

See Note 12 of the Notes to the Consolidated FinbBtatements.
ADOPTION OF NEW ACCOUNTING PRONOUNCEMENTS
Accounting for Uncertainty in Income Taxe

On January 1, 2007, PG&E Corporation and the Ytidopted the provisions of FASB Interpretation M®, “Accounting for
Uncertainty in Income Taxes” (“FIN 48”). FIN 48alfies the accounting for uncertainty in incomeet®t FIN 48 prescribes a tvabep proce
in the recognition and measurement of a tax pastéien or expected to be taken in a tax retuitme first step is to determine if it is more
likely than not that a tax position will be sustdhupon examination by taxing authorities basethemmerits of the position. If this thresholt
met, the second step is to measure the tax po&itiBG&E Corporation’s and the Utility’s ConsoligdtBalance Sheets by using the largest
amount of benefit that is greater than 50% likelp@ing realized upon ultimate settlement. Théedénce between a tax position taken or
expected to be taken in a tax return and the berelbgnized and measured pursuant to FIN 48 reptegan unrecognized tax benefit. An
unrecognized tax benefit is a liability that remets a potential future obligation to the taxinghauity.

The effects of adopting FIN 48 were as follows:

PG&E
Corporation Utility
(in millions)
At January 1, 2007
Cumulative effect of adoptic— decrease to Beginning Reinvested Earn $ 18 $ 20
A reconciliation of the beginning and ending amaoofiinrecognized tax benefits is as follows:
PG&E
Corporation Utility
(in millions)
Balance at January 1, 200° $ 21z $ 9C
Additions for tax position of prior yea 15 4
Reductions for tax position of prior years (18) -
Balance at December 31, 20C $ 20¢ $ 94

The component of unrecognized tax benefits thagdbgnized, would affect the effective tax rat®atember 31, 2007 for PG&E
Corporation and the Utility is $110 million and $68llion, respectively.

Interest expense was calculated and included ipatential liability for uncertain tax positionsrfthe twelve months ended December
31, 2007. Interest expense was classified as indamexpense in the Consolidated Statements ofrlaas follows:
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PG&E

Corporation Utility
(in millions)
For The Twelve Months Ended December 31, 20(
Increase in interest expense accrued on unrecabtaxebenefits $ 7 % 2

PG&E Corporation and the Utility believe that itreasonably possible that the total amount of wgeized tax benefits could
decrease by up to $10 million in the next 12 moatha result of a potential settlement of the 2P002 Internal Revenue Service (“IRS”)
audit.

For a description of tax years that remain sulijgeixamination, see “Taxation Matters” in Note Elov.
ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Fair Value Measurements

On January 1, 2008, PG&E Corporation and the Mtddopted the provisions of SFAS No. 157, “FairaéaMeasurements,” (“SFAS
No. 157"), which defines fair value measurements and immgiets a hierarchical disclosure.

SFAS No. 157 defines fair value as “the price thatld be received to sell an asset or paid to tearssliability in an orderly
transaction between market participants at the areasent date,” or the “exit price.” Accordingly, antity must now determine the fair value
of an asset or liability based on the assumptibasrharket participants would use in pricing theeasr liability, not those of the reporting
entity itself. The identification of market paipant assumptions provides a basis for determiningt inputs are to be used for pricing each
asset or liability. Additionally, SFAS No. 157 aBtishes a fair value hierarchy which gives preoeddo fair value measurements calculated
using observable inputs to those using unobseniaples. Accordingly, the following levels wergaslished for each input:

Level 1: “Inputs that are quoted prices (unadjusted)citiva markets for identical assets or liabilitieattthe reporting entity has the
ability to access at the measurement date.”

Level 2: “Inputs other than quoted prices included in ¢lel that are observable for the asset or liabiétther directly or indirectly.”

Level 3: “Unobservable inputs for the asset or liabifity-hese are inputs for which there is no markéadevailable, or observable
inputs that are adjusted using Level 3 assumptions.

SFAS No. 157 requires entities to disclose findrfei@-valued instruments according to the abowerdrichy in each reporting period
after implementation. The standard deferred teeldsure of the hierarchy for certain non-finanaiatruments to fiscal years beginning after
November 15, 200¢

SFAS No. 157 should be applied prospectively exidemrtain criteria are met. Congestion Revenigh®® (“CRRs”) held by the
Utility meet the criteria and will be adjusted upasoption to comply with SFAS No. 157 requiremer@RRs allow market participants,
including load serving entities, to hedge the firiahrisk of California Independent System Opergt@AISO”) imposed congestion charges in
the Market Redesign and Technology Upgrade (“MRTdAY-ahead market. PG&E Corporation and the Ytiie still evaluating the impact
of the adjustment to price risk management assetsegulatory liabilities on their Consolidated &ate Sheets. The costs associated with
procurement of CRRs are currently being recovenedtes or are probable of recovery in future ratesefore, the adoption of SFAS No. 157
will not have an impact on earnings.

Fair Value Option

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finalndabilities” (“SFAS No.
159”). SFAS No. 159 establishes a fair value aptinder which entities can elect to report cerfimancial asset and liabilities at fair value,
with changes in fair value recognized in earnin§5AS No. 159 is effective for fiscal years begntnafter November 15, 2007. PG&E
Corporation and the Utility do not expect the admpof SFAS No. 159 to materially impact the finestatements.
Amendment of FASB Interpretation No. 3

In April 2007, the FASB issued FASB Staff Positimm Interpretation 39, “Amendment of FASB Interpteta No. 39” (“FIN 39-
1"). Under FIN 39-1, a reporting entity is perratto offset the fair value amounts recognizedccfmh collateral paid or
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cash collateral received against the fair valuewart®orecognized for derivative instruments executigl the same counterparty under a master
netting arrangement. FIN 39-1 is effective focéisyears beginning after November 15, 2007. P@&®iporation and the Utility are currently
evaluating the impact of FIN 39-1.

NOTE 3: REGULATORY ASSETS, LIABILITIES, AND BALANCI NG ACCOUNTS

Regulatory Assets

As discussed in Note 2, PG&E Corporation and thityJaccount for the financial effects of regulatiin accordance with SFAS No.
71. Long-term regulatory assets are comprisetiefdllowing:

Balance at December 31

2007 2006

(in millions)
Energy recovery bond regulatory as $ 183: $ 2,17(
Utility retained generation regulatory ass 947 1,01¢
Regulatory assets for deferred income 732 59¢
Environmental compliance cos 32¢ 30:
Unamortized loss, net of gain, on reacquired 26¢ 29t
Regulatory assets associated with plan of reorgéniz 122 147
Contract termination cos 96 12C
Scheduling coordinator cos 9C 111
Other 42 13¢

Total regulatory asse $ 4,45¢ $ 4,907

The energy recovery bond (“ERB”) regulatory asseresents the refinancing of the settlement reguylatsset established under the
December 19, 2003 settlement agreement among P@G&@o€ation, the Utility, and the CPUC to resolve thtility’s proceeding under
Chapter 11 of the U.S. Bankruptcy Code (the “ChapleSettlement Agreement”). During 2007, the itytitecorded amortization of the ERB
regulatory asset of approximately $337 million.eTltility expects to fully recover this asset bg #nd of 2012.

As a result of the Chapter 11 Settlement AgreentkatJtility recognized a one-time non-cash gai$b® billion in 2004 for
regulatory assets related to the recovery of pteshoincurred costs associated with retained geioeréacilities. The individual components
these regulatory assets are amortized over thegiective lives, with a weighted average life of mppmately 16 years. During 2007, the
Utility recorded amortization of the Utility’s rateed generation regulatory assets of approximaiély million.

The regulatory assets for deferred income tax sgpriedeferred income tax benefits passed throughdiomers and are offset by
deferred income tax liabilities. Tax benefits tstomers have been passed through as the CPUCe=qtilities under its jurisdiction to follc
the “flow through” method of passing certain taxibfits to customers. The “flow through” methodages the effect of deferred taxes on
rates. Based on current regulatory ratemakingirgeuwme tax laws, the Utility expects to recoveradefd income taxes related to regulatory
assets over periods ranging from 1 to 40 years.

Environmental compliance costs represent the podfaestimated environmental remediation liabititteat the Utility expects to
recover in future rates as actual remediation cargtsncurred. The Utility expects to recover theasts over periods ranging from 1 to 30
years.

Unamortized loss, net of gain, on reacquired deptesents costs related to debt reacquired ormegbeprior to maturity with
associated discount and debt issuance costs. Theteare expected to be recovered over the rargainginal amortization period of the
reacquired debt over periods ranging from 1 to 4&ry.

Regulatory assets associated with the Utility’s@éall Settlement Agreement include costs incurrdshancing the Utility’s
reorganization under Chapter 11 and costs to ogehgeenvironmental enhancement projects of th#i®&orest and Watershed Stewardship
Council, an entity that was established pursuatiedJtility’s plan of reorganization. The Utiligxpects to recover these costs over periods
ranging from 5 to 30 years.

Contract termination costs represent amounts fieattility incurred in terminating a 30-year powirchase agreement. This

regulatory asset will be amortized and collectethies on a straight-line basis until the end gt&aber 2014, the power purchase agreersent’
original termination date.
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The regulatory asset related to scheduling cootolir6SC”) costs represents costs that the Utililgurred beginning in 1998 in its
capacity as an SC for its then existing wholesalesmission customers. The Utility expects toyfudicover the SC costs by 2009.

Finally, as of December 31, 2007, “Othé&"primarily related to timing differences betwehe recognition of ARO in accordance v
GAAP and the amounts recognized for ratemaking geep. At December 31, 2006, “Other” is primaréiated to price risk management
contracts entered into by the Utility to procureatticity and natural gas to reduce commodity prisks, which are accounted for as derivat
under SFAS No. 133. The costs and proceeds of tesvative instruments are recovered or refuridedgulated rates charged to customers.

In general, the Utility does not earn a return egutatory assets where the related costs do nateaterest. Accordingly, the Utility
earns a return only on the Utility’s retained gettien regulatory assets, unamortized loss, netivf gn reacquired debt, and regulatory assets
associated with the plan of reorganization.

Current Regulatory Assets

As of December 31, 2007, the Utility had curremfulatory assets of approximately $131 million, @stiisg primarily of price risk
management regulatory assets with terms of lessdha year. Price risk management regulatory sisseisist of contracts to procure
electricity and natural gas designed to reduce codity price risks that are accounted for as derreatunder SFAS No. 133. The costs and
proceeds of these derivative instruments are reedvar refunded through regulated rates. At Deagrlh, 2006, the amount of current
regulatory assets was approximately $434 millimmsisting primarily of the current portion of thete reduction bond (“RRB'egulatory ass
and price risk management regulatory assets. R iRgulatory asset represents electric indussifweturing costs, which the Utility fully
recovered in 2007. Current regulatory assetsraaded in Prepaid Expenses and Other in the Cinlaged Balance Sheets.

Regulatory Liabilities
Long-term regulatory liabilities are comprised loé tfollowing:

Balance at December 31

2007 2006

(in millions)
Cost of removal obligatio $ 2,56¢ $ 2,34(
Asset retirement cos 578 60¢
Public purpose progran 264 16¢
California Solar Initiative 15¢ -
Price risk manageme 124 37
Employee benefit plar 57¢ 23
Other 182 21t

Total regulatory liabilities $ 4,44¢  $ 3,39:

Cost of removal liabilities represent revenuesau#td for asset removal costs that the Utility exp# incur in the future.

Asset retirement costs represent timing differefmda/ieen the recognition of ARO in accordance WRAP and the amounts
recognized for ratemaking purposes.

Public purpose program liabilities represent reesndesignated for public purpose programs costathaxpected to be incurred in
the future.

California Solar Initiative liabilities represergwenues designated for public purpose program tlstsire expected to be incurred in
the future. These revenues will be used by thityJto promote the use of solar energy in residggtomes, and commercial, industrial, and
agricultural properties.

Price risk management liabilities consist of coctisdo procure electricity and natural gas witlmgin excess of one year designed to
reduce commaodity price risks that are accounte@dg$aderivative instruments under SFAS No. 133. ngha in the fair value of derivative
instruments are deferred and recorded in regulaocpunts because they are recovered or refundmuaigth regulated rates.

Employee benefit plan expenses represent the ctinutdifferences between amounts recognized inrdecwe with GAAP and
amounts recognized for ratemaking purposes, whgthiacludes amounts that otherwise would be resmbtd accumulated other
comprehensive income in accordance with SFAS N8, IBmployers' Accounting for Defined Benefit Pemsand Other Postretirement
Plans". These balances will be charged againstheep® the extent that future
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expenses exceed amounts recoverable for regulatoppses.

Finally, as of December 31, 2007, “Other” regulgtitabilities are primarily related to amounts reesl from insurance companies to
pay for hazardous substance remediation costsunefcustomer benefits associated with the Gatéemerating Station (“Gateway”). The
liability for hazardous substance insurance redeseas refunded to customers as a reduction tg ratél they are fully reimbursed for total
covered hazardous substance costs that they ha/topiate. Gateway was acquired as part of &eseht with Mirant Corporation and the
associated liability will be amortized over 30 y&bheginning in March 2009.

Current Regulatory Liabilities

As of December 31, 2007, the Utility had curremfulatory liabilities of approximately $280 millioprimarily consisting of the
current portion of electric transmission wheelirgenue refunds and amounts that the Utility exptectefund to customers for over-collected
electric transmission rates. At December 31, 2@@$ Utility had current regulatory liabilities $809 million, primarily comprised of electric
transmission wheeling revenue refunds and the RigBlatory liability. The RRB regulatory liabilitgpresents over-collections associated
with the RRB financing that the Utility will returto customers in the future. Current regulataabilities are included in Current Liabilities -
Other in the Consolidated Balance Sheets.

Regulatory Balancing Accounts

The Utility uses regulatory balancing accounts ageahanism to recover amounts incurred for cedasts, primarily commodity
costs. Sales balancing accounts accumulate diffesebetween revenues and the Utility's authorie@eenue requirements. Cost balancing
accounts accumulate differences between incurrst$ @md authorized revenue requirements. TheyJilso obtained CPUC approval for
balancing account treatment of variances betwestésted and actual commodity costs and volumas approval eliminates the earnings
impact from any revenue variances from adoptedchselevels. Under-collections that are probablecovery through regulated rates are
recorded as regulatory balancing account asseter-€llections that are probable of being creditedustomers are recorded as regulatory
balancing account liabilities.

The Utility's current regulatory balancing accoustsumulate balances until they are refunded teagived from the Utility's
customers through authorized rate adjustmentsmitieé next 12 months. Regulatory balancing acsotnat the Utility does not expect to
collect or refund in the next 12 months are inctbdeOther Noncurrent Assets — Regulatory AssetsNoncurrent Liabilities — Regulatory
Liabilities. The CPUC does not allow the Utility offset regulatory balancing account assets aghalancing account liabilities.
Regulatory Balancing Account Asse

Balance at December 31

2007 2006
(in millions)
Electricity revenue and cost balancing accol $ 67¢ $ 501
Natural gas revenue and cost balancing accc 93 10€
Total $ 771 $ 607

Regulatory Balancing Account Liabilitie:

Balance at December 31

2007 2006
(in millions)
Electricity revenue and cost balancing accol $ 61t $ 951
Natural gas revenue and cost balancing accc 55 79
Total $ 67 $ 1,03(

During 2007, the under-collection in the Utilityé¢ectricity revenue and cost balancing accounttassereased from 2006 mainly due
to higher procurement costs associated with repiacé power, as a result of lower hydroelectric picibn. The under-collection was further
increased due to CPUC authorized rate reductidesaded to reduce over-collections in the elec#ieenue and cost balancing account
liabilities from 2006.

NOTE 4: DEBT

Long-Term Debt
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The following table summarizes PG&E Corporatiomd the Utility's long-term debt:

December 31

2007 2006
(in millions)
PG&E Corporation
Convertible subordinated notes, 9.50%, due Z $ 28C $ 28C
Less: current portio - (280)
28(C -
Utility
Senior notes
3.60% to 6.05% bonds, due 2(-2037 6,30( 5,10¢
Unamortized discount (22) (16)
Total senior note 6,27¢ 5,08¢
Pollution control bond loan agreements, variabtes'?, due 2026 614 614
Pollution control bond loan agreement, 5.35%, d)ES. 20C 20C
Pollution control bond loan agreements, 4.75%, 2023 34E 34E
Pollution control bond loan agreements, variabtes® , due 2016-2026 454 454
Other - 1
Less: current portio - (1)
Long-term debt, net of current portic 7,891 6,69
Total consolidated lon¢-term debt, net of current portion $ 8,171 $ 6,69

@) At December 31, 2007, interest rates on these Iceaged from 3.45% to 3.73%.

) These bonds are supported by $620 million of lettércredit which expire on February 24, 2012. Altgh the stated maturity date is 2C
the bonds will remain outstanding only if the Wyilextends or replaces the letters of cre

®) At December 31, 2007, interest rates on these Iceaged from 3.75% to 5.75%.
PG&E Corporation
Convertible Subordinated Notes

At December 31, 2007, PG&E Corporation had outstapdpproximately $280 million of 9.50% Convertil8ebordinated Notes that
are scheduled to mature on June 30, 2010. Intisrpalyable semi-annually in arrears on June 3(@wdEmber 31. These Convertible
Subordinated Notes may be converted (at the opfitine holder) at any time prior to maturity int8,458,059 shares of PG&E Corporation
common stock, at a conversion price of $15.09 pares The conversion price is subject to adjustrf@rsignificant changes in the number
outstanding shares of PG&E Corporation's commockstén addition, holders of the Convertible Suboaded Notes are entitled to receive
"pass-through dividends" determined by multiplythg cash dividend paid by PG&E Corporation peralmicommon stock by a number
equal to the principal amount of the Convertibld&udinated Notes divided by the conversion pribering 2007, PG&E Corporation paid
approximately $26 million of "pass-through dividefido the holders of Convertible Subordinated Not®s January 15, 2008, PG&E
Corporation paid approximately $7 million of “patbseugh dividends.” Since no holders of the Cotilkr Subordinated Notes exercised the
onetime right to require PG&E Corporation to repurahéise Convertible Subordinated Notes on June 307,28G&E Corporation reclassifi
the Convertible Subordinated Notes as a nonculigility (in Noncurrent Liabilities - Long-Term O®) in the Consolidated Balance Sheets
effective as of that date.

In accordance with SFAS No. 133, the dividend papdtion rights component of the Convertible Sulozated Notes is considered to
be an embedded derivative instrument and, therefianst be bifurcated from the Convertible SubortidadNotes and recorded at fair value in
PG&E Corporation's Consolidated Financial StatesieBtividend participation rights are recognizeapsrating cash flows in PG&E
Corporation’s Consolidated Statements of Cash FEldBlsanges in the fair value are recognized in P@®Eporation's Consolidated
Statements of Income as a non-operating expenseamne (in Other Income, Net). At December 31,2280d December 31, 2006, the total
estimated fair value of the dividend participatiaghts component, on a pre-tax basis, was apprdei;&62 million and $79 million,
respectively, of which $25 million and $23 milliorespectively, was classified as a current liab{lih Current Liabilities - Other) and $37
million and $56 million, respectively, was classtfias a noncurrent liability (in Noncurrent Liatids - Other) in the accompanying
Consolidated Balance Sheets.

