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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C., 20549

FORM 10-Q
(Mark One)
X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (dy OHE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2006
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df OHE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Exact Name of
Commission Registrant State or other IRS Employer
File as specified Jurisdiction of Identification
Number in its charter Incorporation Number
1-12609 PG&E Corporation California 94-3234914
1-2348 Pacific Gas and Electric Company California 94-0742640
Pacific Gas and Electric Company PG&E Corporation
77 Beale Street One Market, Spear Tower
P.O. Box 770000 Suite 2400
San Francisco, California 94177 San Francisco, California 94105
Address of principal executive offices, including zode

Pacific Gas and Electric Company PG&E Corporation
(415) 973-7000 (415) 267-7000

Registrant's telephone number, including area code

Indicate by check mark whether the registrantsélje filed all reports required to be filed by Smetl3 or 15(d) of the Securities Exchange Act @34
during the preceding twelve months (or for suchrgrgeriod that the registrant was required @ $ilich reports), and (2) have been subject to filirgn

requirements for the past 90 days. [KES [ ] No

Indicate by check mark whether the registrantlarge accelerated filer, accelerated filer, or a-aocelerated filer. See definition of "accelerditd and
large accelerated filer" in Rule 12b-2 of the Exufp@ Act.

PG&E Corporation: [X] Large accelerated filer [ 1 Accelerated Filer [ ] Non-accelerated filer

Pacific Gas and Electric Company: [ ] Large accelerated filer [ ] Accelerated Filer ~ [X] Non-accelerated filer

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exdfe Act).
PG&E Corporation: [ ] Yes [X] No

Pacific Gas and Electric Company: [ ] Yes [X] No

Indicate the number of shares outstanding of e&tihedssuer's classes of common stock, as ofatest practicable date.

Common Stock Outstanding as of April 28, 2006:

PG&E Corporation 347,166,931 shares (excluding 24,665,500 shareshyeh wholly owned
subsidiary)
Pacific Gas and Electric Company Wholly owned by PG&E Corporation
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SIGNATURES

PART I. FINANCIAL INFORMATION

ITEM 1: CONSOLIDATED FINANCIAL STATEMENTS

PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

69

(Unaudited)
(in millions, except per share amounts) Three Months Ended
March 31,
2006 2005
Operating Revenues
Electric $ 1,863 $ 1,660
Natural gas 1,285 1,009
Total operating revenues 3,148 2,669
Operating Expenses
Cost of electricity 530 396
Cost of natural gas 873 620
Operating and maintenance 862 767
Depreciation, amortization and decommissioning 414 385
Total operating expenses 2,679 2,168
Operating Income 469 501
Interest income 23 21
Interest expense (154) (161)
Other expense, net - Q)
Income Before Income Taxes 338 360
Income tax provision 124 142
Net Income $ 214 $ 218
Weighted Average Common Shares Outstanding, Basic 344 388
Net Earnings Per Common Share, Basic $ 0.61 $ 0.55
Net Earnings Per Common Share, Diluted $ 0.60 $ 0.54
Dividends Declared Per Common Share $ 0.33 $ 0.30
See accompanying Notes to the Condensed Consdlifatancial Statements.
PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
Balance At
(in millions) March 31, December 31,
2006 2005
(Unaudited)
ASSETS
Current Assets
Cash and cash equivalents $ 903 $ 713
Restricted cash 1,494 1,546
Accounts receivable:
Customers (net of allowance for doubtful asts of $40 million
in 2006 and $77 million in 2005) 2,121 2,422
Regulatory balancing accounts 999 727
Inventories:
Gas stored underground and fuel oil 81 231
Materials and supplies 137 133
Income taxes receivable - 21
Prepaid expenses and other 256 187
Total current assets 5,991 5,980

Property, Plant and Equipment




Electric 22,733 22,482

Gas 8,858 8,794
Construction work in progress 897 738
Other 15 16
Total property, plant and equipment 32,503 32,030
Accumulated depreciation (12,249 (12,075
Net property, plant and equipment 20,254 19,955
Other Noncurrent Assets
Regulatory assets 5,361 5,578
Nuclear decommissioning funds 1,761 1,719
Other 707 842
Total other noncurrent assets 7,829 8,139
TOTAL ASSETS $ 34,074  $ 34,074

See accompanying Notes to the Condensed Consaliffatancial Statements.

PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions, except share amounts) March 31, December 31,
2006 2005
(Unaudited)
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Short-term borrowings $ - % 260
Long-term debt, classified as current 2 2
Rate reduction bonds, classified as current 290 290
Energy recovery bonds, classified as current 343 316
Accounts payable:
Trade creditors 760 980
Disputed claims and customer refunds 1,731 1,733
Regulatory balancing accounts 1,057 840
Other 470 441
Interest payable 441 473
Income taxes payable 229 -
Deferred income taxes 195 181
Other 1,555 1,416
Total current liabilities 7,073 6,932
Noncurrent Liabilities
Long-term debt 6,976 6,976
Rate reduction bonds 216 290
Energy recovery bonds 2,193 2,276
Regulatory liabilities 3,392 3,506
Asset retirement obligations 1,611 1,587
Deferred income taxes 3,046 3,092
Deferred tax credits 111 112
Other 1,847 1,833
Total noncurrent liabilities 19,392 19,672
Commitments and Contingencies (Notes 2, 4, 5, 10cai1)
Preferred Stock of Subsidiaries 252 252

Preferred Stock



Preferred stock, no par value, authorized 8Q@Dshares, $100 par
value, authorized 5,000,000 shares, nonedssu
Common Shareholders' Equity
Common stock, no par value, authorized 800,@dhares, issued
370,282,838 common and 1,349,490 restridtedes in 2006 and

366,868,512 common and 1,399,990 restridtades in 2005 5,844 5,827
Common stock held by subsidiary, at cost, 24885 shares (718) (718)
Unearned compensation - (22)
Reinvested earnings 2,239 2,139
Accumulated other comprehensive loss (8) (8)

Total common shareholders' equity 7,357 7,218

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 34,074 $ 34,074
See accompanying Notes to the Condensed Consaliffatancial Statements.
PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(in millions) Three Months Ended
March 31,
2006 2005
Cash Flows From Operating Activities
Net income $ 214  $ 218
Adjustments to reconcile net income to net qasivided by operating
activities:
Depreciation, amortization, decommissigramd allowance for
equity funds used during construction 402 385
Deferred income taxes and tax credits, net (30) (63)
Other deferred charges and noncurreniitiab 58 (45)
Net effect of changes in operating assets atilities:
Accounts receivable 303 169
Inventories 146 90
Accounts payable (124) (115)
Accrued taxes 250 202
Regulatory balancing accounts, net (55) 254
Other current assets (80) (14)
Other current liabilities 16 (168)

Other 29 39
Net cash provided by operating activities 1,129 952
Cash Flows From Investing Activities

Capital expenditures (576) (349)

Net proceeds from sale of assets 3 11

Decrease in restricted cash 52 122

Proceeds from nuclear decommissioning trusssale 435 1,675

Purchases of nuclear decommissioning trust tmexsts 477) (1,673

Other 11 24
Net cash used in investing activities (552) (190)
Cash Flows From Financing Activities

Borrowings under accounts receivable facility 50 -

Repayments under working capital facility adaunts receivable

facility (310) (300)
Proceeds from issuance of energy recovery baredsf issuance cost

of $14 million in 2005 - 1,874

Long-term debt matured, redeemed or repurchased - (902)

Rate reduction bonds matured (74) (74)

Energy recovery bonds matured (56) -



Preferred stock with mandatory redemption priovis redeemed

Common stock issued

Common stock repurchased

Preferred dividends paid

Common stock dividends paid

Other
Net cash used in financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at January 1
Cash and cash equivalents at March 31

Supplemental disclosures of cash flow information
Cash received for:
Reorganization interest income
Cash paid for:
Interest (net of amounts capitalized)
Income taxes refunded, net

Supplemental disclosures of noncash investing anthéncing activities

Common stock dividends declared but not yet paid

@)

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in millions)

Operating Revenues
Electric
Natural gas
Total operating revenues
Operating Expenses
Cost of electricity
Cost of natural gas
Operating and maintenance
Depreciation, amortization and decommissioning
Total operating expenses
Operating Income
Interest income
Interest expense
Other income, net
Income Before Income Taxes
Income tax provision
Net Income
Preferred stock dividend requirement
Income Available for Common Stock

66 120
(58) (1,065
3) 4)
(114) -
112 -
(387) (353)
190 409
713 972
$ 903 % 1,381
$ - $ 6
167 267
(103) (14)
$ 114 3 111
(Unaudited)
Three Months Ended
March 31,
2006 2005
$ 1,863 $ 1,660
1,285 1,009
3,148 2,669
530 396
873 620
862 773
413 385
2,678 2,174
470 495
19 20
(146) (154)
6 4
349 365
132 142
217 223
-3 4
$ 214 $ 219

See accompanying Notes to the Condensed Consaliffatancial Statements.



PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions) March 31, December 31,
2006 2005
(Unaudited)
ASSETS
Current Assets
Cash and cash equivalents $ 604 $ 463
Restricted cash 1,494 1,546
Accounts receivable:
Customers (net of allowance for doubtful asts of $40
million in 2006 and $77 million in 2005) 2,121 2,422
Related parties 1 3
Regulatory balancing accounts 999 727
Inventories:
Gas stored underground and fuel oil 81 231
Materials and supplies 137 133
Income taxes receivable - 48
Prepaid expenses and other 253 183
Total current assets 5,690 5,756
Property, Plant and Equipment
Electric 22,733 22,482
Gas 8,858 8,794
Construction work in progress 897 738
Total property, plant and equipment 32,488 32,014
Accumulated depreciation (12,235 (12,061
Net property, plant and equipment 20,253 19,953
Other Noncurrent Assets
Regulatory assets 5,361 5,578
Nuclear decommissioning funds 1,761 1,719
Related parties receivable 22 23
Other 617 754
Total other noncurrent assets 7,761 8,074
TOTAL ASSETS $ 33,704 $ 33,783

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions, except share amounts) March 31, December 31,
2006 2005
(Unaudited)
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Short-term borrowings $ - % 260
Long-term debt, classified as current 2 2
Rate reduction bonds, classified as current 290 290
Energy recovery bonds, classified as current 343 316
Accounts payable:
Trade creditors 760 980
Disputed claims and customer refunds 1,731 1,733
Related parties 33 37

Regulatory balancing accounts 1,057 840



Other 457 423

Interest payable 435 460
Income taxes payable 154 -
Deferred income taxes 176 161
Other 1,407 1,255

Total current liabilities 6,845 6,757

Noncurrent Liabilities

Long-term debt 6,696 6,696
Rate reduction bonds 216 290
Energy recovery bonds 2,193 2,276
Regulatory liabilities 3,392 3,506
Asset retirement obligations 1,611 1,587
Deferred income taxes 3,177 3,218
Deferred tax credits 111 112
Other 1,702 1,691

Total noncurrent liabilities 19,098 19,376

Commitments and Contingencies (Notes 2, 4, 5, 10chfil)
Shareholders' Equity
Preferred stock without mandatory redemptiorvisions:

Nonredeemable, 5.00% to 6.00%, outstanding4825 shares 145 145
Redeemable, 4.36% to 5.00%, outstanding 49584shares 113 113
Common stock, $5 par value, authorized 800,@Mshares,
issued 279,624,823 shares 1,398 1,398
Common stock held by subsidiary, at cost, 192B3 shares (475) (475)
Additional paid-in capital 1,788 1,776
Reinvested earnings 4,801 4,702
Accumulated other comprehensive loss (9) (9)
Total shareholders' equity 7,761 7,650
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 33,704  $ 33,783

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(in millions) Three Months Ended
March 31,
2006 2005
Cash Flows From Operating Activities
Net income $ 217 $ 223
Adjustments to reconcile net income to net qasivided by operating
activities:
Depreciation, amortization, decommissigramd allowance for equity
funds used during construction 401 385
Deferred income taxes and tax credits, net (27) (70)
Other deferred charges and noncurreniitiab 55 (49)
Net effect of changes in operating assets atmilities:
Accounts receivable 303 169
Inventories 146 90
Accounts payable (224) (115)
Accrued taxes 202 220
Regulatory balancing accounts, net (55) 254
Other current assets (80) (11)
Other current liabilities 41 (168)

Other 15 10




Net cash provided by operating activities 1,094 938
Cash Flows From Investing Activities

Capital expenditures (576) (349)
Net proceeds from sale of assets 3 11
Decrease in restricted cash 52 123
Proceeds from nuclear decommissioning trusssale 435 1,675
Purchases of nuclear decommissioning trust tmests @477 (1,673
Other 11 24
Net cash used in investing activities (552) (189)
Cash Flows From Financing Activities
Borrowings under accounts receivable facility 50 -
Repayments under working capital facility andamts receivable facility (310) (300)
Proceeds from issuance of energy recovery baredsf issuance costs of $1
million in 2005 - 1,874
Long-term debt matured, redeemed or repurchased - (900)
Rate reduction bonds matured (74) (74)
Energy recovery bonds matured (56) -
Common stock dividends paid (115) (110)
Preferred dividends paid 3) 4)
Preferred stock with mandatory redemption priovis redeemed - 2)
Common stock repurchased - (960)
Other 107 -
Net cash used in financing activities (401) (476)
Net change in cash and cash equivalents 141 273
Cash and cash equivalents at January 1 463 783
Cash and cash equivalents at March 31 $ 604 $ 1,056

Supplemental disclosures of cash flow information
Cash received for:

Reorganization interest income $ - $ 6
Cash paid for:

Interest (net of amounts capitalized) 154 169

Income taxes refunded, net (42) -

See accompanying Notes to the Condensed Consaliffatancial Statements.

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
NOTE 1: Organization and Basis of Presentation

PG&E Corporation is a holding comparhose primary purpose is to hold interests irgy#ased businesses. The company
conducts its business principally through Pacifas@nd Electric Company, or the Utility, a publidity operating in northern and central
California. The Utility engages primarily in thedinesses of electricity and natural gas distribytedectricity generation, procurement and
transmission, and natural gas procurement, tratespmr and storage. The Utility is primarily regtéd by the California Public Utilities
Commission, or CPUC, and the Federal Energy Regyl@ommission, or FERC.

This Quarterly Report on Form QQs a combined report of PG&E Corporation andutibty. Therefore, the Notes to the unaudi
Condensed Consolidated Financial Statements apgigth PG&E Corporation and the Utility. PG&E Coration's Condensed Consolidated
Financial Statements include the accounts of PG&EpQration, the Utility, and other wholly owned acwhtrolled subsidiaries. The Utility's
Condensed Consolidated Financial Statements inés@ecounts and those of its wholly owned androtied subsidiaries, and a variable
interest entity which the Utility is required tor@wlidate under applicable accounting standardsnfdrcompany transactions have been
eliminated from the Condensed Consolidated FindSta&tements.

The accompanying interim unaudit@h@znsed Consolidated Financial Statements havegrepared in accordance with
accounting principles generally accepted in thetdthStates of America, or GAAP, for interim finasddnformation and in accordance with
the instructions to Form 10-Q and Rule 10-01 of iR&tipn SX promulgated by the Securities and Exchange Cosiarisor SEC, and do n
contain all of the information and footnotes reqdiby GAAP and the SEC for annual financial states€lhe information at December 31,
2005 in both PG&E Corporation's and the Utilitysndensed Consolidated Balance Sheets includedsintlarterly report was derived from
the audited Consolidated Balance Sheets incormbtateeference into their combined Annual ReporfFomm 1(-K for the year ende



December 31, 2005. (PG&E Corporation's and thatWslcombined Annual Report on Form 10-K for tleayended December 31, 2005,
together with the information incorporated by refere into such report, is referred to in this qeréyrtreport as the "2005 Annual Report.")

Except for the new and significant@unting policies described in Note 2 below, tbecainting policies used by PG&E Corporation
and the Utility are discussed in Notes 1 and h@Notes to the Consolidated Financial Statemerttsei 2005 Annual Report.

The preparation of financial statatsen conformity with GAAP requires managementriake estimates and assumptions. These
estimates and assumptions affect the reported amofirevenues, expenses, assets and liabilitiéshendisclosure of contingencies and
include, but are not limited to, estimates and egtions used in determining the Utility's regulgtasset and liability balances based on
probability assessments of regulatory recoveryemeres earned but not yet billed (including delayidiohgs), disputed claims, asset retirerr
obligations, allowance for doubtful accounts reabie, provisions for losses that are deemed prelfadin environmental remediation
liabilities, pension liabilities, mark-to-marketainting under Statement of Financial Accountirgnfiards, or SFAS, No. 133, "Accounting
for Derivative Instruments and Hedging Activitieas amended, or SFAS No. 133, income tax reladgilities, litigation, and the Utility's
review for impairment of londived assets and certain identifiable intangibtebé held and used whenever events or changesimstance
indicate that the carrying amount of its assetshimigt be recoverable. A change in managementfaasts or assumptions could have a
material impact on PG&E Corporation's and the tytdifinancial condition and results of operatiolusing the period in which such change
occurred. As these estimates and assumptions eyallgments on a wide range of factors, includirtgre regulatory decisions and
economic conditions that are difficult to predittual results could differ materially from thestimates and assumptions. PG&E
Corporation's and the Utility's Condensed Constdiddinancial Statements reflect all adjustmerds ttenagement believes are necessa
the fair presentation of their financial conditiand results of operations for the periods presefitied results of operations for interim periods
are not necessarily indicative of the results afrafions for the full year.

As discussed below in Note 10, th8.UBankruptcy Court for the Northern District adilornia, or bankruptcy court, which
oversaw the Ultility's proceeding under Chapter fithe U.S. Bankruptcy Code, or Chapter 11, retairisdiction, among other things, to
resolve the remaining disputed claims that wereemadhe Utility's Chapter 11 proceeding.

This quarterly report should be raadonjunction with PG&E Corporation's and thelitjtis Consolidated Financial Statements and
Notes to the Consolidated Financial Statementsaér?005 Annual Repot

NOTE 2: NEW AND SIGNIFICANT ACCOUNTING POLICIES
Share-Based Payment

On January 1, 2006, PG&E Corporatind the Utility adopted the provisions of SFAS NB3R, "Share-Based Payment,” or SFAS
No0.123R, using the modified prospective method Wwhexuires that compensation cost be recognizealfshar-based payment awards,
including unvested stock options, based on thetgtate fair value. Prior to January 1, 2006, PG&poration and the Utility accounted for
share-based payments, such as stock optionsctedtstock and other share-based incentive awandgr the recognition and measurement
provisions of Accounting Principles Board, or ARBpinion No. 25, "Accounting for Stock Issued to Hayges," or Opinion 25, as permitt
by SFAS No. 123, "Accounting for Sto&&ased Compensation,” or SFAS No. 123. Under theigioms of Opinion 25, compensation cost
stock options was not recognized for periods pgoalanuary 1, 2006, as all options granted undesetiplans had an exercise price equal t
market value of the underlying common stock ondate of grant.

SFAS No. 123R requires that an estitnof future forfeitures be made and that compgensaost be recognized only for shares that
are expected to vest. As a result, PG&E Corporatimhthe Utility recorded a cumulative effect athusnt to reverse expense previously
recorded for awards that are not expected to ¥ést.cumulative effect adjustments did not have teria impact on the Condensed
Consolidated Financial Statements.

For the three months ended Marct2B806, PG&E Corporation's and the Utility's opergtincome and income before income taxes
are $13 million and $9 million, respectively, lowthan if it had continued to account for share-dgsgyments under Opinion 25.
Additionally, PG&E Corporation's and the Utilitylet income would have been lower by $8 million &dnillion, respectively, than if it had
continued to account for share-based payments uypligion 25. PG&E Corporation's basic and dilutachngs per common share, or EPS,
for the three months ended March 31, 2006 woule:Heen $0.63 and $0.62, respectively, if PG&E Crapan had not adopted SFAS No.
123R. The impact on net income for the three moatited March 31, 2006 is primarily attributed te gnospective application of account
for share-based payment awards with terms thatexate vesting on retirement and expense recognitigpreviously unvested stock options.

Prior to the adoption of SFAS No3R2 PG&E Corporation and the Utility expensed sHzsed awards over the stated vesting
period regardless of terms that accelerate vestiog retirement. Subsequent to the adoption of SNASL23R, compensation expense fao
awards will be recognized over the shorter of thées vesting period or the requisite service geribawards granted prior to adopting 123R
were expensed over the requisite service periddansof the stated vesting period, there would Hepen an immaterial impact on the
Condensed Consolidated Financial Statements of PG&dgoration and the Utility for the three montinsled March 31, 2006.

Prior to the adoption of SFAS No3R2 PG&E Corporation and the Utility presentediaX benefits from share-based payment
awards as operating cash flows in the Stateme@aseh Flows. SFAS No. 123R requires the cash floara the tax benefits resulting from
tax deductions in excess of the compensation egsignized for those awards (excess tax benefits twassified as financing cash flows.
PG&E Corporation's and the Utility's excess taxdigof $24 million and $12 million, respectiveklyould have been classified as



operating cash inflow if PG&E Corporation and thelity had not adopted SFAS No. 123R (see Note & i&oCondensed Consolidated
Financial Statements for further discussion of shased compensation).

The following table illustrates tbffect on PG&E Corporation's net income and EP3Herthree months ended March 31, 2005 if
PG&E Corporation had applied the fair value rectigniprovisions of SFAS No. 123 to outstanding ops.

(in millions, except per share amounts) Three Months Ended
March 31,
2005
Net income:
As reported $ 218

Deduct: Incremental share-based employee compensatpense
determined under the fair value based method favedrds, net of
related tax effects 3)

Pro forma $ 215

Basic earnings per common share:
As reported $ 0.55
Pro forma 0.55

Diluted earnings per common share:
As reported 0.54
Pro forma 0.53

The following table illustrates tbfect on the Utility's net income for the threenttes ended March 31, 2005 if the fair value
recognition provisions of SFAS No. 123 had beerliaggo outstanding options.

(in millions) Three Months Ended
March 31,
2005

Income available for common stock:

As reported $ 219
Deduct: Incremental share-based employee compensatpense

determined under the fair value based method f@avedrds, net

of related tax effects (2)

Pro forma $ 217

Accounting Changes and Error Corrections

On January 1, 2006, PG&E Corporatind the Utility adopted SFAS No. 154, "Accountldiganges and Error Corrections
Disclosure," or SFAS No. 154. SFAS No. 154 replaseB Opinion No. 20, "Accounting Changes" and SH¥& 3, "Reporting Accounting
Changes in Interim Financial Statements," or SFAS3N SFAS No. 154 requires retrospective appbecetd prior periods' financial
statements of changes in accounting principle gritds impracticable. SFAS No. 154 applies tovaluntary changes in accounting princig
It also applies to changes required by a new adawypronouncement in the unusual instance thaptbrouncement does not include
explicit transition provisions. For example, th&ospective provision of SFAS No. 154 does not applthe adoption of SFAS No. 123R
which includes specific transition provisions. Tdaoption of SFAS No. 154 did not have a materigdaot on the Condensed Consolidated
Financial Statements of PG&E Corporation or thditytior the three months ended March 31, 2006.

Other-Than-Temporary | mpairment

In November 2005, the Financial Aatting Standards Board, or FASB, issued Staff ResNos. FAS 115-1 and 124-1, "The
Meaning of Other-Than-Temporary Impairment anddipglication to Certain Investments,” or FSP 11538l 424-1, to provide guidance in
determining when an investment is impaired; whethat impairment is other-than-temporary; and tle@surement of an impairment loss.
PG&E Corporation and the Utility adopted FSP 11&ntl 124-1 on January 1, 2006. The adoption of ASP1land 124-1 did not have a
material impact on the Condensed Consolidated EinbStatements of PG&E Corporation or the Utifity the three months ended March
31, 2006.

Changesin Accounting for Certain Derivative Contracts

Derivatives Implementation Group[X6, Issue No. B38, "Embedded Derivatives: Evabrabf Net Settlement with respect to



Settlement of a Debt Instrument through ExerciseroEmbedded Put Option or Call Option," or DIG B&8d DIG Issue No. B39
"Embedded Derivatives: Application of Paragraphb) 3¢ Call Options That Are Exercisable Only by thebtor," or DIG B39, address the
circumstances in which a put or call option embeddea debt instrument would be bifurcated fromdiebt instrument and accounted for
separately. DIG B38 and DIG B39 are effective i@ finst quarter of 2006. The adoption of DIG B3& &G B39 did not have a material
impact on the Condensed Consolidated Financia¢®tts of PG&E Corporation or the Utility for thede months ended March 31, 2006.

Comprehensive ncome

For the three months ended March2805, PG&E Corporation's and the Utility's compnesive income consisted of changes in the
effects of the remeasurement of the Utility's deditbenefit pension plan. PG&E Corporation and ttiktyJdid not have any comprehensive
income activity other than net income for the thmemnths ended March 31, 2006.

(in millions) PG&E Corporation Utility
2006 2005 2006 2005
Three months ended March 31
Net income available for common stock $ 214 $ 218 $ 214 $ 219
Minimum pension liability adjustment (net of incorax benefit
of $2 million in 2005) - 1) - @)
Comprehensive income $ 214 $ 217 $ 214 $ 217

Accumulated Other Comprehensive Income (L0ss)

Accumulated other comprehensive inedloss) reports a measure for accumulated changeglity of PG&E Corporation and the
Utility that result from transactions and other momic events, other than transactions with shadansl The following table sets forth the
changes in each component of accumulated otherretrapsive income (loss):

Hedging Foreign Minimum Accumulated
Transactions in Currency Pension Other
. - Accordance with Translation Liability Comprehensive
(|n m|II|ons) SFAS No. 133 Adjustment Adjustment Other Income (Loss)
Balance at December 31, 2004 $ Q) $ - % 4) $ 1 $ 4)
Period change in:
Minimum pension liability adjustment - - Q) - (2)
Other 1 - - Q) -
Balance at March 31, 2005 - - (5) - (5)
Balance at December 31, 2005 - - (8) - (8)
Balance at March 31, 2006 $ - $ - $ (8) $ - $ (8)

There were no changes in PG&E Catpon's or the Utility's accumulated other compredie income (loss) components for the
three months ended March 31, 2006.

Pension and Other Postretirement Benefits

PG&E Corporation and the Utility pide a non-contributory defined benefit pensiomgiar certain of their employees and retirees
(referred to collectively as "pension benefitsntributory postretirement medical plans for certaf their employees and retirees and their
eligible dependents, and neontributory postretirement life insurance plansdertain of their employees and retirees (refetoecbllectively
as "other benefits"). PG&E Corporation and theitytiise a December 31 measurement date for afledf plans and use publicly quoted
market values and independent pricing servicesrdiipg on the nature of the assets, as reporteldebtristee, to determine the fair value of
the plan assets.

Net periodic benefit cost as refecin PG&E Corporation's Condensed Consolidatett®tents of Income for the three-month
periods ended March 31, 2006 and 2005 are as fsilow

PG&E Corporation

Pension Benefits Other Benefits
Three Months Ended Three Months Ended
(in millions) March 31, March 31,
2006 2005 2006 2005

Service cost for benefits earned $ 5 % 56 % 8 $ 9



Interest cost 130 125 19 20

Expected return on plan assets (157) (151) (23) (21)
Amortization of transition obligation - - 6 6
Amortization of prior service cost 14 14 4 3
Amortization of unrecognized loss 8 6 - -

Net periodic benefit cost $ 54 % 50 $ 14 $ 17

There was no material differencengetn the Utility's and PG&E Corporation's consdkdanet periodic benefit cost.

Under SFAS No. 71, "Accounting fbe tEffects of Certain Types of Regulation,” as ateely or SFAS No. 71, regulatory
adjustments are recorded in the Condensed Congadidatements of Income and Condensed Consoli@atledice Sheets of the Utility to
reflect the difference between Utility pension exge or income for accounting purposes and Utildygion expense or income for ratema
purposes, which is based on a funding approach.

Nuclear Decommissioning Trust I nvestment Presentation on Statement of Cash Flows

As reported in the 2005 Annual RépBG&E Corporation and the Utility changed theseraation of the Nuclear Decommissioning
Trust investment in their Consolidated StatemehtSash Flows for the year ended December 31, 200aresent investing cash outflows
separately from investing cash inflows. Cash inamd outflows in the Nuclear Decommissioning Timgéstment balances were previot
presented as a single line (net) within the inwessiection of the Statements of Cash Flows. PG&p@ation and the Utility have presented
cash inflows and outflows for the quarter endeddfid@1, 2006 and 2005 consistent with this presiemtathere was no impact to net cash
provided by (used in) operating, investing or fioiag activities as a result of this change in pnéstion.

NOTE 3: REGULATORY ASSETS, LIABILITIES AND BALANCIN G ACCOUNTS

PG&E Corporation and the Utility acat for the financial effects of regulation in amtance with SFAS No. 71. SFAS No. 71
applies to regulated entities whose rates are deditp recover the cost of providing service. SRS 71 applies to all of the Ultility's
operations except for the operations of a natuaalfpeline.

Under SFAS No. 71, incurred costd thould otherwise be charged to expense, may fitatiaed and recorded as regulatory assets
if it is probable that thencurred costs will be recovered in rates in therfe. The regulatory assets are amortized overdyiariods consiste
with the related increase in customer revenuerdigallated enterprise is currently recovering tgfotates costs that it expects to incur in the
future, SFAS No. 71 requires that the regulatedrgnise record those expected future costs asatgulliabilities. Amounts that are proba
of being credited or refunded to customers in thare must also be recorded as regulatory liadsliti

To the extent that portions of thidity's operations cease to be subject to SFASNoor recovery is no longer probable as a result
of changes in regulation, changes in customer ddroapther reasons, the related regulatory asset$iabilities are written off.

Regulatory Assets

The Utility's regulatory assets epenprised of the following:

Balance At
(in millions) March 31, December 31,
2006 2005

Energy recovery bond regulatory assets $ 2435 % 2,509
Utility retained generation regulatory assets 1,079 1,099
Rate reduction bond assets 394 456
Regulatory assets for deferred income tax 549 536
Unamortized loss, net of gain on reacquired debt 313 321
Environmental compliance costs 273 310
Regulatory assets associated with plan of reorgtioiz 150 163
Post-transition period contract termination costs 129 131
Other, net 39 53

Total regulatory assets $ 5361 $ 5,578

On February 10, 2005 and Novemb@095, PG&E Energy Recovery Funding LLC, or PERKn#ed liability company wholly
owned and consolidated by the Utility (but legalgparate from the Utility), issued the first andosel series, respectively, of energy reco
bonds, or ERBs. The first series was issued foragpmately $1.9 billion to refinance the al-tax balance of the settlement regulatory a



established under the settlement agreement amo&g &rporation, the Utility, and the CPUC to resothe Utility's Chapter 11
proceeding, or the Settlement Agreement. The sesenes was issued for approximately $844 millmpite-fund the Utility's tax liability
that will be due as the Ultility collects the dedezhrate component, or DRC, related to the firaeseof ERBs. Upon issuance of the first and
second series, the Utility recorded ERB regulatmyets for approximately $1.9 billion and $838 ionil] respectively. For the three months
ended March 31, 2006, the Utility recorded amotitiraof the ERB regulatory assets of approxima$aig million. The Utility expects to

fully recover the ERB regulatory assets by the @n2i012.

As a result of the Settlement Agreetnthe Utility recognized a one-time non-cash g#i1.2 billion, pre-tax ($0.7 billion, after-
tax), for the Ultility retained generation regulatassets in the first quarter of 2004. The indigidtomponents of these regulatory assets will
be amortized over their respective lives, with agiveed average life of approximately 16 years. therthree months ended March 31, 2006,
the Ultility recorded amortization of the Utilityteened generation regulatory assets of approxim&20 million.

The Utility's regulatory asset rethto the rate reduction bonds, or RRBs, represettric industry restructuring costs that the
Utility expects to collect over the term of the RRBor the three months ended March 31, 2006, thieyWecorded amortization of the RRB
regulatory asset of approximately $62 million. Tdity expects to fully recover the RRB regulatagset by the end of 2007.

The regulatory assets for deferreine tax represent deferred income tax benefitshibive already been passed through to
customers and are offset by deferred income taxitias. Tax benefits to customers have been ghdseugh as the CPUC requires utilities
under its jurisdiction to follow the "flow throughtiethod of passing benefits to customers. The "flimwugh” method ignores the effect of
deferred taxes on rates. Based on current reguledtgmaking and income tax laws, the Utility exgdo recover deferred income tax-related
regulatory assets over periods ranging from 1 tget0s.

The regulatory asset related to uméized loss, net of gain, on reacquired debt isgmts costs related to debt reacquired or
redeemed prior to maturity with associated discaumuk debt issuance costs. These costs are expediedecovered over the remaining
original amortization period of the reacquired debtr the next 1 to 21 years.

The regulatory asset related to mvhental compliance costs represents the porfiestomated environmental remediation
liabilities that the Utility expects to recoverfurture rates as remediation costs are incurred.

The regulatory asset related to-p@stsition period contract termination costs repreg amounts the Utility incurred in terminating a
30-year power purchase agreement. This regulassstavill be amortized and collected in rates straight-line basis until the end of
September 2014, the power purchase agreementsadigrmination date.

Finally, regulatory assets assodiatéh the Utility's Chapter 11 plan of reorganieatinclude costs incurred in financing the
Utility's exit from Chapter 11 and costs to overfemenvironmental enhancement of the Pacific Famed Watershed Stewardship Council,
an entity that was established pursuant to theétyXilplan of reorganization. The Utility expeatsrecover these costs over periods ranging
from 2 to 30 years.

In general, the Utility does notrearreturn on regulatory assets where the relaist$ clo not accrue interest. Accordingly, the only
regulatory assets on which the Utility earns arretire the regulatory assets relating to the Y#litetained generation and unamortized loss,
net of gain on reacquired debt.

Regulatory Liabilities

The Utility's regulatory liabilitieere comprised of the following:

Balance At
(in millions) March 31, December 31
2006 2005

Cost of removal obligation $ 2,185 $ 2,141
Asset retirement costs 560 538
Employee benefit plans 152 195
Price risk management 85 213
Public purpose programs 163 154
Rate reduction bonds 144 157
Other 103 108

Total regulatory liabilities $ 3392 $ 3,506

The Utility's regulatory liabilitie®glated to the cost of removal obligation représemenues collected for asset removal costs lie
Utility expects to incur in the future. The regulat liability associated with asset retirement saspresents timing differences between the
recognition of asset retirement obligations in adaace with GAAP applicable to n-regulated entities under SFAS No. 143, "Accoun



for Asset Retirement Obligations," or SFAS No. B8l FASB Interpretation No. 47, "Accounting for @dional Asset Retirement
Obligations - an Interpretation of FASB Statement M43", or FIN 47, and the amounts recognizeddtemaking purposes. The Utility's
regulatory liabilities related to employee benpféans represent the cumulative differences betvegpenses recognized in accordance with
GAAP and expenses recognized for ratemaking pugpddee Utility's regulatory liability related toipe risk management represents
contracts entered into by the Utility to procureadticity and natural gas to reduce commaodity prisks, which are accounted for as
derivatives under SFAS No. 133. The costs and pagef these derivatives are recovered in regulatied charged to customers. The
Utility's regulatory liability related to public ppose programs represents revenues designatedibic purpose program costs that are
expected to be incurred in the future. The Utiityegulatory liability for RRBs represents the defeof over-collected revenue associated
with the RRBs that the Utility expects to returrctesstomers in the future.

Regulatory Balancing Accounts

The Utility's regulatory balancingcaunts are used as a mechanism for the Utilitg¢over amounts incurred for certain costs,
primarily commaodity costs. Sales balancing accoantaimulate differences between revenues and fhigy'Slauthorized revenue
requirements. Cost balancing accounts accumuléfatices between incurred costs and authorizeshte/requirements. The Utility also
obtained CPUC approval for balancing account treatrof variances between forecasted and actual calityncosts and volumes. This
approval results in eliminating the earnings imgemtn any throughput and revenue variances fronptaibforecast levels. Under-collections
that are probable of recovery through regulategkrate recorded as regulatory balancing accouetsag3ver-collections that are probable of
being credited to customers are recorded as regylaalancing account liabilities.

The Utility's current regulatory @ating accounts accumulate balances the Utilitgetgoto collect or refund within the next twelve
months. Regulatory balancing accounts that thatyJtdbes not expect to collect or refund in thetrt@selve months are included in noncuri
regulatory assets and liabilities.

Current Regulatory Balancing Account Assets

Balance At
(in millions) March 31, December 31
2006 2005
Natural gas revenue and cost balancing accounts $ 121 $ 159
Electricity revenue and cost balancing accounts 878 568
Total $ 999 $ 727
Current Regulatory Balancing Account Liabilities
Balance At
(in millions) March 31, December 31
2006 2005
Natural gas revenue and cost balancing accounts $ 188 $ 13
Electricity revenue and cost balancing accounts 869 827
Total $ 1,057 $ 840

The CPUC does not allow the Utitityoffset regulatory balancing account assets agaimiancing account liabilities. During 2005,
the Utility completed its first annual true-up peading which provided the Utility with a mechanitmrecover under-collections and refund
over-collections from the prior year on a timelysisaand to recover current year forecasts ovenéixétwelve months.

During the first quarter when electrustomers' usage decreases due to cooler wetithadtility generally experiences increases in
its under-collection of electricity revenues as pamned to its electricity revenue requirements wiasichrecorded on a straight-line basis
throughout the year. Conversely, customers' ushgasogenerally increases during the first quagsulting in an over-collection of gas
revenues as compared to the gas revenue requirement

NOTE 4: DEBT
PG&E Corporation

For details on PG&E Corporation'sl #ime Utility's debt obligations, credit facilitiend short-term borrowings not discussed below,
refer to Note 4 in the Notes to the ConsolidatethRtial Statements in the 2005 Annual Ref



Convertible Subordinated Notes

PG&E Corporation currently has camsting $280 million of 9.50% Convertible SubordewiNotes, or Convertible Subordinated
Notes, that are scheduled to mature on June 3@. 2biese Convertible Subordinated Notes may beeartew (at the option of the holder)
any time prior to maturity into 18,558,655 sharesamnmon stock of PG&E Corporation, at a convergidne of approximately $15.09 per
share. The conversion price is subject to an adjeist should a significant change occur in the nurob®G&E Corporation's outstanding
common shares. To date, the conversion price hagqgoired adjustment. In addition, holders of @anvertible Subordinated Notes are
entitled to receive "pass-through dividends" deteeud by multiplying the amount of the cash dividgradd by PG&E Corporation per share
of common stock by a number equal to the principabunt of the Convertible Subordinated Notes didibe the conversion price. In
connection with each of the common stock dividepaisl on January 17, and April 17, 2006, PG&E Caapion paid approximately $6
million of "pass through dividends" to the holdefsConvertible Subordinated Notes. The holders leagae-time right to require PG&E
Corporation to repurchase the Convertible Subotdth&lotes on June 30, 2007, at a purchase pricd &gjthe principal amount plus accrued
and unpaid interest (including liquidated damagesumnpaid "pass-through dividends," if any).

In accordance with SFAS No. 133,dhedend participation rights component is considieto be an embedded derivative instrur
and, therefore, must be bifurcated from the CoilerSubordinated Notes and recorded at fair vadueG&E Corporation's Condensed
Consolidated Financial Statements. Changes indgihedlue are recognized in PG&E Corporation's @msed Consolidated Statements of
Income as a non-operating expense or income (iadlird Other income (expense), net). At March 30628nd December 31, 2005, the total
estimated fair value of the dividend participatigghts component, on a pre-tax basis, was apprdei;n&89 million and $92 million,
respectively, of which $22 million and $22 milliorespectively, was classified as a current liap{lih Current Liabilities - Other) and $67
million and $70 million, respectively, was classdias a noncurrent liability (in Noncurrent Liatids - Other). The change in value of the
liability was immaterial for the quarter ended Mail, 2006.

Utility
Pollution Control Bonds

The California Pollution Control Rimcing Authority and the California Infrastruct&eEconomic Development Bank issued
various series of tax-exempt pollution control befat the benefit of the Utility. At March 31, 200&ere were $1.6 billion principal amount
of these pollution control bonds outstanding. Unttierpollution control bond loan agreements, thiéitits obligated to pay on the due dates
an amount equal to the principal, premium (if aaydl interest on these bonds to the trustees fdsahds.

The majority of the pollution contlmnds financed or refinanced pollution contrdilities at the Utility's Geysers geothermal
power plant, or the Geysers Project, or at thetyslDiablo Canyon nuclear power plant, or DiaBlanyon. In 1999, the Utility sold the
Geysers Project to Geysers Power Company LLC, sidiaby of Calpine Corporation. The Geysers Projeothase and sale agreements
that Geysers Power Company LLC will use the faesisolely as pollution control facilities withing meaning of Section 103(b)(4)(F) of the
Internal Revenue Code and associated regulatiotkedCode. On February 3, 2006, Geysers Power @oynpLC filed for reorganization
under Chapter 11. The Utility believes that the €&y Project will continue to meet the use requénreiof the Code.

Commercial Paper Program

On January 10, 2006, the Utilityexatl into various agreements to establish the tandrocedures for the issuance of up to $1
billion of unsecured commercial paper by the Utifiir general corporate purposes. The commercigdip@ill not be registered under the
Securities Act of 1933 or applicable state seasgitaws and may not be offered or sold in the dr8tates absent registration under the
Securities Act of 1933 or applicable state seasitaws or an applicable exemption from registratemjuirements. The commercial paper
may have maturities up to 365 days and will rankadlgf with the Utility's unsubordinated and unsexlindebtedness. At March 31, 2006,
Utility had no commercial paper outstanding.

Rate Reduction Bonds

In December 1997, PG&E Funding, LiaGimited liability corporation wholly owned by drtonsolidated by the Utility, issued $2.9
billion of RRBs. The proceeds of the RRBs were use&®G&E Funding, LLC to purchase from the Utilibe right, known as "transition
property," to be paid a specified amount from arg@devied on residential and small commercial@mstrs. The total principal amount of
RRBs outstanding at March 31, 2006 was $506 million

While PG&E Funding, LLC is a wholbyvned consolidated subsidiary of the Utility, ilegally separate from the Utility. The assets
of PG&E Funding, LLC are not available to creditofghe Utility or PG&E Corporation, and the tratitan property is not legally an asset of
the Utility or PG&E Corporation. The RRBs are setlisolely by the transition property and thereoisetourse to the Utility or PG&E
Corporation.

Energy Recovery Bonds

In 2005, PERF issued two separaiesef ERBs in the aggregate amount of $2.7 lillibhe proceeds of the ERBs were used by
PERF to purchase from the Utility the right, knoas"recovery property," to be paid a specified améwm a DRC. DRC charges ¢



authorized by the CPUC under state legislationwitidbe paid by the Utility's electricity customeustil the ERBs are fully retired. The total
principal amount of ERBs outstanding at March 3l0®was $2.5 billion.

While PERF is a wholly owned condated subsidiary of the Utility, PERF is legallypaeate from the Utility. The assets of PERF
(including the recovery property) are not availablereditors of the Utility or PG&E Corporationdithe recovery property is not legally an
asset of the Utility or PG&E Corporation.

NOTE 5: SHAREHOLDERS' EQUITY
PG&E Corporation's and the Utilitglsanges in shareholders' equity for the three hsoehded March 31, 2006 were as follows:

PG&E Corporation Utility

(in millions) Total Common Sha;rec;:gllders'
Shareholders' Equity

Equity
Balance at December 31, 2005 $ 7,218 $ 7,650
Net income 214 217
Common stock issued 66 =
PG&E Corporation common stock repurchased:

Settlement of accelerated share repurchaseatiolig-

March 2006 (58) g
Common restricted stock amortization 7 -
Common stock dividends paid - (115)
Common stock dividends declared but not yet paid (114) -
Preferred stock dividends - 3)
Tax benefit from share-based payment awards 24 12
Balance at March 31, 2006 $ 7,357 $ 7,761

Stock Repurchases

On November 16, 2005, PG&E Corporatntered into an accelerated share repurchasggament, or ASR, with Goldman Sachs
& Co. Inc., or GS&Co., under which PG&E Corporati@mpurchased and retired 31,650,300 shares ofiistamding common stock for an
initial aggregate purchase price of approximatdly $illion, or $34.75 per share. PG&E Corporatiecorded approximately $504 million to
Common Stock and approximately $596 million to Rested Earnings within Common Shareholders' Eqitly respect to this transaction.

Under the share forward agreemdateaé to the ASR, certain additional payments acgired by both PG&E Corporation and
GS&Co. Most significantly, PG&E Corporation may edéce from, or be required to pay to, GS&Co. a padgistment based on the average
of the daily volume weighted average price, or VWAPPG&E Corporation common stock over a periodgbroximately seven months.

On March 28, 2006, the share forwagteement related to the ASR was terminated iardenice with its terms as the result of a
declaration of the PG&E Corporation common stockd#ind payable on April 15, 2006. In connectionhvitie termination, on March 31,
2006, PG&E Corporation paid GS&Co. approximatel$ $iillion (net of amounts payable by GS&Co. to PG&Brporation), including a
price adjustment based on the VWAP of PG&E Corponatommon stock from November 17, 2005 throughdi&8, 2006. Because the
price adjustment and any additional payment okiigatcould be settled, at PG&E Corporation's optiorcash or in shares of its common
stock, or a combination of the two, PG&E Corponatamcounted for its payment obligation as equitgcakdingly, approximately 1.5 million
additional shares of PG&E Corporation common stbelt were potentially issuable under the terminateate forward agreement were
treated as outstanding for purposes of calculatihged EPS for the quarter ended March 31, 2006.

On March 28, 2006, PG&E Corporatimtered into a new share forward agreement with G&&o complete the ASR. Under the
new share forward agreement, PG&E Corporation aB&@o. will continue to be required to make certpatyments, including a price
adjustment based on the VWAP from March 29, 2006udh June 8, 2006.

The price adjustment and any addiigayment obligations that PG&E Corporation 0l&E8. may incur can be settled, at PG&E
Corporation's option, in cash or in shares of@smon stock, or a combination of the two. Accortim®G&E Corporation accounts for its
payment obligations under the new share forwardeagent as equity. PG&E Corporation must calcutsenumber of shares that would be
required to satisfy its obligations upon completidrthe share forward agreement based on the mparicet of PG&E Corporation's common
stock at the end of a reporting period. The nunobehares that would be required to satisfy thégatibns must be treated as outstanding for
purposes of calculating diluted EPS. Over the raeigiterm of the new share forward agreement, ¥erye$1 that the VWAP exceeds
$34.75, PG&E Corporation will owe GS&Co. an addifibprice adjustment of $10.7 million. Converséty,every $1 that the VWAP is less
than $34.75, the price adjustment will be reduce@10.7 million. Based on the market price of PG&&rporation stock at March 31, 2006,
PG&E Corporation would have an obligation to GS&Gbapproximately $49.6 million upon completiontbé new share forward agreem:
Accordingly, approximately 1.3 million additiondi@res of PG&E Corporation common stock were treatedutstanding for purposes



calculating diluted EPS for the quarter ended M&Th2006 (in addition to the 1.5 million share=ated as outstanding under the terminated
share forward agreement discussed above).

Dividends

On February 15, 2006, the Board wé&iors of PG&E Corporation declared a commonistheidend of $0.33 per share payable
April 15, 2006, to shareholders of record on Ma3&h2006. On February 15, 2006, the Board of Dinescof the Utility declared a common
stock dividend in the aggregate amount of $124ionilthat was paid on February 16, 2006. Approxifyeb@15 million of the common stock
dividends were paid to PG&E Corporation and theaieater were paid to PG&E Holdings, LLC, a whollymed subsidiary of the Utility.

PG&E Corporation and the Utility oeded dividends declared to Reinvested Earnings.
NOTE 6: EARNINGS PER COMMON SHARE

EPS is calculated utilizing the "tslass" method, by dividing the sum of distribueadnings to common shareholders and
undistributed earnings allocated to common shadehslby the weighted average number of common slwartstanding during the period. In
applying the "two-class" method, undistributed @aga are allocated to both common shares and jpaatiicg securities. PG&E Corporation's
Convertible Subordinated Notes are entitled toivectpass through dividends" prior to exercising tonversion option and meet the criteria
of a participating security. The Convertible Suboatied Notes are convertible, at the option ofttbkelers, into 18,558,655 common shares.
All PG&E Corporation's participating securities fieipate on a 1:1 basis in dividends with commoarsholders.

PG&E Corporation applies the tregsiock method of reflecting the dilutive effectaftstanding stock-based compensation in the
calculation of diluted EPS in accordance with SA¥S 128, "Earnings Per Share," or SFAS 128. SFASr&guires that proceeds from the
exercise of options and warrants shall be assumbd tised to purchase common shares at the avaaget price during the reported
period. The incremental shares, the difference éetvthe number of shares assumed issued uponsxard the number of shares assumed
purchased, must be included in the number of wetyhterage common shares used for the calculdtidituted EPS.

The following is a reconciliation BIG&E Corporation's net income and weighted avecagemon shares outstanding for calculs
basic and diluted EPS:

Three Months Ended

March 31,
(in millions, except share amounts) 2006 2005
Net income $ 214 % 218
Less: distributed earnings to common shareholders 114 111
Undistributed earnings $ 100 $ 107
Common shareholders earnings
Basic
Distributed earnings to common shareholders $ 114 % 111
Undistributed earnings allocated to common shackds| 95 102
Total common shareholders earnings, basic $ 209 % 213
Diluted
Distributed earnings to common shareholders $ 114 % 111
Undistributed earnings allocated to common shadsrel 95 102
Total common shareholders earnings, diluted $ 209 $ 213
Weighted average common shares outstanding, basic 344 388
9.50% Convertible Subordinated Notes 19 19
Weighted average common shares outstanding andipating securities, basic 363 407
Weighted average common shares outstanding, basic 344 388
Employee share-based compensation and acceletategrepurchase prograth 5 4
Weighted average common shares outstanding, diluted 349 392
9.50% Convertible Subordinated Notes 19 19
Weighted average common shares outstanding andipating securities, diluted 368 411
Net earnings per common share, basic
Distributed earnings, basic $ 033 $ 029
Undistributed earnings, basic 0.28 0.26

Total $ 061 $ 0.55




Net earnings per common share, diluted

Distributed earnings, diluted $ 033 $ 028
Undistributed earnings, diluted 0.27 0.26
Total $ 060 $ 0.54

1) Includes approximately 2.8 million shares treate@atstanding in connection with the ASR (see Nioter further discussion). The remaining approxiefyg
3 million shares relate to share-based compensatidrare deemed to be outstanding per SFAS Nofat2Be purpose of calculating EPS (see Note 8 for
further discussion).

Options to purchase PG&E Corporatiommon shares of 16,600 and 6,500 for the threghmended March 31, 2006 and March
31, 2005, respectively, were outstanding, but nciuded in the computation of diluted EPS becahseption exercise prices were greater
than the average market price.

PG&E Corporation reflects the preddrdividends of subsidiaries as other expensedomputation of both basic and diluted earn
per common share.

NOTE 7: RISK MANAGEMENT ACTIVITIES
Commodity Procurement Activities

The Utility enters into contractspimcure electricity, natural gas, nuclear fuel imd transmission rights. Except for contractsttha
meet the definition of normal purchases and salédgerivative contracts including contracts desiga as cash flow hedges of natural gas in
the natural gas portfolios are recorded at fain@and presented as price risk management asskliglgilities on the balance sheet. On
PG&E Corporation's and the Utility's Condensed @tidated Balance Sheets, price risk managemeniitéesi consist of $58 million in
Current Assets - Prepaid expenses and other anthif@m in Other Noncurrent Assets - Other, an@ $illion in Current Liabilities -Other,
as of March 31, 2006, and $140 million in Curresséts - Prepaid expenses and other and $212 niillidther Noncurrent Assets - Other,
and $2 million in Current Liabilities - Other, ab@ecember 31, 2005. However, since these conteaetsised within the regulatory
framework, regulatory accounts are recorded tcedbtfse costs and proceeds of these derivativegmnézd in earnings and subsequently
recovered in regulated rates charged to customers.

Credit Risk

Credit risk is the risk of loss tfB&E Corporation and the Utility would incur if stemers or counterparties failed to perform their
contractual obligations. The Utility's regional centration of credit risk associated with receiealfrom the sale of natural gas and electr
to residential and small commercial customers mhaon and central California is limited. Credikiexposure is mitigated by requiring
deposits from new customers and from those customligose past payment practices are below standlanaterial loss associated with re
receivables is not considered likely.

Additionally, the Utility has a coeratration of credit risk associated with its whalescounterparties mainly in the energy industry,
including other California investor-owned electutdlities, municipal utilities, energy trading comngies, financial institutions, and oil and
natural gas production companies located in théddrStates and Canada. This concentration of crpartees may impact the Utility's over
exposure to credit risk because counterpartiesheaimilarly affected by economic or regulatory mpes, or other changes in conditions.
counterparty failed to perform on its contractualigation to deliver electricity, then the Utilitmay need to procure electricity at current
market prices, which may be higher than those maity contracted for. However, credit losses attiéble to receivables and electrical and
gas procurement activities from both retail and \@hale customers and counterparties are expectaslriecoverable from customers through
rates and are, therefore, not expected to haveaerialdmpact on earnings.

The Utility manages credit risk fter wholesale customers or counterparties by asgjgredit limits based on an evaluation of their
financial condition, net worth, credit rating, aoither credit criteria as deemed appropriate. Ciigdits and credit quality are monitored
frequently and a detailed credit analysis is penfea at least annually. Further, the Utility reli@smaster agreements that require security,
referred to as credit collateral, in the form oflcaletters of credit, corporate guarantees offgabée credit quality, or eligible securities if
current net receivables and replacement cost exp@seeed contractual specified limits.

The schedule below summarizes tlikity# net credit risk exposure, as well as thdityts credit risk exposure to its wholesale
customers or counterparties with a greater than A€@tredit exposure, at March 31, 2006 and DeceBibe2005:

Number of Net Exposure
Wholesale to
) Customer or Wholesale
Gross Credit Counterparties ~ Customer or
Exposure Before Credit Net Credit Counterparties

(in millions) Credit Collateral ¥  Collateral Exposure® >10% >10%




March 31, 2006 $ 211 $ 24 $ 187 2 $ 69
December 31, 2005 447 105 342 3 165

@ Gross credit exposure equals mark-to-market vatuinancially settled contracts, notes receivalslé aet receivables (payables) where netting is
contractually allowed. Gross and net credit expesumounts reported above do not include adjustnfentane value or liquidity. The Utility's gross
credit exposure includes wholesale activity only.

@ Net credit exposure is the gross credit exposureisncredit collateral (cash deposits and lettexgedit). For purposes of this table, parental gontes
are not included as part of the calculation.

NOTE 8: SHARE-BASED COMPENSATION

On January 1, 2006, the PG&E Corpoma2006 LongTerm Incentive Plan, or 2006 LTIP, became effectivee 2006 LTIP permi
the award of various forms of incentive awardsudetg stock options, stock appreciation rightstrieted stock awards, restricted stock ur
performance shares, performance units, deferre¢ghensation awards, and other stock-based awardigitsieeemployees of PG&E
Corporation and its subsidiaries. Non-employeeatiins of PG&E Corporation are also eligible to ieeeestricted stock and either stock
options or restricted stock units under the forngrknt provisions of the 2006 LTIP. A maximum ofrbfllion shares of PG&E Corporation
common stock (subject to adjustment for changesjital structure, stock dividends, or other siméf@ents) have been reserved for issuance
under the 2006 LTIP, of which 11,457,540 sharesevemailable for award at March 31, 2006.

The 2006 LTIP replaced the PG&E @oation Long-Term Incentive Program, which expicedDecember 31, 2005. Awards made
under the PG&E Corporation Long-Term Incentive Paog before December 31, 2005 and that are stiditantling continue to be governed
by the terms and conditions of the PG&E Corporationg-Term Incentive Program. Some of the stock optitias &re still outstanding unc
the PG&E Corporation Long-Term Incentive Programehassociated dividend equivalents.

Total compensation expense for shased incentive awards was approximately $26ani{is15 million, after-tax) for the three
months ended March 31, 2006, of which approximz$&® million ($11 million, after-tax) was recognizby the Utility.

As discussed in Note 2, "New andh8igant Accounting Policies - Share-Based Payniaifective January 1, 2006, PG&E
Corporation adopted the fair value recognition @Bimns for shardsased payment using the modified prospective agudic method provide
by SFAS No. 123R.

Stock Options

Stock options are granted with aereise price equal to the market price of PG&E Gomfion's stock at the date of grant and
generally vest over 4 years of continuous senvite. options have a 10-year contractual term.

The fair value of each stock opti®estimated on the date of grant using the Blahefs valuation method. The weighted average
grant date fair value of options granted usingBleek-Scholes valuation method was $6.98 and $g8eskhare in 2006 and 2005,
respectively. The significant assumptions usedfares granted in 2006 and 2005 were:

2006 2005
Expected stock price volatility 22.1% 40.6%
Expected annual dividend payment $ 1.32 $ 1.20
Risk-free interest rate 4.46% 3.74%
Expected life 5.6 years 5.9 years

Expected volatilities are based mtdnical volatility of PG&E Corporation's commotosk. The expected life of stock options is
derived from historical data that estimates stquiom exercise and employee departure behaviorriskdree interest rate for periods within
the contractual term of the stock option is basethe U.S. treasury rates in effect at the datgraft.

The total intrinsic value of optioasercised during the three months ended MarcR@16 and 2005 was approximately $49 million
and approximately $60 million, respectively, of aiiapproximately $25 million and approximately $2dlion was recorded by the Utility.
Cash received from options exercised for the threaths ended March 31, 2006 and 2005, was $63omidnd $120 million, respectively.
The tax benefit from option exercises totaled $2lan for the period ended March 31, 2006, of whapproximately $10 million was
recognized by the Utility.

The following table summarizes stogkion activity for PG&E Corporation and the Utilifor the three months ended March 31,
2006:

Weighted



Average

Weighted Remaining
Average Contractual Aggregate Intrinsic
Options Shares Exercise Price Term Value

Outstanding at January 1, 200 11,899,059 $ 23.26
Granted® 12,457 37.47
Exercised (2,902,792) 21.64
Forfeited or expired (57,260) 23.42
Outstanding at March 31, 200t 8,951,464 23.79 51 $ 135,235,667
Exercisable at March 31, 200€ 6,468,777 19.80 4.0 $ 105,006,064
1y  No stock options were awarded to employees in 200@gver certain non-employee directors of PG&EpDation were awarded stock options.

The following table summarizes stogiion activity for the Utility for the three mdmg ended March 31, 2006:

Weighted
Average
Weighted Remaining
Average Contractual Aggregate Intrinsic
Options Shares Exercise Price Term Value
Outstanding at January 1, 200 7,371,761 $ 23.15
Granted - -
Exercised (1,493,392) 21.99
Forfeited or expired (31,139) 27.29
Outstanding at March 31, 200¢ 5,847,230 23.49 5.7 $ 90,432,538
Exercisable at March 31, 2006 4,067,333 20.48 4.8 $ 68,525,620

As of March 31, 2006, there wasragipnately $19 million of total unrecognized compation cost, of which $14 million related to
the Utility. That cost is expected to be recogniagdr a weighted average period of 2.0 years ahgdars for PG&E Corporation and the
Utility, respectively.

Restricted Stock

During the three months ended M&th2006, PG&E Corporation awarded 519,865 shafrB$&E Corporation restricted
common stock to eligible participants of PG&E Cagion and its subsidiaries, of which 363,720 skhavere awarded to the Utility's eligible
participants.

The restricted shares are heldhiescrow account. The shares become availabletertiployees as the restrictions lapse. For the
restricted stock awarded in 2003, the restrictom80% of the shares lapse automatically over mgef four years at the rate of 20% per
year. Restrictions on the remaining 20% of the ehavill lapse at a rate of 5% per year if PG&E @ogpion's annual total shareholder rett
or TSR, is in the top quatrtile of its comparatavigy as measured at the end of the immediately gireggear. For restricted stock awarded in
2005 and 2004, there are no performance critedalaa restrictions will lapse ratably over four ged-or restricted stock awarded in 2006,
the restrictions on 60% of the shares will lapsmatically over a period of three years at the cit20% per year. If PG&E Corporation's
annual TSR is in the top quartile of its compargt@up as measured for the three immediately pregathlendar years, the restrictions on
remaining 40% of the shares will lapse on the brsdiness day of 2009. If PG&E Corporation's TSRasin the top quartile for such period,
then the restrictions on the remaining 40% of theras will lapse on the first business day of 2@dmpensation expense related to the
portion of the 2006 restricted stock award subieconditions based on TSR is recognized over hbetsr of the requisite service period ¢



three years.

The tax benefit from restrictedcktsettiements totaled $4 million for the three therended March 31, 2006, of which
approximately $2 million was recognized by the il

The following table summarizes restd stock activity for PG&E Corporation and t#lity for the three months ended March 31,
2006:

Weighted Average

Number of Shares of Grant-Date Fair
Restricted Stock Value
Nonvested at January 1, 2006 1,399,990 $ 22.31
Granted 519,865 37.47
Vested (493,874) 20.97
Forfeited (76,491) 17.94
Nonvested at March 31, 2006 1,349,490 29.01

The following table summarizes riestd stock activity for the Utility for the thremonths ended March 31, 2006:

Weighted
Number of Shares of Average Grant-
Restricted Stock Date Fair Value
Nonvested at January 1, 2006 958,997 $ 22.47
Granted 363,720 37.47
Vested (339,322) 21.08
Forfeited (66,338) 19.19
Nonvested at March 31, 2006 917,057 29.17

As of March 31, 2006, there wasragjmately $28 million of total unrecognized compation cost, of which $19 million related to
the Utility. PG&E Corporation and the Utility expgdo recognize this cost over a weighted averagegef 1.8 years.

Performance Shares

During the three months ended M&th2006, PG&E Corporation awarded 519,865 perémece shares to certain officers and
employees of PG&E Corporation and its subsidianésyhich 363,720 shares were awarded to certalityfficers and employees.
Performance shares are hypothetical shares of PG&poration common stock that vest at the endtbfee-year period and are settled in
cash. Upon vesting, the amount of cash recipiestgatitled to receive is based on the averagengqmice of PG&E Corporation stock for
the last 30 calendar days of the year precedingdbtng date and a payout percentage, ranging ®&nto 200%, as measured by PG&E
Corporation's TSR relative to its comparator group.

The following table summarizes periance share activity for PG&E Corporation andUtiéty for the three months ended March
31, 2006:

Number of
Performance Shares

Nonvested at January 1, 2006 803,975

Granted 519,865



Vested -

Forfeited (18,527)

Nonvested at March 31, 2006 1,305,313

The following table summarizes periance shares activity for the Utility for thegbrmonths ended March 31, 2006:

Number of
Performance Shares

Nonvested at January 1, 2006 566,086
Granted 363,720
Vested -

Forfeited (18,457)
Nonvested at March 31, 2006 911,349

Outstanding performance shares lassified as a liability on the Condensed Constdiddinancial Statements of PG&E
Corporation and the Utility because the performasieaes can only be settled in cash upon satisfaofithe performance criteria. The
liability related to the performance shares is radrko-market at each reporting date to reflecintlaeket price of PG&E Corporation common
stock and the payout percentage at the end okft@ting period. Accordingly, compensation exparesegnized for performance shares will
fluctuate with PG&E Corporation's common stock erénd its performance relative to its peer group.

NOTE 9: RELATED PARTY AGREEMENTS AND TRANSACTIONS

In accordance with various agreemehe Utility and other subsidiaries provide aeceive various services to and from their
parent, PG&E Corporation, and among themselves.Uklity and PG&E Corporation exchange administratand professional services in
support of operations. Services provided diredliPG&E Corporation by the Utility are priced eittarthe fully loaded costife., direct cost
and allocations of overhead costs) or at the highéully loaded cost or fair market value, deperdon the nature of the services. Services
provided directly to the Utility by PG&E Corporatiare priced either at the fully loaded cost dhatlower of fully loaded cost or fair mark
value, depending on the nature of the services. PG&rporation also allocates certain other corgoaaiministrative and general costs, at
cost, to the Utility and other subsidiaries usigged upon allocation factors, including the numdfesmployees, operating expenses
excluding fuel purchases, total assets, and ott&iratlocation methodologies. The Utility's sigoént related party transactions and related
receivable (payable) balances were as follows:

Receivable (Payable)

Three Months Ended Balance Outstanding at
March 31, March 31, December
(in millions) 31,
2006 2005 2006 2005

Utility revenues from:
Administrative services provided to

PG&E Corporation $ 1 $ 1 $ = 8 2
Utility employee benefit assets due from

PG&E Corporation (1) - 22 23
Utility expenses from:
Administrative services received from

PG&E Corporation $ 39 $ 25 $ (33) $ (37)

NOTE 10: THE UTILITY'S EMERGENCE FROM CHAPTER 11

The Utility emerged from Chapterwhen its plan of reorganization became effectivé\pril 12, 2004. The plan of reorganization
incorporated the terms of the Settlement Agreenfdtitough the Utility's operations are no longebjgat to the oversight of the bankruptcy
court, the bankruptcy court retains jurisdictiornar and determine disputes arising in conneetitinthe interpretation, implementation or
enforcement of (1) the Settlement Agreement, (@)alan of reorganization, and (3) the bankruptayt® December 22, 2003 order
confirming the plan of reorganization. In additidime bankruptcy court retains jurisdiction to regotemaining disputed claims. Refer to the
2005 Annual Report for a further discussion of thiity's emergence from Chapter 1



On March 16, 2006, the U.S. CourAppeals for the Ninth Circuit, or the Ninth Cirguilismissed as moot an appeal of the order
issued by the bankruptcy court that confirmed thiéty)s plan of reorganization. The appeal wasdiby two former commissioners of the
CPUC who did not vote to approve the Settlemeneagrent. On March 30, 2006, one of the two formenragssioners filed a petition for
rehearing with the Ninth Circuit. On April 7, 2006¢ Ninth Circuit denied the petition. The forntemmissioners may choose to file a
petition for rehearing with the U.S. Supreme Cathitch would be due July 6, 2006.