Utility

Senior Notes
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In March 2007, the Utility issued $700 million peipal amount of 5.80% Senior Notes due March 1,720Bhe Utility received
proceeds of $690 million from the offering, netao$4 million discount and $6 million in issuancetso In December 2007, the Utility issued
$500 million principal amount of 5.625% Senior Notlue November 30, 2017. The Utility received peats of $494 million from the
offering, net of a $3 million discount and $3 na@ti in issuance costs. The proceeds from the §altee Genior Notes were used for capital
expenditures and working capital purposes.

The Utility’s Senior Notes are unsecured and ramkadly with the Utility’s other senior unsecured and unsubordinated déidder the
indenture for the Senior Notes, the Utility haseggt that it will not incur secured debt or engamgssile leaseback transactions (except for (1)
debt secured by specified liens, and (2) aggregtatr secured debt and sales and leaseback tramsacdt exceeding 10% of the Utility’s net
tangible assets, as defined in the indenture) srfes Utility provides that the Senior Notes wil bgually and ratably secured.

Pollution Control Bonds

The California Pollution Control Financing Authgriand the California Infrastructure and Economiw&epment Bank issued varic
series of tax-exempt pollution control bonds fag tenefit of the Utility. At December 31, 2007]Iption control bonds in the aggregate
principal amount of $1.6 billion were outstandindnder the pollution control bond loan agreemethis,Utility is obligated to pay on the due
dates an amount equal to the principal, premiumnyf, and interest on these bonds to the truste¢kdse bonds.

All of the pollution control bondménced or refinanced pollution control facilitigsthe Utility's Geysers geothermal power plant
(“Geysers Project”), or at the Utility's Diablo Gam Power Plant (“Diablo Canyon”). In 1999, thdlit}t sold the Geysers Project to Geysers
Power Company LLC, a subsidiary of Calpine Corgorat The Geysers Project purchase and sale agreestate that Geysers Power
Company LLC will use the facilities solely as paitun control facilities within the meaning of Sewii103(b)(4)(F) of the Internal Revenue
Code and associated regulations (“Code”).

On February 3, 2006, Geysers Power Company LL@ &lgetition for relief under Chapter 11 of the Bauptcy Code with the Unite
States Bankruptcy Court for the Northern DistritGCalifornia (the "Bankruptcy Court"). On Deceml&, 2007, the Bankruptcy Court ente
an order confirming the Plan of Reorganization (fAkan") filed by Calpine Corporation and relategbtbrs, including Geysers Power
Company LLC. The Plan became effective on JanB&r®008. Pursuant to the Plan, Geysers Power @oyn C assumed the purchase
sale agreements. The Utility believes that thesBes/Project will continue to meet the use requémets of the Code.

In order to enhance the credit ratings of theskipoh control bonds, the Utility has obtained dtedipport from banks and insurance
companies such that, in the event that the Utldgs not pay debt servicing costs, the banks arange companies will pay the debt servicing
costs. The following table summarizes these crmagiports:

At December

Utility Facility 31, 2007
(in millions) Series Termination Date Commitment
96 C, E, F

Pollution control bon« bank reimbursement agreeme 97 B February 201: $ 62C
Pollution control bon« bond insurance reimbursement agreem 96 A December 2016 20C
Pollution control bon¢ bond insurance reimbursement agreem 2004 A- D December 202%) 34k
Pollution control bone« bond insurance reimbursement agreem 2005 A- G 2016 - 20262 454
Total credit support $ 1,61¢

@) Off-balance sheet commitments.
@ Principal and debt service insured by bond insteatompanies.

Generally, under the loan agreements related ttiigy’s pollution control bonds, the Utility, aomg other things, agrees to pay
principal, interest or any premium on the bondgh®trustee in accordance with the relevant indestunaintain and repair the underlying
projects financed by such bonds, and not take atigreor fail to take any action if any such actimminaction would cause the interest on the
bonds to be taxable or to be other than “exemjlitiabonds” within the meaning of Section 142(d)}tloe Code.
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In 2005, the Utility purchased a financial guaraimgurance policy to insure the regularly schedgagment of principal and interest
on $454 million of pollution control bonds serieB03 A-G (“PC2005 bonds”) issued by the Califormé&astructure and Economic
Development Bank. In January 2008, the insurgggit rating was downgraded and/or put on reviempfussible downgrade by several credit
agencies. This has resulted in increases in istteages for the PC2005 bonds, which rates arewtlyrset at auction every 7 or 35 days. To
minimize this interest rate exposure, the Utilityeinds to exercise its right to purchase the bontisu of redemption and remarket the bonds
when market conditions are more favorable. Thelpse of the PC2005 bonds is expected to be fidahceugh issuance of long-term debt.

Repayment Schedul

At December 31, 2007, PG&E Corporation's and thlty$ combined aggregate principal repayment ant®of long-term debt are
reflected in the table below:

(in millions, except

interest rates) 2008 2009 2010 2011 2012 Thereafter Total
Long-term debt:

PG&E Corporation

Average fixed interes

rate - - 9.5(% - - - 9.5(%
Fixed rate obligation - - $ 28( - - - 3 28(
Utility

Average fixed interes

rate - 3.6(% - 4.2% - 5.66% 5.3
Fixed rate obligation - $ 60C - $ 50C - $ 574t $ 6,84¢

Variable interest rat
as of December 31,

2007 - - - - 3.56% 4.47% 3.95%
Variable rate

obligations - - - - $ 614" $ 454 % 1,06¢
Total consolidated

long-term debt - 8 60C $ 28C $ 50C $ 614 $ 6,19¢ $ 8,19:

W The $614 million pollution control bonds, due in2B) are backed by letters of credit which expirdebruary 24, 2012. The bonds will
subject to a mandatory redemption unless the tettecredit are extended or replaced. Accordiniyig,bonds have been classified for
repayment purposes in 20:

Credit Facilities and Short-Term Borrowings

The following table summarizes PG&E Corporatiomd ¢ghe Utility's short-term borrowings and outstagdcredit facilities at
December 31, 2007:

(in millions) At December 31, 200°
Letters of Commercial
Authorized Facility Credit Out- Cash Paper
Borrower Facility Termination Date Limit standing Borrowings Backup Availability
Senior credi February )
PG&E Corporatiorfacility 2012 $ 20C $ - $ - $ - % 20C
Working capital
Utility facility February 201; 2,00(® 165 25( 27C 1,31¢
Total credit facilities $ 2200 $ 165 $ 25C $ 27C $ 1,51¢

W ncludes $50 million sublimit for letters of credihd $100 million sublimit for swingline loans, whiare made available on a same-day
basis and repayable in full within 30 da

@ Includes a $950 million sublimit for letters of dieand $100 million sublimit for swingline loanshich are made available on a same-c 1y
basis and repayable in full within 30 da

PG&E Corporation
Senior Credit Facility

PG&E Corporation has a $200 million revolving seniasecured credit facility (“senior credit fagiliy with a syndicate of lenders
that expires on February 26, 2012. Borrowings utiike senior credit facility and letters of creaiay be used for workin
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capital and other corporate purposes. PG&E Cotjporaan, at any time, repay amounts outstandinghiale or in part. At PG&E
Corporation's request and at the sole discreticgaoh

lender, the senior credit facility may be extenétadadditional periods. PG&E Corporation has tightrto increase, in one or more requests
given no more than once a year, the aggregatétydayl up to $100 million provided certain condit®are met. The fees and interest rates
PG&E Corporation pays under the senior credit figoilary depending on the Utility's unsecured deltings issued by Standard & Poor’s
Ratings Service (“S&P”) and Moody's Investors Seevi‘Moody's”).

The senior credit facility includes usual and cusioy covenants for credit facilities of this typegluding covenants limiting liens,
mergers, sales of all or substantially all of PG&&rporation's assets and other fundamental charigegeneral, the covenants, representations
and events of default mirror those in the Utilitwerking capital facility, discussed below. In &auh, the senior credit facility also requires
that PG&E Corporation maintain a ratio of total solidated debt to total consolidated capitalizatbat most 65% and that PG&E Corpora
own, directly or indirectly, at least 80% of thermmon stock and at least 70% of the voting secsrifethe Utility.

At December 31, 2007, PG&E Corporation had no aatihg borrowings or letters of credit under theisecredit facility.
Utility

In the ordinary course of the Utility’s construgtiactivities, contractors who work on and providatenials to projects may have
certain statutory liens on such projects, whichrakeased as construction progresses and paynremsaale for their work or materials.

Working Capital Facility

On February 26, 2007, the Utility increased itsoteing credit facility (“working capital facility”)with a syndicate of lenders by $650
million to $2.0 billion and extended the facility February 26, 2012. The working capital facilitgludes usual and customary covenants for
credit facilities of this type, including covenaltitaiting liens to those permitted under the Semotes’ indenture, mergers, sales of all or
substantially all of the Utility’s assets and otfismdamental changes. In addition, the workingteffacility also requires that the Utility
maintain a debt to capitalization ratio of at m@s% as of the end of each fiscal quarter. Themewe material changes to the terms, fees,
interest rates, or covenants related to the workapgital facility as a result of the February 2@®7endment.

Letters of credit issued under the working cagaallity are used primarily to provide credit enlsaments to counterparties for natt
gas and energy procurement transactions. At DeeeB1h 2007, there were approximately $165 milbbfetters of credit and $250 million of
borrowings outstanding under the working capitallfigz. In addition, the Utility treats the amouot its outstanding commercial paper as a
reduction to the amount available under its worldagital facility to provide liquidity support fautstanding commercial paper, as discussed
below.

Accounts Receivable Facilit

On February 26, 2007, in connection with the amesmttrof the working capital facility described abpthee Utility terminated its $6:
million accounts receivable facility that was schied to expire on March 5, 2007. There were nadoautstanding under the Utilisyaccount
receivable facility at the time of termination.

Commercial Paper Program

On June 28, 2007, the Utility increased its borrapcapacity under the commercial paper program farf billion to $1.75
billion. Commercial paper borrowings are used ity to cover fluctuations in cash flow requirentenLiquidity support for these
borrowings is provided by available capacity uniherworking capital facility, as described abovédie commercial paper may have maturities
up to 365 days and ranks equally with the Utilitgther unsubordinated and unsecured indebtedgd3ecember 31, 2007, the Utility had
$270 million of commercial paper outstanding, imthg amortization of a $1 million discount, at areeage yield of approximately
5.6%. Commercial paper notes are sold at an siteaée dictated by the market at the time of issaa

NOTE 5: RATE REDUCTION BONDS

In December 1997, PG&E Funding LLC, a limited ligicorporation wholly owned by and consolidatetthithe Utility, issued $2.9
billion of RRBs. The proceeds of the RRBs weradusg PG&E Funding LLC to purchase from the Utilibe right, known as “transition
property,” to be paid a specified amount from a-bgpassable charge levied on residential and stoalimercial customers. At December 31,
2006, the total amount of RRB principal outstandivags $290 million. The RRBs were paid in full whéey matured on December 26, 2007
and there are no future principal or interest paye
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NOTE 6: ENERGY RECOVERY BONDS

In furtherance of the Chapter 11 Settlement AgregniRERF, a wholly owned consolidated subsidiarthefUtility, issued two
separate series of ERBs in the aggregate amow. @iillion in 2005 supported by a dedicated caponent (‘“DRC”). The proceeds of the
ERBs were used by PERF to purchase from the Uthigyright, known as "recovery property," to bedpaispecified amount from a
DRC. DRC charges are authorized by the CPUC ustdéz legislation and will be paid by the Utilitgkectricity customers until the ERBs are
fully retired. Under the terms of a recovery pnapaservicing agreement, DRC charges are colleljetthe Utility and remitted to PERF for
payment of the bond principal, interest and miscedbus expenses associated with the bonds.

The first series of ERBs issued on February 105206luded five classes aggregating approximatél® $illion principal amount
with scheduled maturities ranging from September2PB6 to December 25, 2012. Interest rates onetimaining four outstanding classes
range from 3.87% for the earliest maturing clas<l.47% for the latest maturing class. The proseddhe first series of ERBs were paid by
PERF to the Utility and were used by the Utilityredinance the remaining unamortized atgex-balance of the settlement regulatory assee
second series of ERBs, issued on November 9, 20€ltded three classes aggregating approximatedy $illion principal amount, with
scheduled maturities ranging from June 25, 20@edoember 25, 2012. Interest rates on the thresetarange from 4.85% for the earliest
maturing class to 5.12% for the latest maturingxlarhe proceeds of the second series of ERBspadaldby PERF to the Utility to pre-fund
the Utility's tax liability that will be due as thdtility collects the DRC related to the first ssiof ERBs.

The total amount of ERB principal outstanding wa9$billion at December 31, 2007 and $2.3 billion acBmber 31, 2006. The
scheduled principal repayments for ERBs are reftbat the table below:

(in millions) 2008 2009 2010 2011 2012 Total

Utility

Average fixed interest ra 4.1% 4.3% 4.4% 4.5% 4.6€% 4.47%
Energy recovery bonc $ 354 % 37C % 38 $ 404 % 42z $ 1,93¢

While PERF is a wholly owned consolidated subsidirthe Utility, it is legally separate from thdility. The assets (including the
recovery property) of PERF are not available talitoes of the Utility or PG&E Corporation, and thecovery property is not legally an asse
the Utility or PG&E Corporation.

NOTE 7: DISCONTINUED OPERATIONS

National Energy & Gas Transmission, Inc. (“NEGWas incorporated on December 18, 1998, as a whalhed subsidiary of PG&
Corporation. NEGT filed a voluntary petition falief under Chapter 11 on July 8, 2003. On Oct@%r2004, NEGTS plan of reorganizatic
became effective, at which time NEGT emerged frdma@er 11 and PG&E Corporation’s equity ownershiplEGT was cancelled. On the
effective date, PG&E Corporation recorded a neétrfgain on disposal of NEGT of $684 million. Bdsm the additional information recei\
from NEGT in 2005 regarding PG&E Corporation’s 2@0% 2003 federal income tax returns, PG&E Corpmmatecorded $13 million in
income from discontinued operations.

At December 31, 2007 and 2006, PG&E Corporatigdonsolidated Balance Sheets included the follgwigsets and liabilities relat
to NEGT:

(in millions) 2007 2006
Current Asset
Income taxes receivab $ 33 $ =
Current Liabilities
Income taxes payab - 8¢9
Other 11 11
Noncurrent Liabilities
Income taxes payab 74 -
Deferred income taxe 34 -
Other 14 15

Until PG&E Corporation reaches final settlementhase obligations, it will continue to disclosectiuations in these estimated
liabilities in discontinued operations. PG&E Corpiion ceased including NEGT and its subsidiarmeissi consolidated
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income tax returns beginning October 29, 2004.
NOTE 8: COMMON STOCK
PG&E Corporation

PG&E Corporation has authorized 800 million sharfaiso-par common stock, of which 379,646,276 share® issued and
outstanding at December 31, 2007 and 374,181,0&@shvere issued and outstanding at December 86, ZBlm Power Corporation, a
wholly owned subsidiary of PG&E Corporation, ho#5665,500 of the outstanding shares.

Of the 379,646,276 shares issued and outstandidgamber 31, 2007, 1,261,125 shares were graategsticted stock as share-
based compensation awarded under the PG&E Corporiating-Term Incentive Program and the 2006 Long+Tkcentive Plan (2006
LTIP") and 4,920,648 shares were issued upon tkeecese of employee stock options, for the accofidDd (k) plan participants, and for the
Dividend Reinvestment and Stock Purchase Plan (‘BIRE (See Note 14 for further discussion.)

Stock Repurchase

On December 15, 2004, PG&E Corporation enteredantaccelerated share repurchase agreement (“A@Ri’Goldman Sachs &
Co., Inc. (“GS&Co."),under which PG&E Corporation repurchased 9,769%@0es of its outstanding common stock for an aggespurchas
price of approximately $332 million, including a4bmnillion price adjustment paid on February 22,200 his adjustment was based on the
daily volume weighted average market price (“VWABT)PG&E Corporation common stock over the ternthef arrangement.

In 2005, PG&E Corporation repurchased a total 189,700 shares of its outstanding common stoautiir two ASRs with GS&Ci
for an aggregate purchase price of $2.2 billionluding price adjustments based on the VWAP andraimounts. In 2006, PG&E
Corporation paid GS&Co. $114 million in additiorlyments (net of amounts payable by GS&Co. to P@&Eporation) to satisfy obligatio
under the last of these ASRs entered into in Nower2B05. PG&E Corporation’s payments reduced comgiareholders’ equity.

To reflect the potential dilution that existed vehihe obligations related to the ASRs were outstandG&E Corporation treated
approximately one million and two million additidrenares of PG&E Corporation common stock as ondistey for purposes of calculating
diluted EPS for 2006 and 2005, respectively (sete MO for further discussion). PG&E Corporatios ha remaining obligation under the
November 2005 ASR as of December 31, 2(

Utility

The Utility is authorized to issue 800 million seauof its $5 par value common stock, of which 288,985 shares were issued and
outstanding as of December 31, 2007 and 279,62482%s were issued and outstanding as of Dece3tib2006. PG&E Holdings, LLC, a
wholly owned subsidiary of the Utility, holds 194813 of the outstanding shares. PG&E CorporatimhPG&E Holdings, LLC hold all of
the Utility's outstanding common stock.

The Utility may pay common stock dividends and repase its common stock, provided that cumulatiedgpred dividends on its
preferred stock are paid.

Dividends

PG&E Corporation and the Utility did not declarepaty a dividend during the Utility's Chapter 11 ggeding as the Utility was
prohibited from paying any common or preferred ktdiwidends without Bankruptcy Court approval ardtain covenants in the indenture
related to senior secured notes of PG&E Corporatioing that period restricted the circumstanceteunvhich such a dividend could be
declared or paid. With the Utility's emergencarirGhapter 11 on April 12, 2004, the Utility resunted payment of preferred stock
dividends. The Utility reinstated the payment oégular quarterly common stock dividend to PG&E@woation in January 2005, upon the
achievement of the 52% equity ratio targeted inGhapter 11 Settlement Agreement.

During 2005, the Utility paid common stock dividenaf $476 million. Approximately $445 million obmmon stock dividends were
paid to PG&E Corporation and the remaining amouss waid to PG&E Holdings, LLC. On April 15, Julg,Jand October 15, 2005, PG&E
Corporation paid quarterly common stock dividenti$®30 per share, totaling approximately $356iomll including approximately $22
million to ElIm Power Corporation.

During 2006, the Utility paid common stock dividesnaf $494 million. Approximately $460 million obmmon stock dividends were
paid to PG&E Corporation and the remaining amouas paid to PG&E Holdings, LLC. On January 16, ApS,
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July 15, and October 15, 2006, PG&E Corporation jpaiarterly common stock dividends of $0.33 pershmtaling $489 million, including
approximately $33 million to EIm Power Corporation.

During 2007, the Utility paid common stock dividesnaf $547 million. Approximately $509 million obmmon stock dividends were
paid to PG&E Corporation and the remaining amouas waid to PG&E Holdings, LLC. PG&E Holdings, LIb€ld approximately 7% of the
Utility’s common stock.