As of March 31, 2006 and December2®D5, the Utility had accrued approximately $iilon for remaining net disputed claims,
consisting of approximately $1.7 billion of accosipiyabledisputed claims primarily payable to the Califortndependent System Operal
or ISO, and the California Power Exchange, or F¥6eb by an accounts receivable amount from the 48@the PX of approximately $0.5
billion. The Utility held $1.2 billion in escrow, lnich is recorded as restricted cash, for the paywiethe remaining disputed claims as of
March 31, 2006 and December 31, 2005. Upon resolutf these claims and under the terms of thee®ettht Agreement, any refunds,
claims offsets or other credits that the Utilitgee/es from energy suppliers will be returned tetomers. With the approval of the bankruy
court, the Utility has withdrawn certain amountsnfrescrow in connection with settlements with ¢art80 and PX sellers.

NOTE 11: COMMITMENTS AND CONTINGENCIES

PG&E Corporation and the Utility leasubstantial financial commitments and contingesmi connection with agreements entered
into supporting the Utility's operating activities.

Commitments
PG&E Corporation

Other than those related to theitytdnd disclosed elsewhere in the Notes to thedénsed Consolidated Financial Statements at
March 31, 2006, PG&E Corporation did not have amarial commitments.

Utility
Power Purchase Agreements

As part of the ordinary course osibgss, throughout the year, the Utility enters wdrious agreements to purchase energy and
makes payments on existing power purchase agreenfgrvlarch 31, 2006, the expected payments forgggurchase agreements based on
March 31, 2006 forward prices were as follows:

(in millions)
2006 $ 1,809
2007 2,397
2008 2,223
2009 1,888
2010 1,581
Thereafter 11,220
Total $ 21,118

Payments made by the Utility undewpr purchase agreements amounted to approxint8¥ million for the three months ended
March 31, 2006, and $422 million for the same pkn2005. As the Utility acts as only an agenttf@ Department of Water Resources, or
DWR, the amounts described above do not include DpMRer purchases.

Natural Gas Supply and Transportation Commitments

The Utility purchases natural gagclly from producers and marketers in both theté¢hBtates and Canada to serve its residential
and small commercial, or core, customers. The aohtengths and natural gas sources of the Usilggtrtfolio of natural gas procurement
contracts have fluctuated, generally based on matkalitions.

At March 31, 2006, the Utility's esqied payments for natural gas purchases basecmhN1, 2006 forward prices and gas
transportation services based on existing confraces were as follows:

(in millions)

2006 $ 710
2007 150
2008 13

2009 9



2010 4
Thereafter -
Total $ 886

Payments made by the Utility forurat gas purchases and gas transportation segesnted to approximately $821 million for
the three months ended March 31, 2006, and $58®mibr the same period in 2005.

Reliability Must Run Agreements

The ISO has entered into reliabitityst run, or RMR, agreements with various powanpbwners, including the Utility, that reqt
designated units in certain power plants, knowRIMER units, to remain available to generate eleityrigpon the ISO's demand when needed
for local transmission system reliability. As atm@pating transmission owner under the Transmis€§iontrol Agreement, the Utility is
responsible for the ISO's costs paid under RMRagents to power plant owners within or adjacenhéUtility's service territory. At Marc
31, 2006, the Utility estimated that it could bdigéted to pay the 1ISO approximately $240 milli@n €osts incurred under these RMR
agreements during the period April 1, 2006 to Ddoen81, 2006. Under the Utility's transmission omtagiff, the Utility recovers the costs,
without mark-up or service fees. The Utility esttesit would receive approximately $31 million digithe same period under the RMR
agreements the Utility has with the ISO for thelityts units that have been designated as RMR uffie Utility tracks these costs and rele
recoveries in the reliability services balancingamt. Periodically the Utility's electricity tramgssion rates are adjusted to reflect new
forecasts of these costs and to refund over-cadlesto the Utility's customers or to collect amdar-collections from customers.

In November 2001, the Utility andhet interested California parties filed a complaiith the FERC against RMR owners other t
the Ultility, alleging that certain rates under thasvners' RMR agreements with the ISO were unldywhigh and proposing that the FERC
apply a ratemaking methodology to these other RigiR@ments that would significantly reduce thoses.athe FERC dismissed the
complaint in 2005. In September 2005, the Utilitgl ather interested California parties filed a fpati for review of the FERC's decision with
the United States Court of Appeals for the Distoic€olumbia Circuit, or D.C. Circuit Court. If treppeal is successful and the FERC applies
the revised ratemaking methodology, the Utility nb@yable to obtain a refund of RMR charges of agprately $50 million that would be
credited to the Utility's electricity customers. &&Corporation and the Utility are unable to prediee outcome of this matter.

In November 2005, two affiliates@dlpine Corporation filed with the FERC large pregd rate increases for fixed-cost payments
under the RMR contracts for the Delta Energy Ceatel Los Esteros Critical Energy Facility. The pregd rates increase the Utility's
combined RMR payments for these facilities by agpnately $70 million per year over the amounts gai@005. On January 26, 2006, the
FERC made these rates effective, subject to heandgoossible refund. The FERC deferred the heanmagdirected the parties to engage in
settlement efforts. On February 28, 2006, the tytilled a complaint with the FERC alleging thaetle affiliates of Calpine Corporation
violated the FERC's market behavior rule that grithifurnishing false or misleading informationitolependent system operators, among
others, because the proposed rates were far higdertheir July 2005 bids to the ISO for RMR sesvit 2006. This complaint asks the FE
to reduce the rates for these RMR units to a Ieaeiigher than would have resulted from these idy. refunds the Utility may obtain when
these cases are decided will be credited to tHayl#ielectricity customers. PG&E Corporation ahd Utility are unable to predict the
outcome of this matter.

Contingencies
PG&E Corporation

PG&E Corporation retains a guaraoteep to $150 million related to certain indemnityligations of its former subsidiary, Natio
Energy and Gas Transmission, Inc., or NEGT, thatwssued to the purchaser of an NEGT subsidiamypamy during 2000. The underlying
indemnity obligations of NEGT have expired and PG&&rporation's sole remaining exposure relatesiyopatential environmental
obligations that were known to NEGT at the timehef sale but not disclosed to the purchaser. PG&p@ation has never received any
claims nor does it consider it probable any claivilsbe made under the guarantee. Accordingly, PGadfporation has made no provision
for this guarantee at March 31, 2006.

PG&E Corporation also retains a gunége of the Utility's underlying obligation to paprkers' compensation claims. As of March
31, 2006, the Utility's actuarially determined wer& compensation liability was approximately $2dillion.

Utility
PX Block-Forward Contracts

In February 2001, during the energsis, the California Governor seized all of thiity's contracts for the forward delivery of
power in the PX market, otherwise known as "bloakafard contracts,” for the benefit of the stateam@alifornia’'s Emergency Services Act.
These block-forward contracts had an estimatedalinesl value of up to $243 million at the time 8iate of California seized them. The
Utility, the PX, and some of the PX market part&ips have filed competing claims in state courtresjahe state of California to recover the
value of these seized contracts. In November 20@5PX assigned its interest in this litigatiorcestain market participants that elected to
take assignment of the litigation, subject to #rens and conditions of a settlement agreement apgroy the FERC. A motion by the PX for
court approval of the assignment is pending inSheramento Superior CouThe state of California disputes this assignmedtthe



plaintiffs’ rights to recover the value of the aaats and also disputes plaintiffs' contentions tik contracts had any value beyond the price
at which the block-forward transactions were exeguT his state court litigation is pending. Althbuge Utility has recorded a receivable of
approximately $243 million relating to the estinthtalue of the contracts at the time of seizure,lility also has established a reserve of
$243 million for these contracts. If the Ultilitytmhately prevails, it would record income in the@mt of any recovery. PG&E Corporation
and the Utility are unable to predict the outcorhthis litigation or the amount of any potentiatosery.

California Energy Crisis Proceedings
FERC Proceeding

Various entities, including the ifyiland the state of California, are seeking reiftrdm energy suppliers in the California ISO and
PX markets for electricity overcharges on behal€afifornia electricity purchasers for the periodywR000 to June 2001 through various
proceedings pending at the FERC and judicial priogs. Refer to the 2005 Annual Report for a furiliscussion of the Utility's California
Energy Crisis Proceedings.

The FERC established a refund matlogy and directed the ISO and the PX to make cangé filings to enable the FERC to
establish the amount of refunds. The ISO had pusWoindicated that it planned to make its compt&filing in the first quarter of 2006 with
the PX to follow. However, the ISO cannot makfiltag until the FERC rules on pending claims mdyeenergy suppliers for recovery of
certain costs that could offset any refunds the EERtermines those suppliers owe.

In September 2005, the Ninth Ciréssued a partial decision finding that the FER€ it have the authority to order governmental
and municipal utilities to provide refunds. Thicdgon remains subject to rehearing or further pfeereview. On March 16, 2006, the
California utilities and the California Electric @rsight Board filed a lawsuit against 19 municigadl governmental entities seeking refunds.
Additional refund claims also are being pursuedragddhree other governmental entities. Based efirpinary rulings by a FERC
administrative law judge, the amount being sougtthle California utilities in the claims againsethovernmental and municipal entities is
estimated to be approximately $150 million or méxéurther Ninth Circuit decision on the extenttbé FERC's power to order refunds from
other sellers is still pending. Final refunds widit be determined until the FERC issues a finaéoafter the ISO and PX compliance filings
are made and after the resolution of appeals.

The Utility recorded approximately.8 billion of claims filed by various electricigenerators in its Chapter 11 proceedings as
disputed claims. This amount is subject to pretipetioffset of approximately $200 million, reducitige net liability recorded to
approximately $1.6 billion. Under bankruptcy coortler, the aggregate allowable amount of unpaicdiRXgenerator claims was limited to
approximately $1.6 billion.

The Utility has entered into setttarts with various power suppliers resolving certhsputed claims and the Utility's refund claims
against these power suppliers. The Utility has néeo credits to customers of approximately $1dlluinder these settlements. These
settlement agreements provide that the amountdjeapy the parties are subject to adjustment bardtie ultimate judicial determination of
the FERC's refund authority, and the FERC's firglislons regarding refund amounts, cost filings, @ad emissions recovery and allocation,
and interest. Future amounts received under tfetdersents, and any future settlements with ensugpypliers will be credited to customers,
except for those related to wholesale power puersas

Enron Settlemer

In November 2005, the FERC appraaecgreement among the Utility, along with the Atey General of the State of California,
the DWR, Southern California Edison, San Diego &&dectric Company, the California Electric Oveisi@@oard and the CPUC
(collectively, the California Parties), along withe Attorney Generals of the States of Oregon aaghivigton, and the FERC's Office of
Market Oversight and Investigations (collectivetye Other Parties) and Enron Corporation and varafuts subsidiaries, or Enron, to satisfy
Enron's liabilities to make refunds.

The settlement provides Enron waqdgl $47 million in cash to the California Partiesl@©ther Parties and allow them an unsecurec
claim of $875 million in the bankruptcy proceedir@i€Enron Power Marketing, Inc., a subsidiary tlgiouvhich Enron conducted its power
marketing operations in California, to settle alecand gas market overcharges. Of these amotnatd)tility expects to receive approximat
$12 million in cash, over time, and approximateB4$ million of the unsecured bankruptcy claim.He first quarter of 2006, the Utility
received cash proceeds of approximately $20 millmmsisting of $5 million from the cash portiontbé settlement proceeds and $15 mil
as a patrtial distribution of the allowed claim, wlinwas credited to customers. In April 2006, thiitytreceived a second distribution on its
allowed unsecured bankruptcy claim, consisting4df fillion in cash and 281,828 shares of Portlardé®al Electric. The proceeds from |
distribution will be credited to customers. Thedlivalue of the allowed unsecured bankruptcy chaithnot be determined until the
conclusion of Enron's bankruptcy case unless lafeid earlier in a secondary market for such claims.

Reliant Settlemer

In December 2005, the FERC appramedgreement between the Utility, along with thieoAtey Generals of the States of Oregon
and Washington, the DWR, the FERC's Office of Ma@eersight and Investigations, Southern Califoiltison and San Diego Gas &
Electric Company and Reliant Energy, Inc. and vasiof its subsidiaries, or Reliant, to resolverakiagainst Reliant for gas and elec



market manipulation and overcharges during thef@alia energy crisis in 2000 and 2001.

Under the terms of the agreemenliaRehas assigned to the counterparties approein&300 million of its receivables from the
ISO or the PX and agreed to pay the counterpaapesoximately $131 million in cash. In 2005, thdlitytrecognized approximately $105
million of its share of the assignment of Relian¢seivable from the ISO or PX as a reduction anlthility's payable to the PX. In addition,
March 2006, the Utility received its share of ialttash proceeds of approximately $88 million, whi@s credited to customers. The Utility
expects to receive additional cash proceeds ofoappately $10 million over time.

Mirant Settlemen

In January 2005, the Utility andertlparties entered into a settlement agreementMiithint Corporation and certain of its
subsidiaries, or Mirant, related to claims outstagdn Mirant's Chapter 11 proceeding.

The first part of the two-part seftient is between Mirant, the California Attorneyn@el's Office, the DWR, the CPUC, Southern
California Edison, San Diego Gas & Electric Compaaryd the Utility, among others, resolving marketnipulation claims against Mirant
and Mirant's liability for FERC refunds, penaltisd civil liabilities arising out of the Californenergy crisis in 2000 to 2001. Under this
portion of the agreement, Mirant will provide apgroately $320 million in cash equivalents and $i7i8ion of allowed claims in the
bankruptcy proceeding of Mirant America's Energyrkéging, LP. Of these amounts, the Utility has reeé approximately $134 million, in
cash and as a reduction in the Utility's payablénéoPX. Additionally, the Utility received approxately $45 million in allowed claims
excluding interest, which the Utility sold in Decker 2005 for approximately $48 million, includingérest owed by Mirant. The
consideration received, after deductions for ca@inties, amounts related to certain wholesale ppwehases and amounts due to
shareholders, has been credited to the Utilitys$acuers.

The second part of the settlemebeisveen the Utility and Mirant and is designeddtile claims that Mirant overcharged the Ut
under Mirant's RMR contracts and other disputesiddthe terms of the settlement agreement, théyéceived consideration, in the form
of cash and new Mirant stock, in January 2006 pf@amately $43 million in settlement of an RMRiofieand $20 million in settlement of a
claim relating to sulfur dioxide emission allowasc&hese proceeds have been credited to the Wtitistomers during the quarter ended
March 31, 2006. In addition, Mirant agreed to tfanso the Utility the equipment, permits and cawts for the construction of Contra Costa
Unit 8, a modern 530 megawatt, or MW, electric gatieg facility Mirant started to build but nevesrapleted. On June 10, 2005, the Utility
and Mirant completed negotiations of an Asset Tiansgreement, which provides the terms and cooétiunder which the Contra Costa
Unit 8 equipment, permits, and contracts wouldraagferred to the Utility and development and cartsion of the plant would be
completed. On June 17, 2005, the Utility filed @placation with the CPUC requesting approval of Asset Transfer Agreement and cost-of-
service funding to complete the $310 million comstion of the facility and to operate it for upttwee years. A final decision by the CPUC is
expected in the second quarter of 2006. If thaty@ind Mirant do not receive the necessary appspuacluding CPUC authorization, the
Utility will be paid $70 million, plus accrued imest, from an escrow account funded by Mirantém lof transferring the assets. The
settlement agreement also includes a contracgthes the Utility the right, from 2006 through 201@ dispatch power from certain RMR
units owned by Mirant subsidiaries, subject to oardd RMR status, when the facilities are not ndduethe 1ISO to meet local reliability
needs. In addition, Mirant has withdrawn the cl#ifiled in the Utility's bankruptcy proceeding approximately $20 million.

Scheduling Coordinator Costs

Before the ISO commenced operatinhd98, the Utility had entered into several whaleslectric transmission contracts with
various governmental entities. After the ISO begperations, the Utility served as the schedulingrdimator, or SC, with the ISO for these
existing wholesale transmission customers, or ET@s.I1SO billed the Utility for providing certaires/ices associated with this scheduling.
These ISO charges are referred to as "SC coste.'StThcosts were historically tracked in the tragsion revenue balancing account, or
TRBA, in order to recover the SC costs from redaidl new wholesale transmission customers, or T@f Tastomers.

In 1999, a FERC administrative fadge ruled that the Utility could not recover B8€ costs through the TRBA and instead should
seek to recover them from the ETCs. In January 20@0FERC accepted a filing by the Utility to dsdish the Scheduling Coordinator
Services, or SCS, Tariff, to serve as an altereatiechanism for recovery of the SC costs from thé<if the Utility were ultimately unable
to recover these costs in the TRBA. The Utility &edpilling the ETCs in June 2004 for SC charge®aetive to March 31, 1998. In July
2005, the D.C. Circuit Court issued an order figdilhat the Utility was not barred from recoverihg SC costs through the TRBA and
remanded the matter to the FERC for further actioecember 2005, the FERC issued an order onnémancluding that the Utility shou
recover the SC costs through the TRBA mechanisthrough bilateral agreements with the ETCs, butdcaot recover the costs through the
SCS Tariff, and terminated the SCS Tariff procegdin

In January 2006, the Utility submiitta request for clarification or, alternativelyr; fehearing to seek clarification of the FERC's
December 2005 order. In particular, the Utility edkhat the FERC clarify that the Utility can reeothrough the TRBA all of the costs it
incurred as an SC or, alternatively on reheariegerse its decision to terminate the SCS Tarif€gedling. In February 2006, the FERC
confirmed that they will rehear the December 20fiten

On April 4, 2006, the Utility fileat FERC for recovery through the TRBA of $109 roifliof SC costs and $47 million of interest
the time period April 1998 through September 3@3Qo be recovered over three and a half years W® Tariff customers. The Utility has
also filed an advice letter with the CPUC requestimass-through of these costs, if approved by@ERits retail customers. The Utility
cannot predict when a final decision will be reeeifrom the FERC or the CPUC. However, PG&E Corponaand the Utility believe the



the ultimate outcome of this matter will not havenaterial adverse impact on PG&E Corporation‘$erUtility's financial condition or future
results of operations, and could have a positivaaich of approximately $120 million if the FERC aDBUC approve the recovery of these
costs.

Nuclear Insurance

The Utility has several types of leac insurance for Diablo Canyon and its retiredlear facility at Humboldt Bay, or Humboldt
Bay Unit 3. The Utility has insurance coveragepgorperty damages and business interruption lossesy@mber of Nuclear Electric
Insurance Limited, or NEIL. NEIL is a mutual insuevned by utilities with nuclear facilities. NEfrovides property damage and business
interruption coverage of up to $3.24 billion petident for Diablo Canyon. In addition, NEIL prov&l131 million of property damage
insurance for Humboldt Bay Unit 3. Under this iresure, if any nuclear generating facility insured\#iL suffers a catastrophic loss causing
a prolonged outage, the Utility may be requiregddy an additional premium of up to $43.6 millior pae-year policy term.

NEIL also provides coverage for dgemcaused by acts of terrorism at nuclear poveatgl If one or more acts of domestic
terrorism cause property damage covered under fatime muclear insurance policies issued by NEIang NEIL member within a 12-month
period, the maximum recovery under all those nudheurance policies may not exceed $3.24 billirs phe additional amounts recovered
by NEIL for these losses from reinsurance. Theripolicy coverage limitation for an act causeddrgign terrorism because NEIL would
be entitled to receive substantial reimbursemerthbyfederal government under the Terrorism Riskifance Extension Act of 2005. The
Terrorism Risk Insurance Extension Act of 2005 expion December 31, 2007.

Under the Price-Anderson Act, pulilbility claims from a nuclear incident are limdt to $10.8 billion. As required by the Price-
Anderson Act, the Utility purchased the maximumikaide 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 aackeactors. Under the Price-Anderson
Act, owner participation in this loss-sharing pragris required for all owners of nuclear reactbes aire licensed to operate, designed for the
production of electrical energy, and have a rasgghcity 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 $B0@iillion 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 res reactors each with a rated capacity of
100 MW, the Utility may be assessed up to $201Raniper incident, with payments in each year tedito a maximum of $30 million per
incident. Under the Energy Policy Act of 2005, Brice-Anderson Act was extended through Decembg?@5. Both the maximum
assessment per reactor and the maximum yearlysassaswill be adjusted for inflation beginning Asg31, 2008.

In addition, the Utility has $53.3llion of liability insurance for the retired nu@egenerating unit at Humboldt Bay power plant
has a $500 million indemnification from the Nucl&gulatory Commission, for public liability arigifirom nuclear incidents covering
liabilities in excess of the $53.3 million of lidiby insurance.

California Department of Water Resources Contracts

Electricity from the DWR contractsthe Utility provided approximately 25% of the elécity delivered to the Utility's customers
for the three months ended March 31, 2006. The D3MRhased the electricity under contracts withasigenerators. The Utility, as an
agent, is responsible for administration and didpaf the DWR's electricity procurement contradiscated to the Utility for purposes of
meeting a portion of the Utility's net open positidhe Utility's net open position is the portiditiee Utility's customers' demand, plus the
applicable reserve margins, that is not satisfiethfthe Utility's own generation facilities and stitig electricity contracts. The DWR remains
legally and financially responsible for its elecity procurement contracts. The Utility acts asléng and collection agent of the DWR's
revenue requirements from the Utility's customers.

The DWR contracts currently allochte the Utility terminate at various dates thro@§t15 and consist of must-take and capacity
charge contracts. Under must-take contracts, th&kRDist take and pay for electricity generated leyapplicable generating facilities
regardless of whether the electricity is needediddrrapacity charge contracts, the DWR must papadgity charge but is not required to
purchase electricity unless the Utility dispatctiesresource and delivers the required electritityhe Utility's CPUC-approved long-term
electricity procurement plan, the Utility has nesamed the DWR contracts will be renewed beyonid therent expiration dates.

The DWR has stated publicly in tlastat intends to transfer full legal title to, arebponsibility for, the DWR power purchase
contracts to the California investor-owned eleatttitities as soon as possible. However, the DWRegrgurchase contracts cannot be
transferred to the Utility without the consent log tCPUC. The Settlement Agreement provides the CRII@ot require the Utility to accept
an assignment of, or to assume legal or finanesponsibility for, the DWR power purchase contractiess each of the following conditions
has been met:

. After assumption, the Utility's issuer rating by dtly's Investors Service will be no less than
A2 and the Utility's long-term issuer credit ratiog Standard and Poor's Ratings Service will
be no less than A;

. The CPUC first makes a finding that the DWR powarchase contracts to be assumed are
just and reasonable; and



. The CPUC has acted to ensure that the Utility reitleive full and timely recovery in its
retail electricity rates of all costs associatethwine DWR power purchase contracts to be
assumed without further review.

Defined Benefit Pension Plan

In December 2005, the CPUC issuddasion to allow the Utility to file a rate incimapplication to recover the revenue
requirement associated with the portion of a peneantribution in 2006 attributable to the Utilgydistribution and generation businesses.
The decision also authorized the Utility to makat tievenue requirement effective in rates begindanguary 1, 2006, subject to refund
depending on the outcome of the application. Assallt of the CPUC decision, in December 2005, ttiktyfiled an application requesting a
revenue requirement increase of $155 million asdediwith the 2006 pension contribution. On Janda006, electric and gas rate incre
to recover the amount of $155 million became effectsubject to refund. In December 2005, the tytdilso filed its 2007 General Rate Case
application requesting, among other things, apgroipension revenue requirements for 2007, 2008,2009. As of March 31, 2006, the
Utility has not recognized revenue associated wigh2006 pension contribution request pending thieame of a final CPUC decision.

In March 2006, the Utility requestedt the CPUC approve a proposed settlement ariendtility, the CPUC's Division of
Ratepayer Advocates, and the Coalition of Califatatility Employees that would permit the Utility tecover pension revenue requirements
attributable to its distribution and generation mpiens of $155 million in 2006 and $98 million perar for 2007, 2008, and 2009. The Utility
is unable to predict the outcome of the applicatmthe CPUC, or the impact it will have on itsdirtial condition or results of operations.

Underground Electric Facilities

At March 31, 2006, the Utility wasramitted to spending approximately $430 million floe conversion of existing overhead
electric facilities to underground electric facdi. The timing of the work is dependent upon a lpemnof factors, including the schedules of
the respective cities and counties and telephdtiestinvolved. The Utility expects to spend appimately $50 to $55 million each year in
connection with these projects. Consistent witht peactice, the Utility expects that these capitgbenditures will be included in rate base as
each individual project is completed and recoverablrates charged to customers.

Environmental Matters

The Utility may be required to pay &nvironmental remediation at sites where itlteen, or may be, a potentially responsible
under the Comprehensive Environmental Response €asagion and Liability Act of 1980 as amended, sindlar state environmental laws.
These sites include former manufactured gas piges, power plant sites, and sites used by thétyJtdr the storage, recycling, or disposal of
potentially hazardous materials. Under federal @alifornia laws, the Utility may be responsible femediation of hazardous substances
even if the Ultility did not deposit those substanoe the site.

The cost of environmental remediaiodifficult to estimate. The Utility records anvironmental remediation liability when site
assessments indicate remediation is probable araghiestimate a range of reasonably likely cleamosts. The Utility reviews its remediat
liability on a quarterly basis for each site whignmay be exposed to remediation responsibilifiédee liability is an estimate of costs for site
investigations, remediation, operations and maartea, monitoring and site closure using curreritrietogy, enacted laws and regulations,
experience gained at similar sites, and an assessihthe probable level of involvement and finahaondition of other potentially
responsible parties. Unless there is a better astimithin this range of possible costs, the Wtiliécords the costs at the lower end of this
range. It is reasonably possible that a changleeiset estimates may occur in the near term dueceriamnty concerning the Utility's
responsibility, the complexity of environmental and regulations, and the selection of compliafiegnatives. The Utility estimates the
upper end of the cost range using reasonably dessilicomes least favorable to the Utility.

The Utility had an undiscounted eomimental remediation liability of approximately@#million at March 31, 2006, and
approximately $469 million at December 31, 2005 $466 million accrued at March 31, 2006, includpgroximately $189 million for
remediation at gas compressor sites, approxim&td® million related to the pre-closing remediatiiability associated with divested
generation facilities, and approximately $177 roillrelated to remediation costs for those generd#iailities that the Utility still owns, gas
gathering sites, third-party disposal sites, andufectured gas plant sites that either are ownetthdoytility or are the subject of remediation
orders by environmental agencies or claims by thieeat owners of the former manufactured gas paes. Of the approximately $466
million environmental remediation liability, apprioxately $140 million has been included in prioreraetting proceedings. The Utility expe
that an additional approximately $233 million vidi allowable for inclusion in future rates in actamce with the hazardous waste ratema
mechanism which permits the Utility to recover 96%hazardous waste remediation costs from customignsut a reasonableness review.
The Utility also recovers its costs from insuraceeriers and from other third parties whenever fpbssAny amounts collected in excess of
the Utility's ultimate obligations may be subjeztréfund to customers.

The Utility's undiscounted futurestocould increase to as much as $677 millionafdther potentially responsible parties are not
financially able to contribute to these costs,fahé extent of contamination or necessary remextias greater than anticipated. The amount
of approximately $677 million does not include atiraate for the cost of remediation at known sitesed or operated in the past by the
Utility's predecessor corporations for which thditythas not been able to determine whether dlitglexists.

Taxation Matters



The Internal Revenue Service, or,IR& completed its audit of PG&E Corporation's7188d 1998 consolidated federal income tax
returns and has assessed additional federal intanrae of approximately $87 million (including ingst). PG&E Corporation has filed
protests contesting certain adjustments made biRen that audit and currently is discussing ¢hadjustments with the IRS Appeals Off

The IRS is auditing PG&E Corporatso001 and 2002 consolidated federal income taxng. The IRS has indicated that it plans
to complete the audit and issue a Revenue AgendiiRipthe first quarter of 2007. At the beginniofgits examination, the IRS indicated it
would disallow synthetic fuel credits claimed by &&sCorporation. In January 2006, a partnership, lyhmwvned by PG&E Corporation,
which owned a portion of those synthetic fuel fiieis, received a letter from the IRS disallowirgpeoximately $40 million of synthetic fuel
credits. These credits are part of $104 milliosyrithetic fuel credits claimed by PG&E Corporatinrits 2001 and 2002 consolidated federal
income tax returns. PG&E Corporation expects tH iiRtake similar action with respect to the renmgjr$64 million of synthetic fuel credits
claimed in its 2001 and 2002 consolidated fede@biine tax returns. In addition, the IRS has progdsalisallow a number of deductions,
largest of which is a deduction for abandoned orthvess assets owned by NEGT. PG&E Corporatioretsed that it properly reported these
transactions in its tax returns and will contest BRS assessment. If the IRS includes all of itsppsed disallowances in the final Revenue
Agent Report, the alleged tax deficiency would agpmate $452 million. Of this deficiency, approxiraly $104 million relates to the
synthetic fuel credits and approximately $316 millrepresents timing differences and would be rex@/by PG&E Corporation in the
future.

The IRS began its audit of PG&E Quogtion's 2003 and 2004 tax returns in the thirargar of 2005. Since the IRS is in the early
stages of its investigation, the IRS has proposedaw adjustments for the tax returns.

As of March 31, 2006, PG&E Corpavathas accrued approximately $138 million to cqp@tential tax obligations and interest
related to outstanding audits, including $89 millielated to the proposed disallowance of dedudtoabandoned or worthless assets owned
by NEGT discussed above, and $49 million to coweeiptial tax obligations related to non-NEGT issdéd®e Utility has accrued $52 million
as of March 31, 2006 to cover potential tax oblmya for outstanding audits.

After considering the above accruBIS&E Corporation and the Utility do not expea fmal resolution of the outstanding audits to
have a material impact on their financial condit@mmnesults of operations.

Legal Matters

In the normal course of business&B&orporation and the Utility are named as parities number of claims and lawsuits. The
most significant of these are discussed below.

In accordance with SFAS No. 5, "Aaating for Contingencies," PG&E Corporation and thaity make a provision for a liability
when it is both probable that a liability has bé&surred and the amount of the loss can be reagppatimated. These provisions are
reviewed quarterly and adjusted to reflect the iotpaf negotiations, settlements and paymentggsliadvice of legal counsel and other
information and events pertaining to a particulsec In assessing such contingencies, PG&E Composaand the Utility's policy is to
exclude anticipated legal costs.

The accrued liability for legal meatt is included in PG&E Corporation's and the ttdiother noncurrent liabilities in the
Condensed Consolidated Balance Sheets, and tatppgdximately $362 million at March 31, 2006 an@$3anillion at December 31, 2005.

PG&E Corporation and the Utility dot believe it is probable that losses associaidulegal matters that exceed amounts already
recognized will be incurred in amounts that woutdnbaterial to PG&E Corporation's or the Utilityilsaincial condition or results of
operations.

Chromium Litigation

Twelve complaints were filed agaitigt Utility in the Superior Court for the Countylads Angeles in which approximately 1,200
plaintiffs allege that exposure to chromium at eamnthe Utility's compressor stations at Hinkley &®ettleman, California, and the area of
California near Topock, Arizona, caused persorjaties, wrongful deaths, or other injuries, refdrte as the Chromium Litigation. One of
these complaints also named PG&E Corporation afendant. Although the plaintiffs' complaints ire t6hromium Litigation do not state 1
amount of compensatory or punitive damages claimpplioximately 1,000 of the 1,200 plaintiffs fileldims in the Utility's Chapter 11 case
requesting compensatory damages in an approxinggtegate amount of $500 million and others fileadrak for an "unknown amount." (T
Utility's exit from Chapter 11 in April 2004 did haffect the plaintiffs' claims for compensatorydgunitive damages).

On February 3, 2006, counsel forrapnately 1,100 plaintiffs in the Chromium Litigah entered into a settlement agreement with
the Utility under which the Utility agreed to pagttiing plaintiffs $295 million. In accordance withe terms of the settlement agreement,
attorneys for the settling plaintiffs have subndtteleases from or on behalf of all of the settiptajntiffs. On April 21, 2006, the Utility
released the $295 million settlement amount fonpet to the settling plaintiffs and the Superiou@aismissed the ten pending cases
covered by the settlement agreement.

With respect to the unresolved ckaithe Utility will continue to pursue appropriatefenses, including the statute of limitations, the
exclusivity of workers' compensation laws, laclegposure to chromium, and the inability of chromittntause certain of the illness



alleged.

PG&E Corporation's and the Utilit€endensed Consolidated Balance Sheets for théequarded March 31, 2006, include an
accrual of approximately $314 million to reflectthahe settlement and the remaining unresolvednslaPG&E Corporation and the Utility
not expect that the outcome with respect to theaneimg unresolved claims will have a material adeezffect on their financial condition or
results of operations.

Pending CPUC I nvestigation

In February 2005, the CPUC issuediag opening an investigation into the Utilitysdling and collection practices and credit
policies. The investigation was begun at the regok$he Utility Reform Network, or TURN, after tf@PUC's January 13, 2005 decision
characterized the definition of "billing error" &revised Ultility tariff to include delayed billsd Utility-caused estimated bills as being
consistent with "existing CPUC policy, tariffs, aretjuirements.” The Utility contends that priotthhe CPUC's January 13, 2005 decision,
"billing error" under the Utility's former tariffdid not encompass delayed bills or Utility-causstingated bills. The Utility's petition asking
the appellate court to review the CPUC's decisimythg rehearing of its January 13, 2005 decisastill pending.