On January 15, 2007, PG&E Corporation paid a qugireemmon stock dividend of $0.33 per share. QmilAL5, July 15, and
October 15, 2007, PG&E Corporation paid quartedsnmon stock dividends of $0.36 per share. The alddxidend payments totaled $529
million, including approximately $35 million of camon stock dividends paid to EIm Power Corporati&m Power Corporation held
approximately 6% of PG&E Corporation’s common stock

On December 19, 2007, the Board of Directors of IEG3brporation declared a dividend of $0.36 pereshataling approximately
$137 million that was paid on January 15, 200&hrsholders of record on December 31, 2007.

PG&E Corporation and the Utility record common &tdividends declared to Reinvested Earnings.
NOTE 9: PREFERRED STOCK

PG&E Corporation has authorized 85 million sharfegreferred stock, which may be issued as redeesr@thonredeemable prefer
stock. No preferred stock of PG&E Corporation baen issued.

Utility

The Utility has authorized 75 million shares of §2& value preferred stock and 10 million share$1d@f0 par value preferred
stock. The Utility specifies that 5,784,825 sharkthe $25 par value preferred stock authorizeddasignated as nonredeemable preferred
stock without mandatory redemption provisions. Tdmainder of the 75 million shares of $25 par gglteferred stock and the 10 million
shares of $100 par value preferred stock may ledas redeemable or nonredeemable preferred stock.

At December 31, 2007 and 2006, the Utility had eéssand outstanding 5,784,825 shares of nonredeerfidblpar value preferred
stock without mandatory redemption provisions. d#¢o$ of the Utility's 5.0%, 5.5%, and 6.0% seriesanredeemable $25 par value preferred
stock have rights to annual dividends ranging f&fr25 to $1.50 per share.

At December 31, 2007 and 2006, the Utility had éssand outstanding 4,534,958 shares of redeemablpa} value preferred stock
without mandatory redemption provisions. The ttii redeemable $25 par value preferred stockligstto redemption at the Utility's optic
in whole or in part, if the Utility pays the spaei redemption price plus accumulated and unpaidieinds through the redemption date. At
December 31, 2007, annual dividends ranged frof@9bt. $1.25 per share and redemption prices rafigad$25.75 to $27.25 per share.

The last of the Utility’s redeemable $25 par vahneferred stock with mandatory redemption provisioras redeemed on May 31,
2005. Currently the Utility does not have any slsaof the $100 par value preferred stock with dhett mandatory redemption provisions
outstanding.

Dividends on all Utility preferred stock are cumtiva. All shares of preferred stock have votirghts and an equal preference in
dividend and liquidation rights. During the yeaded December 31, 2005, the Utility paid approxaha$16 million of dividends on preferred
stock without mandatory redemption provisions applraximately $5 million of dividends on preferradck with mandatory redemption
provisions. During the years ended December 307 2lid December 31, 2006, the Utility paid appratity $14 million of dividends on
preferred stock without mandatory redemption priovis. On December 19, 2007, the Board of Direatbtbe Utility declared a cash divide
on various series of its preferred stock totalipgraximately $3 million that was paid on FebruaBy 2008 to shareholders of record on
January 31, 2008. Upon liquidation or dissolutddnhe Utility, holders of preferred stock would éetitled to the par value of such shares plus
all accumulated and unpaid dividends, as specifiethe class and series.

On June 15, 2005, the Utility's Board of Directatghorized the redemption of all of the outstandihgres of the Utility's 7.04%
Redeemable First Preferred Stock totaling approtem&36 million aggregate par value plus approxeha$l million related to a $0.70 per
share redemption premium. This issue was fullgesded on August 31, 2005. In addition to the $25share redemption price, holders of
7.04% Redeemable First Preferred Stock receivaahaunt equal to all accumulated and unpaid dividehtbugh August 31, 2005 on such
shares totaling approximately $211,000.
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NOTE 10: EARNINGS PER SHARE

EPS is calculated, utilizing the “two-class” methbg dividing the sum of distributed earnings toncoon shareholders and
undistributed earnings allocated to common shadghslby the weighted average number of common slatstanding during the period. In
applying the “two-class” method, undistributed éags are allocated to both common shares and jpatiicg securities. PG&E Corporation's
Convertible Subordinated Notes are entitled toivecpass-through dividends and meet the criteria pdirticipating security. All PG&E
Corporation's participating securities participatea 1:1 basis with shares of common stock.

PG&E Corporation applies the treasury stock metbfagflecting the dilutive effect of outstandingsk-based compensation in the
calculation of diluted EPS in accordance with S 128. SFAS No. 128 requires that proceeds ttaexercise of options and warrants
are assumed to be used to purchase shares of costovsrat the average market price during the tedgueriod. The incremental shares (the
difference between the number of shares assumaedsgon exercise and the number of shares assumeltased) must be included in the
number of weighted average shares of common steett for the calculation of diluted EPS.

The following is a reconciliation of PG&E Corpomatis net income and weighted average shares of ocoanstock outstanding for
calculating basic and diluted net income per share:

Year ended December 31

(in millions, except per share amounts 2007 2006 2005
Net Income $ 1,006 $ 991 $ 917
Less: distributed earnings to common sharehol 50¢ 46( 44¢
Undistributed earning 49¢ 531 46¢
Less: undistributed earnings from discontinued atens - - 13
Undistributed earnings from continuing operati $ 49¢ $ 531 $ 45¢
Common shareholders earning:

Basic

Distributed earnings to common shareholc $ 50¢ $ 46C $ 44¢
Undistributed earnings allocated to common shadsrs- continuing operation 47z 50¢ 43¢
Undistributed earnings allocated to common shadshre- discontinued operatior - - 12
Total common shareholders earnings, basi $ 98C $ 96z $ 894
Diluted

Distributed earnings to common shareholc $ 50¢ $ 46C $ 44¢
Undistributed earnings allocated to common shadsre- continuing operation 475 504 43¢
Undistributed earnings allocated to common shadshrel- discontinued operations - - 12
Total common shareholders earnings, dilutet $ 981 $ 964 $ 894
Weighted average common shares outstanding, bas 351 34¢€ 372
9.50% Convertible Subordinated Notes 19 19 19
Weighted average common shares outstanding andipating securities, bas 37C 36E 391
Weighted average common shares outstanding, 351 34¢ 372
Employee share-based compensation and accelematmzlrepurchaséjs) 2 3 6
Weighted average common shares outstanding, dilute 353 34¢ 37¢
9.50% Convertible Subordinated No 19 19 19
Weighted average common shares outstanding andipating securities, diluted 37z 36¢ 397

Net earnings per common share, bas
Distributed earnings, basie $ 14 % 13z % 1.21
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Undistributed earning- continuing operations, bas 1.34 1.4t 1.1¢
Undistributed earnings - discontinued operatioasjd® - - 0.0
Total $ 27¢ % 27¢ % 2.4(C
Net earnings per common share, dilutes

Distributed earnings, dilute $ 144 $ 132 $ 1.1¢
Undistributed earning- continuing operations, dilute 1.3¢ 1.44 1.1t
Undistributed earnings - discontinued operatioflated - - 0.0
Total $ 2.7¢  $ 2.7¢  $ 2.37

Wncludes approximately one million and two millishares of PG&E Corporation common stock treatesligstanding in connection with
accelerated share repurchase agreements (ASRX)G6rand 2005, respectively. The remaining shdrapmroximately two million at
December 31, 2006 and four million at December2BD5 relate to share-based compensation and ameedde be outstanding under SFA
No. 128 for the purpose of calculating EPS. PG&EpBeation has no remaining obligation under theS&#8 as of December 31, 2007. :

the section of Note 2 entitle* Earnings Per Sha”

@) “Distributed earnings, basic” differs from actyelr share amounts paid as dividends, as the EPButation under GAAP requires the L ;e
of the weighted average, rather than the actuabeumf, shares outstandir

PG&E Corporation stock options to purchase 7,28528$)500 shares were excluded from the computafidiluted EPS for 2007 at
2005, respectively, because the exercise pricdsese options were greater than the average mpniketof PG&E Corporation common stock
during these years. All PG&E Corporation stockiaqd were included in the computation of dilutedSEBr 2006 because the exercise pric
these stock options was lower than the averageehprice of PG&E Corporation common stock during ylear.

PG&E Corporation reflects the preferred dividenfisubsidiaries as other expense for computatidiodf basic and diluted EPS.
NOTE 11: INCOME TAXES

The significant components of income tax (benefipense for continuing operations were:

PG&E Corporation Utility
Year Ended December 31
2007 2006 2005 2007 2006 2005

(in millions)
Current:

Federal $ 52¢ $ 74 $ 1,027 $ 56 $ 771 % 1,04¢

State 14C 201 18¢ 14¢ 21C 19¢
Deferred:

Federal (81) (28€) (574 (92 (27€) (572)

State (40 (98 (89 (43 (97 (89
Tax credits, net (6) (6) (9) (6) (6) (9)

Income tax expenst $ 53¢ $ 554 $ 544 $ 571 $ 60z $ 574

The following describes net deferred income takilites:

PG&E Corporation Utility
Year ended December 31

2007 2006 2007 2006
(in millions)
Deferred income tax assets
Customer advances for construct 14z $ 17C % 14 $ 17C
Reserve for damag 17¢ 165 17¢ 16¢
Environmental reserv 172 177 172 177
Compensatiol 162 131 12¢ 95
Other 28¢ 20€ 261 16€

Total deferred income tax asset 93¢ $ 84¢ $ 87¢ $ 77%

Deferred income tax liabilities:
Regulatory balancing accour 1,21¢ $ 1,308 $ 1,21¢ $ 1,30¢
Property related basis differenc 2,29( 2,14: 2,29: 2,14:
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Income tax regulatory ass 29¢ 24% 29¢ 24%

Unamortized loss on reacquired d 11C 12C 11C 12C

Other 75 27 66 53
Total deferred income tax liabilities $ 3,99 $ 3837 $ 3,98 $ 3,86°
Total net deferred income tax liabilities $ 3,05 $ 298¢ $ 3,10¢ $ 3,09(

Classification of net deferred income tax liabilites:

Included in current liabilitie $ - $ 148 $ 4 $ 11¢€

Included in noncurrent liabilities 3,052 2,84( 3,10¢ 2,972
Total net deferred income tax liabilities $ 3,05 $ 298¢ $ 3,10¢ $ 3,09(

The differences between income taxes and amouluslaged by applying the federal statutory raténtome before income tax
expense for continuing operations were:

PG&E Corporation Utility
Year Ended December 31
2007 2006 2005 2007 2006 2005

Federal statutory income tax r: 35.(% 35.(% 35.(% 35.(% 35.(% 35.(%
Increase (decrease) in income tax rate
resulting from:

State income tax (net of federal bene 4.2 4.3 4.t 4.3 4.6 4.€

Effect of regulatory treatment of fixed as

differences (3.0 (1.2 (0.6) (2.9 (1.7 (0.6)

Tax credits, ne (0.7) (0.6) (2.0 (0.7) (0.6) (0.9

Other, ne (0.€) (1.6) (0.9) 0.1 0.1 (0.7)
Effective tax rate 34.% 35.% 37.6% 35.£% 38.(% 38.(%

In recent months PG&E Corporation reached settlésn@m a number of its open tax years with the IRS.

In the first quarter of 2008, PG&E Corporation teed a settlement with the IRS appellate divisiantda years 1997-2000. This
settlement would not result in material changesricecognized tax benefits recognized under FINaA8, it would resolve all open issues for
those years with the exception of reserving thbtrig file two refund claims. The most significatdim relates to the deferral of gains from
power plant sales and income from recovery of ttmscosts during 1998 and 1999.

In addition, during the first quarter of 2008, PG&Brporation reached a tentative settlement wighiRS for tax years 2001-
2002. The IRS has indicated that it intends tdyapppects of this tentative settlement to resoiutf later tax years. That settlement, if
finalized, would resolve several significant dediues taken in the 2002 tax return with respectsigets abandoned at NEGT, as well as issues
affecting the Utility. However, this settlement wd be subject to approval by the Joint Committe& axation. Two issues are not part of the
audit settlement and will be referred to the IRBedlate division. The most significant of thesa idispute over PG&E Corporation’s
entittement to $104 million in synthetic fuel taredits.

The IRS also has indicated that it intends to cetepits audit examination of tax years 2003-2004unye 2008. Based on the IRS’
proposed adjustments, this audit could be resolithdn the next 18 months.

Currently, PG&E Corporation has $247 million of éedl capital loss carry forwards based on tax nstas filed from the disposition
of NEGT stock in 2004, which, if not used by DecemB009, will expire. The settlement of the 20@D2 audit together with the completion
of the 2003-2004 audit could result in utilizatioha significant portion of the federal capitaldasarry forwards. However, because the
settlement of the 2003-2004 audit remains uncertairbenefits have been recognized.

The settlement of the 2001-2002 audit and the cetigpi of the 2003-2004 audit could also resultehchanges to unrecognized tax
benefits currently recorded pursuant to FIN 48 (dete 2 for further discussion of the impact of piilag FIN 48).

The California Franchise Tax Board is currentlyiing PG&E Corporation’s 2004 and 2005 combinedifSalia income tax
returns. To date, no adjustments have been prdpdaeaddition to the federal capital loss caoyfards, PG&E Corporation has $2.1 billion
of California capital loss carry forwards basedanreturns as filed, the majority of which, if nated by 2008, will expire. PG&E Corporat
believes it has accrued adequate reserves forers yhat are open for California tax purposes.

NOTE 12: DERIVATIVES AND HEDGING ACTIVITIES
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The Ultility enters into contracts to procure eleity, natural gas, nuclear fuel, and firm eledtyidransmission rights. Some of these
contracts meet the definition of derivative instents under SFAS No. 133. All derivative instrunseimcluding instruments designated as
cash flow hedges, are recorded at fair value aesgmted as price risk management assets andtiégbdin the balance sheet (see table
below). Changes in the fair value of derivativstinments are deferred and recorded in regulatmguats because they are expected to be
recovered or refunded through regulated rates.eUtiet same regulatory accounting treatment, clwimgiae fair value of cash flow hedges
are also recorded in regulatory accounts, rattesr being deferred in accumulated other comprehersoome.

On PG&E Corporation’s and the Utility's Consolidh®alance Sheets, price risk management assetg@hbilities associated with the
Utility’ s electricity and gas procurement activities aesented on a net basis by counterparty as theaiglifset exists, resulting in a net as
or liability as follows:

Derivatives
December December
(in millions) 31, 2007 31, 2006
Current Asset- Prepaid expenses and otl $ 52 % 16
Other Noncurrent Asse— Other 12& 37
Current Liabilities— Other 83 192
Noncurrent Liabilities— Other 2C 5C

Derivative instruments may be designated as cashliedges when they hedge variable price risk &stgatcwith the purchase of
commodities. Cash flow hedges are presented @t lbasis by counterparty.

The table below represents the portion of the déitie balances that were designated as cash flogdse

Cash Flow Hedge:«

December December
(in millions) 31, 2007 31, 2006
Current Assets — Prepaid expenses and &ther $ 2 $ 3
Other Noncurrent Asse- Other 33 8
Current Liabilities— Other 19 25
Noncurrent Liabilities— Other 3 -

1 $2 million of the cash flow hedges in a liabilitpgition at December 31, 2007 relate to countemgftir which the total net derivatives
position is a current ass:

The Utility also has derivative instruments for fiteysical delivery of commodities transacted inrbemal course of business as well
as non-financial assets that are not exchangeeratlieese derivative instruments are eligible fe&r mormal purchase and sales and non-
exchange traded contract exceptions under SFAS.38).and are not reflected on the Consolidatedri8al&heets. They are recorded and
recognized in income using accrual accounting. réfloee, expenses are recognized in cost of elé@gtaad cost of natural gas as incurred.

Net realized gains or losses on derivative instmtare included in various items on PG&E Corporasi and the Utility’s
Consolidated Statements of Income, including cbslextricity and cost of natural gas. Cash inoand outflows associated with the
settlement of price risk management activitiesrao®gnized in operating cash flows on PG&E Corpona and the Utility’'s Consolidated
Statements of Cash Flows.

The dividend participation rights associated wi&E Corporation’s Convertible Subordinated Notes @corded at fair value in
PG&E Corporatiors Consolidated Financial Statements in accordariteS#AS No. 133. (See Note 4 above for discussiche Convertible
Subordinated Notes.)

NOTE 13: NUCLEAR DECOMMISSIONING

The Utility's nuclear power facilities consist ofd units at Diablo Canyon (“Diablo Canyon Unit Iica“Diablo Canyon
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Unit 2”) and the retired facility at Humboldt BajHumboldt Bay Unit 3”). Nuclear decommissioningjteres the safe removal of nuclear
facilities from service and the reduction of resilu

radioactivity to a level that permits terminatiointloe Nuclear Regulatory Commission (“NRC”) licera®d release of the property for
unrestricted use. The Utility makes contributibms$rust funds (described below) to provide for @ventual decommissioning of each nuclear
unit. In the Utility’s 2005 Nuclear Decommissiogiost Triennial Proceeding (“NDCTP”), used to deti@e the level of Utility trust
contributions and related revenue requirementCfREIC assumed that the eventual decommissionindatfi®@Canyon Unit 1 would be
scheduled to begin in 2024 and be completed in 24 decommissioning of Diablo Canyon Unit 2 wbbk scheduled to begin in 2025 and
be completed in 2041; and that decommissioningwhbioldt Bay Unit 3 would be scheduled to begin®2 and be completed in 2015.

As presented in the Utility's NDCTP, the estimatertlear decommissioning cost for Diablo Canyon $Jaiand 2 and Humboldt Bay
Unit 3 is approximately $2.19 billion in 2007 daBaor approximately $5.42 billion in future dokr These estimates are based on the 2005
decommissioning cost studies, prepared in accoedaith CPUC requirements. The Utility's revenuguieements for nuclear
decommissioning costs (i.e., the revenue requirésnesed by the Utility to make contributions to ttecommissioning trust funds) are
recovered from customers through a non-bypassablege that the Utility expects will continue urkibse costs are fully recovered. The
decommissioning cost estimates are based on thelptation and cost characteristics for the Wtsithuclear power plants. Actual
decommissioning costs may vary from these estinsgesresult of changes in assumptions such asmaissioning dates, regulatory
requirements, technology, and costs of labor, re$eand equipment.

The estimated nuclear decommissioning cost degtdbeve is used for regulatory purposes. Howewreter GAAP requirements,
the decommissioning cost estimate is calculateggusidifferent method in accordance with SFAS NiB. 1Under GAAP, the Utility adjusts
nuclear decommissioning obligation to reflect taie ¥alue of decommissioning its nuclear powerlies and records this as an asset
retirement obligation on its Consolidated Balanbhe&. The total nuclear decommissioning obligatioorued in accordance with GAAP was
approximately $1.3 billion at December 31, 2007 &hc® billion at December 31, 2006. The primarfedence between the Utility's estimated
nuclear decommissioning obligation as recordedgoadance with GAAP and the estimate preparedéoraance with the CPUC
requirements is that GAAP incorporates various iidésettlement dates for the obligation and idelsian estimated amount for third-party
labor costs in the fair value calculation. Diffeces between amounts collected in rates for decesioming the Utility’s nuclear power
facilities and the decommissioning obligation refsat in accordance with GAAP are reflected in refgulaaccounts. (See Note 3 of the Notes
to the Consolidated Financial Statements.)