On February 3, 2006, the CPUC's Gores Protection and Safety Division, or CPSD, abiRN submitted their reports to the
CPUC concluding that the Utility violated applicaltériffs related to delayed and estimated billee TPSD recommends that the Utility
refund to customers $117 million, plus intereghatthree-month commercial paper interest raté altegedly was collected in violation of
the tariffs. TURN recommends that the Utility refuto customers $53 million, plus interest at thre¢hmonth commercial paper interest rate,
that allegedly was collected in violation of theffa. The two refunds are not additive. The CP3&» aecommends that the Utility pay fines
of $6.75 million, while TURN recommends fines iretform of a $1 million contribution to Relief fomErgy Assistance through Community
Help. Both the CPSD and TURN recommend that refamdifines be funded by shareholders.

If the CPUC finds that the Utilityolated applicable tariffs or the CPUC's ordersubes, the CPUC may seek to order the Utility to
refund any amounts collected in violation of tagjfplus interest, to customers who paid such arsotmeddition, if the CPUC finds that the
Utility violated applicable tariffs or the CPUC'sders or rules, the CPUC may seek to impose pesaiti the Utility ranging from $500 to
$20,000 for each separate violation.

The Utility filed its response teetheports on March 31, 2006. Rebuttal testimoruis on May 5, 2006, and hearings are set to
begin on May 24, 2006.

PG&E Corporation and the Utility aneable to predict the outcome of this matter, Widould have a material adverse effect on
PG&E Corporation's or the Utility's financial cotidn or results of operations.

ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated inifdania in 1995, is a company whose primary pugp@sto hold interests in energy-based
businesses. The company conducts its businessygailycthrough Pacific Gas and Electric Companythar Utility, a public utility operating
in northern and central California. The Utility exggs primarily in the businesses of electricity aatiiral gas distribution, electricity
generation, procurement and transmission, andalajas procurement, transportation and storage.EPGérporation 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.

This is a combined quarterly repfrfPG&E Corporation and the Utility and includepamte Condensed Consolidated Financial
Statements for each of these two entities. PG&Bp@mattion's Condensed Consolidated Financial Statenieclude the accounts of PG&E
Corporation, the Utility and other wholly owned azwhtrolled subsidiaries. The Utility's Condensemhéblidated Financial Statements
include the accounts of the Utility and its whabiyned and controlled subsidiaries and a variakirést entity which the Utility is required
consolidate under applicable accounting standdts.combined Management's Discussion and Anabfsisnancial Condition and Results
of Operations, or MD&A, of PG&E Corporation and thélity should be read in conjunction with theser@densed Consolidated Financial
Statements and Notes to the Condensed ConsoliBlatadcial Statements, as well as the MD&A, Consdbld Financial Statements and
Notes to the Consolidated Financial Statementsjpwrated by reference into their joint Annual Regmor Form 1-K for the year ended
December 31, 2005 filed with the Securities andiaxnge Commission, or SEC. PG&E Corporation's aadJtiity's combined Annual
Report on Form 10-K for the year ended DecembeRBQ5, together with the information incorporatgdéference into such report, is
referred to in this quarterly report as the "200bal Report.”

The Utility served approximately Sillion electricity distribution customers and apgimately 4.2 million natural gas distribution
customers at March 31, 2006. The Utility had appnately $33.7 billion in assets at March 31, 2006 generated revenues of approxime
$3.1 billion in the three months ended March 3106



The Utility is regulated primarily the California Public Utilities Commission, or OB, and the Federal Energy Regulatory
Commission, or FERC. The Utility's revenues areegated mainly through the sale and delivery ofteilgity and natural gas at rates set by
the CPUC and the FERC. Rates are set to permiftiligy to recover its authorized "revenue requikmts" from customers. Revenue
requirements are designed to allow the Utility ppartunity to recover its reasonable costs of mhmg utility services, including a return of,
and a fair rate of return on, its investment ititytfacilities, or rate base. Changes in any indii)al revenue requirement affect customers'
rates and could affect the Utility's revenues. Rendegulatory proceedings that could result i ittanges and affect the Utility's revenues
are discussed in the 2005 Annual Report. Signifidawelopments that have occurred since the 200m&IrReport was filed with the SEC
are discussed in this report.

Factors Affecting Financial Condition and Results 6Operations

Several factors have had, and ape&ed to continue to have, a significant impacP@&E Corporation's and the Utility's financial
condition and results of operations, including:

. Issuance of Energy Recovery Bondxuring 2005, PG&E Energy Recovery Funding LLC, a
limited liability company wholly owned by the Utii, or PERF, issued two separate series of
Energy Recovery Bonds, or ERBs, for an aggregatauatrof approximately $2.7 billion. In
February 2005, the proceeds of the first seridsRBs in the amount of $1.9 billion were
used to refinance the after-tax portion of thelsetent regulatory asset established by the
settlement agreement entered into among PG&E Catipar the Utility, and the CPUC to
resolve the Utility's Chapter 11 proceeding, or$ettlement Agreement. As a result, the
Utility's net income for the three months ended dhad1, 2006, was reduced by
approximately $12 million as compared to the saewéop in 2005, when the Utility earned
its authorized 11.22% return on equity, or ROEttenafter-tax portion of the settlement
regulatory asset. The November 2005 issuance afabend series of ERBs in the amount of
$844 million was used to pre-fund the Utility's t&bility that will be due as the Utility
collects the dedicated rate component, or DRC, tssdcure repayment of the ERBs from
its customers. Until these taxes are fully pai@, thility provides customers a carrying cost
credit. The equity portion of this carrying costdit reduced the Utility's 2006 net income for
the three months ended March 31, 2006, by apprdgign&15 million, as compared to the
same period in 2005;

. Improved Capital Structureln January 2005, the equity component of the Ytitapital
structure reached 52%, the target specified irs#tlement Agreement. Since this allowed
the Ultility to restore dividends and repurchaseehaeld by PG&E Corporation, PG&E
Corporation reinstated the payment of a regulartgtg dividend. For 2006, the CPUC has
authorized the equity component of the Utility'pital structure to remain at 52% and has set
a ROE for 2006 of 11.35%. The Utility has requestedCPUC to waive the requirement for
the Utility to file a 2007 cost of capital appligat. Instead, the Utility has requested the
CPUC to authorize the same cost of capital andaagiructure for 2007 as it has authorized
for 2006;

. Stock RepurchaseOn November 16, 2005, PG&E Corporation enteréal &m accelerated
share repurchase arrangement, or ASR, with Golddaahs & Co., Inc., or GS&Co., under
which PG&E Corporation repurchased a total of 3@,860 shares of common stock. On
March 28, 2006, obligations with respect to thereliarward component of the ASR were
terminated. On the same date, PG&E Corporatiorremteto a new share forward
agreement with GS&Co. to complete the ASR. In catioa with the termination, PG&E
Corporation paid GS&Co. $58 million, net of certgislyments by GS&Co. to PG&E
Corporation. Under the new share forward agreenr®B&E Corporation and GS&Co. will
continue to be required to make certain paymentuding a price adjustment with respect
to the remaining shares subject to the agreeméetaggregate amounts of the payments
required of each of the parties, including the amat the price adjustment, cannot be
determined until June 8, 2006. Based on the market of PG&E Corporation common
stock at March 31, 2006, PG&E Corporation wouldéham obligation to GS&Co. of
approximately $49.6 million upon the completiortleé March 2006 share forward. Any
amounts that are due under the share forward caettled, at PG&E Corporation's option, in
cash, in shares of its common stock, or a comhinaif the two;

. The Outcome of Regulatory Proceedings, includieg2®07 General Rate Cas&arious
regulatory proceedings are pending at the FERGla&PUC, including the Utility's 2007
General Rate Case, or GRC, pending at the CPUEtwrdine the amount of the Utility's
authorized base revenues to be collected from swstfor the period 2007 through 2009. In
the GRC, the Utility has requested increases iB0&7 revenue requirements for its electric
distribution and existing electric generation opierss, and for its natural gas distribution
operations of $389 million and $44 million, respesly, over the authorized 2006 revenue



requirements. The Utility also has requested mitrilncreases for 2008 and 2009. Other
parties have recommended lower amounts (see "Reguldatters” below);

. The Success of the Utility's Strategy to Achiever&jmnal Excellence and Improved
Customer ServiceDuring 2006, the Utility is continuing to undetgavarious initiatives to
implement changes to its business processes atelrsys an effort to provide better, faster
and more cost-effective service to its customeing Wtility aims to achieve these goals in a
three- to five-year period. The Utility's 2007 GR@plication included a proposed
mechanism to share with customers savings thattmachieved through implementation of
these initiatives. In addition, the Utility's 20BRC application includes a proposal to replace
the current incentive mechanism for reliability feemance for the 2007-2009 period with a
new customer service performance incentive mechanisder the proposal, the Utility
would be rewarded or penalized up to $60 millionysar to the extent that the Utility's
actual performance exceeds or falls short of ptewseual performance improvement targets
over the 2007-2009 period (see "Regulatory Matteesdw);

. The Amount and Timing of Capital Expenditurdhe Ultility has requested, in various
proceedings including the 2007 GRC, that the CPp@@@ve various capital expenditures to
fund (1) investments in transmission and distritmiinfrastructure needed to serve its
customers (i.e., to extend the life of existingastructure, to replace existing infrastructure,
and to add new infrastructure to meet load grow#))the installation of advanced meters,
and (3) investment in new long-term generationweses, as may be authorized by the
CPUC in accordance with the Utility's long-termadtieity procurement plan. As discussed
below under "Capital Expenditures,” it is estimatieat the Utility's capital expenditures will
average approximately $2.5 billion annually fron®8@hrough 2010, resulting in a projected
rate base of approximately $20.7 billion in 20Xdlecting a projected rate base growth of
approximately 6.3% per year;

. Proposed New Long-Term Generation Resouré@s April 11, 2006, the Utility filed an
application with the CPUC seeking approval of seagreements for new long-term
electricity generation resource commitments, iniclgdour power purchase agreements and
a letter of intent to execute a power purchaseeageat that together would provide over
1,400 megawatts, or MW, of capacity to the Utifitgm new generation facilities that would
be owned and operated by other parties. The rentatmio contracts provide for the
construction by third parties of two new power p$aio be owned and operated by the
Utility. One contract calls for the constructionab57 MW power plant and the other
contract calls for the construction of a 163 MW gowlant at the Utility's Humboldt Bay
facility. The Utility anticipates that the CPUC Wigsue its decision on the Utility's
application by the end of the year. Assuming th&CRpproves the agreements and that
permitting and construction schedules are metnhéwve generation facilities are anticipated to
begin delivering power to the grid during the 2@&ugh 2010 time-frame. In addition, the
Utility's application seeking approval to acquirelduild a 530 MW power plant to be
located in Contra Costa County, or Contra Costd 8)nis still pending at the CPUC. The
estimated capital expenditures described in theigus paragraph do not include any
estimated amounts for new long-term generationuress, other than estimated amounts for
the proposed Humboldt Bay and Contra Costa Und8ep plants;

. Chromium Litigation SettlementOn April 21, 2006, the Utility paid approximateh295
million to settle most of the claims involving ajltions that exposure to chromium at or near
some of the Utility's natural gas compressor staticaused personal injuries, wrongful
deaths, or other injuries, referred to as the Chuwomnlitigation (discussed in Note 11 of the
Notes to the Condensed Consolidated Financial ig&atts). PG&E Corporation and the
Utility had previously accrued $314 million for teettlement and they do not believe that the
outcome of the remaining unresolved claims in theo@ium Litigation will have a material
adverse effect on their future results of operationfinancial condition; and

. The Outcome of the CPUC's Investigation into th&tWs Billing and Collection Practices -
PG&E Corporation and the Utility are unable to pcethe outcome of the CPUC's
investigation into the Utility's billing and collgon practices as discussed below under
"Regulatory Matters." In light of the recommendetunds and penalties, the outcome of the
investigation could have a material adverse effactheir future results of operations or
financial condition (see Note 11 of the Notes ® @ondensed Consolidated Financial
Statements).

Forward-Looking Statements

This combined Quarterly Report omrd.(-Q, including the MD&A, contains forwa-looking statements that are necess:



subject to various risks and uncertainties thazatbn or resolution of which are outside of magragnt's control. These statements are b
on current expectations and projections about éuwents, and assumptions regarding these evahts@amagement's knowledge of facts at
the date of this report. These forward-lookingestants are identified by words such as "assumgpet,” "intend,” "plan," "project,”
"believe," "estimate," "predict,” "anticipate,” "ma "might," "should," "would," "could," "goal," "ptential" and similar expressions. PG&E
Corporation's and the Utility's results of operasi@nd financial condition depend primarily on wiegtthe Utility is able to operate its
business within authorized revenue requirememtglyi recover its authorized costs, and earn itsaiged rate of return. PG&E Corporation
and the Utility are not able to predict all thettas that may affect future results. Some of tlutdies that could cause future results to differ
materially from those expressed or implied by thevhrd-looking statements, or from historical résuhre discussed in the section of the
2005 Annual Report entitled "Risk Factors." Thesetdrs include, but are not limited to:

Operating Environment

. How the Utility manages its responsibility to proewlectric capacity and energy for its
customers, which can be affected by, among otforfs, the extent to which the Utility's
distribution customers are permitted to switch lestivpurchasing electricity from the Utility
or from alternate energy service providers as tlecess customers or from cities, counties
and others in the Utility's service territory asmsounity choice aggregators, potentially
resulting in stranded generating asset costs andetwverable procurement costs;

. The adequacy and price of natural gas suppliesttendbility of the Utility to manage and
respond to the volatility of the natural gas marfketits customers;

. Weather, storms, earthquakes, fires, floods, athtural disasters, explosions, accidents,
mechanical breakdowns, acts of terrorism, and atents or hazards that affect demand for
electricity or natural gas, result in power outageduce generating output, disrupt natural
gas supply, cause damage to the Utility's assejemerating facilities, cause damage to the
operations or assets of third parties on whichtility relies, or subject the Utility to third
party claims for damage or injury;

. Unanticipated population growth or decline, genenomic and financial market
conditions, changes in technology including theali@gment of alternative energy sources,
all of which may affect customer demand for natgas or electricity;

. Whether the Utility is required to cease operatitmsporarily or permanently at its Diablo
Canyon nuclear power plant, or Diablo Canyon, bsedhe Utility is unable to increase its
on-site spent nuclear fuel storage capacity, fimattzer depositary for spent fuel, or timely
complete the replacement of the steam generatobecause of mechanical breakdown, lack
of nuclear fuel, environmental constraints, ordfome other reason and the risk that the
Utility may be required to purchase electricityrfranore expensive sources; and

. Whether the Utility is able to recognize the aptited cost benefits and savings expected to
result from its efforts to improve customer serviceugh implementation of specific
initiatives to streamline business processes aptbd@aew technology.

Legislative Actions and Regulatory Proceedings

. The outcome of the regulatory proceedings penditlgeaCPUC and the FERC, including
those discussed in "Regulatory Matters" below, thiedmpact of future ratemaking actions
by the CPUC and the FERC;

. The impact of the recently enacted Energy Policy@d@005 which, among other
provisions, repeals the Public Utility Holding Coamy Act of 1935 making electric utility
industry consolidation more likely; expands the EE$Rauthority to review proposed
mergers; changes the FERC regulatory scheme ablditaqualifying co-generation
facilities, or QFs; authorizes the formation oftectric Reliability Organization to be
overseen by the FERC to establish electric religtstandards; and modifies certain other
aspects of energy regulation and federal tax gdiapplicable to the Utility;

. The extent to which the CPUC or the FERC delaydemies recovery of the Utility's costs,
including electricity or gas purchase costs, fraratomers due to a regulatory determination
that such costs were not reasonable or prudefay other reasons, resulting in write-offs of
regulatory assets;

. How the CPUC administers the capital structureyds@one dividend, and first priority
conditions of the CPUC's past decisions permittirgestablishment of holding companies



for the California investor-owned electric utilgi@and the outcome of the CPUC's new
rulemaking proceeding concerning the relationsieipvieen the California investor-owned
energy utilities and their holding companies and-regulated affiliates, which may include
(1) establishing reporting requirements for theadtion of capital between utilities and their
non-regulated affiliates by the parent holding canips, and (2) changing the CPUC's
affiliate transaction rules;

. Whether the Utility is determined to be in comptiarwith all applicable rules, tariffs and
orders relating to electricity and natural gasitytibperations, including tariffs related to the
Utility's billing and collection practices as dissed below in "Regulatory Matters," and the
extent to which a finding of non-compliance cowddult in customer refunds, penalties or
other non-recoverable expenses, such as has manmmended with respect to the CPUC's
investigation into the Utility's billing and collgon practices; and

. Whether the Utility is required to incur materialsts or capital expenditures or curtail or
cease operations at affected facilities, includimgUtility's natural gas compressor stations,
to comply with existing and future environmentab$a regulations and policies.

Pending Litigation

. The outcome of pending litigation.

Municipalization and Bypass

. Continuing efforts by local public utilities to talover the Ultility's distribution assets through
exercise of their condemnation power or by dupilicadf the Utility's distribution assets or
service, and other forms of municipalization thatymesult in stranded investment capital,
decreased customer growth, loss of customer lodddditional barriers to cost recovery.

See the section entitled "Risk Fegtin the 2005 Annual Report for further discussad the more significant risks that could affect
the outcome of these forward-looking statementsRB&E Corporation's and the Utility's future fingadccondition and results of operations.

RESULTS OF OPERATIONS

The table below details certain isginom the accompanying Condensed Consolidatedr8éatts of Income for the three-month
periods ended March 31, 2006 and 2005.

Three Months Ended

March 31,
2006 2005
(in millions)
Utility
Electric operating revenues $ 1,863 $ 1,660
Natural gas operating revenues 1,285 1,009
Total operating revenues 3,148 2,669
Cost of electricity 530 396
Cost of natural gas 873 620
Operating and maintenance 862 773
Depreciation, amortization and decommissioning 413 385
Total operating expenses 2,678 2,174
Operating income 470 495
Interest income 19 20
Interest expense (146) (154)
Other income, néd) 3 -
Income before income taxes 346 361
Income tax provision 132 142
Income available for common stock $ 214 % 219

PG&E Corporation, Eliminations and Other )
Operating revenues $ - =



Operating expenses 1 6)

Operating income (loss) (2) 6
Interest income 4 1

Interest expense (8) (7
Other expense, né? (3) (1)
Loss before income taxes (8) (2)
Income tax benefit (8) -

Net income (loss) $ =8 1)
Consolidated Total

Operating revenues $ 3,148 $ 2,669

Operating expenses 2,679 2,168

Operating income 469 501

Interest income 23 21

Interest expense (154) (161)
Other expenses, nét - 1)
Income before income taxes 338 360

Income tax provision 124 142

Net income $ 214 % 218

@ Includes preferred stock dividend requirement asoéxpense.

@ PG&E Corporation eliminates all intercompany tranas in consolidation.

Utility

Under cost of service ratemaking, thility's rates are determined based on its aafssgrvice and are adjusted periodically to re
differences between actual sales or demand compafedecasted sales or demand used in setting. rakee CPUC and the FERC determine
the amount of "revenue requirements" the Utilitgighorized to collect from its customers to recdlie Utility's operating and capital costs
and earn a fair return. Revenue requirements areaply determined based on the Utility's foreaafstuture costs, including the costs of
purchasing electricity and natural gas on behathefUtility's customers.

The Utility's primary revenue regument proceeding is the GRC filed with the CPUCTthie GRC, the CPUC authorizes the Utility
to collect from customers an amount known as bagenues to recover basic business and operatiosts kelated to the Utility's electricity
and natural gas distribution and electricity getiensoperations. The GRC typically sets annual nereerequirement levels for a three-year
rate period. The CPUC authorizes these revenuéreegents in GRC proceedings based on a forecasist$ for the first, or test, year. In the
past, the CPUC has authorized future revenue regeint adjustments (attrition adjustments) in tlowsé or third year of the GRC cycle. In
addition, the CPUC generally conducts an annualafosapital proceeding to determine the Utilitglghorized capital 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 percentage coemp®that common equity, preferred equity and débtepresent in the Utility's total
authorized capital structure for a specific yedre TPUC then establishes the authorized returroommon equity, preferred equity and debt
that the Utility will collect in its authorized reg. The CPUC also has established ratemaking misosio permit the Utility to timely
recover its costs to procure electricity and ndtgas on behalf of its customers in the energy etark

The Utility's electricity and natigas distribution and electric generation ragdtect the sum of individual revenue requirement
components authorized by the CPUC. Changes inratiyidual revenue requirement affect customerg'srand could affect the Utility's
revenues. Pending regulatory proceedings that aesldt in rate changes and affect the Utilitylseraies are discussed in the section entitled
"Regulatory Matters" in the 2005 Annual Report. Blepments that have occurred in significant regujaproceedings discussed in the 2005
Annual Report and significant new regulatory mattbat have been initiated since the 2005 AnnupbRevas filed with the SEC are
discussed below in the section entitled "Regulahdagters.” Each year the Utility requests the CRO@uthorize an adjustment to electric
gas rates effective on the first day of the follogviyear to (1) reflect over- and under- collectionthe Utility's major electric and gas
balancing accounts, and (2) consolidate variousralectricity and gas revenue requirement chaagt®rized by the CPUC or the FERC.
Balances in all accounts authorized for recoveeysaibject to review, verification, and adjustmémgcessary, by the CPUC.

The timing of the CPUC and othegulatory decisions affect when the Utility is abberecord the authorized revenues. In the 2007
GRC, the Utility requested the CPUC to approvenandase in 2007 electric and gas revenue requittsnogar the amount authorized for
2006 in the last GRC, as discussed below. Thetytiks requested the CPUC to issue a decisiorei@@07 GRC before the end of 2006 so
the Utility can begin to record any authorized adesto revenues on January 1, 2007. The Utilityafss requested attrition adjustments for
2008 and 2009. Further, the Utility has requegted@PUC waive the requirement for the Ultility tie fa cost of capital application for 2007
and to maintain the Utility's 2006 authorized aafstapital and capital structur



The Utility currently faces pricecawolumetric risk for the portion of intrastate matl gas transmission capacity that is not
subscribed under long-term contracts with fixeereation charges to core customers or other lorg-t®ntract holders (see further
discussion in the Transportation and Storage seatithe section entitled "Risk Management Actesti of the 2005 Annual Report). In
addition, the Utility is at risk for costs assoeidtwith meeting demand and maintaining electricgnaission system sufficiency and reliability
in the Utility's service area in excess of amowtitswed in its FERC-authorized transmission owra¢es .

Electric Operating Revenues

The Utility's electricity rates adetermined based on its cost of service. Differsrmmween the authorized revenue requirements
and amounts collected by the Utility from custommiarsates are tracked in regulatory balancing antand are reflected in miscellaneous
revenues in the table below.

In addition to electricity providég the Utility's own generation facilities and dhégity provided under the Utility's power purchase
agreements with third party providers, the Utiligies on electricity provided under lobgrm electricity procurement contracts entered in
2001 through December 2002 with the California Dapant of Water Resources, or the DWR, to meet &@riah portion of its customers'
demand. Revenues collected on behalf of the DWRlan®WR's related costs are not included in thikty$ Condensed Consolidated
Statements of Income, reflecting the Utility's rakea billing and collection agent for the DWR'lesdo the Utility's customers. Changes in
the DWR's revenue requirements will not affectlthidity's revenues. Although the Utility is perngtt to pass through the DWR charges to
customers, any changes in the amount of DWR chadhgéshe Utility's customers are required to pay affect regulatory willingness to
increase overall rates to permit the Utility toaeer its own costs. As overall rates rise or deglthere may be changes regarding the risk of
regulatory disallowance of costs.

The Utility is required to dispatch,szhedule, all of the electricity resources witlténportfolio, including electricity provided unde
the DWR allocated contracts, in the most ceftctive way. This requirement, in certain caseguires the Utility to schedule more electrit
than is necessary to meet its retail load andltdhss additional electricity on the open mark€he Utility typically schedules excess
electricity when the expected sales proceeds exteedariable costs to operate a generation faalitouy electricity under an optional
contract. Proceeds from the sale of surplus etétiare allocated between the Utility and the DWWd&ed on the percentage of volume
supplied by each entity to the Utility's total loddhe Utility's net proceeds from the sale of suslectricity after deducting the portion
allocated to the DWR are recorded as a reductiding@ost of electricity.

The following table provides a summynaf the Utility's electric operating revenues:

Three Months Ended

March 31,

(in millions) 2006 2005
Electric revenues $ 2239 $ 2,084
DWR pass-through revenue (513) (446)
Subtotal 1,726 1,638
Miscellaneous 137 22

Total electric operating revenues $ 1,863 $ 1,660
Total electricity sales (in GWHY 19,914 19,034

@) Includes DWR electricity sales.

For the three months ended Marc2B06, the Utility's electric operating revenuesréased by approximately $203 million, or
12%, compared to the same period in 2005 mainlytdlee following factors:

. Attrition adjustments, as authorized in the 200305 R which the CPUC approved the
minimum and maximum yearly adjustments to the tytdi2003 base revenue requirements,
increased electric operating revenues by approein&s30 million;

. The DRC charge related to the ERBs increased @lagierating revenues by approximately
$87 million (see further discussion in Note 4 df tiiotes to the Condensed Consolidated
Financial Statements). During the first quarte2@d5, the Utility began collection of the
DRC for the first series of ERBs that were issuadrebruary 10, 2005. During the first
quarter of 2006, the Utility collected the DRC agated with the first series of ERBs in
addition to the DRC related to the second seridsRBs, issued on November 9, 2005, for
the entire quarter;

. Higher transmission revenues, including an incréasevenues as authorized in the FERC
transmission rate case (refer to "Regulatory Malttef this MD&A for further discussion of



the FERC transmission rate case), increased elegtdrating revenues by approximately $30
million;

. Higher electricity procurement costs, which arespdsthrough to customers, increased
electric operating revenues by approximately $1#0om ; and

. Miscellaneous other electric operating revenueduding revenues associated with public
purpose programs and advanced metering and deregpdnse programs, increased by
approximately $30 million.

The above increases were offsehbyfallowing decreases to electric operating reesnu

. A decrease in the revenue requirement associatbdivé settlement regulatory asset (as
discussed in further detail in the 2005 Annual R8pecreased electric operating revenues
by approximately $53 million. As a result of théimancing of the settlement regulatory asset
on February 10, 2005 through issuance of the ERBsUtility was no longer authorized to
collect this revenue requirement ; and

. The carrying cost credit, including both the defd @quity components, associated with the
issuance of the second series of ERBs decreaseid@btigperating revenues by approximately
$35 million. The second series of ERBs were isgagate-fund the Utility's tax liability that
will be due as the Utility collects the DRC relatedhe first series from its customers over
the term of the ERBs. Until these taxes are fullidpthe Utility provides customers a
carrying cost credit, computed at the Utility'staartzed rate of return on rate base, to
compensate them for the use of proceeds from tundeseries of ERBs as well as the after-
tax proceeds of energy supplier refunds used tocethe size of the second series of ERBs
(see further discussion in the section entitledgiR&ory Matters" in the 2005 Annual
Report).

The Utility's electric operating sxwues are expected to increase in 2006 primargytoan attrition adjustment authorized in the
2003 GRC decision. Revenues for the period 20@utitr 2009 would also increase to the extent awtbdrby the CPUC in the 2007 GRC
(for further discussion see "2007 General Rate ‘Qasger "Regulatory Matters" of the MD&A). In adidit, revenues associated with the
collection of the DRC charge are scheduled to ocometithrough 2012 when the ERBs mature.

Cost of Electricity

The Utility's cost of electricitiycludes electricity purchase costs and the coitalfused by its owned generation facilities, but
excludes costs to operate the Utility's generdtwilities, which are included in operating and mi@hance expense. Electricity purchase ¢
and the cost of fuel used by owned generationifi@ésilare passed through in rates to customers'Eeetric Operating Revenues" above for
further details).

The following table provides a suargnof the Utility's cost of electricity and thaabamount and average cost of purchased power
excluding, in each case, both the cost and voluinedeatricity provided by the DWR to the Utilitytsistomers:

Three Months Ended

March 31,

(in millions) 2006 2005
Cost of purchased power $ 608 $ 452
Proceeds from surplus sales allocated to the Wtilit (129) (100)
Fuel used in owned generation 51 44

Total cost of electricity $ 530 $ 396
Average cost of purchased power per GWh $ 0076 $ 0.065
Total purchased power (GWh) 7,956 6,985

The Utility's cost of electricitycreased by approximately $134 million, or 34%tha three months ended March 31, 2006 as
compared to the same period in 2005, mainly dukedollowing factors:

. An increase in the cost of purchased power of apprately $156 million, or 35%, that
resulted primarily from both an increase in therage cost of purchased power of $0.011 per
Gigawatt hours, or GWh, and an increase in themelof total purchased power of 971



GWh. The volume of total purchased power increasaihly due to an increase in customer
usage and a decrease in the volume of electrioityigled by the DWR to the Utility's
customers; and

. An increase in the cost of fuel used in the Utiitywned generation of approximately $7
million resulted in a corresponding increase indbst of electricity.

During the three months ended M&th2006, the Utility received approximately $29limm more than it received in the same
period in 2005 for sales of surplus electricity @efhpartially offset the increases in costs of eieity discussed above.

The Utility's cost of electricity 2006 will depend upon electricity prices, the dioraof the Diablo Canyon refueling outage, and
any change in customer usage which will directlpact the Utility's net open position (see the "Ri&nagement Activities" section of this
MD&A). Cost of electricity is also dependent uporather patterns and seasonality. The above aveaaell in the first quarter of 2006 is
expected to increase hydroelectric energy prodadtothe remainder of the year. As hydroelectriaduiction is typically purchased at lower
prices than spot market purchases, this may dexthasost of electricity, assuming customer uskgs not increase heavily during the
remainder of the year. Additionally, increased loglectric production may result in an increaserocpeds from surplus sales causing a
corresponding decrease in cost of electricity.

Natural Gas Operating Revenues

The Utility sells natural gas andumal gas transportation (transmission and distidio)y services to its customers. The Utility's
transportation system transports gas throughouta@ah to the Utility's distribution system, whigcim turn, delivers gas to endse customer:
The Utility's natural gas customers consist of tategories: core and non-core customers. The csterer class is comprised mainly of
residential and smaller commercial natural gasoruets. The non-core customer class is compris@wlabtrial and larger commercial
natural gas customers. The Utility provides natges delivery services to all core and non-coréocnsrs connected to the Utility's system in
its service territory. Core customers can purcmaderal gas from alternate energy service providersan elect to have the Utility provide
both delivery service and natural gas supply.

The Utility's natural gas transrassand storage rates for the 2005 through 200ipgdave been determined by a December 2004
CPUC decision which approved the Gas Accord IltI8etent Agreement reached among the Utility anéoithterested parties. Under the
Gas Accord Il Settlement Agreement, the Utilityeed to not have a balancing account for the ouoleations or undecollections of naturi
gas transmission or storage revenues, thus assuhanisk of not recovering its full natural gaartsmission and storage costs that are not
covered by long-term contracts with fixed reseattharges with its core customers or other custeiisee discussion under "Risk
Management Activities - Transportation and Storagehe 2005 Annual Report). Under the terms of@as Accord Il Settlement
Agreement, the Utility will establish gas transnossand storage rates for 2008 (and possibly sulesgq/ears) in its Gas Transmission and
Storage 2008 Rate Case, which the Utility mustrfddater than February 9, 2007.

There is an incentive mechanisnréaovery of natural gas procurement costs fotMiéy's core customers called the Core
Procurement Incentive Mechanism, or CPIM, whichded to determine the reasonableness of the Witibsts of purchasing natural gas for
its customers. Under the CPIM, the Utility's pursda&osts for a twelve month period are compareah taggregate market-based benchmark
based on a weighted average of published monthiydaily natural gas price indices at the pointsmahibe Utility typically purchases natural
gas. Costs that fall within a tolerance band, wligc®9% to 102% of the benchmark, are considerasiomable and are fully recovered in
customers' rates. One-half of the costs above 1ifa¥e benchmark are recoverable in customerss,rated the Utility's customers receive in
their rates three-fourths of any savings resultingn the Utility's cost of natural gas that is I&san 99% of the benchmark. The shareholder
award is capped at the lower of 1.5% of total reltgas commodity costs or $25 million. While thastrecovery mechanism remains in
place, changes in the price of natural gas arexmécted to materially impact net income.

The following table provides a summynaf the Utility's natural gas operating revenues:

Three Months Ended

March 31,
(in millions) 2006 2005
Bundled natural gas revenues $ 1217 $ 944
Transportation service-only revenues 68 65
Total natural gas operating revenues $ 1,285 $ 1,009
Average bundled revenue per Mcf of natural gas sold $ 1175 $ 8.77
Total bundled natural gas sales (in millions of Mcf 104 108

The Utility's natural gas operatiegenues increased by approximately $276 millior %%, during the three months ended March
31, 2006 compared to the same period in 2005. Ad¢redse in natural gas operating revenues was filirdae to the following factors:



. Excluding the impact of the 2003 GRC decision, 2608 of capital proceeding, and
miscellaneous other natural gas operating reveasigisscussed below, bundled natural gas
operating revenues increased by approximately $2#ibn, or 26%. This increase was
primarily due to an increase in the cost of natgea, which the Utility is permitted by the
CPUC to pass on to its customers through highesragsulting in an increase in the average
bundled revenue per thousand cubic feet, or Mahadfiral gas sold of approximately $2.87
per Mcf, or 33%, partially offset by a decreasedtume of approximately 4 million Mcf, or
4%;

. Attrition adjustments, as authorized in the 200305 Bnd revenues authorized in the 2006
cost of capital proceeding increased natural gasatimg revenues by approximately $9
million;

. Miscellaneous other natural gas operating revemaesased by approximately $23 million;
and

. Transportation service-only revenues increasedopyaximately $3 million, or 5%,
primarily as a result of an increase in rates.

The Utility's natural gas revenue2006 are expected to increase due to an attniite increase authorized in the 2003 GRC
decision and an annual rate escalation authorizéitei Gas Accord Il Settlement, and will be furtirepacted by changes in the cost of
natural gas.

Cost of Natural Gas

The Utility's cost of natural gasludes the purchase cost of natural gas and waasion costs on interstate pipelines, but exaude
the costs associated with operating and maintaitmedJtility's intrastate pipeline, which are ind&d in operating and maintenance expense.

The following table provides a suargnof the Utility's cost of natural gas:

Three Months Ended

March 31,
(in millions) 2006 2005
Cost of natural gas sold $ 837 $ 584
Cost of natural gas transportation 36 36
Total cost of natural gas $ 873 $ 620
Average cost per Mcf of natural gas sold $ 805 $ 541
Total natural gas sold (in millions of Mcf) 104 108

The Utility's total cost of natugds increased by approximately $253 million, or 4li%the three months ended March 31, 2006 as
compared to the same period in 2005, primarily tdugn increase in the average market price of abglas purchased of approximately $2.64
per Mcf, or 49%, partially offset by a decreas&atume of 4 million Mcf, or 4%.

The Utility's cost of natural gaddsin 2006 will beprimarily affected by the prevailing costs of naflugas, which are determined
North American regions that supply the Utility.@ttober 2005, the CPUC granted the Utility autlyaigtexecute hedges on behalf of
Utility's core gas customers, and to record theéscasd any payouts of such hedges in a separatedirad) account, outside of CPIM. This
action was undertaken because of rapidly risingrahgas prices in the wake of Hurricanes Katrind Rita. The CPUC's decision authorizes
enhanced hedging activity on behalf of core custsrfar the winter of 2005 through 2006 and for subsequent winters. The Utility has
agreed to forego a shareholder award for the CRId gnding October 31, 2005 (for further discussim "Risk Management" section of the
MD&A in the 2005 Annual Report). The cost of gadlaiso be affected by customer demand.

Operating and Maintenance

Operating and maintenance expensesist mainly of the Utility's costs to operate anaiintain its electricity and natural gas
facilities, customer accounts and service expemagsic purpose program expenses, and administratid general expenses. Generally, 1
expenses are recoverable from customers througb. rat

During the three months ended M&th2006, the Utility's operating and maintenanqgeeases increased by approximately $89
million, or 12%, compared to the same period in200ainly due to the following factors:

. An increase of approximately $40 million relatechtiministrative and general salary



expenses reflecting increased costs associateasth salaries and incentives;

. An increase of approximately $30 million relatechtiministrative expenses for low-income
customer assistance programs, the Self-Generatomntive Program, Advanced Metering
Infrastructure, or AMI, and community outreach mags; and

. An increase of approximately $10 million relatedbtdside consulting, contract expense, and
various programs and initiatives including stra¢sgio achieve operational excellence and
improved customer service.

The Utility's operating and maintec@ expenses in 2006 are expected to increaseeaslfof increased expenses related to various
programs and initiatives including public purposegrams and strategies to achieve operational lexoel and improved customer service
(see "Overview" section in this MD&A for furthersdiussion). In addition, operating and maintenanperses are influenced by wage
inflation, benefits, property taxes, the timing dedgth of Diablo Canyon refueling outages, envinental remediation costs that cannot be
recovered through rates, legal costs and varidwer eidministrative and general expenses.

Depreciation, Amortization and Decommissioning

The Utility charges the original cost of retirecupt less salvage value to accumulated depreciapion retirement of plant in serv
for its lines of business that apply Statementin&fcial Accounting Standards, or SFAS, No. 71,céunting for the Effects of Certain Tyj
of Regulation," as amended, which includes eldtgrend natural gas distribution, electricity gestéon and transmission, and natural gas
transportation and storage.

In the three months ended March2®D6, the Utility's depreciation, amortization atetommissioning expenses increased by $28
million, or 7%, compared to the same period in 2@@bnarily as a result of an increase in the aipation of the ERB regulatory asset by
approximately $70 million. During the first quartgr2005, the Utility began amortizing the ERB rkgary assets related to the first series of
ERBs that were issued on February 10, 2005. Duhadirst quarter of 2006, the Utility amortizedtBRB regulatory assets for the first
series of ERBs as well as the second series of ER&8sd on November 9, 2005, for the entire quarte

This increase was partially offsgtthe decrease in amortization of the settlemegulegory asset resulting from the refinancing of
the settlement regulatory asset by the issuantteedirst series of ERBs. The Utility recorded appmately $35 million in the three months
ended March 31, 2005 for amortization of the settiet regulatory asset, with no similar amount i0&0

The Utility's depreciation, amodiiion and decommissioning expenses in 2006 arecteghéo increase as a result of an overall
increase in capital expenditures.

Interest Income

In the three months ended March2BD6, interest income decreased by approximatelyifiibn, or 5%, compared to the same
period in 2005. The CPUC authorized the Utilityrécord reasonable net interest costs relating éoggrsupplier claims to the Energy
Recovery Bond Balancing Account, or ERBBA, for reery, commencing with the issuance of the firsteseof ERBs on February 10, 2005
(see "Regulatory Matters" in the MD&A of the 2006rual Report for further discussion). In 2005, ititerest income associated with the
disputed claims balance held in escrow was notrdecbto the ERBBA for recovery until the secondrtgraof 2005, retroactive to the
issuance date of the first series of ERBs. As smtérest income for the first quarter of 2005 ud#d interest income on the disputed claims
balance held in escrow. In 2006, this interestiimeavas recorded to the ERBBA for the entire quaifitkis decrease was partially offset by
increase in interest rates during the period.

The Utility's interest income durig@06 will be primarily affected by interest rageéls.
I nterest Expense

In the three months ended March2B0g, the Utility's interest expense decreasedopyaximately $8 million, or 5%, compared to
the same period in 2005, primarily due to a de@espproximately $25 million as a result of ngerest costs relating to energy supplier
claims being recorded to the ERBBA for recoveryaathorized by the CPUC, instead of interest expésmse further discussion in "Interest
Income" above). In 2005, interest expense relabrenergy supplier claims was not recorded to tRBEA for recovery until the second
quarter of 2005, retroactive to the issuance datikeofirst series of ERBs. As such, interest exgacfior the first quarter of 2005 included the
interest expense relating to energy supplier claim2006, interest expense was recorded to theBZRfBr the entire quarter, resulting in a
decrease in interest expense.

This decrease was partially offsetib increase of approximately $18 million relatedhterest associated with the first and second
series of ERBs which were issued on February 105 2d November 9, 2005, respectively. Interesergp increased during the three
months ended March 31, 2006, as compared to the panod in 2005, as interest expense associatbdivea ERBs was not incurred until
after issuance of each series of bonds in 2006ltireg in interest being recorded for only a pantimf the quarter in 2005 for the first series



ERBs, as compared to interest being recorded fr the first and second series of ERBs for a thmeath period in 2006.

The Utility's interest expense irD80s expected to increase due to higher expeatadding resulting from an overall increase in
infrastructure investments.

Income Tax Expense

In the three months ended March2®D6, the Utility's tax expense decreased appraeim&10 million, or 7%, compared to the
same period in 2005, primarily due to a decreaggartax income of approximately $16 million, or 486d increased fixed asset deductions.
The effective tax rate decreased approximately#rtentage points. This decrease is due mainlyetodgulatory treatment of property itet

PG&E Corporation, Eliminations and Other
Operating Revenues and Expenses

PG&E Corporation's revenues comsiginly of billings to the Utility and its other dffites for services rendered, all of which are
eliminated in consolidation. PG&E Corporation's igtieg expenses consist mainly of employee compiemsand payments to third parties
for goods and services. Generally, PG&E Corpor&ioperating expenses are allocated to its a#diaDperating expenses are allocated to
affiliates without mark-up and are eliminated imsolidation.

The increase in operating expen$&3 anillion was primarily due to an increase imadistrative and general expenses for the three
months ended March 31, 2006, as compared to the panod in 2005.

LIQUIDITY AND FINANCIAL RESOURCES
Overview

The level of PG&E Corporation's d@hd Utility's current assets and current liabititis subject to fluctuation as a result of seasonal
demand for electricity and natural gas, energy codity costs, and the timing and effect of regulatdecisions and financings, among other
factors.

PG&E Corporation and the Utility nagye liquidity and debt levels in order to meet etpeé operating and financial needs and
maintain access to credit for contingencies. PG&EpGration and the Utility intend to manage thdityts equity level to maintain the
Utility's 52% authorized common equity ratio of thglity's capital structure.

At March 31, 2006, PG&E Corporatamd its subsidiaries had consolidated cash andezpshalents of approximately $903 milli
and restricted cash of approximately $1.5 billlBG&E Corporation and the Utility maintain separaésk accounts. At March 31, 2006,
PG&E Corporation on a stand-alone basis had cadltash equivalents of approximately $299 millidre Utility had cash and cash
equivalents of approximately $604 million, and nes¢d cash of approximately $1.5 billion. The Wik restricted cash includes amounts
deposited in escrow related to the remaining desph@hapter 11 claims and deposits under certaid-garty agreements. PG&E Corporation
and the Utility primarily invest their cash in mgnmarket funds and in short-term obligations of th&. Government and its agencies.

As of March 31, 2006, PG&E Corparatand the Utility had credit facilities totalin@®0 million and $2 billion, respectively, with
remaining borrowing capacity under these creditifegs of $200 million and $1.8 billion, respectly. In January 2006, the Utility
established a $1 billion commercial paper prograatause the Utility has same-day access to liquidiough the commercial paper
program, it no longer needs to hold material leweélsnrestricted cash. At March 31, 2006, the tifiad no outstanding borrowings under
the commercial paper program.

During the three months ended M&th2006, the Utility used cash in excess of an®munereded for operations, debt service, ca
expenditures, and preferred stock requirementayaamuarterly common stock dividend.

Depending on the timing and amodrdapital expenditures and liquidity needs, PG&HEgration may use cash available after
capital expenditures and dividends to repurchaaeestusing cash distributions received from thétdtand cash available from option
exercises. PG&E Corporation anticipates over the five years it may issue shares (possibly throagiombination of employee plans and
direct issuance to the market) and contribute thegeds to the Utility to fund capital expendituiregears of higher capital expenditures
while it may repurchase shares in years with losegital expenditures. Over the five year periodsthshare issuances and repurchases are
expected to approximately offset each other andtrésno net issuance of equity.

Dividends

On February 15, 2006, the Board mé&iors of PG&E Corporation declared a commonistticidend of $0.33 per share payable
April 15, 2006 to shareholders of record on Marth2)06. On February 15, 2006, the Board of Dimsctd the Utility declared a common
stock dividend in the aggregate amount of $124ienilthat was paid on February 16, 2006, which rssisient with the dividend targt



Approximately $115 million of the common stock diends were paid to PG&E Corporation and the renesinere paid to PG&E Holdings,
LLC, a wholly owned subsidiary of the Utility.

PG&E Corporation and the Utility oeded dividends declared to Reinvested Earnings.
Stock Repurchases

On March 28, 2006, the obligatioh®&G&E Corporation and GS&Co. with respect to thare forward agreement related to the
November 16, 2005 ASR (under which PG&E Corporatepurchased and retired 31,650,300 shares ofiissamding common stock) w
terminated in accordance with its terms as a redwdtdeclaration of the PG&E Corporation commatktdividend payable on April 15,
2006. In connection with the termination, on Ma8dh 2006, PG&E Corporation paid GS&Co. approxima&d8 million (net of amounts
payable by GS&Co. to PG&E Corporation), includingrice adjustment based on the daily volume weiljateerage price, or VWAP, of
PG&E Corporation common stock from November 17,200ough March 28, 2006. Because the price adpistmnd any additional
payment obligations could be settled, at PG&E Cafion's option, in cash or in shares of its comrsimek, or a combination of the two,
PG&E Corporation accounted for its payment obligyats equity. Accordingly, approximately 1.5 mitliadditional shares of PG&E
Corporation common stock that were potentially &de under the terminated share forward agreemerd tkeated as outstanding for
purposes of calculating diluted earnings per comsiare, or EPS, for the quarter ended March 316.200

On March 28, 2006, PG&E Corporatimtered into a new share forward agreement with G&&o complete the ASR. Under the
new share forward agreement, PG&E Corporation a8 @. will continue to be required to make cerfa@tyments, including a price
adjustment based on the VWAP from March 29, 2006uttph June 8, 2006. The price adjustment and adyi@kl payment obligations that
PG&E Corporation or GS&Co. may incur can be settted®G&E Corporation's option, in cash or in skarkits common stock, or a
combination of the two. Accordingly, PG&E Corpoaatiaccounts for its payment obligations under #we share forward agreement as
equity.

PG&E Corporation must calculate tiwenber of shares that would be required to satiisfgbligations upon completion of the share
forward agreement based on the market price of PG&Eporation's common stock at the end of the témpperiod. Over the remaining
term of the new share forward agreement, for e$érthat the VWAP exceeds $34.75, PG&E Corporatidhomwe GS&Co. an additional
price adjustment of approximately $10.7 million.r@ersely, for every $1 that the VWAP is less th84.85, the price adjustment will be
reduced by approximately $10.7 million. Based anrtiarket price of PG&E Corporation common stocklatch 31, 2006, PG&E
Corporation would have an obligation to GS&Co. ppeximately $49.6 million upon the completion bétnew share forward agreement.
Accordingly, approximately 1.3 million additiondi@ares of PG&E Corporation common stock were treagedutstanding for purposes of
calculating diluted EPS for the quarter ended M&Th2006 (in addition to the 1.5 million share=ated as outstanding under the terminated
share forward agreement discussed above).

For further discussion, see Notd the Notes to the Condensed Consolidated FinaSt#Ements.
Utility
Operating Activities

The Utility's cash flows from opeéngf activities consist of sales to its customers payments of operating expenses, other than
expenses such as depreciation that do not redngérege of cash. Cash flows from operating actwitiee also impacted by collections of
accounts receivable and payments of liabilitiesipnesly recorded.

The Utility's cash flows from opengf activities for the three months ended MarchZ)6 and 2005 were as follows:

Three Months Ended

(in millions) March 31,
2006 2005
Net income $ 217 % 223

Non-cash (income) expenses:
Depreciation, amortization, decommissioning alolwance for

equity funds used during construction 401 385
Deferred income taxes and tax credits, net (27) (70)
Other deferred charges and noncurrent liakslitie 55 (49)

Change in accounts receivable 303 169
Change in accrued taxes 202 220
Change in regulatory balancing accounts, net (55) 254
Other changes in operating assets and liabilities (2) (194)

Net cash provided by operating activities $ 1,094 $ 938




Net cash provided by operating diitis increased by approximately $156 million dgrthe three months ended March 31, 2006
compared to the same period in 2005. This is pilyndue to the receipt of proceeds associated sgttlements with energy suppliers of
approximately $170 million during the three mongimsled March 31, 2006 (see Note 11 of the Notdset@bndensed Consolidated Financial
Statements for further discussion).

In November 2005, the CPUC approaedhitiative to help consumers manage high nagaalbills in the winter. The 10/20 Winter
Gas Savings Program was a conservation incentateoffered residential and small business custom@ percent rebate for reducing their
gas usage by 10 percent or more this winter, Jgribewugh March 2006. The Utility forecasts thastimitiative will result in approximately
$45 million in rebates to customers. As a reshi, Wtility's cash inflows will be lower during tlsecond quarter of 2006. However, the Utility
expects to recover this cash through rates durimg rough July 2006.

I nvesting Activities

The Utility's investing activitiesmsist of construction of new and replacement ifasl necessary to deliver safe and reliable
electricity and natural gas services to its custem@ash flows from operating activities have bgefficient to fund the Utility's capital
expenditure requirements during the three montde@March 31, 2006 and 2005. Year-to-year variadepend upon the amount and type
of construction activities, which can be influendsdstorms and other factors.

The Utility's cash flows from inviegj activities for the three months ended MarchZl)6 and 2005 were as follows:

Three Months Ended

(in millions) March 31,
2006 2005

Capital expenditures $ (576) $ (349)
Net proceeds from sale of assets 3 11
Decrease in restricted cash 52 123
Proceeds from nuclear decommissioning trust

sales 435 1,675
Purchases of nuclear decommissioning trust

investments (477) (1,673
Other investing activities 11 24

Net cash used in investing activities $ (552) $ (189)

Net cash used by investing actisitiecreased by approximately $363 million primadlye to an increase in capital expenditures of
approximately $227 million for the three months eshdlarch 31, 2006. The Utility estimates that i0@@ will invest approximately $2.5
billion in plant and equipment (see "Capital Exp&nes" section in this MD&A for further discussion

Financing Activities
The Utility's cash flows from findng activities for the three months ended MarchZ)6 and 2005 were as follows:

Three Months Ended

March 31,
2006 2005

(in millions)

Borrowings under accounts receivable facility $ 50 $ -
Repayments under working capital facility and acteueceivable facility (310) (300)
Net proceeds from energy recovery bonds issued - 1,874
Long-term debt, matured, redeemed or repurchased - (900)
Rate reduction bonds matured (74) (74)
Energy recovery bonds matured (56) -
Common stock dividends paid (115) (110)
Preferred dividends paid ?3) (4)
Preferred stock with mandatory redemption provisimdeemed - (2
Common stock repurchased - (960)
Other financing activities 107 -

Net cash used in financing activities $ (401) $ (476)




For the three months ended Marc2B06, net cash used in financing activities desgddy approximately $75 million compared
to the same period in 2005, primarily due to tHeteing factors:

. In February 2005, PERF issued approximately $1ll@miof ERBs with no similar issuance
in 2006 (see Note 4 of the Notes to the Condenses@idated Financial Statements for
further discussion);

. Approximately $56 million of ERBs matured in thestiquarter of 2006 with no similar
maturities in 2005;

. In January 2005, the Utility partially redeemeddting Rate First Mortgage Bonds due in
2006 in the aggregate principal amount of $300iomland on February 24, 2005, the Utility
used a portion of the ERBs proceeds to defease $@00n of Floating Rate First Mortgage
Bonds. There was no similar repayment in 2006; and

. In March 2005, the Utility used proceeds from tsmuance of ERBs to repurchase $960
million of its common stock from PG&E Corporatioritlivno similar repurchase in 2006.

PG&E Corporation

As of March 31, 2006, PG&E Corpavathad stand-alone cash and cash equivalents ohapmtely $299 million. PG&E
Corporation's sources of funds are dividends aadestepurchases from the Utility, issuance ofdaisimon stock and external financing. The
Utility paid a cash dividend of approximately $Irddlion to PG&E Corporation and PG&E Holdings LL® &ebruary 16, 2006.

Operating Activities

PG&E Corporation's consolidated cimlvs from operating activities consist mainlyloflings to the Utility and other affiliates for
services rendered and payments for employee corapensnd goods and services provided by othePKI&E Corporation. PG&E
Corporation also incurs interest costs associaféditg debt.

PG&E Corporation, on a stand aloasify did not have any material operating actisitae the three months ended March 31, 2006
and 2005.

I nvesting Activities

PG&E Corporation, on a stand aloasify did not have any material investing actisifiar the three months ended March 31, 2006
and 2005.

Financing Activities

PG&E Corporation's consolidated cimlvs from financing activities consist mainly cdsh generated from debt refinancing anc
issuance of common stock.

PG&E Corporation's consolidated cimlvs from financing activities for the three mbatended March 31, 2006 and 2005 were as
follows:

Three Months Ended

March 31,
2006 2005

(in millions)
Borrowings under accounts receivable facility $ 50 $ -
Repayments under working capital facility and actsu

receivable facility (310) (300)
Net proceeds from issuance of energy recovery bonds - 1,874
Long-term debt matured, redeemed or repurchased - (902)
Rate reduction bonds matured (74) (74)
Energy recovery bonds matured (56) -
Preferred stock with mandatory redemption provision

redeemed - (2)

Common stock issued 66 120



Common stock repurchased (58) (1,065;

Preferred dividends paid ) 4)

Common stock dividends paid (114) -

Other 112 -
Net cash used by financing activities $ (387) $ (353)

For the three months ended Marct2806, PG&E Corporation's consolidated net casd bgdinancing activities increased by
approximately $34 million, compared to the sameggkin 2005. The increase is primarily due to therth quarter 2005 common stock
dividend payment on January 16, 2006, after congibm of the Utility's cash flows from financingtavities.

CONTRACTUAL COMMITMENTS

PG&E Corporation and the Utility eninto contractual obligations and commitmentsannection with business activities. These
future obligations primarily relate to financingamgements (such as long-term debt, preferred stodlcertain forms of regulatory
financing), purchases of transportation capacijural gas and electricity to support customer dehend the purchase of fuel and
transportation to support the Utility's generataamivities. Refer to Notes 4 and 11 in the NotethéeoCondensed Consolidated Financial
Statements and the 2005 Annual Report for furtisugsion.

Utility

The Utility's contractual commitmeimclude power purchase agreements (includingeaggats with qualifying facilities, irrigation
districts and water agencies, and renewable emgygders), natural gas supply and transportatgre@ments, nuclear fuel agreements,
operating leases, and other commitments (see thesentitled "Regulatory Matters - Electricity @ation Resources" below for a
discussion of new power purchase agreements thigyWitas entered into that the Utility has subndtte the CPUC for approval).

CAPITAL EXPENDITURES

The Ultility's investment in plamtcaequipment totaled approximately $1.9 billior2B05, resulting in a weighted average rate base
of $15.1 billion for the year ended December 3020 he Utility estimates that in 2006 it will inste$2.5 billion in plant and equipment,
resulting in a projected weighted average rate b&$&5.9 billion for the year ended December 3& Over the next five years (2006
through 2010), the Utility projects average anruaglital expenditures of approximately $2.5 billiowgluding potential investments
associated with the Utility's proposals to impletram AMI; to acquire and develop the Contra Costé 8 power plant; and to own and
operate a new 163 MW power plant to be built bigiedtparty at the Utility's Humboldt Bay facilitp significant portion of these projected
capital expenditures (including those associateald wMI, the Utility's electricity and gas distridoh and existing generation businesses over
the 2007 through 2009 period, and proposed invagsria new generation resources) are subject to&bproval. As discussed below
under "Regulatory Matters - Electricity Generati@sources," the Utility also has requested thaCREC approve an agreement for a third
party to build a new 657 MW power plant that wobhlowned and operated by the Utility. Potentiaitehpxpenditures associated with this
proposed project are not included in the projedtidiscussed above.

AMI

The Utility estimates that deployrhehAMI will cost approximately $227 million in 2, including an estimated capital cost of
$147 million, based on the installation scheduldtielectric and gas customers. The Utility aptites that the CPUC will issue a decisiol
the Ultility's application for approval of full deptment of its AMI project later in 2006.

Diablo Canyon Steam Generator Replacement Project

In November 2005, the CPUC appraedUtility's steam generator replacement proc§GRP, to replace the steam generatc
the two nuclear operating units at Diablo Canydme Utility plans to replace Unit 2's steam geneasaiio 2008 and replace Unit 1's steam
generators in 2009. Because the fabrication of steam generators requires a long lead-time, in L2004, the Utility entered into
contracts with Westinghouse Electric Company LLOWestinghouse, for the design, fabrication andvdey of eight steam generators.
Under the contracts, the Utility must pay Westingsefor all work done and pro-rated profit up te time the contracts are completed or
cancelled. The contracts require progress payniefitee with actual expenditures for materials avatk completed over the life of the
contracts.

As of March 31, 2006, the Utilitychancurred approximately $88 million in connectiwith the SGRP under various construction
and installation contracts the Utility has executgased on updated estimates of the cost to coenfiletSGRP, the Utility estimates it will
spend an additional $540 million to complete theRBGhrough 2009.

To implement the SGRP, the Utiligguires two permits from San Luis Obispo Countypaditional use permit to store the old
generators on site at Diablo Canyon and a coastadldpment permit to build temporary structureBiablo Canyon to house the new
generators as they are prepared for installatior public hearing on January 12, 2006, the Saa Ohispo County Planning Commission
denied approval of both permits. The Utility apgehlihe denials to the Board of Supervisors of S#is Obispo County at a public hearing



March 7, 2006, and both permits were approved. @ncW20, 2006, the Mothers for Peace, along wighinta Lucia Chapter of the Sierra
Club, appealed the Board of Supervisors' appraiviabth permits to the California Coastal Commissitne Utility expects that the Coastal
Commission will issue a decision by the end of 2006

Off-Balance Sheet Arrangements

For financing and other businesppses, PG&E Corporation and the Utility utilizete@r arrangements that are not reflected in
their Condensed Consolidated Balance Sheets. Starigements do not represent a significant pagftbér PG&E Corporation's or the
Utility's activities or a significant ongoing soerof financing. These arrangements are used tdeR&S.E Corporation or the Ultility to
obtain financing or execute commercial transactimm$avorable terms, and amounts due under thegeacts are contingent upon terms
contained in these arrangements. For further indion related to letter of credit agreements, ¢riedilities, pollution control bond insuran
and bank reimbursement agreements, aspects of Rtagfioration's accelerated share repurchase prograat? G&E Corporation's
guarantee related to certain National Energy arglT@ansmission, Inc., or NEGT, indemnity obligatiaand the Utility's workers'
compensation obligations, see the 2005 Annual Regmat Notes 4, 5 and 11 of the Notes to the Corate@®nsolidated Financial
Statements.

CONTINGENCIES

PG&E Corporation and the Utility leasignificant contingencies that are discussedvwetdso, refer to Note 11 in the Notes to the
Condensed Consolidated Financial Statements fardudiscussion.

REGULATORY MATTERS

This section of MD&A discusses d@pghents that have occurred in significant regulapsoceedings discussed in the 2005 Ani
Report and significant new regulatory proceedimgs have been initiated since the 2005 Annual Repas filed with the SEC.

2007 General Rate Case

The Utility's 2007 GRC applicatiortiudes a request for approval of pension contidbstof $345 million per year in 2007, 2008
and 2009, and seeks an annual revenue require®p16 million to fund the portion of each year&npion contribution attributable to the
Utility's distribution and generation businessaesDecember 2005, the CPUC approved, in part, tilgyst July 2005 petition, giving the
Utility permission to file an application for a m@an contribution in 2006 and to begin collectihg tequested revenue requirement through
rates effective January 1, 2006, subject to ref@March 8, 2006, the Utility requested that tHUC approve a proposed pension
settlement reached among the Utility, the CPUCIsizin of Ratepayer Advocates, or the DRA, andGbalition of California Utility
Employees. The settlement provides for an annuaipa-related revenue requirement of $98 millidnitaitable to distribution and
generation operations in 2007, 2008 and 2009 (eetlefined Benefit Pension Plan Contributions'tisecof "Regulatory Matters" for
further information regarding the 2006 pension dbation settlement).

On April 14, 2006, the DRA submittedtimony recommending that the Utility's 2007enewe requirements be set at a level
approximately $20 million lower than existing 2088thorized amounts. The DRA's submission of testyms part of the regular process in
every GRC proceeding. The Utility's current reqadshcrease in electric and gas service revenugreggents for 2007 is $389 million and
$44 million, respectively, over the authorized 2086enue requirements. The Utility's current retjibwer than its original December 2,
2005 request because it reflects increases in tifisy's authorized 2006 revenue requirements bemtame effective on January 1, 2006,
including $155 million that the CPUC authorized thdity to collect, subject to refund, to fund 8@5 pension contribution, as discussed in
the previous paragraph. Further, in accordance tvélsettlement agreement discussed in the prepiaagraph, the Utility also has lowered
its original request for an annual revenue requéneino fund a pension contribution in 2007, 2008 2609 from $216 million to $98 million.
The revised pension-related request reflects ttreased 2006 revenue requirement and a reduceddttlity agreed to in the settlement
agreement. As a result of the lower amounts reqddst 2007 and other revisions, the Utility's emtrrequest for attrition increases are
approximately $143 million for 2008 and $141 miflilor 2009, which are net of cost savings the tytiéistimates will result from the
implementation of various initiatives to improvesttitility's business processes and systems.

The DRA's recommended net redudtic2007 revenue requirements from the existing 2@Borized amounts is comprised of a
recommended $17 million increase in electric reeemmguirements offset by a recommended $37 mildiecrease in gas revenue
requirements. The DRA's recommended 2007 eleatdagas revenue requirement reflects approxima@byrsillion of differences in the
Utility's and the DRA's estimates for depreciatexpenses. Among other assumptions as to future edsch differ from the Utility's
assumptions, the DRA has assumed that the Utilityldvmake fewer capital expenditures and that scepéal additions would be made o
a longer period of time than the Utility projeciedts application. The DRA assumes the Utilitpwege annual capital expenditures for
electric and gas distribution, and existing eleagéneration over the 2007 through 2009 period @vbel$1.4 billion, as compared to the
Utility's projection of average annual capital emgieures of $1.8 billion over the same period. (Gdpexpenditures related to the GRC do not
include projected capital spending related to tteppsed AMI project, electric transmission, or pre@d new generation resources.) In
addition, the DRA recommended attrition increadet98 million for 2008 and $51 million for 2009.

As previously disclosed, due to utaiaty about savings to be realized from the impatation of the various initiatives the Utility
is undertaking to improve its business processdsgstems, the Utility proposed a sharing mechainisits 2007 GRC application by which
shareholders and customers would share equallyirarnings over the amount needed to achieve ah&COGRC rate base equal to



then-authorized ROE plus 50 basis points. Thetytlicustomers would receive 100% of the earninvgs the amount needed to achieve an
ROE equal to the then-authorized ROE plus 300 lpasigs. If the Utility's actual ROE were less tllanamount equal to the then-authorized
ROE minus 50 basis points, shareholders and cussonmild share the shortfall equally.

The DRA recommended a sharing meshaby which the Utility's shareholders would reee100% of the earnings over the
amount needed to achieve an ROE on GRC rate basétedghe therauthorized ROE, up to 50 basis points. Customerddue@ceive 75% ¢
the earnings over the amount needed to achieviaéimauthorized ROE plus 50 basis points. Shareholdetssastomers would share equi
in any earnings over the amount needed to achieWRGE equal to the then-authorized ROE plus 158 pasnts. If the Utility's actual ROE
were less than an amount equal to the then-autbROE, shareholders would bear 100% of the easrshgrtfall.

The following table summarizes thdity's proposed sharing mechanism based on tilgyst 2006 authorized ROE of 11.35%:

ROE Customer Shareholder
Below 10.85% 50% 50%
10.85% - 11.85% 0% 100%
11.86% - 14.35% 50% 50%

Above 14.35% 100% 0%

The following table summarizes theAs recommended sharing mechanism for the Utilitged on the Utility's 2006 authorized

ROE:
ROE Customer Shareholder
Below 11.35% 0% 100%
11.35% - 11.85% 0% 100%
11.86% - 12.85% 75% 25%
Above 12.85% 50% 50%

On April 28, 2006, additional pastiéncluding The Utility Reform Network, or TURNuylsmitted testimony in the Utility's 2007
GRC proceeding. TURN's testimony recommends fotsadsertain cost items that differ from those tthéity included in its forecasts. In
general, TURN has adopted DRA's recommendations Ukhity estimates that TURN's recommendations l@asult in revenue
requirements that are approximately $230 milliondo than the amount recommended by the DRA, inolydirecommended annual
depreciation expense that would be approximatedA$iillion less than the annual depreciation expeasommended by the DRA.

The CPUC's 2007 GRC schedule pravidea final decision by December 14, 2006 orisallies except the proposed customer
service performance incentive mechanism, for whickecision is expected in April 2007. PG&E Corpiaraiand the Utility are unable to
predict what amount of revenue requirements the CRUl authorize for the 2007 through 2009 periddhe current schedule calling for a
final decision in December 2006 will be maintainedyhat the impact of a final 2007 GRC decisiofi taé on their financial condition or
results of operations.

Electricity Generation Resources

California legislation allows thelE@rnia investor-owned utilities to recover the@rasonably incurred wholesale electricity
procurement costs. The legislation's mandatoryadjestment provision requiring the CPUC to adjestil electricity rates or order refunds,
as appropriate, when the forecast aggregate oviections or under-collections exceed 5% of atyt8iprior year electricity procurement
revenues (excluding amounts collected for the D\&#ired on January 1, 2006. In December 2004, imaying the California investor-
owned utilities' long-term procurement plans, tHUC decided it would continue the mandatory rafasithent mechanism for the length of
a utility's resource commitment or 10 years, whiehés longer.