Decommissioning costs recovered in rates are placedclear decommissioning trusts. The Utilitys laree decommissioning trusts
for its Diablo Canyon and Humboldt Bay Unit 3 nualéacilities. The Utility has elected that twotbése trusts be treated under the Code as
qualified trusts. If certain conditions are mag ttility is allowed a deduction for the paymemtade to the qualified trusts. The qualified
trusts are subject to a lower tax rate on incontkcapital gains, thereby increasing the trustsrdéix returns. Among other requirements, in
order to maintain the qualified trust status th& Rust approve the amount to be contributed totfadified trusts for any taxable year. The
remaining non-qualified trust is exclusively forcdenmissioning Humboldt Bay Unit 3. The Utility aat deduct amounts contributed to the
non-qualified trust until such decommissioning saate actually incurred.

The funds in the decommissioning trusts, along witbumulated earnings, will be used exclusivelydiezommissioning and
dismantling the Utility's nuclear facilities. Thmists maintain substantially all of their investitgein debt and equity securities. The CPUC has
authorized the qualified trust to invest a maximoe®0% of its funds in publicly-traded equity seities, of which up to 20% may be invested
in publicly-traded non-U.S. equity securities. BEog non-qualified trust, no more than 60% mayriwested in publicly-traded equities, of
which up to 20% may be invested in publicly-traded-U.S. equity securities. The allocation of titust funds is monitored monthly. To the
extent that market movements cause the asset tidloda move outside these ranges, the investnaetsebalanced toward the target
allocation.

The Utility estimates after-tax annual earnings|uding realized gains and losses, in the qualifiedts to be 5.33% and in the non-
qualified trusts to be 4.22%. Trust earnings actuded in the nuclear decommissioning trust assaisthe corresponding asset retirement
costs regulatory liability. There is no impacttbe Utility’s earnings. Annual returns decreas&ater years as higher portions of the trusts are
dedicated to fixed income investments leading ugnit during the entire course of decommissioniniyities.

During 2007, the trusts earned approximately $7faniin interest and dividends. All earnings & tassets held in the trusts, net of
authorized disbursements from the trusts and inverst management and administrative fees, are r&tiede Amounts may not be released
from the decommissioning trusts until authorizediry CPUC. At December 31, 2007, the Utility hadwanulated nuclear decommissioning
trust funds with an estimated fair value of appneaiely $2.0 billion, based on quoted market praned net of deferred taxes on unrealized
gains.

In general, investment securities are exposedriowsrisks, such as interest rate, credit and etarélatility risks. Due to the level of
risk associated with certain investment securiftds,reasonably possible that changes in the etarddues of investment
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securities could occur in the near term, and shemges could materially affect the trusts' faitueal

The Utility records unrealized gains and lossefgheastments held in the trusts in other comprelvenisicome in accordance with
SFAS No. 115, "Accounting for Certain Investmemt®iebt and Equity Securities." Realized gains asdéds are recognized as additions or
reductions to trust asset balances. The Utilibgyéver, accounts for its nuclear decommissionidggations in accordance with SFAS No. 71;
therefore, both realized and unrealized gains asskls are ultimately recorded as regulatory assditsilities.

In 2007, total unrealized losses on the investmieel in the trusts were $7 million. SFAS Nos. 11&nd 124-1 state that an
investment is impaired if the fair value of theédéstment is less than its cost and if the impairngeooncluded to be other-than-temporary, an
impairment loss is recognized. Since the dagdg-nvesting activities of the trusts are manageeéxternal investment managers, the Utilit
unable to conclude that the $7 million impairmennot other-than-temporary. As a result, an impait loss was recognized and the Utility
recorded a $7 million reduction to the nuclear aeedssioning trusts assets and the asset retiretostg regulatory liability.

The following table provides a summary of the faitue, based on quoted market prices, of the imests held in the Utility's nucle
decommissioning trusts:

Total Total
Maturity Amortized Unrealized Unrealized Estimated
Date Cost Gains Losses Fair Value

(in millions)
Year ended December 31, 20C
U.S. government and agency iss 200¢-2037 $ 767 $ 59 $ - 3 82€
Municipal bonds and otht 200¢-204¢ 20¢ 5 - 214
Equity securitie: 464 682 (7) 1,13¢
Total $ 144 $ 746 $ N $ 2,17¢
Year ended December 31, 20C
U.S. government and agency iss 2007-203€¢ $ 781 $ 34 % D % 814
Municipal bonds and otht 2007-204¢ 252 7 @ 25¢
Equity securities 347 644 - 991
Total $ 1,38 $ 68 $ 2 $ 2,068

W Excludes taxes on appreciation of investment value.

The cost of debt and equity securities sold isrdgteed by specific identification. The followingtile provides a summary of the
activity for the debt and equity securities:

Year Ended December 31

2007 2006 2005
(in millions)
Proceeds received from sales of secur $ 83C $ 1,087 $ 2,91¢
Gross realized gains on sales of securities he&aitable-for-sale 61 55 56
Gross realized losses on sales of securities lseddalabl-for-sale (42 (29 (19

Spent Nuclear Fuel Storage Proceedings

As part of the Nuclear Waste Policy Act of 1982n@ess authorized the U.S. Department of EnergDED and electric utilities
with commercial nuclear power plants to enter irdatracts under which the DOE would be requiredispose of the utilities' spent nuclear
fuel and high-level radioactive waste no later thanuary 31, 1998, in exchange for fees paid bytitidges. In 1983, the DOE entered into a
contract with the Utility to dispose of nuclear weafrom the Utility’s two nuclear generating uréiisDiablo Canyon and its retired nuclear
facility at Humboldt Bay. The DOE failed to develagpermanent storage site by January 31, 1998.Uliliy believes that the existing spent
fuel pools at Diablo Canyon (which include newlnstructed temporary storage racks) have sufficgapacity to enable the Utility to operate
Diablo Canyon until approximately 2010 for Unit 4da2011 for Unit 2.

Because the DOE failed to develop a permanentgeasite, the Utility obtained a permit from the NRbuild an on-site dry cask

storage facility to store spent fuel through aste224. After various parties appealed the NR€Sgance of the permit, the U.S. Court of
Appeals for the Ninth Circuit issued a decisior2@06 requiring the NRC to issue a supplementalrenwiental
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assessment report on the potential environmentelezpuences in the event of a terrorist attack ablbiCanyon, as well as to review other
contentions raised by the appealing parties related

to potential terrorism threats. In August 200% MRC staff issued a final supplemental environleagsessment report concluding there
would be no significant environmental impacts frpatential terrorist acts directed at the Diablo @anstorage facility. On January 15, 2008,
the NRC decided to hold hearings on whether it joiexy a complete list of the references upon whichlied to find that there would not be a
significant environmental impact and whether ifisigntly addressed the impacts on land and thalleconomy of a potential terrorist

attack. Itis expected that the NRC will issuénalfdecision in the third quarter of 2008.

The Utility expects to complete the dry cask stergagility and begin loading spent fuel in 2008thke Utility is unable to complete
the dry cask storage facility, if operation of faeility is delayed beyond 2010, or if the Utility otherwise unable to increase its on-site storage
capacity, it is possible that the operation of Dbabanyon may have to be curtailed or halted ay ear2010 with respect to Unit 1 and 2011
with respect to Unit 2 and continued until suchetias additional safe storage for spent fuel is neadéable.

The Utility and other nuclear power plant ownerseénaued the DOE for breach of contract. The Wt#i#eks to recover its costs to
develop on-site storage at Diablo Canyon and Huditigdy Unit 3. In October 2006, the U.S. CourFefleral Claims found the DOE had
breached its contract and awarded the Utility axipnately $42.8 million of the $92 million incurrdyy the Utility through 2004. The Utility
appealed to the U.S. Court of Appeals for the Fadgircuit seeking to increase the amount of tharavand challenged the U.S. Court of
Federal Claims’ finding that the Utility would hairecurred some of the costs for the on-site stofagiities even if the DOE had complied
with the contract. A decision on the appeal isezted by the end of 2008. The Utility will seekrémover costs incurred after 2004 in future
lawsuits against the DOE. Any amounts recoverenhfthe DOE will be credited to customers throughsa

PG&E Corporation and the Utility are unable to pecethe outcome of this appeal or the amount of asgitional awards the Utility
may receive. If the U.S. Court of Federal Claimhstision is not overturned or modified on appeas likely that the Utility will be unable to
recover all of its future costs for on-site storéaglities from the DOE. However, reasonably irmed costs related to the on-site storage
facilities are, in the case of Diablo Canyon, resmable through rates and, in the case of HumbagtBnit 3, recoverable through its
decommissioning trust fund.

NOTE 14: EMPLOYEE COMPENSATION PLANS

PG&E Corporation and its subsidiaries provide nontibutory defined benefit pension plans for daremployees and retirees,
referred to collectively as pension benefits. PG8dporation and the Utility have elected thataiarbf the trusts underlying these plans be
treated under the Internal Revenue Code as quitifissts. If certain conditions are met, PG&E Qugtion and the Utility can deduct
payments made to the qualified trusts, subjecettam Internal Revenue Code limitations. PG&Egboation and its subsidiaries also provide
contributory defined benefit medical plans for a@rtretired employees and their eligible dependemd non-contributory defined benefit life
insurance plans for certain retired employees (refeto collectively as other benefits). The fallng schedules aggregate all of PG&E
Corporation's and the Utility's plans and are presgbased on the sponsor of each plan. PG&E Catipo and its subsidiaries use a
December 31 measurement date for all of their plans

Under SFAS No. 71, regulatory adjustments are dsmbin the Consolidated Statements of Income ans@iwated Balance Sheets
of the Ultility to reflect the difference betweeniltly pension expense or income for accounting psgs and Utility pension expense or income
for ratemaking, which is based on a funding appnoa@nly the portion of the pension contributiolbeated to the gas transmission and sto
business is not recoverable in rates. For 20@7retiuction in net income as a result of the Wtitibt being able to recover this portion in rates
was approximately $3 million, net of tax. A redoly adjustment is also recorded for the amourgswould otherwise be charged to
accumulated other comprehensive income under SFA3 58, “Employers’ Accounting for Defined Bend?fiénsion and Other Postretirement
Plans” (“SFAS No. 158") for the pension benefitiated to the Utility’s qualified benefit pensiorapl Since 1993, the CPUC has authorized
the Utility to recover the costs associated wishoither benefits based on the lesser of the experdar SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other Thanmstons” (“SFAS No. 106”), or the annual tax dethletcontributions to the appropriate
trusts. This recovery mechanism does not allowJtilgy to record a regulatory asset for the SFR&. 158 charge to accumulated other
comprehensive income related to other benefitswéver, the Utility is not precluded from recordiagegulatory liability as was done in 2007.

Benefit Obligations

The following tables reconcile changes in aggregadgected benefit obligations for pension benedits changes in the benefit
obligation of other benefits during 2007 and 2006:

Pension Benefits
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(in millions)

Projected benefit obligation at January 1

Service cost for benefits earn€t
Interest cos

Actuarial gain

Plan amendmen

Benefits and expenses paid

Projected benefit obligation at December 3

Accumulated benefit obligation

PG&E Corporation Utility
2007 2006 2007 2006
$ 9,06¢ $ 9,24¢ $ 9,02: $ 9,211
23¢ 23€ 22¢ 23:
544 511 541 50¢
(397 (592) (39€) (594)
1 1 2 3
(364) (341) (362) (339)
$ 9,081 $ 9,06¢ $ 9,03¢ $ 9,02:
$ 8,24: $ 8,17¢ $ 8,20¢ $ 8,14¢

@ This amount includes $2 million for the transferobfigation from severance to the PG&E Enterprispfiemental Executive Retiremer :

Plan “SERF’) for PG&E Corporation

Other Benefits

(in millions)

Benefit obligation at January 1
Service cost for benefits earn
Interest cos

Actuarial gain

Plan amendmen

Gross benefits pai

Federal subsidy on benefits pi
Participants paid benefits

Benefit obligation at December 3:

Change in Plan Assets

PG&E Corporation Utility
2007 2006 2007 2006
$ 1,31C $ 133¢ $ 1,31C $ 1,33¢
29 28 29 28
79 74 79 74
(66) (10%5) (66) (10%
17 31 17 31
97) (92 97) (92
4
35 31 35 31
$ 1,311 $ 1,31C $ 1,311 $ 1,31(

To determine the fair value of the plan assets, B@&&rporation and the Utility use publicly quotednket values and independent
pricing services depending on the nature of thetasas reported by the trustee.

The following tables reconcile aggregate changgdan assets during 2007 and 2006:

Pension Benefits

(in millions)

Fair value of plan assets at January !
Actual return on plan asse

Company contribution

Benefits and expenses pi

Fair value of plan assets at December &

Other Benefits

(in millions)

Fair value of plan assets at January
Actual return on plan asse

Company contribution

Plan participant contributio

PG&E Corporation Utility
2007 2006 2007 2006
$ 9,02¢ $ 8,04¢ $ 9,02¢ $ 8,04¢
76€ 1,05( 76€ 1,05(
13¢ 30C 137 29¢
(393 (377) (397) (369)
$ 954C $ 9,02¢ $ 9,54( $ 9,02¢
PG&E Corporation Utility
2007 2006 2007 2006
$ 1,25¢ $ 1,14¢ $ 1,25¢ $ 1,14¢
107 154 107 154
38 25 38 25
36 31 36 31
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Benefits and expenses pi (10€) (100) (10€) (100)
Fair value of plan assets at December & $ 1,331 $ 1,25¢ $ 1,331 $ 1,25¢

Funded Status

The following schedule reconciles the plans' agatefdunded status to the prepaid or accrued bertfiton a plan sponsor basis. ~
funded status is the difference between the fdirevaf plan assets and projected benefit obligation

Pension Benefit:

PG&E Corporation Utility
December 31 December 31

2007 2006 2007 2006
(in millions)
Fair value of plan assets at Decembe $ 954C $ 9,02¢ $ 9,54( $ 9,02¢
Projected benefit obligation at December 31 (9,087 (9,069 (9,036 (9,027
Prepaid/(accrued) benefit cos $ 45¢ $ (36) $ 504 $ 5
Noncurrent asst $ 53z $ 34 % 53z $ 34
Current liability 2 (5) ?3) (3)
Noncurrent liability (77) (65) (25) (26)
Prepaid/(accrued) benefit cos $ 45¢ $ (36) $ 504 $ 5
Other Benefits

PG&E Corporation Utility

December 31 December 31

2007 2006 2007 2006
(in millions)
Fair value of plan assets at Decembe $ 1,331 $ 1,25¢ $ 1331 $ 1,25¢
Benefit obligation at December ! (1,310 (1,310 (1,317) (1,310
Prepaid/(accrued) benefit cos $ 20 $ (54) $ 20 $ (54)
Noncurrent asst $ 54 $ - 3 54 $ -
Noncurrent liability (34) (54) (34) (54)
Prepaid/(accrued) benefit cos $ 20 $ (54) $ 20 $ (54)

Other Information

The aggregate projected benefit obligation, accated| benefit obligation and fair value of plan &a$seplans in which the fair value
of plan assets is less than the accumulated berifitation and the projected benefit obligatiorod®ecember 31, 2007 and 2006 were as
follows:

Pension Benefits Other Benefits
2007 2006 2007 2006
(in millions)
PG&E Corporation:
Projected benefit obligatic $ (73) $ (70) $ 87 $ (1,310
Accumulated benefit obligatic (64) (62 - -
Fair value of plan asse - - 158 1,25¢
Utility:
Projected benefit obligatic $ 27 $ (29) $ a87n $ (1,310
Accumulated benefit obligatic (27) (28) - -
Fair value of plan asse - - 158 1,25¢

Components of Net Periodic Benefit Cost
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Net periodic benefit cost as reflected in PG&E @ogpion's Consolidated Statements of Income fofi72@006, and 2005 is as
follows:

Pension Benefits

December 31

2007 2006 2005
(in millions)
Service cost for benefits earngt $ 23 % 23 % 214
Interest cos 544 511 50C
Expected return on plan ass (717) (640) (629)
Amortized prior service co: 49 56 56
Amortization of unrecognized loss 2 22 29
Net periodic benefit cost $ 117 $ 18t $ 17€
@ This amount includes $2 million for the transferobfigation from severance to the SERP for PG&EpOaation.
Other Benefits

December 31

2007 2006 2005
(in millions)
Service cost for benefits earn $ PASHI 28 % 3C
Interest cos 79 74 74
Expected return on plan ass (96) (90 (85)
Amortized prior service co: 16 14 11
Amortization of unrecognized ga (10 3 (D)
Amortization of transition obligation 26 26 26
Net periodic benefit cost $ 44 $ 49 $ 55

There was no material difference between the Y8liatnd PG&E Corporation's consolidated net pecibenefit costs.
Components of Accumulated Other Comprehensive Incom

On December 31, 2006, upon adoption of SFAS No, P&RE Corporation and the Utility recorded unremiagd prior service costs,
unrecognized gains and losses, and unrecognizedansttion obligations as components of accumdlateer comprehensive income, net of
tax. In subsequent years, PG&E Corporation andJthigy will recognize these amounts as componerfitset periodic benefit cost in
accordance with SFAS No. 87, “Employers’ AccountiogPensions,” and SFAS No. 106.

Pre-tax amounts recognized in accumulated othepogimensive income consist of:

PG&E Corporation Utility

2007 2006 2007 2006
(in millions)
Pension Benefits:

Beginning unrecognized prior service ¢ $ (26¢) $ - $ 275 % -
Adoption of SFAS No. 15 - (26¢) - (27%)
Current year unrecognized prior service ( 3 - 2 -
Amortization of unrecognized prior service ¢ 49 - 51 -

Unrecognized prior service cc (222) (26€) (22€) (275)

Beginning unrecognized net Ic (31¢) - (30€) -
Adoption of SFAS No. 15 - (31¢) - (30€)
Current year unrecognized net g 421 - 42: -
Amortization of unrecognized net gain 2 - - -

Unrecognized net gain (loss) 10E (31¢) 117 (30€)

Beginning unrecognized net transition obligat @ - Q) -
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Adoption of SFAS No. 15 - @) - 1)

Amortization of unrecognized net transition obligat 1 - 1 -
Unrecognized net transition obligati - (1) - (1)
Less: transfer to regulatory accolit 10¢ 574 10¢ 574
Total $ 8 $ (13) $ - $ (8)

Other Benefits:

Beginning unrecognized prior service ¢ $ 119 $ - $ 119 $ -
Adoption of SFAS No. 15 - (119 - (119
Current year unrecognized prior service ( (18 - (18 -
Amortization of unrecognized prior service ¢ 16 - 16 -

Unrecognized prior service cc (11€) (1149 (11€) (1149

Beginning unrecognized net g¢ 25C - 25(C -
Adoption of SFAS No. 15 - 25C - 25C
Current year unrecognized net g 71 - 71 -
Amortization of unrecognized net loss (10) - (10) -

Unrecognized net gain 311 25C 311 25(C

Beginning unrecognized net transition obligat (154) - (1549) -
Adoption of SFAS No. 15 - (154) - (154)
Amortization of unrecognized net transition obligat 26 - 26 -

Unrecognized net transition obligation (128) (154) (128) (154)

Less: transfer to regulatory acco(fiit (44) - (44) -

Total $ 23 (18) $ 23 (18)

W The Utility recorded approximately $109 million2007 and $574 million in 2006 as a reduction todkisting pension regulatory liabilit
in accordance with the provisions of SFAS No. 71.

@ The Utility recorded approximately $44 million i®@7 as an addition to the existing pension regryfdtability in accordance with the
provisions of SFAS No. 7.

The estimated amounts that will be amortized irgbperiodic benefit cost in 2008 are as follows:

PG&E
Corporation Utility
(in millions)
Pension benefits:
Unrecognized prior service cc $ 47 $ 48
Unrecognized net loss 1 -
Total $ 48 $ 48
Other benefits:
Unrecognized prior service cc $ 16 $ 16
Unrecognized net ga a7 ()]
Unrecognized net transition obligation 26 26
Total $ 25 $ 25

Valuation Assumptions

The following actuarial assumptions were used iegheining the projected benefit obligations andrképeriodic cost. Weighted
average year-end assumptions were used in detegrtimé plans' projected benefit obligations, whiler year-end assumptions are used to
compute net benefit cost.

Pension Benefits Other Benefits
December 31 December 31
2007 2006 2005 2007 2006 2005
Discount rate 6.31% 5.9(% 5.6(% 5.52-6.42% 5.5(-6.0%  5.2(-5.65%
Average rate of future compensatior
increases 5.0(% 5.0(% 5.0% - - -
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Expected return on plan asset: 7.4(% 8.0(% 8.0(% 7.0(¢-7.5(% 7.3¢-8.2(%  7.6(-8.4(%

The assumed health care cost trend rate for 2083pigoximately 8%, decreasing gradually to an w@tartrend rate in 2011 and
beyond of approximately 5%. A one-percentage paiainge in assumed health care cost trend ratedwawe the following effects:

One- One-
Percentage Percentage
Point Point
(in millions) Increase Decrease
Effect on postretirement benefit obligati $ 72 $ (59
Effect on service and interest c 8 (6)

Expected rates of return on plan assets were deseloy determining projected stock and bond retamikthen applying these returns
to the target asset allocations of the employeefidrusts, resulting in a weighted average rdteeturn on plan assets. Fixed income returns
were projected based on real maturity and credéasis added to a lortigekm inflation rate. Equity returns were estimabegded on estimates
dividend yield and real earnings growth added lang-term rate of inflation. For the Utility pensi plan, the assumed return of 7.4%
compares to a ten-year actual return of 7.9%. réteeused to discount pension and other post-ne¢iné benefit plan liabilities was based on a
yield curve developed from market data of over B@-grade noreallable bonds at December 31, 2007. This yieldehas discount rates tl
vary based on the duration of the obligations. &$tmated future cash flows for the pension ahérabenefit obligations were matched to the
corresponding rates on the yield curve to deriveemhted average discount rate.

The difference between actual and expected retupplan assets is included in net amortization afdrdal, and is considered in the
determination of future net benefit income (costhe actual return on plan assets was above thectegbreturn in 2007, 2006, and 2005.

Asset Allocations

The asset allocation of PG&E Corporation's anddtilty's pension and other benefit plans at Decengi, 2007 and 2006, and tar
2008 allocation, were as follows:

Pension Benefits Other Benefits
2008 2007 2006 2008 2007 2006

Equity securities

U.S. equity 32% 30% 38% 37% 36% 49%
Non-U.S. equity 18% 18% 18% 18% 19% 20%
Global equity 5% 5% 5% 4% 4% 4%
Absolute returr 5% 5% 0% 4% 3% 0%
Fixed income securitie 40% 41% 39% 36% 37% 27%
Cash 0% 1% 0% 1% 1% 0%
Total 10(% 10C% 10C% 10C% 10(% 10C%

Equity securities include a small amount (less hd86 of total plan assets) of PG&E Corporation gwn stock.

During 2007, the duration of fixed income assets @xtended to better align with the interest ratesgivity of the benefit plan
liability. The maturity of fixed income securities December 31, 2007 ranged from zero to 60 ya@ithe average duration of the bond
portfolio was approximately 10.5 years. The ma#yuwsf fixed income securities at December 31, 2@0®)ed from zero to 60 years and the
average duration of the bond portfolio was apprataty 4.6 years.

PG&E Corporation's investment strategy for all gléto maintain actual asset weightings withi®16 5.5% of target asset
allocations varying by asset class. A rebalancaview is triggered whenever the actual weight@altsfoutside of the specified range.

A benchmark portfolio for each asset class is asetl on market capitalization and valuations oftexguand the durations and credit
quality of fixed income securities. Investment mgers for each asset class are retained to eilssively or actively manage the combined
portfolio against the benchmark. Active managenceners approximately 70% of the U.S. equity, 80he non-U.S. equity, and virtually
100% of the fixed income and global security pditfa
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During 2007, PG&E Corporation began extending thiechmarks of its fixed income managers and begiag irterest rate swaps f
certain plans in order to better match the interast sensitivity of the plans’ assets with thathef plans’ liabilities. Changes in the value of
these investments will affect future contributidaghe trust and net periodic benefit cost on gdabasis.

Cash Flow Information
Employer Contributions

PG&E Corporation and the Utility contributed approately $139 million to the pension benefits, irdihg $134 million to the
qualified defined benefit pension plan, and appraately $38 million to the other benefit plans ir0Z0 These contributions are consistent with
PG&E Corporation's and the Utility's funding poliayhich is to contribute amounts that are tax-détllecand consistent with applicable
regulatory decisions and federal minimum fundinguisements. None of these pension or other bengfite subject to a minimum funding
requirement in 2007. The Utility's pension bersefitet all the funding requirements under the Engogetirement Income Security Act of
1974, as amended. PG&E Corporation and the Ugtyect to make total contributions of approxima&l76 million annually during 2008,
2009, and 2010 to the pension plan and expect ke mantributions of approximately $58 million anfiydor the years 2008, 2009, and 2010
to other postretirement benefit plans.

Benefits Payment

The estimated benefits expected to be paid in eftie next five fiscal years and in aggregatetlfierfive fiscal years thereafter, are
follows:

PG&E

Corporation Utility
(in millions)
Pension
2008 $ 42¢  $ 424
2009 45€ 457
2010 48E 487
2011 514 512
2012 544 541
2012017 3,17¢ 3,16¢
Other benefits
2008 $ 92 % 92
2009 95 95
2010 96 96
2011 98 98
2012 98 98
2012017 51€ 51€

Defined Contribution Benefit Plans

PG&E Corporation and its subsidiaries also spodséined contribution benefit plans. These plarscralified under applicable
sections of the Internal Revenue Code. These plangde for tax-deferred salary deductions andrafix employee contributions as well as
employer contributions. Employees designate thedtin which their contributions and any employantabutions are invested. Before April
1, 2007, PG&E Corporation employees received matchbf up to 5% of the employee’s base compensatiaifor basic contributions of up to
5% of the employee’s base compensation. Matchimgributions vary up to 6% based on years of serfac Utility employees. Beginning
April 1, 2007, the basic employer contribution vaéscontinued for PG&E Corporation employees andchiag contributions were changed to
match the Utility employee plan. Employees mayloeate matching employer contributions and accated earnings thereon to another
investment fund or funds available to the planrgt ime after they have been credited to the emgat®s/account. Employer contribution
expense reflected in PG&E Corporation's Consoldi&atements of Income amounted to:

PG&E
(in millions) Corporation Utility
Year ended December 31
2007 $ 47 % 46
2006 45 43
2005 43 42
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PG&E Corporation Supplemental Retirement SavingsaR|

The PG&E Corporation Supplemental Retirement Saviign (“SRSP”) is a non-qualified plan that allaligible officers and key
employees of PG&E Corporation and its subsidiaigedefer 5% to 50% of their base salary and afiast of their incentive awards. In
addition, to the extent that matching employer dbations cannot be made to a participant undeqtiaified defined contribution benefit pl;
because the contributions would exceed the linoitatiset by the Internal Revenue Code, PG&E Cornporatedits the excess amount to an
SRSP account for the eligible employee. Each Sg8fitipant has a separate account which is adjustea quarterly basis to reflect the
performance of the investment options selectechbyparticipant. The change in the value of paoéiots’ accounts is recorded as additional
compensation expense or income in the Consolidatehcial Statements. Total compensation expeswmgnized by PG&E Corporation and
the Utility in connection with the plan amounted to

PG&E
Corporation Utility
(in millions)
2007 $ 2 3 1
2006 4 2
2005 3 1

Long-Term Incentive Plan

The 2006 LTIP permits the award of various formieogntive awards, including stock options, stopfraciation rights, restricted
stock awards, restricted stock units, performaheees, performance units, deferred compensationdawand other stock-based awards, to
eligible employees of PG&E Corporation and its sdilbsies. Non-employee directors of PG&E Corparatare also eligible to receive
restricted stock and either stock options or retgtd stock units under the formula grant provisiohthe 2006 LTIP. A maximum of 12 millic
shares of PG&E Corporation common stock (subjeetffostment for changes in capital structure, stheklends, or other similar events) hi
been reserved for issuance under the 2006 LTI®hath 10,847,999 shares were available for awafeaember 31, 2007.

Awards made under the PG&E Corporation Long-Teroeihtive Program before December 31, 2005 andostititanding continue to
be governed by the terms and conditions of the P@&Eporation Long-Term Incentive Program.

PG&E Corporation and the Utility use an estimatedual forfeiture rate of 2%, based on historicddtfre rates, for purposes of
determining compensation expense for share-basedtime awards. The following table provides a sary of total compensation expense
for PG&E Corporation and the Utility for share-bdsecentive awards for the year ended Decembe?®17:

Year ended December 31

2007
PG&E
Corporation Utility

(in millions)

Stock Options $ 7% 4
Restricted Stoc 24 15
Performance Shart (8) (7)
Total Compensation Expense (pre-tax) $ 23 $ 12
Total Compensation Expense (a-tax) $ 14 $ 7

Year ended December 31
2006
PG&E
Corporation Utility

(in millions)

Stock Options $ 12 $ 8
Restricted Stoc 2C 14
Performance Shart 33 24
Total Compensation Expense (pre-tax) $ 65 $ 46
Total Compensation Expense (a-tax) $ 3¢ $ 27
Stock Options
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Other than the grant of options toghase 7,285 shares of PG&E Corporation commaik $tonon-employee directors of PG&E
Corporation in accordance with the formula and riserétionary provisions of the 2006 LTIP, no othtarck options were granted during
2007. The exercise price of stock options granteter the 2006 LTIP and all other outstanding stqaions is equal to the market price of
PG&E Corporation’s common stock on the date of gr&tock options generally have a ten-year terthwast over four years of continuous
service, subject to accelerated vesting in cedmoumstances.

The fair value of each stock optmmthe date of grant is estimated using the Bladhefs valuation method. The weighted average
grant date fair value of options granted usingBlaek-Scholes valuation method was $7.81, $6.98,%49.08 per share in 2007, 2006, and
2005, respectively. The significant assumptioredufer shares granted in 2007, 2006, and 2005 were:

2007 2006 2005
Expected stock price volatilit 16.5% 22.1% 40.6%
Expected annual dividend paymt $ 144 % 13z $ 1.2C
Risk-free interest rat 4.7% 4.4€% 3.7{%
Expected life 5.4 year 5.6 year 5.9 year

Expected volatilities are based wmtdmical volatility of PG&E Corporation’s commomogk. The expected dividend payment is the
dividend yield at the date of grant. The risk-freterest rate for periods within the contracteaiht of the stock option is based on the U.S.
Treasury rates in effect at the date of grant. &tpected life of stock options is derived fromtdiiical data that estimates stock option
exercises and employee departure behavior.

The following table summarizes tatatinsic value (fair market value of PG&E Corptioa’s stock less stock option strike price) of
options exercised for PG&E Corporation and theitytih 2007, 2006, and 2005:

PG&E
Corporation Utility

(in millions)

2007:

Intrinsic value of options exercis: $ 58 $ 34
2006:

Intrinsic value of options exercis: $ 97 $ 51
2005:

Intrinsic value of options exercist $ 128 $ 57

The tax benefit from stock optiorgreised totaled $20 million and $31 million foethear ended December 31, 2007 and Decembe
31, 2006, respectively, of which approximately $dillion and $44 million was recorded by the Utility

The following table summarizes stogkion activity for PG&E Corporation and the Ugjlifor 2007:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Shares Price Term Value
Outstanding at January 6,398,971 $ 23.5:
Granted® 7,288 $ 47.27
Exercisec (2,419,27) $ 24.3(
Forfeited or expired (104,31) $ 29.2¢
Outstanding at December 31 3,882,67. ¢ 24.0( 4.3t ¢ 74,131,87
Expected to vest at December 31 872,08t ¢ 31.0¢ 6.5C ¢ 10,619,10
Exercisable at December 31 2,999,561 ¢ 21.9¢ 3.7t ¢ 63,459,51

WNo stock options were awarded to employees in 200Wever, certain non-employee directors of PG&EpBmtion were awarded stoct
options.

The following table summarizes stopkion activity for the Utility for 2007:
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Weighted

Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Shares Price Term Value
Outstanding at January“i 4,402,500 $ 23.6¢
Granted - -
Exercisec (1,414,07) $ 23.8¢
Forfeited or expirel (77,569 $ 29.9:
Outstanding at December §1 2,910,86' g 23.4( 44¢ ¢ 57,312,68
Expected to vest at December 613,95( ¢ 30.6¢ 6.41 ¢ 7,726,68
Exercisable at December 2,289,71. g 21.4:% 3.97 ¢ 49,586,00

W ncludes net employee transfers between PG&E Catjoor and the Utility.

As of December 31, 2007, there wazaximately $2 million of total unrecognized compation cost related to outstanding stock
options, of which $1 million was allocated to th#lity. That cost is expected to be recognizedraveveighted average period of 0.5 years for
PG&E Corporation and the Utility.

Restricted Stocl

During 2007, PG&E Corporation awat@®7,459 shares of PG&E Corporation restrictedrmomstock to eligible participants of
PG&E Corporation and its subsidiaries, of which 888 shares were awarded to the Utility’s eligimdeticipants.

The restricted shares are held irsmow account. The shares become availablesterttployees as the restrictions lapse. For the
restricted stock awarded in 2003, the restrictiom80% of the shares lapse automatically over mgef four years at the rate of 20% per
year. Restrictions on the remaining 20% of theeshavill lapse at a rate of 5% per year if PG&E fitwatior's annual total shareholder return
(“TSR”) is in the top quartile of its comparatologp as measured at the end of the immediately piggear. For restricted stock awarded in
2004 and 2005, there are no performance critedalarestrictions will lapse ratably over four sgaFor restricted stock awarded in 2006 and
2007, the restrictions on 60% of the shares wils&automatically over a period of three yearbatate of 20% per year. If PG&E
Corporation’s annual TSR is in the top quartiletefcomparator group, as measured for the threecithieely preceding calendar years, the
restrictions on the remaining 40% of the shareklaglse on the first business day of the third ydaPG&E Corporation’s TSR is not in the
top quartile for such period, then the restrictionghe remaining 40% of the shares will lapsehanfirst business day of the fifth
year. Compensation expense related to the pasfitime 2007 restricted stock award that is suligcbnditions based on TSR is recogni
over the shorter of the requisite service periodl thnee years.

The tax benefit from restricted &t@cich vested during 2007 and 2006 totaled $7iomiland $4 million, respectively, of which
approximately $5 million and $2 million was recoddgy the Utility.

The following table summarizes riestd stock activity for PG&E Corporation and thality for 2007:

Number of Weighted

Shares of Average
Restricted Grant-Date
Stock Fair Value
Nonvested at January 1,377,531 $ 29.2
Granted 607,45¢ $ 45.8:
Vested (655,97) $ 23.1¢
Forfeited (67,899 ¢ 39.6i
Nonvested at December 1,261,120 ¢ 39.8¢

The following table summarizes riestd stock activity for the Utility for 2007:
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Number of Weighted

Shares of Average
Restricted Grant-Date
Stock Fair Value
Nonvested at January 932,72t $ 29.3:
Granted 428,96( $ 45.8:
Vested (446,03) $ 23.3(
Forfeited (60,249 $ 39.6¢
Nonvested at December 85541 g 39.97

As of December 31, 2007, there waraximately $20 million of total unrecognized caangation cost relating to restricted stock, of
which $15 million related to the Utility. The cdstexpected to be recognized over a weighted geguariod of 1.4 years by PG&E
Corporation and the Utility.

Performance Share

During 2007, PG&E Corporation awatd& 0,225 performance shares to eligible partidipahPG&E Corporation and its
subsidiaries, of which 320,495 shares were awatal#itk Utility’s eligible participants. Performanshares are hypothetical shares of PG&E
Corporation common stock that vest at the endtbfee-year period and are settled in cash. Upstings the amount of cash that recipients
are entitled to receive is based on the averagénggrice of PG&E Corporation stock for the laBtcailendar days of the year preceding the
vesting date. A payout percentage is also takienaocount, ranging from 0% to 200%, as measurdd®§E Corporation’s TSR, relative to
its comparator group, for the applicable three-ymarod. During 2007, PG&E Corporation paid $1&illion to performance share recipients,
of which $12.7 million related to Utility employees

As of December 31, 2007, $21 millieas accrued as the performance share liability’f8&E Corporation, of which $14.7 million
related to the Utility. The number of performarstares that were outstanding at December 31, 26871y203,205, of which 853,868 was
related to Utility employees. Outstanding perfonemshares are classified as a liability on thesGlidated Financial Statements of PG&E
Corporation and the Utility because the performasitwaes can only be settled in cash upon satisfaofithe performance criteria. The
liability related to the performance shares is redrio market at the end of each reporting periaéfiect the market price of PG&E
Corporation common stock and the payout percerdaitiee end of the reporting period. Accordinglytnpensation expense recognized for
performance shares will fluctuate with PG&E Corpiansls common stock price and its performance nedatio its comparator group.

NOTE 15: RESOLUTION OF REMAINING CHAPTER 11 DISPUTE D CLAIMS

In connection with the Utilitys reorganization under Chapter 11 of the U.S. Bastkly Code on April 12, 2004, the Utility deposi
approximately $1.7 billion into escrow for the pagmn of certain Disputed Claims that had been madgeberators and power suppliers for
transactions that occurred during the 2@001 California energy crisis. The Disputed Claans being addressed in various FERC and jut
proceedings seeking refunds on behalf of Califoetégtricity purchasers (including the State ofif0atia and the Utility) from electricity
suppliers, including municipal and governmentaltes, for overcharges incurred in the CAISO arel Brower Exchange (“PX”) wholesale
electricity markets between May 2000 and June 20@any issues raised in these proceedings, induttia extent of the FERC's refund
authority, and the amount of potential refundsrafi&ing into account certain costs incurred byetleetricity suppliers have not been
resolved. It is uncertain when these proceedinfi$e concluded.

The Bankruptcy Court retains jurisdiction over thdity’s escrowed funds (in addition, the BankraptCourt retains jurisdiction to
hear and determine disputes arising in connectitim thive interpretation, implementation, or enforegrnof (1) the Chapter 11 Settlement
Agreement, (2) the Utility’s plan of reorganizationder Chapter 11, and (3) the Bankruptcy Courtieroconfirming the plan of
reorganization).