In the first quarter of 2006 andemding into April 2006, the Utility filed applicatns with the CPUC requesting approval of seven
power purchase agreements, as described belowofillese power purchase agreements were arraogedire new generation resource
accordance with the Utility's lonigrm electricity procurement plan, one power pusehagreement was executed to meet the Utilitytaures
adequacy requirement, and another agreement wasatege¢o meet the Utility's renewable energy rezquints. The Utility has requested that
the CPUC approve these power purchase agreemérith vall for fixed payments totaling approximat&ly billion over the terms of the
contracts. The Utility has requested that theséscatong with other variable costs, be recovehedugh the Energy Resource Recovery
Account. In addition, as described below, the Wtiilso has executed two agreements for new Utiityied generation resources which have
also been submitted to the CPUC for approval.

New Lon+Term Generation Resource Commitments

As discussed above, as a resulieflttility's request for offers for long-term geagon resources, in April 2006, the Utility filed a
application with the CPUC requesting approval eéfpower purchase agreements. Four of the agreethané been executed and the pa



have executed a letter of intent to execute tile fibwer purchase agreement. Together these pawehnase agreements would provide over
1,400 megawatts, or MW, of capacity with terms frb@nto 20 years. Under the power purchase agresptéetUtility would provide the fu
and in return receive the capacity, energy, angdraliucts generated by the new facilities that wdid owned and operated by other parties.
The letter of intent, entered into with an affibaif Calpine Corporation, provides that a powechase agreement (relating to 601 MW of
capacity) will be executed upon satisfaction otaerfinancial conditions, including that the asated Calpine affiliate emerge from
bankruptcy or transfer the project site to a baptayiremote entity. If these conditions are noisfiad by October 2006, the letter of intent
will terminate. In addition, the Utility's applidah included two agreements providing for the cargion of generation facilities to be owned
and operated by the Utility. One of these agreemesits for the development and construction o5& BW power plant. The other
agreement calls for the construction of a 163 M\Wigoplant at the Utility's Humboldt Bay facility h€ Utility anticipates that the CPUC w
issue its decision on the Utility's applicationthg end of the year. Assuming the CPUC approvesdh&acts and the permitting and
construction schedules are met, the new generggsnurces are anticipated to begin delivering pdwéne grid during the 2009 through
2010 time-frame.

In addition, as discussed under Ndtef the Notes to the Condensed ConsolidatechEiabStatements, pursuant to the Utility's
settlement with Mirant Corporation and certaintefsubsidiaries, or Mirant, the Utility has reqeeisthat the CPUC approve an agreement
with Mirant implementing one part of the settlemantier which the Utility would acquire and compléte Contra Costa Unit 8, a 530 MW
power plant. With respect to this request, theitytlas reached a settlement with key consumerggahough this settlement has been
contested by other parties to the proceeding. CRttiOn is expected on this application by June 2006

The Utility's 2004 long-term procorent plan indicates that the Utility has a long¥teyeneration resource need for up to 2,200 MW
of capacity through 2010, based on certain assomptincluding Contra Costa Unit 8, the Utility hraguested the CPUC to approve long-
term resources that together exceed the 2,200 M&¢ést included in the Utility's long-term procuearhplan due to uncertainties regarding
the permitting and construction schedules of tleppsed resource additions, whether the conditiotiset letter of intent discussed above will
be met, the retirement of existing aging power {daand the rate of future load growth. The Utiligs requested the CPUC authorize all of
the proposed resource additions to maintain allelisource of generation supplies in northern Gaiif.

In December 2004, in approving tlaifGrnia investor-owned utilities' long-term praement plans, the CPUC decided that the
utilities should be allowed to recover stranded<ésr their long-term resource commitments fromatéing customers, through a non-
bypassable charge, for at least ten years frorddbe of signing a power purchase agreement ordteead commercial operation of a utility-
owned power plant. The CPUC also decided that tititas should be allowed to justify a cost recovperiod longer than ten years on a
case-by-case basis. In the Utility's applicatiothieos CPUC related to the acquisition and completib@ontra Costa Unit 8, the Utility has
proposed to recover the non-bypassable charge3@vgears. In addition, the California legislatusstadded Assembly Bill 380 to the Public
Utilities Code, allowing the CPUC to authorize afliypassable charge under certain conditions, witBpecifying an end date. In its
application for approval of the seven new agreemtnimeet the Utility's long-term generation reseuneeds, the Utility has requested that
the CPUC approve the Utility's recovery of a nompdmsable charge for each commitment over the téeaah power purchase agreement or
expected life of each Utility-owned generation prtj as applicable.

The CPUC also determined that fditytowned generation resources, the utilities prehibited from recovering construction costs
in excess of their final bid price. If final consttion costs are less than the final bid price sédnangs would be shared with customers, while
any cost overruns would be absorbed by the uslifie September 2005, the CPUC granted limitedanéhg of its determination that
construction cost savings should be shared wittoowsrs, while any cost overruns would be absorlyetthd utilities. In December 2005, the
CPUC agreed to revisit its determination regardim"cost cap” and the sharing of construction sasings in 2006.

The CPUC determined that costs tfreiplant additions and annual operating and reaarice costs for utility-owned generation
and similar costs incurred by a utility would bayidle for cost-of-service ratemaking treatmenthié Utility is not able to recover a material
part of the cost of developing or acquiring additibgeneration facilities in rates in a timely manriPG&E Corporation's and the Utility's
financial condition and results of operations wolsddmaterially adversely affected.

Resource Adequat

In October 2005, the CPUC issueédsdion that sets forth numerous rules in furtheeaof the CPUC's resource adequacy policy,
including a penalty provision for failure to acqusufficient capacity needed to meet annual rescalequacy requirements. The penalty is
equal to three times the cost of the new capaleéydeficient load-serving entity should have sedunewever, for 2006 the penalty is set at
one-half of the amount. The Utility's CPUC-approveag-term procurement plan forecasts that thatyiiill be able to meet future resource
adequacy requirements. If the CPUC determinegttleattility has not met the requirements in a jgattr year, the Utility could be subject
penalties in an amount determined by the CPUC éoralance with the new penalty provision. A subsatjpbase of resource adequacy,
dealing with local resource adequacy requiremenketimplemented in 2007, is ongoing, with an etgetdecision from the CPUC in June
2006.

In order to meet its resource adeguaquirements, in the first quarter of 2006, lthiity filed an application with the CPUC
requesting approval of a recently executed powerhase agreement that represents approximatel® M%0 of capacity for the next four
years. If approved by the CPUC, this power purcla@seement would contribute towards meeting théty)si 2007 to 2010 resourt
adequacy requirements. A CPUC decision is expeéntdte second quarter of 2006.

Renewable Energy Contrac



California law established the Reablgs Portfolio Standard Program, which requireh €2alifornia retail seller of electricity,
except for municipal utilities, to increase its ghaises of renewable energy (such as biomass, sotat,and geothermal energy) by at least
1% of its retail sales per year, so that the amofietectricity purchased from renewable resousmpsals at least 20% of its total retail sales
by the end of 2017. To meet the Renewables Part&ttndard, in the first quarter 2006, the Utifitgd an application with the CPUC
requesting approval of a power purchase agreemigmavierm of 20 years for up to 120 MW of capachkyCPUC decision is expected in the
second quarter of 2006.

The CPUC is assessing the abilitthefutilities to achieve the 20% target by 201€éad of 2017. In its December 2005 supplel
to its long-term renewable procurement plan, thiétstated that, although it expects it will aekie the 20% target through signed contracts
by 2010, actual deliveries of renewable power matycomprise 20% of its bundled retail sales by 26a6 to the time required for new
project construction. Failure to satisfy the anmuralcurement targets may result in a CPUC imposedlpy of five cents per kilowatt hour,
with an annual penalty cap of $25 million and feelto meet the 20% renewable procurement obligatian result in additional penalties.

To meet the 20% target, the CPUCtakesn steps to facilitate development of the eleatansmission infrastructure in California so
that providers of renewable energy resources caea fgeater access to the electricity transmissystem. In 2006, the Utility will continue to
plan for and begin implementation of various traisson projects, in order to improve access towete energy resources, among other
purposes.

Qualifying Facility Power Purchase Agreements

In April 2006, the Utility and thadependent Energy Producers on behalf of certailifging facility, or QF, generators, entered
into a settlement agreement that would, if apprdwethe CPUC, resolve several outstanding issuating to QF policy and pricing issues.
The proposed settlement would result in a reduatfcbove-market energy payments to QFs, estahlistw five-year fixed pricing option
for renewable QFs, and resolve outstanding QFadlahergy crisis pricing issues. The proposedesadtht agreement would apply only to
those QFs choosing to execute the agreement anld wotibe binding on all other QF parties. The ititannot predict the number of QFs
that will execute the settlement agreement, noitgaredict whether the settlement agreement velbapproved by the CPUC.

FERC Transmission Rate Cases

The Utility's electric transmissimvenues and wholesale and retail transmissios eatesubject to authorization by the FERC. In
August 2005, the Utility filed an application withe FERC requesting an annual retail network trassion revenue requirement of
approximately $654 million. The revenue requiremeetame effective March 1, 2006, subject to ref@m April 3, 2006, the Utility filed
with the FERC a settlement-in-principle reachedwittive parties in the rate case that provideafioannual retail network transmission
revenue requirement of $606 million which, if acieebby the FERC, would result in an increase ofagamately $87 million over previous
authorized retail transmission rates. The Utiliggan accruing approximately $4 million per monthdotential refunds in March 2006, whi
will continue until the FERC approves the settletriarprinciple and rates are adjusted. PG&E Corfionsand the Utility are unable to
predict whether the settlement agreement will hg@aged by the FERC.

Scheduling Coordinator Costs

Before the Independent System Operat ISO, commenced operation in 1998, the Wthiad entered into several wholesale
electric transmission contracts with various gowsgntal entities. After the ISO began operations,Ulility served as the scheduling
coordinator, or SC, with the 1SO for these existivigplesale transmission customers, or ETCs. Thehi8€d the Utility for providing certain
services associated with this scheduling. ThesediSdges are referred to as "SC costs." The SG wase historically tracked in the
transmission revenue balancing account, or TRBAyrder to recover the SC costs from retail and wéwlesale transmission customers, or
TO Tariff customers.

In 1999, a FERC administrative jadige ruled that the Utility could not recover th€ costs through the TRBA and instead should
seek to recover them from the ETCs. In January 20@0FERC accepted a filing by the Utility to dsdish the Scheduling Coordinator
Services, or SCS, Tariff, to serve as an altereatiechanism for recovery of the SC costs from thé<if the Utility were ultimately unable
to recover these costs in the TRBA. The Utility &edilling the ETCs in June 2004 for SC charge®agetive to March 31, 1998. In July
2005, the United States Court of Appeals for th&tiiit of Columbia Circuit issued an order finditgit the Utility was not barred from
recovering the SC costs through the TRBA and remditide matter to the FERC for further action. Irc@aber 2005, the FERC issued an
order on remand concluding that the Utility shorddover the SC costs through the TRBA mechanisthrough bilateral agreements with
ETCs, but could not recover the costs through B8 Jariff, and terminated the SCS Tariff proceeding

In January 2006, the Utility submitta request for clarification or, alternativelyy fehearing to seek clarification of the FERC's
December 2005 order. In particular, the Utility edkhat the FERC clarify that the Utility can reeothrough the TRBA all of the costs it
incurred as an SC or, alternatively on reheariegerse its decision to terminate the SCS Tarif€eedling. In February 2006, the FERC
confirmed that they will rehear the December 20fiten

On April 4, 2006, the Utility fileat FERC for recovery through the TRBA of $109 roifliof SC costs and $47 million of interest
the time period April 1998 through September 3@3Qo be recovered over three and a half yeans @ Tariff customers. The Utility has
also filed an advice letter with the CPUC requestimass-through of these costs, if approved by@ERits retail customers. The Utility
cannot predict when a final decision will be reeeifrom the FERC or the CPUC. However, PG&E Corponaand the Utility believe the



the ultimate outcome of this matter will not havenaterial adverse impact on PG&E Corporation‘$erUtility's financial condition or future
results of operations, and could have a positivaaich of approximately $120 million if the FERC aDBUC approve the recovery of these
costs.

Defined Benefit Pension Plan Contribution

In the Utility's last GRC decisian2004, the CPUC denied the Utility's request smnee pension contributions based on a finding
that the Employee Retirement Income Security Acd®#4 funded status of the Utility's pension plaswn excess of 100%. As of January 1,
2005, the funded status of the pension plan fétdvd00% to 98.6%. In December 2005, the CPUC idsudecision that authorized the
Utility to file an application for a revenue reqerinent increase to fund the estimated costs of sigrecontribution in 2006. The decision also
authorized the Utility to make that revenue inceeeffective in rates on January 1, 2006, subjestfuind depending on the outcome of the
application. As a result of the CPUC decision, ecBmber 2005, the Utility filed an application £02006 pension contribution requesting a
revenue requirement increase of $155 million attable to its distribution and generation operatitmfund a net pension contribution in
2006 of $250 million on a total company basis. Apgmately $75 million of the $250 million contribat in 2006, if approved, would be
capitalized. The remaining $20 million relateseéganue requirements for gas transmission and stpfagelectric transmission, and nuclear
decommissioning, which have been or will be add@$s other CPUC or FERC proceedings. As of Marth2®06, the Utility has not
recognized revenue associated with the 2006 pewsiatnibution request pending the final CPUC dexcisi

In the 2007 GRC application filedeiarly December 2005, the Utility included a reqdiesapproval of an annual revenue
requirement of $216 million in 2007, 2008 and 20@%und pension contributions for the Utility's tlibution and generation businesses.

On March 8, 2006, the Utility reqtezsthat the CPUC approve a proposed settlememathe Utility, the DRA, and the Coalition
of California Utility Employees, or the Settling ifias, that would permit the Utility to recover snwe requirements associated with annual
contributions to fund the Utility's pension plan2f@06, 2007, 2008 and 2009 that are projected teebessary for the pension plan to reach
fully funded status as of January 1, 2010. Thdesetint would resolve the Utility's application &gproval of funding to make a 2006 pen:
contribution as well as the Utility's separate esjifor pension contribution funding for 2007, 2@0&l 2009 made in the 2007 GRC
application. For 2006, the Settling Parties agtkeatithe $155 million distribution and generatienenue requirement that the CPUC
authorized the Utility to collect beginning Januan2006, subject to refund, to fund a $250 millgEmsion contribution on a total company
basis, would become final and no longer subjecétiond. For 2007, 2008 and 2009, the Settling Baidgreed that the Utility would need an
annual pension-related revenue requirement of $ili®@mattributable to distribution and generatioperations.

A CPUC hearing on the settlement teld in March 2006 and no comments on the settiémere submitted. A final decision on
the pension contribution applications is expectedifthe CPUC by the third quarter of 2006. Theitytis unable to predict the ultimate
outcome of these proceedings, or the impact itlwglte on its financial condition or result of ogeras.

Pending CPUC I nvestigation

In February 2005, the CPUC issuediag opening an investigation into the Utilitysdling and collection practices and credit
policies. The investigation was begun at the regoEeSURN after the CPUC's January 13, 2005 degi#fiat characterized the definition of
"billing error” in a revised Utility tariff to incilde delayed bills and Utility-caused estimatedstal being consistent with "existing CPUC
policy, tariffs, and requirements."” The Utility dends that prior to the CPUC's January 13, 2008&ieg "billing error" under the Utility's
former tariffs did not encompass delayed bills tility-caused estimated bills. The Utility's pediti asking the appellate court to review the
CPUC's decision denying rehearing of its Januar2085 decision is still pending.

On February 3, 2006, the CPUC's Gores Protection and Safety Division, or CPSD, abiRN submitted their reports to the
CPUC concluding that the Utility violated applicattériffs related to delayed and estimated billee TPSD recommends that the Utility
refund to customers $117 million, plus intereghatthree-month commercial paper interest raté altegedly was collected in violation of
the tariffs. TURN recommends that the Utility reduto customers $53 million, plus interest at thre¢hmonth commercial paper interest rate,
that allegedly was collected in violation of theffa. The two refunds are not additive. The CP3&» aecommends that the Utility pay fines
of $6.75 million, while TURN recommends fines iretform of a $1 million contribution to Relief fomErgy Assistance through Community
Help. Both the CPSD and TURN recommend that refamdifines be funded by shareholders.

If the CPUC finds that the Utilityolated applicable tariffs or the CPUC's ordersubes, the CPUC may seek to order the Utility to
refund any amounts collected in violation of tajfplus interest, to customers who paid such amsotmaddition, if the CPUC finds that the
Utility violated applicable tariffs or the CPUC'sders or rules, the CPUC may seek to impose pesaiti the Utility ranging from $500 to
$20,000 for each separate violation.

The Utility filed its response teetheports on March 31, 2006. Rebuttal testimorduis on May 5, 2006, and hearings are set to
begin on May 24, 2006.

PG&E Corporation and the Utility aneable to predict the outcome of this matter, Widould have a material adverse effect on
PG&E Corporation's or the Utility's financial cotidn or results of operations.

Pacific Connector Gas Pipeline



PG&E Strategic Capital, Inc., a wha@wned subsidiary of PG&E Corporation, Fort ClgjogEnergy Partners L.P., or Fort Chicago,
and The Williams Companies, Inc., or Williams, hdwened a partnership, Pacific Connector Gas Ripdli.P., to develop and build a new
natural gas transmission pipeline that would insee&/est Coast access to natural gas supplieshiide partners hold equal interests in the
partnership. The proposed 223-mile natural gadipgethe Pacific Connector Gas Pipeline, wouldrmmst to the proposed Jordan Cove
liquefied natural gas, or LNG, terminal proposeth¢éodeveloped near Coos Bay, Oregon by Fort Chie#fgiate, Jordan Cove Energy
Project L.P. The pipeline would then join the Withs' Northwest Pipeline system near Roseburg, Qregul tie in near the California-
Oregon border to the Utility's gas transmissiortesys As proposed, the Pacific Connector Gas Pipaliould deliver as much as 1 billion
cubic feet per day of natural gas to the West Cd&zasttain filings have been made at the FERC tiatei the regulatory review and approval
process for both the proposed Pacific ConnectorRiaaline and the Jordan Cove LNG terminal. The EERrtificate application is
scheduled to be submitted in January 2007, witlsttoation planned to start in 2009. The final roamel estimated costs will be determined
following further analysis and public review. Thipgine is scheduled to be completed in 2010, sligeenvironmental reviews and FERC
approval. PG&E Corporation is unable to predict thbe the Pacific Connector Gas Pipeline or theawi@ove LNG terminal will be
approved.

RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, imig through its ownership of the Utility, are exgea to market risk, which is the risk that
changes in market conditions will adversely affegttincome or cash flows. PG&E Corporation andUtikty face market risk associated
with their operations, financing arrangements,rtagketplace for electricity, natural gas, electyitiansmission, natural gas transmission and
storage, other goods and services, and other aspiettteir business. PG&E Corporation and the tytdategorize market risks as price risk
and interest rate risk. For a comprehensive disousg PG&E Corporation's market risks, see "Risaridgement Activities" in the MD&A
section of the 2005 Annual Report. The followingdlibsures omit certain information that has nongea since the 2005 Annual Report was
filed with the SEC.

Price Risk
Natural Gas Transmission and Storage

The Utility uses value-at-risk t@asure the Utility's exposure to price and voluioeisks that could impact revenues due to
changes in market prices, customer demand and areafalue-at-risk measures this exposure overlagol 2-month forward period and
assumes that the contract positions are held threxgiration. This calculation is based on a 99%fidence level, which means that there
1% probability that the impact to revenues on atprebasis, over the rolling 12-month forward pdriwill be at least as large as the reported
value-at-risk. The Utility's value-at-risk calcigdtunder the methodology described above were =ppately $27 million and $31 million at
March 31, 2006 and December 31, 2005, respectiVélg.Utility's high, low, and average value-at-rikking the three months ended March
31, 2006 were approximately $31 million, $22 mifliand $27 million, respectively. The Utility's higbw, and average value-at-risk during
the year ended December 31, 2005 were approximgddymillion, $31 million and $36 million, respectly.

Convertible Subordinated Notes

As of March 31, 2006, PG&E Corparathas outstanding $280 million of 9.50% ConveetiBubordinated Notes, or Convertible
Subordinated Notes, that are scheduled to matudeioa 30, 2010. Holders of the Convertible Subateith Notes are entitled to receive
"pass-through dividends" at the same payout raticocmmmon shareholders with the number of sharesrdited by dividing the principal
amount of the Convertible Subordinated Notes byctiverersion price.

In accordance with SFAS No. 133, ¢éunting for Derivative Instruments and Hedgingiities," or SFAS No. 133, the dividend
participation rights component is considered t@ab&mbedded derivative instrument and, therefoust ime bifurcated from the Convertible
Subordinated Notes and recorded at fair value i&PGorporation's Condensed Consolidated Finandategents. Changes in the fair value
are recognized in PG&E Corporation's Condensed @inladed Statements of Income as a non-operatipgrese or income (included in
Other expense, net). At March 31, 2006 and Decelibe2005, the total estimated fair value of theddind participation rights component,
on a pre-tax basis, was approximately $89 millind $92 million, respectively, of which $22 milliand $22 million, respectively, is
classified as a current liability (in Current Libtieés - Other) and $67 million and $70 million speectively, is classified as a noncurrent
liability (in Noncurrent Liabilities - Other).

Accelerated Share Repurchase

As discussed above under "Liquidityl Financial Resources,"” on March 28, 2006, PG&EpQration entered into a new share
forward agreement with GS&Co. to complete the ABRder the new share forward agreement, PG&E Cotiporand GS&Co. will
continue to be required to make certain paymentdyding a price adjustment with respect to theaiemg 11,385,000 shares subject to the
agreement based on the difference between thefigpleftirward price of $34.75 per share and the ayerof the daily VWAP from March 29,
2006 through June 8, 2006. The aggregate amouthg @ayments required of each of the partiesudinf the amount of the price
adjustment based on the VWAP, cannot be determingbJune 8, 2006.

Over the remaining term of the ndare forward agreement, for every $1 that the V\\e&Beeds $34.75, PG&E Corporation will
owe GS&Co. an additional price adjustment of apjnately $10.7 million. Conversely, for every $1thize VWAP is less than $34.75, the
price adjustment will be reduced by approximatel@®.$ million. Based on the market price of PG&E @wation common stock at March :



2006, PG&E Corporation would have an obligatios®&Co. of approximately $49.6 million upon the cdetjn of the new share forward
agreement. Since the price adjustment and anyiadalipayment obligations that PG&E CorporatiorG8&Co. may incur can be settled, at
PG&E Corporation's option, in cash or in sharegsofommon stock, or a combination of the two, PG&@tporation accounts for its paym
obligations under the new share forward agreeneataity.

Interest Rate Risk

Interest rate risk sensitivity arsadyis used to measure interest rate risk by campestimated changes in cash flows as a result of
assumed changes in market interest rates. At M&kcR0O06, if interest rates changed by 1% foratent variable rate debt issued by PG&E
Corporation and the Utility, the change would afffieet income by an immaterial amount, based owagable rate debt and other interest
rate-sensitive instruments outstanding.

CRITICAL ACCOUNTING POLICIES

The preparation of Condensed Codat#d Financial Statements in accordance with adoayprinciples generally accepted in the
United States of America involves the use of esimand assumptions that affect the recorded amofigissets and liabilities as of the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdodérhe accounting policies described
below are considered to be critical accountinggiedi due to their complexity, because their appboas material to the financial position ¢
results of operations of PG&E Corporation and thiéty) and because these policies require theafiseaterial judgments and estimates.
Actual results may differ substantially from thesgimates. These policies and their key charatiteriare discussed in detail in the 2005
Annual Report. They include:

. Regulatory Assets and Liabilities;

. Unbilled Revenues;

. Environmental Remediation Liabilities;
. Asset Retirement Obligations;

. Income Taxes; and

. Pension and Other Postretirement Benefits.

For the period ended March 31, 2@0ére were no changes in the methodology for caimgueritical accounting estimates, no
additional accounting estimates met the standamdsritical accounting policies, and there wereamaterial changes to the important
assumptions underlying the critical accountingreates.

NEW ACCOUNTING POLICIES

In December 2004, the Financial Asding Standards Board, or FASB, issued SFAS N8.(i&vised December 2004), "Share-
Based Payment,"” or SFAS No. 123R. SFAS No. 123Rireg|that the cost of all share-based paymensaciions be recognized in the
financial statements and establishes a fair-valeasmrement objective in determining the value ohstosts.

Effective January 1, 2006, PG&E Guogtion and the Utility adopted the fair value rgaibion provisions of SFAS No. 123R. The
impact of adopting SFAS No. 123R is disclosed ind\band Note 8 to the Condensed Consolidated EimaBtatements. See Note 2 for
additional new accounting policies.

ADDITIONAL SECURITY MEASURES

Various federal regulatory agentiage issued guidance and the Nuclear Regulatoryn@ssion has issued orders regarding
additional security measures to be taken at vafacifties, including generation facilities, tranission substations and natural gas
transportation facilities. The guidance and theecsdequire additional capital investment and iase&l operating costs. However, neither
PG&E Corporation nor the Utility believes that taamsts will have a material impact on their finahcondition or results of operations.

ENVIRONMENTAL AND LEGAL MATTERS

PG&E Corporation and the Utility angbject to laws and regulations established lwthaintain and improve the quality of the
environment. Where PG&E Corporation's and the tytliproperties contain hazardous substances, éseand regulations may require
PG&E Corporation and the Utility to remove thosestances or to remedy effects on the environmentlescribed in Note 11 of the Note
the Condensed Consolidated Financial Statememd/tility had an undiscounted environmental remigalieliability of approximately $466
million at March 31, 2006, and approximately $468iam at December 31, 200.



In the normal course of business&P&orporation and the Utility are named as paritiea number of claims and lawsuits. As
described in Note 11 of the Notes to the Conde@s®tsolidated Financial Statements, the accrueditiafor legal matters is included in
PG&E Corporation's and the Utility's other noncatrgabilities in the Condensed Consolidated BatgaBbeets, and totaled approximately
$362 million at March 31, 2006, and $388 milliorDa&cember 31, 2005. The Utility has accrued appnasely $314 million with respect to
the Chromium Litigation described in Note 11. PG&Brporation and the Utility do not believe that tiiémate outcome of the Chromium
Litigation will have an additional material adveisgact on their financial condition or resultsapferations.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation's and the Utilitgismary market risk results from changes in engngges. PG&E Corporation and the Utility
engage in price risk management, or PRM, activitesion-trading purposes only. Both PG&E Corpanatand the Utility may engage in
these PRM activities using forward contracts, fesyoptions, and swaps to hedge the impact of rnfidctuations on energy commodity
prices, interest rates, and foreign currenciestfz@éRisk Management Activities" section includedtem 2: Management's Discussion and
Analysis of Financial Condition and Results of Ggiems).

ITEM 4: CONTROLS AND PROCEDURES

Based on an evaluation of PG&E Caafion's and the Utility's disclosure controls gmdcedures as of March 31, 2006, PG&E
Corporation's and the Utility's respective printipgecutive officers and principal financial offisehave concluded that such controls and
procedures are effective to ensure that informatgpuired to be disclosed by PG&E Corporation dnedUtility in reports the companies file
or submit under the Securities and Exchange A&B8#, or the Act, is recorded, processed, sumnwrazed reported within the time periods
specified in the SEC rules and forms. In additl@&&E Corporation's and the Utility's respectivenpipal executive officers and principal
financial officers have concluded that such costeold procedures were effective in ensuring tHatrimation required to be disclosed by
PG&E Corporation and the Utility in the reportsttRP&&E Corporation and the Utility file or submitder the Act is accumulated and
communicated to PG&E Corporation's and the Utditjanagement, including PG&E Corporation's andtiléy's respective principal
executive officers and principal financial officecs persons performing similar functions, as appete to allow timely decisions regarding
required disclosure.

As of January 1, 2004, PG&E Corporaaind the Utility adopted Financial Accountingusdards Board, or FASB, revision to
FASB Interpretation No. 46, " Consolidation of \&bie Interest Entities, " or FIN 46R. In accordangi FIN 46R, the Utility consolidated
the assets, liabilities and non-controlling intésesf a low-income housing partnership that wasmeined to be a variable interest entity, or
VIE, under FIN 46R. PG&E Corporation and the Uilito not have the legal right or authority to asgbsg internal controls of the VIE.
Therefore, PG&E Corporation's and the Utility's leaéion of disclosure controls and procedures peréal as of March 31, 2006, did not
include this entity in that evaluation. PG&E Coration and the Utility have not designed, establistoe maintained disclosure controls and
procedures for the consolidated VIE.

There were no changes in internatrobs over financial reporting that occurred dgrthe quarter ended March 31, 2006, that have
materially affected, or are reasonably likely totenally affect, PG&E Corporation's or the Utilgyinternal controls over financial reporting.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Pacific Gas and Electric Company Chapter 11 Filing

For more information regarding thidity's Chapter 11 proceeding, see "Part |, Iltenh&gal Proceedings" of the 2005 Annual
Report and Note 10 of the Notes to the Condenseddidated Financial Statements included in thi®re

Pacific Gas and Electric Company v. Michael Peeveyt al.
For information regarding this matsee "Part |, Item 3: Legal Proceedings" in tB832Annual Report.
Diablo Canyon Power Plant

For information regarding mattergtiag to the Diablo Canyon Power Plant, see "Rdtém 3: Legal Proceedings” in the 2005
Annual Report.

Compressor Station Chromium Litigation

For more information regarding ther@mium Litigation, see "Part |, Item 3: Legal Peedings " in the 2005 Annual Report and
Note 11 to the Notes to the Condensed Consolidéatehcial Statements included in this rep

On April 21, 2006, the Utility relead $295 million from escrow to pay approximate0D plaintiffs in the Chromium Litigatio



who participated in the settlement reached betwleewtility and plaintiffs' counsel on February2806. In accordance with the terms of the
settlement agreement, attorneys for the settlingpiffs have submitted releases from or on beti#fl of the settling plaintiffs. Also on
April 21, 2006, the Superior Court for the CounfyLos Angeles dismissed the ten pending cases edusyr the settlement agreement.

With respect to the unresolved ckaithe Utility will continue to pursue appropriatefenses, including the statute of limitations, the
exclusivity of workers' compensation laws, lackegposure to chromium, and the inability of chromitimtause certain of the illnesses
alleged. PG&E Corporation and the Utility do nopegt that the outcome with respect to the remainmgsolved claims will have a material
adverse effect on their financial condition or fesof operations.

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

On April 5, 2006, the U.S. CourtAgipeals for the Ninth Circuit, or Ninth Circuit, died PG&E Corporation's request forem
bancrehearing regarding the Ninth Circuit's remandlafraiffs' restitution claims back to the San Friano Superior Court. PG&E
Corporation is considering whether to file a petitseeking review of the Ninth Circuit's ruling vihe U.S. Supreme Court, which petition
would be due on July 5, 2006.

PG&E Corporation believes that tradifGrnia Attorney General's and CCSF's allegatioage no merit and will continue to
vigorously respond to and defend against the titiga PG&E Corporation believes that the ultimateécome of this matter would not result
a material adverse effect on PG&E Corporation'arfaial condition or results of operations.

For more information regarding theases, see "Part |, Item 3: Legal Proceedingglief005 Annual Report.
ITEM 1A. RISK FACTORS

A discussion of the significant sskssociated with investments in the securitide®@&E Corporation and the Utility is set forth
under the heading "Management's Discussion andyAisabf Financial Condition and Results of Operadio Risk Factors" in the 2005

Annual Report. There have been no material chaimgibe risks related to PG&E Corporation or thdlitytfrom those disclosed in the 2005
Annual Report.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Neither PG&E Corporation nor thelititimade any sales of unregistered equity seagritiuring the quarter ended March 31, 2006,
the period covered by this report.

I ssuer Purchases of Equity Securities

PG&E Corporation common stock:

Total Number  Approximate

of Shares Dollar Value
Purchased as  of Shares that
Part of May Yet be
Publicly Purchased
Total Number Announced Under the
Average Price Plans or Plans or
Period Paid Per Share Programs (1) Programs

January 1 through January 31, 2006
February 1 through February 28, 2006
March 1 through March 31, 2006
Total

B B BH B

$ 500,000,00¢
$ 500,000,00c
$ 500,000,00¢
$ 500,000,00c

o) On October 19, 2005, the PG&E Corporation BoarDioéctors authorized the repurchase of up to $iliémin shares of PG&E Corporation's common stdcem
time to time, but no later than December 31, 200 program was publicly announced in a CurrentoRegn Form 8-K filed by PG&E Corporation on Octol24,
2005. As described in a Current Report on Formfied by PG&E Corporation on November 18, 2005, FE&S&orporation entered into an accelerated shatgchpse
arrangement with Goldman Sachs & Co., Inc., or G8&6n November 16, 2005, or the November 16 AS®Reuwhich PG&E Corporation repurchased 31,650,300
shares of its outstanding common stock at an initiae of $34.75 per share and an aggregate pfiepproximately $1.1 billion. The forward sharemgmonent of the
November 16 ASR was terminated in accordance wstterms on March 28, 2006. In connection witht#renination, PG&E Corporation paid GS&Co. approxieha
$58 million (net of amounts payable by GS&Co. toS3Corporation), including a price adjustment basadhe difference between $34.75 per share, andalume
weighted average price, or VWAP, of PG&E Corponattommon stock from November 17, 2005 through M@8h2006. On March 28, 2006, PG&E Corporation
entered into a new share forward agreement with G&&o complete the share forward component ofNtieember 16 ASR. Under the new share forward ageegém
PG&E Corporation and GS&Co. will continue to beuigd to make certain payments, including a priti@stment with respect to the remaining 11,385 Siéres



subject to the agreement based on the differenwecke $34.75 per share and the average of the &P from March 29, 2006 through June 8, 2006.

During the first quarter of 2006 cii@ Gas and Electric Company did not redeem purehase any shares of its various series of
preferred stock outstanding.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

PG&E Corporation:

On April 19, 2006, PG&E Corporation held its annoedeting of shareholders. At the meeting, the $tedders voted as indicated below on
the following matters:

1. Election of the following directors to servetilthe next annual meeting of shareholders orl tingiir successors are elected and qualified
(included as Item 1 in the proxy statement):

For Withheld
David R. Andrews 228,650,85 17,905,01
Leslie S. Biller 228,724,83 17,831,03.
David A. Coulter 226,156,98 20,398,88!
C. Lee Cox 228,581,52 17,974,34.
Peter A. Darbee 226,292,79 20,263,071
Maryellen C. Herringer 228,604,37 17,951,49.
Mary S. Metz 228,495,21 18,060,64!
Barbara L. Rambo 228,620,23 17,935,63!
Barry Lawson Williams 227,174,86 19,380,99

2. Ratification of the appointment of Deloitte &Udche LLP as independent registered public accogiitim for the year 2006 (included as
Item 2 in the proxy statement):

For: 242,489,38
Against: 1,489,95:
Abstain: 2,576,53.

This proposal was approved by a majority of theehaepresented and voting (including abstentiaits) respect to this proposal, which
shares voting affirmatively also constituted a migjoof the required quorum.

3. Consideration of a shareholder proposal reggrdoison pill (included as Item 3 in the proxytstaent):

For: 61,741,93
Against: 143,807,15
Abstain: 4,729,77
Broker non-votéD) : 36,276,99!

This shareholder proposal was not approved, asuhber of shares voting affirmatively on the praga®nstituted less than a majority of
shares represented and voting (including abstemtiabhexcluding broker non-votes) with respecth®pgroposal.

4. Consideration of a shareholder proposal reggrdin independent board chairman (included as4témthe proxy statement):

For: 47,002,40:.
Against: 158,986,04
Abstain: 4,290,42.

Broker non-votd?d) : 36,276,99!



This shareholder proposal was not approved, asuhber of shares voting affirmatively on the praga®nstituted less than a majority of
shares represented and voting (including abstesbiahexcluding broker non-votes) with respech®groposal.

(1) A non-vote occurs when brokers or nominees havedvoh some of the matters to be acted on at amgeétit do not vote on
certain other matters because, under the ruldsedfiew York Stock Exchange, they are not allowedbte on those other matters
without instructions from the beneficial owner bétshares. Broker non-votes are counted when dieiegrwhether the necessary
qguorum of shareholders is present or representeacht annual meeting.

Pacific Gas and Electric Company:

On April 19, 2006, Pacific Gas and Electric Compammythe Utility, held its annual meeting of shaslketers. Shares of capital stock of Pacific
Gas and Electric Company consist of shares of camstack and shares of first preferred stock. As EG®rporation and a subsidiary own
all of the outstanding shares of common stock, tiag approximately 96% of the combined voting powithe outstanding capital stock of
the Utility. PG&E Corporation voted all of its slkearof common stock for the nominees named in tldé ffint proxy statement and for the
ratification of the appointment of Deloitte & TowehLP as independent public accountants for 2006. Shares of common stock held by the
subsidiary were not voted. The balances of thesvsl®wn below were cast by holders of shares siffireferred stock. At the annual
meeting, the shareholders voted as indicated befothe following matters:

1. Election of the following directors to serveilthe next annual meeting of shareholders orl tinéiir successors are elected and qualified
(included as Item 1 in the proxy statement):

For Withheld
David R. Andrews 268,592,10 116,73¢
Leslie S. Biller 268,597,56 111,28(
David A. Coulter 268,590,97 117,86¢
C. Lee Cox 268,592,47 116,36¢
Peter A. Darbee 268,591,28 117,55¢
Maryellen C. Herringer 268,592,48 116,35t
Thomas B. King 268,595,34 113,50:
Mary S. Metz 268,584,43 124,411
Barbara L. Rambo 268,592,57 116,26¢
Barry Lawson Williams 268,584,05 124,79

2. Ratification of the appointment of Deloitte &Udche LLP as independent registered public accogifitim for the year 2006 (included as
Item 2 in the proxy statement):

For: 268,611,06:
Against: 49,854
Abstain: 47,92

This proposal was approved by a majority of theeshaepresented and voting (including abstentiaits) respect to this proposal, which
shares voting affirmatively also constituted a migjoof the required quorum.

ITEM 5. OTHER INFORMATION
Ratio of Earnings to Fixed Charges and Ratio of Earings to Combined Fixed Charges and Preferred StocRividends

The Utility's earnings to fixed chas ratio for the three months ended March 31, 208¥63.14. The Utility's earnings to combined
fixed charges and preferred stock dividends ratidie three months ended March 31, 2006, was Jli8statement of the foregoing ratios,
together with the statements of the computatiothefforegoing ratios filed as Exhibits 12.1 and212ereto, are included herein for the
purpose of incorporating such information and eit&iimto the Utility's Registration Statement N88:62488 and 333-109994 relating to
various series of the Utility's first preferred&t@nd its senior notes, respectively.

ITEM 6. EXHIBITS

10 Supplemental Confirmation dated March 28, 2006pkmenting Master Confirmation Agreement dated
November 16, 2005 between PG&E Corporation and @atdSachs & Co., Inc.



11
12.1

12.2

311

31.2

32.1%*

32.2%*

Computation of Earnings Per Common Share
Computation of Ratios of Earnings to Fixed Chaffge$acific Gas and Electric Company

Computation of Ratios of Earnings to Combined Figddirges and Preferred Stock Dividends for Pacific
Gas and Electric Company

Certifications of the Chief Executive Officer aritetChief Financial Officer of PG&E Corporation
required by Section 302 of the Sarbanes-Oxley A20D02

Certifications of the Chief Executive Officer arfetChief Financial Officer of Pacific Gas and Ef&ct
Company required by Section 302 of the SarbanesyOxtt of 2002

Certifications of the Chief Executive Officer arieetChief Financial Officer of PG&E Corporation
required by Section 906 of the Sarbanes-Oxley A2D02

Certifications of the Chief Executive Officer arftetChief Financial Officer of Pacific Gas and Ef&ct
Company required by Section 906 of the SarbanesyOxtt of 2002

** Pursuant to Iltem 601(b) (32) of SEC Regulatic Shese exhibits are furnished rather than filétth this report.

SIGNATURES

Pursuant to the requirements ofSbeurities Exchange Act of 1934, the registrant® lthuly caused this Quarterly Report on Form

10-Q to be signed on their behalf by the undersighereunto duly authorized.

PG&E CORPORATION

G. ROBERT POWELL

G. Robert Powell
Vice President and Controller
(duly authorized officer and principal accountirf§jaer)

PACIFIC GAS AND ELECTRIC COMPANY

G. ROBERT POWELL

G. Robert Powell
Vice President and Controller
(duly authorized officer and principal accountirf§jaer)

Dated: May 3, 2006

10

11

EXHIBIT INDEX

Supplemental Confirmation dated March 28, 2006pkmenting Master Confirmation Agreement dated
November 16, 2005 between PG&E Corporation and @atdSachs & Co., Inc.

Computation of Earnings Per Common Share



12.1 Computation of Ratios of Earnings to Fixed Chaffge$acific Gas and Electric Company

12.2 Computation of Ratios of Earnings to Combined Figddrges and Preferred Stock Dividends for Pacific
Gas and Electric Company

31.1 Certifications of the Chief Executive Officer arieetChief Financial Officer of PG&E Corporation
required by Section 302 of the Sarbanes-Oxley A2002

31.2 Certifications of the Chief Executive Officer arftetChief Financial Officer of Pacific Gas and Ef&ct
Company required by Section 302 of the SarbanesyOxtt of 2002

32.1%* Certifications of the Chief Executive Officer arieetChief Financial Officer of PG&E Corporation
required by Section 906 of the Sarbanes-Oxley A20D02

32.2** Certifications of the Chief Executive Officer arfetChief Financial Officer of Pacific Gas and Ef&ct
Company required by Section 906 of the SarbanesyOxtt of 2002

** Pursuant to Iltem 601(b) (32) of SEC Regulatic Shese exhibits are furnished rather than filétth this report.



GOLDMAN SACHS & CO. | 85 BROAD STREET | NEW YORKHW YORK 10004 | TEL: 212-902-1000

To: PG&E Corporation
One Market Street Spear Tower
Suite 2400
San Francisco, CA 94105
From: Goldman, Sachs & Co.
Subject: Accelerated Share Repurchase Transaction - VWAGM@ri
(Non-Collared)
Ref. No: As provided in the Supplemental Confirmation
Date: November 16, 2005

This master confirmation ("Master Confirmation")telh as of November 16, 2005 is intended to suppierie terms and provisions
certain Transactions (each, a "Transaction") edtento from time to time between Goldman, Sachs & C'GS&Co.") and PG&
Corporation ("Counterparty"). This Master Confirioat taken alone, is neither a commitment by eiffaety to enter into any Transaction
evidence of a Transaction. The terms of any pddiclransaction shall be set forth in a Supplenmddtafirmation in the form of Annex ,
which references this Master Confirmation, in whigkent the terms and provisions of this Master @omation shall be deemed to
incorporated into and made a part of each such |8mgmtal Confirmation. This Master Confirmation agath Supplemental Confirmat
together shall constitute a "Confirmation” as refdrto in the Agreement specified below.

The definitions and provisions contained in the 208DA Equity Derivatives Definitions (the "Equitpefinitions"), as published by t
International Swaps and Derivatives Associatior,,liare incorporated into this Master Confirmatidhis Master Confirmation and et
Supplemental Confirmation evidences a completeibinagreement between Counterparty and GS&Co. as tietimes of each Transactior
which this Master Confirmation and the related Semgntal Confirmation relates.

This Master Confirmation and each Supplemental Dmation, together with all other documents refegrito the1992 ISDA Maste
Agreement (Multicurrency-Cross Border) (the "ISDArf" or the "Agreementgonfirming Transactions entered into between GS&&ia
Counterparty, shall supplement, form a part of, badubject to the ISDA Form as if GS&Co. and Ceypdrty had executed the Agreen
(but without any Schedule) except that the follayvalections and modifications shall be maglethe election of Loss and Second Mett
New York law (without regard to conflicts of lawipciples) as the governing law and US Dollars ("UgBs the Termination Curren:
(i) the election that subparagraph (ii) of Secti{n) will not apply to Transactions, (iii) the tepement of the word "third" in the last line
Section 5(a)(i) with the word "first", (iv) the efiéon that the "Cross Default" provisions of Sewstk(a)(vi) shall apply to Counterparty, wit
"Threshold Amount" of USOL00 million, and (v) the replacement of clauseiflpection 6(d)(i) with the clause "(1) showingreasonabl
detail such calculations and specifying any am@ayable under Section 6(e) (including, without tation, providing all relevant quotatic
and assumptions and specifying the methodologied imssufficient detail so as to enable the otlatypto replicate the calculation)". Furtt
for purposes of determining whether an Event ofabDifpursuant to Section 5(a)(vi) of the Agreentes occurredhotwithstanding anythir
to the contrarystated in that provision, clause (1) of Section®{@awill apply only to Specified Indebtedness ths actually declared to
due and payable before it would otherwise be dukpayable under the relevant agreement or instryraed not to Specified Indebtedn
that is merely "capable at such time of being dedaso due and payable.

All provisions contained in the Agreement shall govthis Master Confirmation and the related Supplatal Confirmation relating to
Transaction except as expressly modified heceiin the related Supplemental Confirmation. Widlspect to any relevant Transaction,
Agreement, this Master Confirmation and the rel&@agplemental Confirmation shall represent therertgreement and understanding o
parties with respect to the subject matter and geomsuch Transaction and shall supersede all priaczontemporaneous written or ¢
communications with respect thereto.

If, in relation to any Transaction to which this 8er Confirmation and related Supplemental Confiromarelate, there is any inconsiste
between the Agreement, this Master Confirmatioty, &applemental Confirmation and the Equity Defnit$ that are incorporated into 1
Master Confirmation oany Supplemental Confirmation, the following willewail for purposes of such Transaction in the poderecedenc
indicated: (i) such Supplemental Confirmation; {liils Master Confirmation; (iii) the Agreement; afind) the Equity Definitions.

1. Each Transaction constitutes a Share Forwardsarion for the purposes of the Equity Definitio8st forth
below are the terms and conditions which, togettitlr the terms and conditions set forth in eachgbemental
Confirmation (in respect of each relevant Transejtishall govern each such Transaction.

General Terms



Trade Date: For each Transaction, as set forthérSupplemental Confirmation.
Seller: Counterparty

Buyer: GS&Co.

Shares: Common Stock of Counterparty (Ticker: PCG)

Number of Shares: For each Transaction, as sét ifothe Supplemental Confirmation.
Forward Price: For each Transaction, as set farthe Supplemental Confirmation.
Prepayment: Not Applicable

Variable Obligation: Not Applicable

Exchange: New York Stock Exchange

Related Exchange(s): All Exchanges

Market Disruption Event: The definition of "MarkBisruption Event" in Section 6.3(a) of the Equitgfiditions
is hereby amended by inserting the words "at ame ton any Scheduled Trading Day during the Vala
Period or" after the word "material," in the thinde thereof.

Valuation:

Valuation Period: Each Scheduled Trading Day dutheg period commencing on and including the Vabn
Period Start Date to and including the ValuationeD@ut excluding any day(s) on which the Valuatieriod i
suspended in accordance with Section 5 herein addding any day(s) by which the Valuation Peria
extended pursuant to the provision below).

Notwithstanding anything to the contrary in the Bgefinitions, to the extent that any Scheduledding Da
in the Valuation Period is a Disrupted Day, theu&gion Date shall be postponed and the Calculaigent ir
its sole discretion shall extend the Valuation &&rand make adjustments to the weighting of eadbviae
Price for purposes of determining the SettlemeiteRPwith such adjustments based on, among otlotori th
duration of any Market Disruption Event and thewng, historical trading patterns and price of thar8s. T
the extent that there are 9 consecutive Disruptagsuring the Valuation Period, then notwithstagdihe
occurrence of a Disrupted Day, the Calculation Ageimall have the option in its sole discretion tthes
determine the Relevant Price using its good fasttineate of the value for the Share on such @nsecutiv
Disrupted Day or elect to further extend the VahraPeriod as it deems necessary or appropriate.

Valuation Period Start Date: For each Transactsrset forth in the Supplemental Confirmation.

Valuation Date: For each Transaction, as set fortlthe Supplemental Confirmation (as the same ne
postponed in accordance with the provisions of tidéibn Period” and Section 5 herein).

Settlement Terms:

Settlement Currency: USD (all amounts shall be edied to the Settlement Currency in good faith and
commercially reasonable manner by the Calculatigars).

Settlement Method Election: Applicable; providedttiSection 7.1 of the Equity Definitions is herebypende
by deleting the word "Physical" in the sixth lifeeteof and replacing it with the words "Net Shaaet deletin
the word "Physical” in the last line thereof anglaging it with the word "Cash".

Electing Party: Counterparty

Settlement Method Election Date: 10 Scheduled Tigdliays prior to the originally scheduled Valuatate.



Default Settlement Method: Cash Settlement

Forward Cash Settlement Amount: An amount in thtleSeent Currency equal to the product of (a) therde
of Shares multiplied by (b) an amount equal tah@ Settlement Price minus (ii) the Forward Price.

Settlement Price: The arithmetic mean of the Relefaices of the Shares for each Exchange BusibDagsn
the Valuation Period.

Relevant Price: The New York 18 Volume Weighted Average Price per share of tharé&s for the regul
trading session (including any extensions theredfthe Exchange on the related Exchange Businest
(without regard to prepen or after hours trading outside of such regtiading session) as published
Bloomberg at 4:15 p.m. New York time on such date.

Cash Settlement Payment Date: 3 Currency Businags 8fter the Valuation Date.
Counterparty's Contact Details

for Purpose of Giving Notice: Nicholas Bijur
Assistant Treasurer

PG&E Corporation

One Market Street, Spear Tower

Suite 2400

San Francisco, CA 94105

Telephone No.: (415) 817-8199

Facsimile No.: (415) 267-7265

With a copy to:

Gary Encinas

Chief Counsel-Corporate

PG&E Corporation

One Market Street, Spear Tower

Suite 2400

San Francisco, CA 94105

Telephone No.: (415) 817-8201

Facsimile No.: (415) 817-8225

GS&Co.'s Contact Details for

Purpose of Giving Notice: Telephone No.: (212) 8926

Facsimile No.: (212) 9(-0112



Attention: Equity Operations: Options and Derivagv
With a copy to:

Kelly Coffey

Equity Capital Markets

One New York Plaza

New York, NY 10004

Telephone No.: (212) 902-1037

Facsimile No.: (212) 346-2126

Net Share Settlement:

Net Share Settlement Procedures: Net Share Settteshall be made in accordance with the procecattashe
hereto as Annex B.

Net Share Settlement Price: TRet Share Settlement Price shall be the price paresas of the Valuation Tir
on the Net Share Valuation Date as reported indfffieial real-time price dissemination mechanisnn foe
Exchange. In the event Counterparty owes GS&Co.aangunt, theNet Share Settlement Price shall be red
by the per Share amount of the underwriting dist@mu/or commissions agreed to pursuant tordigéstratior
agreement contemplated by Annex B.

Valuation Time: As provided in Section 6.1 of thquily Definitions; provided that Section 6.1 of tEquity
Definitions is hereby amended by inserting the wdidet Share,before the words "Valuation Date" in the f
and third lines thereof.

Net Share Valuation Date: The Exchange Businessiibmediately following the Valuation Date.

Net Share Settlement Date: The third Exchange BgsiDbay immediately following the Valuation Date.
Reserved Shares: For each Transaction, as seiridith Supplemental Confirmation.

Fixed, Floating and Counterparty

Additional Payment Amounts Payable:

Floating Amount Payable by GS&Co.:

Floating Amount Payment Date: The Cash Settlemaniriént Date

Floating Amount: For each Transaction, an amountabdo the sum of the applicable Federal Funds
multiplied by (i) the Daily Notional Amount multiigd by (ii) 1/360 for each day from and includimg t=loatini
Amount Accrual Date to and including the Valuatate.

Floating Amount Accrual Date: Trade Date

Federal Funds Rate: For any date of determinatien;'Fed Funds Open Rate," which shall be the esterat:
reported on Bloomberg under the symbol "FEDSOPENIex>" on such date. For the avoidance of douls
any day which is not a Currency Business Day thed&fal Funds Open Rate" for the immediately preg
Currency Business Day shall apply.

Daily Notional Amount: Commencing with the FloatiAgnount Accrual Date, for any date of determinatitia



Daily Notional Amount shall be an amount equalhte product of the Initial Notional Amount (as settli in the
Supplemental Confirmation) multiplied by a fractiaith a numerator equal to the Originally SchedNeanbe
of Scheduled Trading Days in the Valuation Periothum the number of Exchange Business Days i
Valuation Period that have elapsed (other thandayg during which the Valuation Period is susperueduar
to Section 5 herein) as of such date of deternonatind a denominator equal to the Originally Scles
Number of Scheduled Trading Days in the Valuatienidd (such fraction, the "Remaining Percentage").

To the extent that the Valuation Period is extengadsuant to the terms of this Master Confirmatite
Calculation Agent shall adjust the Daily Notionamaunt commencing with the first Exchange Business
after such extension (the "Valuation Period Extem&)ate"). The notional amount deemed to be remgiat th
end of the Exchange Business Day before the Valuaferiod Extension Date (the "Remaining Noti
Value") shall be the Initial Notional Value mulipt by the Remaining Percentage at the end of slagt
Commencing with the Valuation Period Extension Ddte any date of determination, the Daily Notic
Amount shall be equal to the product of the RenmginNotional Value multiplied by a fraction with (@
numerator equal to (i) the number of Scheduled ifaBays remaining from and including the Valuat®erioc
Extension Date to the Valuation Date after extemgtbe "Remaining Scheduled Trading Days") ministl(ie
number of Exchange Business Days in the ValuatiemnoB after extension from and including the Vailoa
Period Extension Date that have elapsed (otherdhgdays during which the Valuation Period aftaersior
is suspended pursuant to Section 5 herein) asabf date of determination and (b) a denominator leuthe
Remaining Scheduled Trading Days.

Fixed Amount Payable by Counterparty:
Fixed Amount Payment Date: The Cash Settlement EayDate

Fixed Amount: For each Transaction, an amount etuttie sum of (Ithe applicable Daily Additional Spre
multiplied by (i) the Daily Notional Amount multigd by (ii) 1/360for each day from and including the Floa:
Amount Accrual Date to and including the Valuatidate plus (Il) the applicable Fixed Ratailtiplied by (i)
the Notional Amount multiplied by (i) 1/36fbr each day from and including the Floating Amo#éacrua
Date to and including the Valuation Date.

Fixed Rate: For each Transaction, as set fortherSupplemental Confirmation.

Daily Additional Spread: The Daily Additional Spreahall be 25 basis points .

Notional Amount: For any date of determination, #0&f the Daily Notional Amount.
Counterparty Additional Amount

Payable by Company:

Counterparty Additional For each Transaction, adas¢h in the Supplemental
Payment Amount: Confirmation.

Counterparty Additional

Payment Date: The Cash Settlement Payment Date.

Settlement Terms for Fixed Amount, Floating

Amount and Counterparty Additional

Payment Amount:

Settlement Currency: USD (all amounts shall be edaied to the Settlement Currency in good faith and
commercially reasonable manner by the Calculatigar).

Settlement Method Election: Applicable; providedttsection 7.1 of the Equity Definitions is herebimende
by deleting the word "Physical" in the sixth lirreeteof and replacing it with the words "Net Shaaertl deletin



the word "Physical” in the last line thereof anglaging it with the word "Cash".

Electing Party: Counterparty

Settlement Method Election Date: 10 Scheduled Tigdliays prior to the originally scheduled Valuatate.
Default Settlement Method: Cash Settlement

Share Adjustments:

Method of Adjustment: Calculation Agent Adjustment

Extraordinary Events:

Consequences of Merger Events: Subject to Sectlonof the Master Confirmation:

(a) Share-for-Share: Modified Calculation Agent éstment

(b) Share-forother: Cancellation and Payment on that portiothef Other Consideration that consists of ¢
Modified Calculation Agent Adjustment on the rerden of the Other Consideration.

(c) Share-for-Combined: Component Adjustment

Determining Party: GS&Co.

Tender Offer: Applicable

Consequences of Tender Offers: Subject to Secfionof the Master Confirmation:

(a) Share-for-Share: Modified Calculation Agent éstment

(b) Share-forother: Cancellation and Payment on that portiothef Other Consideration that consists of ¢
Modified Calculation Agent Adjustment on the rerd®n of the Other Consideration.

(c) Share-for-Combined: Component Adjustment
Determining Party: GS&Co.

Nationalization, Insolvency or Delisting: Subject$ection 7(a) of this Master Confirmation, NegmiihClose-
out; provided that in addition to the provisions $fction 12.6(a)(iii) of the Equity Definitions, ghall als
constitute a Delisting if the Exchange is locatedhie United States and the Shares are not imneddiatlisted
re-traded or retuoted on any of the New York Stock Exchange, theeAcan Stock Exchange or The NASD
National Market (or their respective successofdji@ Shares are immediately re-listed, re-trade-quoted ol
any such exchange or quotation system, such exet@nguotation system shall be deemed to be thbdhge.

Additional Disruption Events:

(a) Change in Law: Applicable; provided that Secti@.9(a)(ii)(Y) of the Equity Definitions is hergleleted.
(b) Failure to Deliver: Not Applicable

(c) Insolvency Filing: Applicable

(d) Loss of Stock Borrow: Applicable; provided tHaiss of Stock Borrow shall not constitute an Autatitil
Disruption Event so long as Counterparty agregsaipthe Hedging Party the amount by which the stoek
rate necessary to maintain a borrowing of SharesGBRCo. ("Hedge Position") in connection with
Transaction exceeds the Maximum Stock Loan Rate.

Maximum Stock Loan Rate: 30 basis poi



(e) Hedging Disruption: Not Applicable

(f) Increased Cost of Hedging: Not Applicable

(9) Increased Cost of Stock Borrow: Not Applicable
Hedging Party: GS&Co.

Determining Party: GS&Co.

Non-Reliance: Applicable

Agreements and Acknowledgements

Regarding Hedging Activities: Applicable

Additional Acknowledgements: Applicable

Net Share Settlement following

ExtraordinaryEvent: Counterparty shall have the right, in itestiscretion, to elect that any payment requia
be made pursuant to Sections 12.7 or 12.9 of thetyE®efinitions (except with respect to any pontiof the
consideration for the Shares consisting of casthénevent of a Merger Event or Tender Offer) follogvthe
occurrence of an Extraordinary Event by Net ShasttlSnent of the Transactions under this M
Confirmation in accordance with the terms, and actbjo the conditions, for Net Share Settlementineby
giving written notice to GS&Co. of such election the day that the notice fixing the date that than$action
are terminated or cancelled, as the case may béQidncellation Date"), pursuant to the applicadstevisions o
Section 12 of the Equity Definitions is effectiié Counterparty elects Net Share Settlement: (a)Nlet Shar
Valuation Date shall be the date specified in théce fixing the date that the Transactions arenieated o
cancelled, as the case may be; provided that thé&Shere Valuation Date shall be either the Exchdggnes
Day that such notice is effective or the first Exbe Business Day immediately following the Excla
Business Day that such naotice is effective, (b)Nle¢ Share Settlement Date shall be deemed toebExbhang
Business Day immediately following the Cancellatidate and (c) all references to the Forward CastheSeen
Amount, the Fixed Amount, the Floating Rate Amount arel@ounterparty Additional Payment Amount, as
case may be, in Annex B hereto shall be deemee teferences to the Cancellation Amodiiie definition o
"Cancellation Amount" in Section 12.8 of the Equidgfinitions is hereby amended by inserting théofsing
paragraph: "(h) The Determining Party shall shoe tther party in reasonable detail its calculatirthe
Cancellation Amount, including without limitationrqviding all relevant quotations and assumptionsl
specifying the methodologies used in sufficienbdeto as to enable the other party to replicatectdculation”.

Net Share Settlement Updtarly Termination: Counterparty shall have the tigh its sole discretion, to ele
that any payment required to be made (the "Eartynireation Amount™) pursuant to Sections 6(d) anel) &f the
Agreement following the occurrence of an Early Tiertion Date in respect of the Agreement by Netré
Settlement of all the Transactions under this MaG@nfirmation in accordance with the terms, anbjesct tc
the conditions, for Net Share Settlement hereimgioyng written notice to GS&Co. of such election the da'
that the notice fixing an Early Termination Dateeffective. If Counterparty elects Net Share Setdat: (a) th
Net Share Valuation Date shall be the datespedifigde notice fixing an Early Termination Dateppided tha
the Net Share Valuation Date shall be either thehBrge Business Day that such notice is effectibefirs
Exchange Business Day immediately following the liatge Business Day that such notice is effecthethe
Net Share Settlement Date shall be deemed to Hexttieange Business Day immediately following theyEa

Termination Datglexcept for an Early Termination as a result ofti®ac7(d), in which event the Net Sh
Settlement Date shall be deemed to be the tenthdexe Business Day following the Early Terminatiaie’
and (c) all references to Forward Cash Settlemembunt , the Fixedmount, the Floating Rate Amount and
Counterparty Additional Payment Amount, as the aaag be, in Annex B hereto shall be deemed refett
the Early Termination Amount.

Transfer: Notwithstanding anything to the contrarghe Agreement, GS&Co. may assign, transfer atdge
all rights, title and interest, powers, privilegesd remedies of GS&Co. under any Transaction, iolevr ir



1.

part, to an affiliate of GS&Co. that is fully andiaonditionally guaranteed by The Goldman Sachs Grinc
without the consent of Counterparty, provided thatinterparty is not required to make a payment38.Co. ir
respect of an Indemnifiable Tax as a result of drasfer.

GS&Co. Payment Instructions: Chase Manhattan Bask Mork
For A/IC Goldman, Sachs & Co.

A/C # 930-1-011483

ABA: 021-000021

Counterparty Payment Instructions: PG&E Corporattaster Account No. 099023
Mellon Trust of New England, N.A.

Boston, MA
ABA Routing No: 011001234

Calculation Agent GS&Co.

Representations, Warranties and Covenants of @S&a Counterparty

Each party represents and warrants that it @niseligible contract participant”, as definedhe U.S.
Commodity Exchange Act, as amended and (ii) isrargénto each Transaction hereunder as princigrdl (hot
as agent or in any other capacity, fiduciary oeottise) and not for the benefit of any third party.

Each party acknowledges that the offer and sad@ch Share Forward Transaction to it is intertddae exempt
from registration under the Securities Act of 1988 amended (the "Securities Act"), by virtue aft®a 4(2)
thereof and the provisions of Regulation D promtddahereunder ("Regulation D"); and this acknogkrdent
shall not be deemed to extend to Settlement Sloargarly Settlement Shares. Accordingly, each party
represents and warrants to the other that (i)gttha financial ability to bear the economic rikt® investment
in each Share Forward Transaction and is abledodéotal loss of its investment, (ii) it is arcteedited
investor" as that term is defined under Regulabofii) it will purchase each Share Forward Trasign for
investment and not with a view to the distributmrresale thereof, and (iv) the disposition of eSblare
Forward Transaction is

restricted under this Master Confirmation anchedgpplemental Confirmation, the Securities Act stade
securities laws.

Additional Representations, Warranties and Cowenaf Counterparty

As of the date hereof and the date of each Suppiih€onfirmation, Counterparty represents, wagamd covenants to GS&Co. that:

A.
B.

the purchase or writing of each Transaction nadlt violate Rule 13e-1 or Rule 13e-4 under the Beesi
Exchange Act of 1934, as amended (the "Exchang§;Act

it is not entering into any Transaction on theiaf, and is not aware of, any material non-puiniiormation
with respect to the Shares or in anticipationménnection with, or to facilitate, a distributiohits securities,
self tender offer or a third-party tender offer;

it is not entering into any Transaction to created will not engage in any other securities oivadive
transaction to create, a false or misleading ajgpearof active trading or market activity in theaB¥s (or any
security convertible into or exchangeable for thar8s), or which would otherwise violate the ExgeAct;

Counterparty is in compliance with its reportoigigations under the Exchange Act and its mostmeédnnual
Report on Form 10-K, together with all reports sdpgently filed by it pursuant to the Exchange Aaken
together and as amended and supplemented to thefddis representation, do not, as of their repe filing
dates, contain any untrue statement of a matex@galdr omit any material fact required to be stakextein or
necessary to make the statements therein, inghedf the circumstances in which they were madg, n
misleading;

each Transaction is being entered into purswaatublicly disclosed Share buy-back program gmBaoard of
Directors has approved the use of the Transaati@fféct the Share buy-back program;

notwithstanding the generality of Section 13.1ha&f Equity Definitions, GS&Co. is not making a



representations or warranties with respect torémment of any Transaction under FASB Statemeffisot
150, EITF 00-19 (or any successor issue statements)der FASB's Liabilities & Equity Project;

H. it has not, and during any Valuation Period (aemded pursuant to the provisions of Sectionnd'&aluation
Period" herein) it will not, enter into agreemesitsilar to the Transactions described herein exadt
GS&Co. or an entity affiliated with GS&Co. whereetlialuation period in such other transaction wikidap at
any time (including as a result of extensions ichsualuation period as provided in the relevanteagrents) wit
any Valuation Period (as extended pursuant to theigions of Section 5 and "Valuation Period" hejeinder
this Master Confirmation. In the event that theuadion period in any other similar transaction vathentity
other than GS&Co. or an entity affiliated with GS&®verlaps with any Valuation Period under thisshéa
Confirmation as a result of any extension madeyamnsto the provisions of Section 5 and "Valuaftariod"
herein, Counterparty shall promptly amend suchstation to avoid any such overlap; and

I. it shall report each Transaction as required utite Exchange Act and the regulations promulg#teceunder.

1. Suspension of Valuation Period; Extension of ¥&tn Period.

A. If Counterparty concludes that it will be engaged distribution of the Shares for purposes afjiRation M
promulgated under the Exchange Act ("Regulation,i@§unterparty agrees that it will, on one Schediule
Trading Day's written notice, direct GS&Co. noptarchase Shares in connection with hedging anysheion
during the "restricted period" (as defined in Ragjioh M). If on any Scheduled Trading Day Countefpa
delivers written notice (and confirms by telephobg)8:30 a.m. New York Time (the "Notification Tiff)ethen
such notice shall be effective to suspend the \fmlnderiod as of such Notification Time. In theeat/that
Counterparty delivers notice and/or confirms bgpélone after the Notification Time, then the Valmateriod
shall be suspended effective as of 8:30 a.m. Nexk Yone on the following Scheduled Trading Day er a
otherwise required by law or agreed between Copatgr and GS&Co. The Valuation Period shall be endp
and the Valuation Date extended for each Schediiading Day in such restricted period.