The Utility has entered into a number of settleraerith various electricity suppliers resolving soai¢hese Disputed Claims and
the Utility's refund claims against these eledyisiuppliers. The Bankruptcy Court has approvedrétease of $0.8 billion from escrow in
connection with these settlements. Through Decelbg2007, the Utility has received consideratbapproximately $1.2 billion under the
settlements through cash proceeds, reductionstbltitity's PX liability, and the acquisition of Gavay. These settlement agreements provide
that the amounts payable by the parties are, iresnogstances, subject to adjustment based on tlteret of the various refund offset and
interest issues being considered by the FERC.

During 2007, the Utility received approximately $7@lion (including interest) in cash-equivalentitetions to the Utility’s PX
liability from five settlements approved by the RERThe Utility also received two cash distributdn 2007 related to a prior settlement,
totaling approximately $34 million. These distrilmms will be refunded to customers through rat@s. December 21, 2007, the Utility
requested FERC approval of another settlement,rumdieh, if approved, the Utility would receive $4fillion

99




in cash-equivalent reductions to its PX liabilitkdditional settlement discussions with other eieityy suppliers are ongoing. Any net refunds,
claim offsets, or other credits that the Utility

receives from energy suppliers through resolutiotihe remaining DisputedClaims, either throughlegetent or the conclusion of the various
FERC and judicial proceedings, will be credited¢tstomers (after deductions for contingencies basetie outcome of the various refund
offset and interest issues being considered by ERC).

As of December 31, 2007, the amount of the acdosakmaining net Disputed Claims was approxima$dyl billion, consisting of
approximately $1.6 billion of accounts payable-isgal Claims primarily payable to the CAISO and b€ offset by an accounts receivable
from the CAISO and the PX of approximately $0.3idnl. The Utility held $1.2 billion (including ierest) in escrow as of December 31, 2007
for payment of the remaining net Disputed Clairibe amount held in escrow is classified as Restli@ash in the Consolidated Balance
Sheets.

As of December 31, 2007, interest on the net Dexp@laims balance, calculated at the FERC-ordertedest rate, amounts to
approximately $581 million (classified as InterBsiyable in the Consolidated Balance Sheets). dteeof interest actually earned by the
Utility on the escrowed amounts, however, is |éssitthe FERC-ordered interest rate. The Utility baen collecting the difference between
the earned amount and the accrued amount frommesso The amounts that have been collected fratomers to address the difference
between FERC-ordered and actual earned interest aa¢ not held in escrow. If the amount of irgeaecrued at the FERC-ordered rate is
greater than the amount of interest ultimately wheiteed to be owed to generators, the Utility wordflind to customers any excess net interest
collected from customers. The ultimate amountyfiaterest that the Utility may be required to pall depend on the final amount of refur
determined to be owed to the Utility.

PG&E Corporation and the Utility are unable to peed/hen the FERC or judicial proceedings will mititely be resolved, and the
amount of any potential refunds that the Utilityyntaceive or the amount of Disputed Claims, inahgdinterest, the Utility will be required to

pay.
NOTE 16: RELATED PARTY AGREEMENTS AND TRANSACTIONS

In accordance with various agreemsahee Utility and other subsidiaries provide aadeive various services to and from their parent,
PG&E Corporation, and among themselves. The Ylitd PG&E Corporation exchange administrative iofessional services in support of
operations. Services are priced at their fullydkd costs (i.e., direct cost of good or service pliapplicable indirect charges and
overheads). PG&E Corporation also allocates var@mrporate administrative and general costs tdJthigy and other subsidiaries using
agreed upon allocation factors, including the nuntbemployees, operating expenses excluding fueitases, total assets, and other cost
allocation methodologies. The Ultility's signifitaelated party transactions and related receivgdagable) balances were as follows:

Receivable (Payable
Balance Outstanding at Year
Year Ended December 31 Ended December 31,

2007 2006 2005 2007 2006

(in millions)
Utility revenues from:
Administrative services provided to PG&E Corporal  $ 4 $ 5 ¢ 5 % 2 % 2
Utility employee benefit assets due from PG&E

Corporation - - - 27 25
Interest from PG&E Corporation on employee

benefit asset 1 1 - - -
Utility expenses from:
Administrative services received from PG&E
Corporatior $ 107 $ 106 $ 111 $ (28) $ (40
Utility employee benefit payments provided to PG

Corporation 4 3 - - -

NOTE 17: COMMITMENTS AND CONTINGENCIES
PG&E Corporation and the Utility have substantiahficial commitments in connection with agreementgred into to support the
Utility's operating activities. PG&E Corporationgithe Utility also have significant contingencéssing from their operations, including

contingencies related to guarantees, regulatorgegaings, nuclear operations, employee mattergoemrental compliance and remediation,
and legal matters.
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Commitments
Utility
Third-Party Power Purchase Agreements

Qualifying Facility Power Purchase Agreementtinder the Public Utility Regulatory Policies Aaft1978 (“PURPA”), electric
utilities were required to purchase energy and cigpfrom independent power producers that areifyira) co-generation facilities
(“QFs”). To implement the purchase requirementBURPA, the CPUC required California investor-oweésttric utilities to enter into long-
term power purchase agreements with QFs and apptheeapplicable terms, conditions, prices, angilglity requirements. These agreem:
require the Utility to pay for energy and capaciBnergy payments are based on the QF's actualieidoutput and CPUC-approved energy
prices, while capacity payments are based on the Qfal available capacity and contractual cagamimmitment. Capacity payments may be
adjusted if the QF exceeds or fails to meet peréoree requirements specified in the applicable pguechase agreement.

The Energy Policy Act of 2005 significantly amendkd purchase requirements of PURPA. As amendatdidd 210(m) of PURPA
authorizes the FERC to waive the obligation of l@eteic utility under Section 210 of PURPA to puaske the electricity offered to it by a QF
(under a new contract or obligation) if the FER@I8 the QF has nondiscriminatory access to onereétdefined categories of competitive
wholesale electricity markets. The statute persiitsh waivers to a particular QF or on a “servareitbry-wide basis.” The Utility plans to
wait until after the new day-ahead market strucpravided for in the CAISO’s MRTU initiative to regcture the California electricity market
becomes effective to assess whether it will fifequest with the FERC to terminate its obligatiander PURPA and to enter into new QF
purchase obligations.

As of December 31, 2007, the Utility had agreemeuitls 257 QFs for approximately 4,097 MW that axeperation. Agreements f
approximately 3,754 MW expire at various dates leetw2008 and 2028. QF power purchase agreemerapgmoximately 343 MW have no
specific expiration dates and will terminate onligem the owner of the QF exercises its terminatjgioa. The Utility also has power purchase
agreements with approximately 74 inoperative QHse total of approximately 4,097 MW consists of mpmately 2,524 MW from
cogeneration projects, 580 MW from wind projectd 884 MW from projects with other fuel sources lilming biomass, waste-to-energy,
geothermal, solar, and hydroelectric. QF poweclpase agreements accounted for approximately 20%, and 22% of the Utility’s 2007,
2006, and 2005 electricity sources, respectivélg.single QF accounted for more than 5% of theityl 2007, 2006, or 2005 electricity
sources.

Irrigation Districts and Water AgenciesThe Utility has contracts with various irrigatidistricts and water agencies to purchase
hydroelectric power. Under these contracts, thitymnust make specified semi-annual minimum papisdased on the irrigation districts'
and water agencies' debt service requirements hwhet not any hydroelectric power is supplied, sadable payments for operation and
maintenance costs incurred by the suppliers. Tbesgacts expire on various dates from 2008 td 20mhe Utility's irrigation district and
water agency contracts accounted for approxima&yof the Utility’s 2007 electricity sources, appiroately 6% of the Utility’s 2006
electricity sources and 5% of the Utility’s 200®@tticity sources.

Renewable Energy ContractsCalifornia law requires that each California ilealler of electricity, except for municipal uties,
increase its purchases of renewable energy (sublvamss, wind, solar, and geothermal energy) tyeat 1% of its retail sales per year, so
that the amount of electricity purchased from reslgle resources equals at least 20% of its totail iles by the end of 2010. During 2007,
the Utility entered into several new renewable popwechase contracts that will help the Utility mige goals. The CPUC’s decision in the
Utility’s long-term procurement plan discussed below encouragedtility to pursue the goal to meet 33% of itsdaeith renewable resourc
by 2020.

Long-Term Power Purchase Agreements December 2007, the CPUC approved, with seveadlifications, the long-term
electricity procurement plans (“LTPPs") of the Galhia investor-owned electric utilities coverintet10-year period from 2007 through
2016. Each utility is required to submit an LTR#idgned to reduce greenhouse gas emissions anthesetate of California’s preferred
loading order to meet forecasted demand (i.e.eas®s in future demand will be offset through enefficiency programs, demand response
programs, renewable generation resources, distdbgeneration resources, and new conventional gémey. The decision notes that if a
previously approved contract is terminated befbeegeneration project is built, the utilities witain the procurement authority for the MWs
subject to the terminated contract. At the enthefsolicitation or request-for-offer (‘RFO”) praaz the utilities must justify why each bid was
selected or rejected. Utilities can acquire owmigref new conventional generation resources inutilgies’ competitive RFO process only
through turnkey and engineering, procurement, amgtcuction arrangements proposed by third parfidee utilities are required to submit
revised LTPPs reflecting the changes required ByXRUC within 90 days of the date the decisionaded.

Annual Receipts and PaymenrtIhe payments made under QFs, irrigation disamat water agency, renewable energy, and
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other power purchase agreements during 2005 thrd0@% were as follows:

(in millions) 2007 2006 2005

Quialifying facility energy paymen $ 81z $ 661 $ 662
Qualifying facility capacity paymen 363 36€ 37z
Irrigation district and water agency payme 72 64 54
Renewable energy and capacity paym 604 42¢ 40k
Other power purchase agreement paym 1,16¢ 67C 774

Because the Utility acts as only an agent for theéRD the amounts described above do not include patsirelated to DWR power
purchases allocated to the Utility’s customers.

At December 31, 2007, the undiscounted future ebgplgower purchase agreement payments were aw/$ollo

Irrigation District &

Qualifying Facility Water Agency Renewable Other
Operations
& Debt

Energy Capacity Maintenance Service Energy Capacity Energy Capacity
(in millions)
2008 $ 1,30¢ $ 464 $ 57 $ 26 $ 231 $ 14 $ 6 $ 232
2009 1,277 428 49 26 30¢ 11 9 21C
2010 1,15¢ 38¢ 67 22 34¢€ 7 8 15¢
2011 1,141 37¢ 35 21 48¢€ 7 8 45
2012 1,02¢ 34¢ 30 21 524 7 8 18
Thereaftel 7,068 2,21: 72 53 6,84( - 11 2
Total $ 1297 $ 421 $ 31C $ 16 $ 8,731 $ 46 $ 50 $ 66€

The following table shows the future fixed capagityyments due under the QF contracts that aretteest capital leases. These
amounts are also included in the table above. fiked capacity payments are discounted to the ptasdue shown in the table below using
the Utility’s incremental borrowing rate at the éption of the leases. The amount of this disc@ishown in the table below as the amount
representing interest:

(in millions)

2008 $ 5C
2009 5C
2010 5C
2011 5C
2012 5C
Thereaftel 25¢
Total fixed capacity paymen 503
Amount representing intere 131
Present value of fixed capacity payme $ 372

Interest and amortization expense associated hathetase obligation is included in the cost of eleity on PG&E Corporation’s and
the Utility’s Consolidated Statements of Incoma.atcordance with SFAS No. 71, the timing of thiityts capacity payments will conform
the ratemaking treatment for the Utility’s recoverfithe cost of electricity. The QF contracts the treated as capital leases expire between
April 2014 and September 2021.

The Utility’s Consolidated Balance Sheet has inetlich Current Liabilities - Other and Noncurrenahilities - Other approximately
$28 million and $344 million, respectively, as céd@mber 31, 2007, representing the present valtreedixed capacity payments due under
these contracts. The corresponding assets of ®8l@n, including amortization of $36 million, afacluded in property, plant, and equipment
on the Utility’s Consolidated Balance Sheet at Delger 31, 2007.

Natural Gas Supply and Transportation Commitmer
The Utility purchases natural gas directly fromguoers and marketers in both Canada and the USttdds to serve its core

customers. The contract lengths and natural gases of the Utility's portfolio of natural gas ptmement contracts have fluctuated generally
based on market conditions.
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At December 31, 2007, the Utility's undiscountetigatiions for natural gas purchases and gas trategfum services were as follows:

(in millions)
2008 $ 1,181
2009 222
2010 22
2011 14
2012 7
Thereafter -
Total $ 1,44¢

Payments for natural gas purchases and gas traagporservices amounted to approximately $2.2apilin 2007, $2.2 billion in
2006, and $2.5 billion in 2005.

Nuclear Fuel Agreement:

The Utility has entered into several purchase ageses for nuclear fuel. These agreements havesteanging from one to thirteen
years and are intended to ensure -term fuel supply. The contracts for uranium andvagssion services provide for 100% coverage oftoe:
requirements through 2010, while contracts foramrient services provide for 100% coverage of reaetguirements through 2009. The
Utility relies on a number of international prodexef nuclear fuel in order to diversify its sows@nd provide security of supply. Pricing te
also are diversified, ranging from market-basedgwito base prices that are escalated using petlisdices. New agreements are primarily
based on forward market pricing and will beginrtgpact nuclear fuel costs starting in 2010.

At December 31, 2007, the undiscounted obligatiovder nuclear fuel agreements were as follows:

(in millions)
2008 $ 82
2009 82
2010 11z
2011 98
2012 88
Thereaftel 62C
Total $ 1,08:

Payments for nuclear fuel amounted to approxima&&B2 million in 2007, $106 million in 2006, andS&illion in 2005.
Other Commitments and Operating Leases

The Utility has other commitments relating to opigigleases, vehicle leasing, and telecommunicatimhinformation system
contracts. At December 31, 2007, the future mimmpayments related to other commitments were &s/fel

(in millions)
2008 $ 43
2009 16
2010 13
2011 12
2012 26
Thereaftel 28
Total $ 13¢

Payments for other commitments and operating lemsesinted to approximately $38 million in 2007, @10illion in 2006, and $146
million in 2005.

Underground Electric Facilities

At December 31, 2007, the Utility was committedspending approximately $236 million for the convemnsof existing overhead
electric facilities to underground electric faéd. These funds are conditionally committed dejpenon the timing of the
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work, including the schedules of the respectiviesjtcounties, and telephone utilities involvedhe TUtility expects to spend approximately $50
million to $60 million each year in connection with

these projects. Consistent with past practiceltiilgy expects that these capital expenditurels g included in rate base as each individual
project is completed and recoverable in rates @thtg customers.

Contingencies
PG&E Corporation

PG&E Corporation retains a guarantee related t@iteindemnity obligations of its former subsidiaNEGT, that were issued to the
purchaser of an NEGT subsidiary company. PG&E G@ion's sole remaining exposure relates to amgnpial environmental obligations
that were known to NEGT at the time of the salertmitdisclosed to the purchaser, and is limitefit60 million. PG&E Corporation has not
received any claims nor does it consider it probalbdt any claims will be made under the guarantgeDecember 31, 2007, PG&E
Corporation’s potential exposure under this guammtas immaterial and PG&E Corporation has not naageprovision for this guarantee.

Utility
Nuclear Insurance

The Utility has several types of nuclear insurafoceDiablo Canyon and Humboldt Bay Unit 3. Thelititihas insurance coverage for
property damages and business interruption lossasv@ember of Nuclear Electric Insurance LimitedEIL”). NEIL is a mutual insurer
owned by utilities with nuclear facilities. NEILrqvides property damage and business interruptorrage of up to $3.24 billion per incident
for Diablo Canyon. In addition, NEIL provides $18illion of property damage insurance for Humbddty Unit 3. Under this insurance, if
any nuclear generating facility insured by NEILfsu$ a catastrophic loss causing a prolonged outhgeJtility may be required to pay an
additional premium of up to $38.5 million per oneay policy term.

NEIL also provides coverage for damages causedtsyod terrorism at nuclear power plants. UnderTerrorism Risk Insurance
Program Reauthorization Act of 2007 (“TRIPRA"), &cff terrorism may be “certified” by the Secretafythe Treasury. For a certified act of
terrorism, NEIL can obtain compensation from thaef@al government and will provide up to the fullipg limits to the Utility for an insured
loss. If one or more nocertified acts of terrorism cause property damageied under any of the nuclear insurance polisgsed by NEIL t
any NEIL member, the maximum recovery under alséhnuclear insurance policies may not exceed $8l@h within a 12-month period
plus the additional amounts recovered by NEIL Fase losses from reinsurance. TRIPRA extendséhmiism Risk Insurance Act of 2002
through December 31, 2014.

Under the Price-Anderson Act, public liability afas from a nuclear incident are limited to $10.8dnil. As required by the Price-
Anderson Act, the Utility purchased the maximumikalde public liability insurance of $300 milliomf Diablo Canyon. The balance of the
$10.8 billion of liability protection is covered layloss-sharing program among utilities owning eackeactors. Under the Pridaderson Acl
owner participation in this loss-sharing programeiguired for all owners of nuclear reactors thatlzensed to operate, designed for the
production of electrical energy, and have a rasgahcity of 100 MW or higher. If a nuclear incideesults in costs in excess of $300 million,
then the Utility may be responsible for up to $B0illion per reactor, with payments in each yéaited to a maximum of $15 million per
incident until the Utility has fully paid its shaoé the liability. Since Diablo Canyon has two he&r reactors, each with a rated capacity of
100 MW, the Utility may be assessed up to $201I8aniper incident, with payments in each year tedito a maximum of $30 million per
incident. Both the maximum assessment per reactdthe maximum yearly assessment are adjusteédffation at least every five years. T
next scheduled adjustment is due on or before AURLIS2008.

In addition, the Utility has $53.3 million of lidliy insurance for Humboldt Bay Unit 3 and has &@®%nillion indemnification from
the NRC for public liability arising from nucleardidents covering liabilities in excess of the $&illion of liability insurance.

California Department of Water Resources Contracts

Electricity purchased under the DWR allocated amts with various generators provided approxima28Bp of the electricity
delivered to the Utility's customers for the yeaded December 31, 2007. The DWR remains legaliiyfimancially responsible for its
electricity procurement contracts. The Utilityses a billing and collection agent of the DWRigeraie requirements from the Utility's
customers.

The DWR has stated publicly in the past that imats to transfer full legal title of, and respoiigibfor, the DWR power purchase
contracts to the California investor-owned eleatttitities as soon as possible. However, the DV@Rgr purchase
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contracts cannot be transferred to the Utility withthe consent of the CPUC. The Chapter 11 $stthé Agreement provides that the CPUC
will not require the Utility to accept an

assignment of, or to assume legal or financialaasibility for, the DWR power purchase contracttesa each of the following conditions has
been met:

» After assumption, the Utility's issuer rating by &tty's will be no less than A2 and the Utility'sd-term issuer credit rating by S&P w
be no less than A. The Util’s current issuer rating by Moc’'s is A3 and the Utilit's lon¢-term issuer credit rating by S&P is BBB

« The CPUC first makes a finding that the DWR powarchase contracts to be assumed are just and ed#sg

« The CPUC has acted to ensure that the Utility reitleive full and timely recovery in its retail efiécity rates of all costs associated with
the DWR power purchase contracts to be assumedutithrther review.

On February 28, 2008, the CPUC is scheduled to mot@ proposed decision that states the CPUC warolakctively investigate how
the DWR can terminate its obligations under the grogontracts, by assignment or otherwise, in otalé&asten the reinstatement of direct
access.

Severance in Connection with Efforts to Achieve Casnd Operating Efficiencies

In connection with the Utility’s initiatives to stamline processes and achieve cost and operaficigedies, the Utility is eliminating
and consolidating various employee positions. Aesalt, the Utility has incurred severance costs@xpects that it will incur additional
severance costs. The amount of future severarste will depend on many variables, including whetiféected employees elect to receive
severance benefits or reassignment, the numbefailble vacant positions for those seeking reasseant and, for those employees who elect
severance benefits, their years of service andasalaries. At December 31, 2007, the Utilityraated future severance costs will range 1
$30 million to $74 million, given the uncertaintjeach of these variables. The Utility has recdrddiability of $30 million as of December
31, 2007. The following table presents the chamgése liability from December 31, 2006:

(in millions)

Balance at December 31, 2C $ 34
Additional severance accru 8
Less: Payments (12
Balance at December 30, 2007 $ 30

Environmental Matters

The Utility may be required to pay for environmdmtamediation at sites where it has been, or maylpotentially responsible party
under environmental laws. Under federal and Cadifolaws, the Utility may be responsible for rena¢idon of hazardous substances at former
manufactured gas plant sites, power plant sitassdas used by the Utility for the storage, reimygbr disposal of potentially hazardous
materials, even if the Utility did not deposit teasubstances on the site.

The cost of environmental remediation is diffidaltestimate. The Utility records an environmeneahediation liability when site
assessments indicate remediation is probable axachiestimate a range of reasonably likely cleanagts. The Utility reviews its remediation
liability on a quarterly basis. The liability ism @&stimate of costs for site investigations, remgain, operations and maintenance, monitoring
and site closure, using current technology, andidening enacted laws and regulations, experieageed at similar sites and an assessment of
the probable level of involvement and financial dition of other potentially responsible partiesnléss there is a better estimate within this
range of possible costs, the Utility records thstgat the lower end of this range. The Utilitlireates the upper end of this cost range using
reasonably possible outcomes that are least falotalthe Utility. It is reasonably possible tlathange in these estimates may occur in the
near term due to uncertainty concerning the Utdlitgsponsibility, the complexity of environmentaks and regulations, and the selection of
compliance alternatives.

The Utility had an undiscounted and gross enviramadeemediation liability of approximately $528lhain at December 31, 2007,
and approximately $511 million at December 31, 2006e $528 million accrued at December 31, 200%ists of:

« Approximately $235 million for remediation at thénkley and Topock natural gas compressor s

« Approximately $90 million related to remediationditested generation facilities;
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« Approximately $152 million related to remediationsts for the Utilit’s generation and other facilities, tl-party disposal sites, a
manufactured gas plant sites owned by the Utilitythard parties (including those sites that are shibject of remediation orders
environmental agencies or claims by the currenteva/of the former manufactured gas plant sites);

« Approximately $51 million related to remediatiorst®for the fossil decommissioning sites.

Of the approximately $528 million environmental emftation liability, approximately $132 million hagen included in prior rate
setting proceedings. The Utility expects that ddi@gonal amount of approximately $306 million wile allowable for inclusion in future rates.
The Utility also recovers its costs from insuraneeriers and from other third parties whenevessjids. Any amounts collected in excess of
the Utility's ultimate obligations may be subjeztréfund to customers.

The Utility's undiscounted future costs could ire to as much as $834 million if the other potdigtresponsible parties are not
financially able to contribute to these costsfdhé extent of contamination or necessary remixtias greater than anticipated. The amour
approximately $834 million does not include anyreate for any potential costs of remediation atrfer manufactured gas plant sites owne
others, unless the Utility has assumed liabilitytfe site, the current owner has asserted a @gmmst the Utility, or the Utility has otherwise
determined it is probable that a claim will be atesk

In July 2004, the U.S. Environmental Protection Age(“EPA”) published regulations under Section @)éf the Clean Water Act
that apply to existing electricity generation féudk that use over 50 million gallons of water gay, which typically include some form of
"once-through" cooling in which water from natubadies of water is used to cool a generating tgchd the heated water is discharged back
into the source. The Utility's Diablo Canyon powéant is among an estimated 539 generation faslitationwide that are affected by this
rulemaking. The EPA regulations are intended tluce impacts to aquatic organisms by establishiset af performance standards for coo
water intake structures. These regulations allitevspecific compliance measures if a facility'stoof compliance is significantly greater than
either the benefits to be achieved or the compéiarasts considered by the EPA. The EPA regulatidstsallow the use of environmental
mitigation or restoration to meet compliance regents ircertain cases. In response to the EPA regulatiorigine 2006, the California St
Water Resources Control Board (“Water Board”) pahdid a draft policy for California’s implementatiohSection 316(b) that proposes to
eliminate the EPA’s site-specific compliance opsipalthough the draft state policy would permitiemvmental restoration as a compliance
option for nuclear facilities if the installatiori cooling towers would conflict with a nuclear sgfeequirement. Various parties separately
challenged the EPA's regulations in court, ancctiees were consolidated in the U.S. Court of Agplealthe Second Circuit (“Second
Circuit”). In January 2007, the Second Circuit egrded significant provisions of the regulationghi® EPA for reconsideration and held that a
cost-benefit test could not be used to comply wérhformance standards or to obtain a variance fhenstandards. The Second Circuit also
ruled that environmental restoration cannot be tse@dmply with the standard. Petitions requesting. Supreme Court review of the Second
Circuit decision are pending, and the EPA has suggxbits regulations. It is uncertain when the ERIhissue revised regulations, whether
Supreme Court will accept review of the Second @irdecision, how judicial developments will affebe EPA’s revised regulations, how
judicial developments and the E’s revised regulations will affect the Water Boargroposed policy, and when the Water Board wslligsits
final policy. Depending on the nature of the finagjulations that may ultimately be adopted byER& or the Water Board, the Utility may
incur significant capital expense to comply witle final regulations, which the Utility would seekrecover through rates. If either the final
regulations adopted by the EPA or the Water Boagdiire the installation of cooling towers at Diallanyon, and if installation of such
cooling towers is not technically or economicakasible, the Utility may be forced to cease openatiat Diablo Canyon.

California Labor Code Issues

Approximately 12,929 of the Utility’s employees a@vered by collective bargaining agreements witké labor unions: (1) the
International Brotherhood of Electrical Workers,cab1245, AFL-CIO (“IBEW”); (2) the Engineers andi€ntists of California, IFPTE Local
20, AFL-CIO and CLC, and (3) the Service Employkesrnational Union, Local 24/7. Employees in @aliia are entitled to an unpaid,
uninterrupted 30-minute duty-free meal period feery four hours of work. California Labor Code 8See 226.7 prohibits employers from
requiring employees to work during any mandatedlmEaployers who fail to provide the mandated npeiod must provide the employee
with one additional hour of pay at the employeetutar rate of compensation for each work day tthemeal period is not provided. (If the
employee worked during the 30-minute unpaid medbdethe employer must also pay the employeetfisrtime.)

In April 2007, the California Supreme Court ruldéat this California law requiring employers to mayemployee an additional houl
pay for each work day that a required meal is moviped is a “wage” rather than a penalty, subfjec three-year statute of limitations rather
than the one-year statute of limitations for pgnplyments. Prior to this decision, the Utilitjlibeed that its collective bargaining agreement
with the IBEW, which did not provide certain empégygroups a continuous 30-minute meal period, ppéstrstate law.
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In July 2007, the Utility established a joint contte® composed of IBEW and Utility representativesaview the Utility’s current
collective bargaining agreements to ensure comgéiavith California labor law in light of the Califoia Supreme Cousd’ruling. In June 200
the Utility and the IBEW reached an agreement umdech employees whose eight-hour shifts do natvafior an uninterrupted 30-minute
meal break will be paid one hour of pay for eachh8ute meal period missed going back thirty-ninenths. In connection with this
agreement, the Utility has expensed approximat2®million as of December 31, 2007 for paymentagproximately 2,000 employees. The
Utility is continuing to investigate whether ottenployees may be entitled to payment for a missetblayed meal. Until this investigation is
complete, the Utility is unable to determine theoamt of loss that it may incur in connection witlistmatter. The ultimate outcome of this
matter may have a material adverse impact on PG&fp@ation’s and the Utility’s results of operatsoor financial condition.

LEGAL MATTERS

PG&E Corporation and the Utility are subject toiwas laws and regulations and, in the normal coafdrisiness, PG&E Corporatii
and the Utility are named as parties in a numbetaims and lawsuits.

In accordance with SFAS No. 5, "Accounting for Gogéncies," PG&E Corporation and the Utility makpravision for a liability
when it is both probable that a liability has bé&murred and the amount of the loss can be reagpratimated. These provisions are revie
guarterly and adjusted to reflect the impacts gfatiations, settlements and payments, rulings,cadof legal counsel and other information
events pertaining to a particular matter. In asisgssuch contingencies, PG&E Corporation's andUtiiléty's policy is to exclude anticipated
legal costs.

The accrued liability for legal matters is includadPG&E Corporation's and the Utility's Currenghilities - Other in the
Consolidated Balance Sheets, and totaled approgiyn®78 million at December 31, 2007 and approxaétya$74 million at December 31,
2006.

After considering the above accruals, PG&E Corponaand the Utility do not expect that losses aisged with legal matters will
have a material impact on their financial conditamesults of operations.
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QUARTERLY CONSOLIDATED FINANCIAL DATA (UNAUDITED)

(in millions, except per share amounts
2007
PG&E CORPORATION
Operating revenue
Operating incom
Income from continuing operatiol
Net income
Earnings per common share from continuing operatibasic
Earnings per common share from continuing operatidituted
Net income per common share, be
Net income per common share, dilu
Common stock price per sha
High
Low
UTILITY
Operating revenue
Operating incom
Net income
Income available for common sto
2006
PG&E CORPORATION
Operating revenue
Operating incom
Income from continuing operatiol
Net income
Earnings per common share from continuing operatibasic
Earnings per common share from continuing operatidituted
Net income per common share, be
Net income per common share, dilu
Common stock price per sha
High
Low
UTILITY
Operating revenue
Operating incomi
Net income
Income available for common sto

Quarter ended

September

December 3: 30 June 30 March 31
$ 3,41t 3 3,27¢ $ 3,187 $ 3,35¢
44¢ 582 55& 52¢
203 27¢ 26¢ 25€
203 27¢ 26¢ 25€
0.5¢ 0.77 0.7t 0.71
0.5¢ 0.77 0.7¢ 0.71
0.5¢ 0.77 0.7t 0.71
0.5¢ 0.77 0.7¢4 0.71
48.5¢ 47.87 50.8¢ 47.71
43.0¢ 42.1¢ 43.9( 43.87
$ 3,41¢ $ 3,27¢ $ 3,187 $ 3,35¢
452 58E 55€ 531
20€ 282 274 261
203 27¢ 27C 25¢
$ 3,20¢ $ 3,16¢ $ 3017 $ 3,14¢
43¢ 73E 46E 46¢
152 39z 232 214
152 39z 232 214
0.4z 1.0¢ 0.6t 0.61
0.4z 1.0¢ 0.6t 0.6C
0.4z 1.0¢ 0.6t 0.61
0.4z 1.0¢ 0.6t 0.6(
48.17 42.51 40.9( 40.6¢
40.72 39.0¢ 38.3( 36.2¢
$ 3,20¢ $ 3,16¢ $ 3017 $ 3,14¢
442 737 46E 47C
15¢ 37¢ 231 217
15E 37E 227 214
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

Management of PG&E Corporation and Pacific GasHEedtric Company (“Utility”) is responsible for edtlishing and maintaining
adequate internal control over financial reportiRf>&E Corporation's and the Utility's internal tmhover financial reporting is a process
designed to provide reasonable assurance regatdmgliability of financial reporting and the pegption of financial statements for external
purposes in accordance with generally accepteduatiog principles, or GAAP. Internal control ovférancial reporting includes those polic
and procedures that (1) pertain to the maintenahoecords that, in reasonable detail, accuratetyfairly reflect the transactions and
dispositions of the assets of PG&E Corporation taredUtility, (2) provide reasonable assurance ttzatsactions are recorded as necessary to
permit preparation of financial statements in adaoce with GAAP and that receipts and expenditare$eing made only in accordance with
authorizations of management and directors of P@&Eporation and the Utility, and (3) provide reasble assurance regarding prevention or
timely detection of unauthorized acquisition, usredisposition of assets that could have a mateffatt on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections
of any evaluation of effectiveness to future pesiade subject to the risk that controls may becmadequate because of changes in conditions
or that the degree of compliance with the poligeprocedures may deteriorate.

Management assessed the effectiveness of intesntbt over financial reporting as of December 2207, based on the criteria
established itnternal Control—Integrated Frameworksued by the Committee of Sponsoring Organizatidrike Treadway
Commission. Based on its assessment and thosearinanagement has concluded that PG&E Corpaoratid the Utility maintained
effective internal control over financial reporting of December 31, 2007.

Deloitte & Touche LLP, an independent registereblistaccounting firm, has audited the Consoliddtathncial Statements of PG&E
Corporation and the Utility for the three yearsem@®ecember 31, 2007, appearing in this annuaktrepad has issued an attestation report on
the effectiveness of PG&E Corporation’s and thdity's internal control over financial reportings atated in their report, which is included in
this annual report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Boards of Directors and Shareholders of
PG&E Corporation and Pacific Gas and Electric Compay

We have audited the accompanying consolidated balsineets of PG&E Corporation and subsidiaries"@wenpany") and of Pacific
Gas and Electric Company and subsidiaries (thdity)jias of December 31, 2007 and 2006, and theted consolidated statements of incc
shareholders' equity, and cash flows for eachetlihee years in the period ended December 31, 20b&se financial statements are the
responsibility of the respective managements oftbmpany and the Utility. Our responsibility ise®press an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thetsitmbbtain reasonable assurance about whethéintiveial statements are free of material
misstatement. An audit includes examining, onstltasis, evidence supporting the amounts andodis@s in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataudits provide a reasonable basis for our opini

In our opinion, such consolidated financial statatagresent fairly, in all material respects, thgpective consolidated financial
position of the Company and of the Utility as ofd@mber 31, 2007 and 2006, and the respective sesuliheir consolidated operations and
their cash flows for each of the three years inpgigod ended December 31, 2007, in conformity &itbounting principles generally accepted
in the United States of America.

As discussed in Note 2 of the Notes to the Conat#id Financial Statements, in January 2007 the @oynand the Utility adopted a
new interpretation of accounting standards for wag®y in income taxes. In 2006 the Company ddUtility adopted new accounting
standards for defined benefit pensions and othstrgtirement plans and share-based payments.

We have also audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the
Company's and the Utility's internal control ovieiahcial reporting as of December 31, 2007, basethe criteria established internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatidribe Treadway Commission and our report dated
February 21, 2008 expressed an unqualified opiaiothe effectiveness of the Company's and thetyslinternal control over financial
reporting.

DELOITTE & TOUCHE LLP

San Francisco, California
February 21, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Boards of Directors and Shareholders of
PG&E Corporation and Pacific Gas and Electric Compay

We have audited the internal control over finanaglorting of PG&E Corporation and subsidiarieg (tBompany”) and Pacific Gas
and Electric Company and subsidiaries (the “Utl)igs of December 31, 2007, based on criteria &stadd ininternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatifiee Treadway Commission. The Company's andJtility’s management
is responsible for maintaining effective internahtrol over financial reporting and for their assaent of the effectiveness of internal control
over financial reporting, included in the accompgagyManagement’s Report on Internal Control Over Finah&eporting. Our responsibilit
is to express an opinion on the Company's and thigyld internal control over financial reportingased on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thetsitmlbbtain reasonable assurance about whettestig# internal control over financial
reporting was maintained in all material respe@sir audits included obtaining an understandingntefrnal control over financial reporting,
assessing the risk that a material weakness etésting and evaluating the design and operatifeg®@feness of internal control based on the
assessed risk, and performing such other procedsre® considered necessary in the circumstaiwlesbelieve that our audits provide a
reasonable basis for our opinion.

A company's internal control over financial repogtis a process designed by, or under the supenvidi the company's principal
executive and principal financial officers, or pars performing similar functions, and effected g tcompany's board of directors,
management, and other personnel to provide reakassurance regarding the reliability of financegdorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A camyfsinternal control over financial
reporting includes those policies and proceduras(tt) pertain to the maintenance of records thagasonable detail, accurately and fairly
reflect the transactions and dispositions of theetssof the company; (2) provide reasonable asserduat transactions are recorded as
necessary to permit preparation of financial statein accordance with generally accepted acaogiptiinciples, and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management aredtors of the company; and (3)
provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, usedisposition of the company's assets
that could have a material effect on the finansiatements.

Because of the inherent limitations of internaltcolhover financial reporting, including the posétl of collusion or improper
management override of controls, material misstatesndue to error or fraud may not be preventetbtacted on a timely basis. Also,
projections of any evaluation of the effectivenekthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance withpolicies or procedures may
deteriorate.

In our opinion, the Company and the Utility maintd, in all material respects, effective interraitcol over financial reporting as of
December 31, 2007, based on the criteria establishiaternal Control — Integrated Framewoissued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the stdsdzf the Public Company Accounting Oversight Bo@nited States), the
consolidated financial statements and financidestent schedules as of and for the year ended Oxre®d, 2007 of the Company and the
Utility and our report dated February 21, 2008 esped an unqualified opinion on those financidestants and financial statement schedules
and included an explanatory paragraph relatingtoanting changes.

DELOITTE & TOUCHE LLP

San Francisco, California
February 21, 2008
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Jurisdiction of
Formation of

Exhibit 21

Names under which Significant Subsidiary doe

Subsidiary Name of Significant Subsidiary Subsidiary business
PG&E Corporatior Pacific Gas and Electr CA Pacific Gas and Electric Company
Company PG&E
Pacific Gas and Electr None

Company



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inifegion Statements No. 333-121518 on Form S-3;1381498 on Form S-3D, and 333-
16253, 333-117930, 333-46772, 333-77149, 333-73853d 333-129422 on Form S-8 of PG&E Corporation Radistration Statements No.
33-62488 and 333-109994 on Form S-3 of Pacific @akElectric Company of our reports dated Febr@ar2008, relating to the financial
statements and financial statement schedules oflPG&rporation and Pacific Gas and Electric Company the effectiveness of PG&E
Corporation’s and Pacific Gas and Electric Compaiyternal control over financial reporting, appe@rin and incorporated by reference in
this Annual Report on Form 10-K of PG&E Corporatanmd Pacific Gas and Electric Company for the yemled December 31, 2007.