C. Inthe event that GS&Co. concludes, in its reabtndiscretion, that it is appropriate with reggeany legal,
regulatory or self-regulatory requirements or edigpolicies and procedures (whether or not suchirements,
policies or procedures are imposed by law or haenlvoluntarily adopted by GS&Co.) for it to refrdiom
purchasing Shares on any Scheduled Trading Dapglthie Valuation Period, GS&Co. may by written netio
Counterparty elect to suspend the Valuation Pdooduch number of Scheduled Trading Days as isipé in
the notice. The notice shall not specify, and GS&2mll not otherwise communicate to Counterpanty,
reason for GS&Co.'s election to suspend the Valud®eriod. The Valuation Period shall be susperadeidthe
Valuation Date extended for each Scheduled TraBisg occurring during any such suspension.

D. Inthe event that the Valuation Period is suspdnplirsuant to Sections 5(a) or (b) above duriegelular
trading session on the Exchaaghen the Calculation Agent in its sole discresball, in calculating the Forwe
Cash Settlement Amount, extend the Valuation Paiatimake adjustments to the weighting of eachvRate
Price for purposes of determining the SettlemeitteRPwith such adjustments based on, among otlerrig the
duration of any such suspension and the volumggrigal trading patterns and price of the Shares.

E. On the first Exchange Business Day of each calewdek during the Valuation Period, to the exthat the
Number of Daily Reference Shares exceeds 25% OABIEV (as defined in Rule 10b-18 under the Exchange
Act ("Rule 10b-18")) for the Shares on such dag, @alculation Agent will (i) adjust the Number o&ily
Reference Shares to equal an amount equal to 139 ©Y for the Shares determined and effective ochsu
Exchange Business Day and (ii) deem the remainaing@uled Trading Days in the Valuation Period teeqeal
to the Remaining Number of Shares divided by thenber of Daily Reference Shares (after giving effecny
adjustments pursuant to (i) above), rounded upgmearest whole number.

"Number of Daily Reference Shares" means, for éaelmsaction, initially the Initial Number of Dailgeference Shares (as set forth in
Supplemental Confirmation) and thereafter as mayadjested in accordance with this Section 5(d)viged that on the first Exchan
Business Day of the fiftealendar week following any such adjustment the Nemof Daily Reference Shares shall equal the texfs@) the
Initial Number of Daily Reference Shares and (894 of the ADTV of the Shares determined on suchhBrge Business Day.

"Remaining Number of Shares" means, for each Taiosaand as of any date of determination, a nurob&hares equal to (i) the Numbe
Shares minus (ii) the sum of, for each Exchangdrigss Day in the Valuation Period up to and inalgdsuch date, the Number of Shi
divided by the total number of Exchange Businesgsiia the Valuation Period (the "Daily Amount"). @Daily Amount will be deemed to
zero for each day on which the Valuation Perioduispended in accordance with Sections 5(a) ankefigof. In the event that the Valual
Period is extended pursuant to the terms of thist&éfaConfirmation, the Calculation Agent may makeresponding adjustments to
amount of the Remaining Number of Shares.

1. Counterparty Purchases. Counterparty representsants and covenants to GS&Co. that for each Tcisa




A. Counterparty (or any "affiliated purchaser" adimkd in Rule 10b-18) shall not, purchase any Shdisted
contracts on the Shares or securities that areertible into, or exchangeable or exercisable fargs
(including, without limitation, any Rule 10b-18 phases of blocks (as defined in Rule 10b-18)) duaimy
Valuation Period (as extended pursuant to the piows of Section 5 and "Valuation Period" hereixgept for
purchases through GS&Co. or an entity affiliatethvdS&Co., or if not through GS&Co., with the prigritten
consent of GS&Co., and in compliance with Rule 1@bar otherwise in a manner that Counterparty and
GS&Cao. believe is in compliance with applicableuigments and except for purchases in connectitim wi
management compensation plans or other employedibamangements and except for purchases of
Counterparty's 9.50% Convertible Subordinated Ndtes2010, provided such purchases are made in
compliance with any applicable legal regulatongelf-regulatory requirements or related policied an
procedures (whether such requirements, policiggazedures are imposed by law or have been voilyntar
adopted by GS&Co. for uniform

application to all such purchases). Any such pwehby Counterparty shall be disregarded for puspa
determining the Forward Cash Settlement Amountthieo extent that Counterparty makes any such pue
other than through GS&Co., or other than in conipecwith any Transaction, Counterparty hereby repné
and warrants to GS&Co. that (a) it will not takénart action that would or could cause GS&Co.'s pasel ¢
the Shares during the Valuation Period not to cgmth Rule 10bi8 and (b) any such purchases will
otherwise constitute a violation of Section 9(a)Rule 10(b) of the Exchange Act. This subparagr@)tshal
not restrict any purchases by Counterparty of Shaffected during any suspension of any Valuatieridd ir
accordance with Section 5 herein and any purchéisesg such suspension shall be disregarded inulediioc
the Forward Cash Settlement Amount; and for thedanee of doubt, this subparagraph (a) shall reitiot any
holders of outstanding securities of Counterpaxiynfexercising or converting such securities tor&zand

B. Counterparty is entering into this Master Confitian and each Transaction hereunder in good &aithnot as
part of a plan or scheme to evade the prohibitadriRule 10b5-1 under the Exchange Act ("Rule 10854Lis
the intent of the parties that each Transactioaredtinto under this Master Confirmation complyhathe
requirements of Rule 10b5-1(c)(1)(i)(A) and (B) aath Transaction entered into under this Master
Confirmation shall be interpreted to comply witle tlrequirements of Rule 10b5-1(c). Counterparty moll seek
to control or influence GS&Co. to make "purchasesades" (within the meaning of Rule 10b5-1(c)(XK)(3))
under any Transaction entered into under this Ma&bafirmation, including, without limitation, GS&L's
decision to enter into any hedging transactionsin@arparty represents and warrants that it hasutt@aswith its
own advisors as to the legal aspects of its ado@ta implementation of this Master Confirmationl @ach
Supplemental Confirmation under Rule 10b5-1.

1. Additional Termination EventsAdditional Termination Events will apply undercsien 5(b)(v) of the
Agreement. The following will constitute Addition@kermination Events, in each case with Counterpastthe
sole Affected Party:

(&) Notwithstanding anything to the contrary in tBquity Definitions, the occurrence of a Nationatian
Insolvency or a Delisting (in each case effectivetioe Announcement Date as determined by the Gaioc
Agent);

(b) Notwithstanding anything to the contrary in tRequity Definitions, the occurrence of a Merger Bt
(effective on the Merger Date) or a Tender Offdfe@ive on the Tender Offer Date) in respect ofickhany
Other Consideration received for the Shares doesarsist of cash. For the avoidance of doinbthe event thi
any portion of the consideration received for thear®s consists of cash or New Shares, this Adai
Termination Event shall only apply with respecatbor any Transaction(s) (or portions thereof) aémng afte
giving effect to the provisions in "Consequenced/eirger Events" or "Consequences of Tender Offexrs'th:
case may be, above;

(c) [reserved]; or

(d) Notwithstanding anything to the contrary in tBguity Definitions, one day prior to the éksidend date i
respect of any Extraordinary Dividerfds specified in the Supplemental Confirmation)tiy Issuer; provide
that in the event that GS&Co. and Counterparty reimti® a mutually acceptable new transact{asing thei
good faith and commercially reasonable effortspoprior to one day prior to the aehvidend date in respect
the Extraordinary Dividend, the amounts determipatsuant to Section 6(e) of the Agreement or otfesnic
be owed by Counterparty and GS&Co. with respethécAffected Transaction(s) shall deemed to be only t
amounts that would otherwise be owed hereundergpact of the Forward Cash Settlement Amount
"Termination Forward Settlement Amount"), the Fiogt Amount (the "Termination Floating Amount"),



Fixed Amount (the "Termination Fixed Amount") arigktCounterparty Additional Payment Amount if theli
Termination Date were the Cash Settlement Paymexté,Cand shall be payable in cash or (in the cé
Counterparty) by Net Share Settlement or a comioinaif the two. Inthe event that an Early Termination C
would otherwise occur pursuant to this clause TtH)jle Counterparty is in possession of, or is awaf;
material, norpublic information, the Early Termination Date dh@dt be deemed to occur until the day afte
day on which Counterparty is not in possessioranf] is not aware of, material non-public informatém long
as, if, at Counterparty's option, on or prior toeamay prior to the esividend date for such Extraordin
Dividend, Counterparty agrees to pay GS&Co. na lien the earlier of the entry into the new tratisa or the
dividend payment date for such Extraordinary Dividea fixed amount in cash or by Net Share Settieroee
combination of the two, that shall be determinedyaod faith by GS&Co. as having a value equal YaHg
amount per share of such Extraordinary Dividendtiplidd by (ii) the actual number of Shares thall vémair
borrowed by GS&Co. in connection with any HedgeifRwss related to the Transaction as of suchdiidenc
date. If Counterparty does not so agree on or poiene day prior to the edividend date for such Extraordini
Dividend, the Early Termination Date shall occuttes close of business on the Exchange Businesghaay:
one day prior to the edividend date. For purposes of this Section 7(ag: Termination Forward Settlem
Amount shall mean an amount in Settlement Curretmyal to the product of (a) the Termination TradDay:
multiplied by the Initial Number of Daily Referencghares multiplied by (b) an amount equal to (&
Termination Settlement Price minus (ii) the Forw&ndce; the Termination Floating Amount shall mean
amount equal to the sum of the applicable Fedenad& Rate multiplied by (i) the Daily Notional Amut
multiplied by (ii) 1/360 for each day from and inding the Floating Amount Accrual Date to but exithg the
Early Termination Date; and the Termination Fixegh@dunt shall mean an amount equal to the sum ahé
applicable Daily Additional Spread multiplied by {he Daily Notional Amount multiplied by (ii) 1/86for eacl
day from and including the Floating Amount Accriddte to but excluding the Early Termination Datesp(ll)
an amount equal to the sum of the applicable FRaté multiplied by (i) the Notional Amount multiplied t
(i) 1/360 for each day from and including the Ring Amount Accrual Date to but excluding the E
Termination Date. Also for purposes of this Secfidd): "Termination Trading Days" shall mean thentner o
Exchange Business Days (excluding any day(s) octwhie Valuation Period was suspended in accordaitb
Section 5 herein or as a result of any Scheduledliig Day being a Disrupted Day) from and includihe
Valuation Period Start Date to and including thelfedermination Date; "Termination Valuation Pericghall
mean the Exchange Business Days during the pedounencing on and including the Valuation Periodt
Date to and including the Early Termination Datat(bxcluding any day(s) on which the Valuation Bénva:
suspended in accordance with Section 5 herein ar result of any Scheduled Trading Day being aupisat
Day and including any day(s) by which the Valuatiteriod was extended pursuant to the provisionvjelanc
the "Termination Settlement Price" shall mean tlighmetic mean of the Relevant Prices of the Shaoegacl
Exchange Business Day in the Termination Valuaferiod.

Automatic Termination ProvisiondNotwithstanding anything to the contrary in Seatb of the Agreement:

An Additional Termination Event with Counterpadg the sole Affected Party will automatically ocaithout
any notice or action by GS&Co. or Counterpartyhi price of the Shares on the Exchange at anyftilise
below the Termination Price (as specified in tHategl Supplemental Confirmation) provided that (for
avoidance of doubt only) such Additional Terminatievent shall be an Additional Termination Evenlyasith
respect to the Transaction documented in sucheceBtipplemental Confirmation. The Exchange Busibess
that the price of the Shares on the Exchange atimn@yfalls below the Termination Price will be thearly
Termination Date" for purposes of the Agreement.

Notwithstanding anything to the contrary in Sewt6(d) of the Agreement, following the occurrenésuch an
Additional Termination Event, GS&Co. will notify Caterparty of the amount owing under Section 6{¢he
Agreement within a commercially reasonable timaquefwith such period based upon the amount of time
determined by GS&Co. (or any of its Affiliates)its reasonable discretion, that it would take tevimal any of
its Hedge Position(s) related to the Transactiom @@mmercially reasonable manner based on relevarket
indicia). For purposes of the "Net Share Settlenipdan Early Termination" provisions herein, (i) tti@te that
such notice is effective (the "Notice Date") shwalhstitute the "Net Share Valuation Date", (ii) Evechange
Business Day immediately following the Notice Dalall be the Net Share Settlement Date and (lii) al
references to the Forward Cash Amount or the Fx@dunt in Annex B hereto shall be deemed to beEtudy
Termination Amount. For the avoidance of doubt, e osition shall only mean any purchase, saley erb
or maintenance of one or more stock borrowing tatisns by GS&Co. or its Affiliates in respect bétShares
in connection with this Transaction and, notwithsliag the forgoing portions of this paragraph aedt®ns 6
(d) and (e) of the Agreement, Counterparty shakiled to satisfy the Hedge Position by delivefyhe
Number of Early Settlement Shares as defined inpamsuant to the provisions of Section 10.

Special Provisions for Merger Eventdotwithstanding anything to the contrary hereirinothe Equity
Definitions, to the extent that an AnnouncementeJat a potential Merger Transaction occurs dugnyg
Valuation Period




A. Promptly after request from GS&Co., Counterpattgll provide GS&Co. with written notice specifyifiyy
Counterparty's average daily Rule 10b-18 Purch@sedefined in Rule 10b-18) during the three falbadar
months immediately preceding the Announcement Betewere not effected through GS&Co. or its adfilis
and (ii) the number of Shares purchased pursuahetproviso in Rule 10b-18(b)(4) under the ExcleaAgt for
the three full calendar months preceding the Angearent Date. Such written notice shall be deemée @
certification by Counterparty to GS&Co. that susformation is true and correct. Counterparty un@eds that
GS&Co. will use this information in calculating ttrading volume for purposes of Rule 10b-18; and

B. GS&Co. in its sole discretion may (i) make adjushts to the terms of any Transaction, includinighout
limitation, the Valuation Date and the Number of&s to account for the number of Shares that deaild
purchased on each day during the Valuation Penadinpliance with Rule 10b8 following the Announceme
Date or (ii) treat the occurrence of the Announceniizate as an Additional Termination Event with
Counterparty as the sole Affected Party.

"Merger Transaction" means any merger, acquisibiosimilar transaction involving a recapitalizatias contemplated by Rule 10b-18(a)(13)
(iv) under the Exchange Act.

1. Special Settlement Following Early Terminationl &xtraordinary EventsNotwithstanding anything to the
contrary in this Master Confirmation or any Suppéertal Confirmation hereunder, in the event that an
Extraordinary Event under Article 12 of the Equitgfinitions occurs or an Early Termination Date end
Section 6 of the Agreement occurs or is designaftdrespect to any Transaction (each an "Affected
Transaction"), then either party may elect, by ¢t the other party, to have Counterparty delikerNumber
of Early Settlement Shares to GS&Co. on the dattedich notice is effectiy@rovided that GS&Co. determin
in its good faith sole discretion that such delvisrin compliance with any legal, regulatory olfsegulatory
requirements or related policies and proceduresg for a termination as a result of Section ,7ifdyvhich
event the date of delivery shall be the tenth BessrDay thereafter. To the extent that Countermaeits to
deliver Shares to GS&Co. accompanied by an effed®@ggistration Statement (satisfactory to GS&Catsin
reasonable discretion) covering such Early SettigrBbares, Counterparty must be in compliance thigh
conditions specified in (iii) though (ix) in Anné&X hereto at the time of such delivery. If Countetpalects to
deliver Unregistered Shares (as defined in AnnetoB3S&Co., Counterparty and GS&Co. will negotimte
good faith on acceptable procedures and documentatlating to the sale of such Unregistered Shares

"Number of Early Settlement Shares" means a numb8hares based on the Hedge Positions of GS&Canyof its Affiliates with respect to e:
Affected Transaction under this Master Confirmatarihe time of the Extraordinary Event or Earlyrfénation Date, as applicable.

In determining the amount of Loss under Section) @&fethe Agreement or the Cancellation Amount u
Article 12, the parties shall take into account Hieating Rate Amount that would have otherwisenbéee t
Counterparty and the Fixed Amount that would hatevise been due to GS&Co., and the differencesédoe
the New York 10ht8 Volume Weighted Average Price per share of thar& over the Valuation Period
compared to the Forward Price. Further, if Couratgypdelivers Early Settlement Shares, an amoumletq the
product of (i) the Number of Early Settlement Shares multiplied(ijythe Forward Price (or if Counterpa
delivers Unregistered Shares, as reduced by auisatetermined by GS&Co. in a good faith commelyg
reasonable manner based on the discount to theYWekv10b-18 Volume Weighted Average Price at whic
could sell the Shares and whether GS&Co. and Caquenty have agreed on acceptable procedure:
documentation relating to such Unregistered Shasedescribed above) shall be credited against ampum
owing under Section 6(e) of the Agreement or purst@Article 12 of the Equity Definitionsr otherwise und:
this Master Confirmation.

2. Acknowledgments The parties hereto intend for:

A. Each Transaction to be a "securities contractiefined in Section 741(7) of the U.S. Bankrupt@d€ (Title 11
of the United States Code) (the "Bankruptcy Code"swap agreement" as defined in Section 101(538)e
Bankruptcy Code, or a "forward contract” as defime8ection 101(25) of the Bankruptcy Code, andpkties
hereto to be entitled to the protections affordgdadmong other sections, Sections 362(b)(6), 362{) 555,
556 and 560 of the Bankruptcy Code;

B. A party's right to liquidate or terminate any Traaon, net out or offset termination values of payt amount:
and to exercise any other remedies upon the ocweref any Event of Default under the Agreemenhwit
respect to the other party to constitute a "cottidaight” (as defined in the Bankruptcy Code);

C. All payments for, under or in connection with led@ansaction, all payments for the Shares antramsfer of
such Shares to constitute "settlement payments*tamasfers” (as defined in the Bankruptcy Coi



1.

4.

5.

SetOff . The parties agree to amend Section 6 of the Ageeé by adding a new Section 6(f) thereto as fadtow

"(f) Upon the occurrence of an Event of Default T@rmination Event with respect to a party who is
Defaulting Party or the Affected Party ("X"), thther party ("Y") will have the right (but not be lajed) withou
prior notice to X or any other person to set-ofapply any obligation of X owed to {fvhether or not matured
contingent and whether or not arising under theeagrent, and regardless of the currency, placewheat o
booking office of the obligation) against any oblign of Y owed to X (whether or not matured or conting
and whether or not arising under the Agreement, raegdrdless of the currency, place of payment aking
office of the obligation). Y will give notice to ¥f any set-off effected under this Section 6(f).

Amounts (or the relevant portion of such amountjexct to sebff may be converted by Y into the Terminal
Currency at the rate of exchange at which sucty paould be able, acting in a reasonable manneriraggboc
faith, to purchase the relevant amount of suchenny. If any obligation is unascertained, Y maydod faitt
estimate that obligation and s#ft-in respect of the estimate, subject to thevaté party accounting to the ot|
when the obligation is ascertained. Nothing in tB&ction 6(f) shall be effective to create a chasg®the
security interest. This Section 6(f) shall be withprejudice and in addition to any right of sét- combinatiol
of accounts, lien or other right to which any pastyat any time otherwise entitled (whether by agien of law
contract or otherwise)."

Payment Date Upon Early TerminatioNotwithstanding anything to the contrary in Sext6(d)(ii) of the
Agreement, all amounts calculated as being duespect of an Early Termination Date under Sectie 6f the
Agreement will be payable on the day that noticthefamount payable is effective, except as otlserwi
provided in this Master Confirmation or any Suppéertal Confirmation.

Share Settlement; Maximum Shar&otwithstanding anything contained in this MasZenfirmation, the
Agreement or the Equity Definitions, CounterpantyG5&Co. at the election by Counterparty may sgtif
amounts it may owe to the other party hereundensaer each Supplemental Confirmation by delivdry o
Shares in accordance with Annex B and/or Sectiohet8of, and Counterparty is solely vested withriglet to
determine whether such obligations may be satigfi€dhares, in cash or in a combination of the two.
Notwithstanding anything contained in this Masten@rmation, the Agreement or the Equity Definition
Counterparty and GS&Co. agree that in the evenn@uparty owes an amount to GS&Co. and Counterparty
elects to satisfy its obligations to GS&Co. by detiy of Shares, the delivery of a number of Sharpsl to the
Reserved Shares will satisfy in full the obligat@nCounterparty to make any payments pursuanetti& 6(e’
of the Agreement, Article 12 of the Equity Defioitis or otherwise in respect of the Transaction.

Governing Law The Agreement, this Master Confirmation and eagpplemental Confirmation and all matters
arising in connection with the Agreement, this Mastonfirmation and each Supplemental Confirmasioall

be governed by, and construed and enforced in danoe with, the laws of the State of New York witho
reference to its choice of law doctrine.

Offices.
The Office of GS&Co. for each Transaction is: Qtfew York Plaza, New York, New York 10004.

The Office of Counterparty for each Transact®ndne Market Street, Spear Tower, Suite 2400 FBancisco,
CA 94105.

Arbitration .
Arbitration is final and binding on Counterparty an d GS&Co.

Counterparty and GS&Co. are waiving their right to seek remedies in court, including the right to aury
trial.

Pre-arbitration discovery is generally more limited than and different from court proceedings.

The arbitrators' award is not required to include factual findings or legal reasoning and any partys right
to appeal or to seek modification of rulings by therbitrators is strictly limited.

The panel of arbitrators will typically include a minority of arbitrators who were or are affiliated with the



securities industry.

Any controversy between or among GS&Co. or its affiates, or any of its or their partners, directors
agents or employees, on the one hand, and Counterpaor its agents and affiliates, on the other hang
arising out of or relating to the Agreement or anyTransaction entered into hereunder, shall be settteby
arbitration, in accordance with the then current rules ofthe American Arbitration Association ("AAA"),

except that the provisions of this Section 17 shaflupersede any conflicting or inconsistent provisits of
such rules. Each party shall appoint a qualified aoitrator within 5 days after the giving of notice by either
party. If either party shall fail timely to appoint a qualified arbitrator, the appointed, qualified arbitrator
shall select the second qualified arbitrator within5 days after such party's failure to appoint. Thegualified
arbitrators so appointed shall meet and shall, if pssible, determine such matter within 10 days aftethe
second qualified arbitrator is appointed, and theirdetermination shall be binding on the parties. Iffor any
reason such two qualified arbitrators fail to agreeon such matter within such period of 10 days, the
either party may request the AAA to appoint a qualfied arbitrator who shall be impartial within 7 day s of
such request and both parties shall be bound by angppointment so made by the AAA. Within 7 day
after the third qualified arbitrator has been appointed, each of the first two qualified arbitrators dall
submit their respective determinations to the thirdqualified arbitrator who must select one or the dber of
such determinations (whichever the third qualifiedarbitrator believes to be correct or closest to aarrect
determination) within 7 days after the first two qualified arbitrators shall have submitted their respective
determinations to the third qualified arbitrator, and the selection so made shall in all cases be bing
upon the parties, and judgment upon such decision ay be entered into any court having jurisdiction. h
the event of the failure, refusal or inability of aqualified arbitrator to act, a successor shall beppointed
within 10 days as hereinbefore provided. The costs the arbitration shall be funded 50% by each pary,
and the parties shall bear their own attorneys' feg, during the arbitration. The prevailing party shall be
repaid all of such expenses by the noprevailing party within 10 days after the final determination of the
qualified arbitrator(s). The award of the arbitrato rs shall be final, and judgment upon the award rendred
may be entered in any court, state or Federal, hang jurisdiction.

Neither party shall bring a putative or certified class action to arbitration, nor seek to enforce anyre-
dispute arbitration agreement against any person wh has initiated in court a putative class action; Wwo is
a member of a putative class who has not opted oaf the class with respect to any claims encompassby
the putative class action until:

I. the class certification is denied;
Il. the class is decertified; or

lll. the party is excluded from the class by the cott.

Such forbearance to enforce an agreement to arbitta shall not constitute a waiver of any rights undethe Agreement except to th

extent stated herein.

1.

Agreed and Accepted By:

PG&E CORPORATION

[SIGNATURE PAGE FOLLOWS]

Counterparty hereby agrees (a) to check this dd&@bnfirmation carefully and immediately upon liptso that
errors or discrepancies can be promptly identified rectified and (b) to confirm that the forego{imgthe exact
form provided by GS&Co.) correctly sets forth tkemis of the agreement between GS&Co. and Countgrpar
with respect to any Transaction, by manually sigrthis Master Confirmation or this page hereof\adence of
agreement to such terms and providing the othernmdtion requested herein and immediately returaimg
executed copy to Equity Derivatives Documentati@p&rtment, facsimile No. 212-428-1980/83.

Yours sincerely,
GOLDMAN, SACHS & CO.

By /s/ Sharon Siebold
Authorized Signatory

By: /s/ Christopher P. Johns

Name:



Title:

ANNEX A

SUPPLEMENTAL CONFIRMATION FOR FULLY UNCOLLARED TRAN SACTIONS

To: PG&E Corporation
One Market Street, Spear Tower
Suite 2400
San Francisco, CA 94105
From: Goldman, Sachs & Co.
Subject: Accelerated Share Repurchase Transaction - VWAGM@ri
Ref. No: SDB1620840449
Date: March 22, 2006

The purpose of this Supplemental Confirmation isdofirm the terms and conditions of the Transacéatered into between Goldman, S:
& Co. ("GS&Co.") and PG&E Corporation ("Counterpdit (together, the "Contracting Parties") on thede Date specified below. T
Supplemental Confirmation is a binding contractwesin GS&Co. and Counterparty as of the relevantdrate for the Transacti
referenced below.

1. This Supplemental Confirmation supplements, ®part of, and is subject to the Master Confirmatiated as oNovember 16, 2005 (tl
"Master Confirmation") between the Contracting Rartas amended and supplemented from time to fline.definitions and provisio
contained in the Master Confirmation are incorpedanto this Supplemental Confirmation, exceptgwessly modified below. In the ew
of any inconsistency between those definitions pralisions and this Supplemental Confirmation, t8igoplemental Confirmation w
govern.

2. The terms of the Transaction to which this Sepmntal Confirmation relates are as follows:

Trade Date: March 28, 2006

Forward Price: USD 34.75 per Share

Number of Shares: 11,385,000 Shares

Valuation Period Start Date: March 29, 2006

Valuation Date: June 8, 2006

Termination Price: $10.00 per Share

Fixed Rate: 25 basis points

Reserved Shares: Two times the Number of Shares

Extraordinary Dividends: Any cash dividend declared by the Issuer in excésk0.00 per

Share; provided that the cash dividend declared thg
Counterparty in February 2006 shall not be an Bxtliaary
Dividend.

227,700 Shares

Initial Number of Daily Reference Shares:



Initial Notional Amount: The Number of Shares multiplied by the Forward &ric

Counterparty Additional Payment Amount: uUsD 3,757,050.00

[SIGNATURE PAGE FOLLOWS]

3. Counterparty represents and warrants to GS&t.rteither it (nor any "affiliated purchaser" afiged in Rule 1048 under the Exchan
Act) have made any purchases of blocks except thr@S&Co. or an entity affiliated with GS&Co. puasit to the proviso in Rule 10b-18(b)
(4) under the Exchange Act during the four fullecadar weeks immediately preceding the Trade Date.

Counterparty hereby agrees (a) to check this Sapmiéal Confirmation carefully and immediately upeceipt so that errors or discrepan
can be promptly identified and rectified and (btmfirm that the foregoing (in the exact form pgd®ad by GS&Co.) correctly sets forth

terms of the agreement between GS&Co. and Coumtgrpéth respect to this Transaction, by manuallgning this Supplement
Confirmation or this page hereof as evidence ofagient to such terms and providing the other inddion requested herein and immediz
returning an executed copy to Equity DerivativesDuentation Department, facsimile No. 212-428-1880/

Yours sincerely,
GOLDMAN, SACHS & CO.

By: /s/ Frank Hujber
Authorized Signatory

Agreed and Accepted
PG&E CORPORATION

By: /s/ G. Robert Powell
Name: G. Robert Powell

Title: Vice President and Controller

ANNEX B
NET SHARE SETTLEMENT PROCEDURES

In the event that the Counterparty has elected3Xate Settlement in accordance with the Masteri@oafion, then the settlement procec
shall be as follows:

In the event that the sum of the Forward Cash e3a&tht Amount, the Fixed Amountthe Floating Rate Amount and the Countery
Additional Payment Amount (the "Final Settlement dunt") is an amount GS&Co. owes Counterparty, exettint shall be made by deliv

of the number of Shares equal in value to the Fasdflement Amount, with such Shares' value basetth@® Relevant Prices per Share fur
described below. In such event, on each succedtingange Business Day after the Net Share Valu@ame, GS&Co. shall purchase one-
half of the maximum amount of Shares Counterpastyccpurchase each day in accordance with the giong of Rule 104-8(2), (3) and (4
subject to any delays between the execution andrtieg of a trade of the Shares on the Exchangeather circumstances beyond
reasonable control, until the sum of the produdtthe number of Shares purchased by GS&Co. mudtplyy the Relevant Price for
regular trading session (including any extensidreseof) of the Exchange on the related ExchangénBsis Day equals the Final Settlen
Amount. GS&Co. shall deliver all Shares purchasedpant to this paragraph free of any contractuatloer restriction, in good transfera
form on the Third Exchange Business Day followihg tlay on which GS&Co. completes all such purchases

In the event that the Final Settlement Amount isaamount that Counterparty owes GS&Co., settlembatl e made by delivery of t
number of Shares equal in value to the Final Sethle Amount (the "Settlement Shares"), with suchr&i value based on the Net S
Settlement Price. Delivery of such Settlement Shahall be made free of any contractual or oth&riotions in good transferable form (ot
than with respect to any Unregistered Shares (fisedebelow)) on the Net Share Settlement Date.nBaparty (i) shall represent and war|



to GS&Co. at the time of such delivery that it lya®d, valid and marketable title or right to seltlaransfer all such Shares to GS&Co. u
the terms of the related Transaction free of a@y tiharge, claim or other encumbrance and (ii)l shake the representations and agreen
contained in Section 9.11(ii) through (iv) of thquity Definitions to GS&Co. with respect to the Bahent Shares. GS&Co. or any affili
of GS&Co. designated by GS&Co. (GS&Co. or suchliafé, "GS") shall resell the Settlement SharestweGS&Co. during a period (t
"Resale Period") commencing no earlier than thehBrge Business Day on which the Settlement Shagededivered. GS shall use its gt
faith, commercially reasonable efforts to sell Bettlement Shares as promptly as possible at coomigrreasonable prices based
prevailing market prices for the Shares. The ReRalgod shall end on the Exchange Business Day liohwGS completes the sale of
Settlement Shares or a sufficient number of Sedfenshares so that the realized net proceeds bfsales exceed the sum of Forward (
Settlement Amount, the Fixed Amount and the Coupatey Additional Payment Amount. Notwithstanding tloregoing, if resale by GS
the Settlement Shares, as determined by GS iolgsdéscretion (i) occurs during a distribution furposes of Regulation M, and if GS wc
be subject to the restrictions of Rule 101 of Ratiah M in connection with such distribution, thedale Period will be postponed or tollec
the case may be, until the Exchange Business Dayeilately following the end of any "restricted pef as such term is defined
Regulation M with respect to such distribution unBegulation M or (ii) conflict with any legal, ratatory or selfregulatory requirements
related policies and procedures applicable to Glseflaer or not such requirements, policies or progeslare imposed by law or have t
voluntarily adopted by GS), the Resale Period Wl postponed or tolled, as the case may be, unth sonflict is no longer applicab
During the Resale Period, if the realized net pedsefrom the resale of the Settlement Shares exbeeslim of the Forward Cash Settler
Amount, the Fixed Amount and the Counterparty Addial Payment Amount, GS shall refund such excessash to Counterparty by -
close of business on the third Exchange Businegsibaediately following the last day of the ResBleriod. If the sum of the Forward C.
Settlement Amount, the Fixed Amount and the Coyetey Additional Payment Amount exceeds the redlizet proceeds from such res
Counterparty shall transfer to GS by the open efrdgular trading session on the Exchange on fre Sitheduled Trading Day immediat
following the last day of the Resale Period the amiaof such excess (the "Additional Amount”) in thember of Shares ("Makehole
Shares") in an amount that, based on the Net Settkement Price on the last day of the

Resale Period (as if such day was the "Net Shateatian Date" for purposes of computing such NearBhSettlement Price), has a dc
value equal to the Additional Amount. The Resaled@eshall continue to enable the sale of the Makele Shares. The requirements
provisions set forth below shall apply to Sharelivdeed to pay such Additional