DELOITTE & TOUCHE LLP
San Francisco, California

February 21, 2008



Exhibit 24.1
RESOLUTION OF THE
BOARD OF DIRECTORS OF
PG&E CORPORATION

February 20, 2008

WHEREAS, the Audit Committee of this Board of Ditexs has reviewed the audited consolidated finhsté@gements for
this corporation for the year ended December 3Q728nd has recommended to the Board that suchciglestatements be included in the

corporation’s Annual Report on Form 10-K for theayended December 31, 2007, to be filed with theuBiges and Exchange Commission;

BE IT RESOLVED that each of HYUN PARK, LINDA Y.H.KKENG, EILEEN O. CHAN, WONDY S. LEE, ERIC
MONTIZAMBERT, LINDA L. AGERTER, and KATHLEEN HAYESs hereby authorized to sign on behalf of this coation and as
attorneys in fact for the Chairman, Chief Executdféicer, and President, the Senior Vice Presid€hief Financial Officer, and Treasurer,
the Vice President and Controller of this corpanatihe Form 10-K Annual Report for the year endeddénber 31, 2007, required by
Section 13 or 15(d) of the Securities Exchangedkd934 and all amendments and other filings ouduents related thereto to be filed with
the Securities and Exchange Commission, and towg@ad all acts necessary to satisfy the requirésnafrthe Securities Exchange Act of

1934 and the regulations of the Securities and &xgh Commission adopted thereunder with regarditbForm 10-K Annual Report.




I, LINDA Y.H. CHENG, do hereby certify that | am & President, Corporate Governance and Corporatetaey of PG&E
Corporation, a corporation organized and existindeu the laws of the State of California; thatdbeve and foregoing is a full, true, and
correct copy of a resolution which was duly adogigdhe Board of Directors of said corporation ate@eting of said Board which was duly
and regularly called and held on February 20, 2@08;that this resolution has never been amendedked, or repealed, but is still in full

force and effect.

WITNESS my hand and the seal of said corporatioaurgo affixed this 20th day of February, 2008.

LINDA Y.H. CHENG

Linda Y.H. Cheng

Vice President, Corporate Governance and
Corporate Secretary

PG&E CORPORATION

CORPORATE

SEAL




RESOLUTION OF THE
BOARD OF DIRECTORS OF
PACIFIC GAS AND ELECTRIC COMPANY

February 20, 2008

WHEREAS, the Audit Committee of this Board of Dites has reviewed the audited consolidated finhstégements for
this company for the year ended December 31, 20 has recommended to the Board that such finestatements be included in the

company’s Annual Report on Form 10-K for the yeadled December 31, 2007, to be filed with the Séesrand Exchange Commission;

BE IT RESOLVED that each of HYUN PARK, LINDA Y.H.KKENG, EILEEN O. CHAN, WONDY S. LEE, ERIC
MONTIZAMBERT, LINDA L. AGERTER, and KATHLEEN HAYESs hereby authorized to sign on behalf of this campand as attorneys
in fact for the President and Chief Executive Qdffiand the Vice President, Chief Financial Offigerg Controller of this company the
Form 10-K Annual Report for the year ended Decenie007, required by Section 13 or 15(d) of theusities Exchange Act of 1934 and
all amendments and other filings or documents edltiereto to be filed with the Securities and Exgje Commission, and to do any and all
acts necessary to satisfy the requirements of ¢caries Exchange Act of 1934 and the regulatifithe Securities and Exchange

Commission adopted thereunder with regard to saichF.0-K Annual Report.




I, LINDA Y.H. CHENG, do hereby certify that | am && President, Corporate Governance and Corporatetagey of
PACIFIC GAS AND ELECTRIC COMPANY, a corporation @gized and existing under the laws of the Stateadifornia; that the above al
foregoing is a full, true, and correct copy of aalation which was duly adopted by the Board ofebiors of said corporation at a meeting of
said Board which was duly and regularly called bhaldl on February 20, 2008; and that this resolut@s never been amended, revoked, or

repealed, but is still in full force and effect.

WITNESS my hand and the seal of said corporatioaurgo affixed this 20th day of February, 2008.

LINDA Y.H. CHENG

Linda Y.H. Cheng

Vice President, Corporate Governance and
Corporate Secretary

PACIFIC GAS AND ELECTRIC COMPANY

CORPORATE

SEAL







Exhibit 24.2

POWER OF ATTORNEY

Each of the undersigned Directors of PG&E Corporatiereby constitutes and appoints HYUN PARK, LINDA.
CHENG, EILEEN O. CHAN, WONDY S. LEE, ERIC MONTIZAMBRT, LINDA L. AGERTER, and KATHLEEN HAYES, and eacfi
them, as his or her attorneys in fact with full gowf substitution to sign and file with the Seties and Exchange Commission in his or her
capacity as such Director of said corporation tbe+10-K Annual Report for the year ended Decen®ie2007, required by Section 13 or 15
(d) of the Securities Exchange Act of 1934 andamy all amendments and other filings or documeritged thereto, and hereby ratifies all
said attorneys in fact or any of them may do orseao be done by virtue hereof.

IN WITNESS WHEREOF, we have signed these presaig20th day of February, 2008.

DAVID R. ANDREWS MARYELLEN C. HERRINGER
David R. Andrews Maryellen C. Herringer
LESLIE S. BILLER RICHARD A. MESERVE
Leslie S. Biller Richard A. Meserve

DAVID A. COULTER MARY S. METZ

David A. Coulter Mary S. Metz

C. LEE COX BARBARA L.RAMBO

C. Lee Cox Barbara L. Rambo

PETER A. DARBEE BARRY LAWSON WILLIAMS

Peter A. Darbee Barry Lawson Williams




POWER OF ATTORNEY

PETER A. DARBEE, the undersigned, Chairman of tbafd, Chief Executive Officer, and President of FE&5&orporation,
hereby constitutes and appoints HYUN PARK, LINDAHY CHENG, EILEEN O. CHAN, WONDY S. LEE, ERIC MONTAMMBERT,
LINDA L. AGERTER, and KATHLEEN HAYES, and each dfam, as his attorneys in fact with full power obstitution to sign and file with
the Securities and Exchange Commission in his é¢gpas Chairman of the Board, Chief Executive Gificand President (principal executive
officer) of said corporation the Form 10-K Annuaport for the year ended December 31, 2007, redjbyeSection 13 or 15(d) of the
Securities Exchange Act of 1934 and any and allnsiments and other filings or documents relatedetioeand hereby ratifies all that said
attorneys in fact or any of them may do or caudeetdone by virtue hereof.

IN WITNESS WHEREOF, | have signed these preserigs2ith day of February, 2008.

PETER A. DARBEE
Peter A. Darbee




POWER OF ATTORNEY

CHRISTOPHER P. JOHNS, the undersigned, Senior Rresident, Chief Financial Officer, and TreasufdP@G&E
Corporation, hereby constitutes and appoints HYWRR, LINDA Y.H. CHENG, EILEEN O. CHAN, WONDY S. LEEERIC
MONTIZAMBERT, LINDA L. AGERTER, and KATHLEEN HAYESand each of them, as his attorneys in fact willhplawer of substitutior
to sign and file with the Securities and Exchangen@®ission in his capacity as Senior Vice Presidéhtef Financial Officer, and Treasurer
(principal financial officer) of said corporatiohe Form 10-K Annual Report for the year ended Ddma31, 2007, required by Section 13 or
15(d) of the Securities Exchange Act of 1934 angard all amendments and other filings or documesigged thereto, and hereby ratifies all
that said attorneys in fact or any of them may doawse to be done by virtue hereof.

IN WITNESS WHEREOF, | have signed these preserigs2ith day of February, 2008.

CHRISTOPHER P. JOHNS
Christopher P. Johns




POWER OF ATTORNEY

G. ROBERT POWELL, the undersigned, Vice President@ontroller of PG&E Corporation, hereby consétiand appoin
HYUN PARK, LINDA Y.H. CHENG, EILEEN O. CHAN, WONDYS. LEE, ERIC MONTIZAMBERT, LINDA L. AGERTER, and
KATHLEEN HAYES, and each of them, as his attorngygact with full power of substitution to sign afite with the Securities and Exchange
Commission in his capacity as Vice President andt@ber (principal accounting officer) of said garation the Form 10-K Annual Report for
the year ended December 31, 2007, required byd®etd or 15(d) of the Securities Exchange Act @4L8nd any and all amendments and
other filings or documents related thereto, anéeratifies all that said attorneys in fact or afiyhem may do or cause to be done by virtue
hereof.

IN WITNESS WHEREOF, | have signed these preserigs2ith day of February, 2008.

G. ROBERT POWELL
G. Robert Powell




POWER OF ATTORNEY

Each of the undersigned Directors of Pacific GakElectric Company hereby constitutes and appéivtsN PARK,
LINDA Y.H. CHENG, EILEEN O. CHAN, WONDY S. LEE, ERI MONTIZAMBERT, LINDA L. AGERTER, and KATHLEEN HAYES,
and each of them, as his or her attorneys in fabtfull power of substitution to sign and file Withe Securities and Exchange Commission in
his or her capacity as such Director of said capon the Form 10-K Annual Report for the year ehBecember 31, 2007, required by
Section 13 or 15(d) of the Securities Exchangedkd934 and any and all amendments and other §ilargdocuments related thereto, and
hereby ratifies all that said attorneys in facany of them may do or cause to be done by virtuedie

IN WITNESS WHEREOF, we have signed these presbig20th day of February, 2008.

DAVID R. ANDREWS

David R. Andrews

LESLIE S. BILLER

Leslie S. Biller

DAVID A. COULTER

David A. Coulter

C. LEE COX

C. Lee Cox

PETER A DARBEE

Peter A. Darbee

MARYELLEN C. HERRINGER

Maryellen C. Herringer

RICHARD A. MESERVE

Richard A. Meserve

MARY S. METZ

Mary S. Metz

WILLIAM T. MORROW

William T. Morrow

BARBARA L. RAMBO

Barbara L. Rambo

BARRY LAWSON WILLIAMS

Barry Lawson Williams




POWER OF ATTORNEY

WILLIAM T. MORROW, the undersigned, President anki€? Executive Officer of Pacific Gas and Elect@iompany,
hereby constitutes and appoints HYUN PARK, LINDAHY CHENG, EILEEN O. CHAN, WONDY S. LEE, ERIC MONTAMMBERT,
LINDA L. AGERTER, and KATHLEEN HAYES, and each dfam, as his attorneys in fact with full power obstitution to sign and file with
the Securities and Exchange Commission in his é¢gpas President and Chief Executive Officer (pijfiat executive officer) of said
corporation the Form 10-K Annual Report for theryeaded December 31, 2007, required by Sectiorr 15@l) of the Securities Exchange
Act of 1934 and any and all amendments and othieg$i or documents related thereto, and herebfjemtill that said attorneys in fact or any
of them may do or cause to be done by virtue hereof

IN WITNESS WHEREOF, | have signed these preserigs2ith day of February, 2008.

WILLIAM T. MORROW
William T. Morrow




POWER OF ATTORNEY

G. ROBERT POWELL, the undersigned, Vice Presid€hief Financial Officer, and Controller of Pacifas and Electric
Company, hereby constitutes and appoints HYUN PARKDA Y.H. CHENG, EILEEN O. CHAN, WONDY S. LEE, ER
MONTIZAMBERT, LINDA L. AGERTER, and KATHLEEN HAYESand each of them, as his attorneys in fact willhplawer of substitutior
to sign and file with the Securities and Exchangen@ission in his capacity as Vice President, CRir&ncial Officer, and Controller
(principal financial officer and principal accoumgi officer) of said corporation the Form 10-K AnhR&port for the year ended December 31,
2007, required by Section 13 or 15(d) of the Se¢iesrExchange Act of 1934 and any and all amendsremd other filings or documents rele
thereto, and hereby ratifies all that said attosneyfact or any of them may do or cause to be dgnértue hereof.

IN WITNESS WHEREOF, | have signed these preser¢s2bth day of February, 2008.

G. ROBERT POWELL
G. Robert Powell







Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Peter A. Darbee, certify that:
1. | have reviewed this Annual Report on Form 10-Ktfoe year ended December 31, 2007 of PG&E Corpmorati

2. Based on my knowledge, this report does not corgaynuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b. Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

c. Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedsinghort our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during the registragtmos
recent fiscal quarter (the registranfourth quarter in the case of an annual repbet) has materially affected, or is reasonably Yike
materially affect, the registrant’s internal comtwger financial reporting; and

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiamterhal control over financial reportit
to the registrant's auditors and the audit committieregistrant's board of directors (or persomfop@ing the equivalent functions):

a. All significant deficiencies and material weaknesge the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the registsaability to record, process, summarize and refieaincial information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's inten
control over financial reporting.

Date: February 22, 2008 /sl Peter A. Darbee
Peter A. Darbee
Chairman, Chief Executd#icer and President




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

[, Christopher P. Johns, certify that:

1. | have reviewed this Annual Report on Form 10-Ktfor year ended December 31, 2007 of PG&E Corpmorati

2. Based on my knowledge, this report does not corgaynuntrue statement of a material fact or omistede a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as de

in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)

and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and proceduregaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to u
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipgeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

c. Evaluated the effectiveness of the registrant'slasire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during the registragtmos
recent fiscal quarter (the registranfourth quarter in the case of an annual repbet) has materially affected, or is reasonably Yike
materially affect, the registrant’s internal comtwger financial reporting; and

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiamterhal control over financial reportit
to the registrant's auditors and the audit committieregistrant's board of directors (or persomfop@ing the equivalent functions):

a. All significant deficiencies and material weaknesge the design or operation of internal controémofinancial reporting which a
reasonably likely to adversely affect the registsaability to record, process, summarize and refimaincial information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's inten
control over financial reporting.

Date: February 22, 2008 /sl Christopher P. Johns

Christopher P. Johns
Senior Vice President, &liinancial Officer and Treasurer







Exhibit z
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, William T. Morrow, certify that:
1. I have reviewed this Annual Report on Forn-K for the year ended December 31, 2007 of Pacifis &1d Electric Compan

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f)) for the registrant and hav

a. Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to ut
others within those entities, particularly duritg fperiod in which this report is being prepal

b. Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneeadfepted accounting principle

c. Evaluated the effectiveness of the registrant'slalsire controls and procedures and presentedsimethort our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation;

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registragtmos
recent fiscal quarter (the registrantourth quarter in the case of an annual repbat) has materially affected, or is reasonably yike
materially affect, the registre’s internal control over financial reporting; &

5. The registrant's other certifying officer and | alisclosed, based on our most recent evaluatiarteyhal control over financial reportir
to the registrant's auditors and the audit committieregistrant's board of directors (or persomfopming the equivalent functions

a. All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regidtsability to record, process, summarize and refieancial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's inten
control over financial reporting

Date: February 22, 2008 /s/ William T. Morrow
William T. Morrow
President and Chief Exasu©Officer




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, G. Robert Powell, certify that:
1. I have reviewed this Annual Report on Forn-K for the year ended December 31, 2007 of Pacifis &1d Electric Compan

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15+15(f)) for the registrant and hav

a. Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to ut
others within those entities, particularly duritg fperiod in which this report is being prepal

b. Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and thpeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principle

c. Evaluated the effectiveness of the registrant'slalsire controls and procedures and presentedsimethort our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation;

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registragstmos
recent fiscal quarter (the registrantourth quarter in the case of an annual repbat) has materially affected, or is reasonably Jike
materially affect, the registre’s internal control over financial reporting; &

5. The registrant's other certifying officer and | alisclosed, based on our most recent evaluatiarteyhal control over financial reportir
to the registrant's auditors and the audit committieregistrant's board of directors (or persomfopming the equivalent functions

a. All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regidtsability to record, process, summarize and refimancial information; an

b. Any fraud, whether or not material, that involveanagement or other employees who have a significéin the registrant's interi
control over financial reporting

Date: February 22, 2008 /sl G. Robert Powell
G. Robert Powell
Vice President, Chief Finl Officer and Controller







Exhibit 32.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying ArriReport on Form 10-K of PG&E Corporation for theay ended December 31, 2007, I, Peter
A. Darbee, Chairman, Chief Executive Officer anddttent of PG&E Corporation, hereby certify purgudari8 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, to the best of my knowledge anddbethat:

(1) such Annual Report on Form ¥0ef PG&E Corporation for the year ended Decemtigr2B07, fully complies wit
the requirements of section 13(a) or 15(d) of teeuSities Exchange Act of 1934; and

(2) the information contained in such Annual ReporFonm 10-K of PG&E Corporation for the year endeac®uaber
31, 2007, fairly presents, in all material respgitts financial condition and results of operatioh®G&E
Corporation.

/sl PETER A. DARBEE

PETER A. DARBEE
Chairman, Chief Executive Officer and President

February 22, 2008




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying AnrReport on Form 10-K of PG&E Corporation for theay ended December 31, 2007, I,
Christopher P. Johns, Senior Vice President, Gfiigdincial Officer and Treasurer of PG&E Corporatibareby certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@G&darbanes-Oxley Act of 2002, to the best okmywledge and belief, that:

(2) such Annual Report on Form ¥0ef PG&E Corporation for the year ended Decemter2®07, fully complies wit
the requirements of section 13(a) or 15(d) of theusities Exchange Act of 1934; and

(2) the information contained in such Annual Reporfonm 10-K of PG&E Corporation for the year endeat&aber
31, 2007, fairly presents, in all material respgitts financial condition and results of operatioh®G&E
Corporation.

/s/ CHRISTOPHER P. JOHNS

CHRISTOPHER P. JOHNS
Senior Vice President,
Chief Financial Officer and Treasurer

February 22, 2008







Exhibit 32.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying ArnriReport on Form 1@ of Pacific Gas and Electric Company for the yeaded December
2007, I, William T. Morrow, President and Chief Ex#ive Officer of Pacific Gas and Electric Compahgreby certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, to the best okmywledge and belief, that:

Q) such Annual Report on Form 10-K of Pacific Gas Btettric Company for the year ended December 37 2fully
complies with the requirements of section 13(a)%(d) of the Securities Exchange Act of 1934; and

2) the information contained in such Annual Reporfonm 10-K of Pacific Gas and Electric Company for year ended
December 31, 2007, fairly presents, in all mategapects, the financial condition and resultspefrations of Pacific Gas
and Electric Company.

/sl WILLIAM T. MORROW

WILLIAM T. MORROW
President and Chief Executive Officer

February 22, 2008




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying ArnriReport on Form 1@ of Pacific Gas and Electric Company for the yeaded December &
2007, 1, G. Robert Powell, Vice President, Chiefdricial Officer and Controller of Pacific Gas arlddiic Company, hereby certify pursuant
to 18 U.S.C. Section 1350, as adopted pursuanedtidh 906 of the Sarbanes-Oxley Act of 2002, elibst of my knowledge and belief, that:

D) such Annual Report on Form 10-K of Pacific Gas Riettric Company for the year ended December 3Q7 2fully
complies with the requirements of section 13(a)%(d) of the Securities Exchange Act of 1934; and

2) the information contained in such Annual Reporfonm 10-K of Pacific Gas and Electric Company fog year ended
December 31, 2007, fairly presents, in all mategapects, the financial condition and resultspefrations of Pacific Gas
and Electric Company.

/sl G. ROBERT POWELL
G. ROBERT POWELL

Vice President, Chief Financial Officer
and Controller

February 22, 2008







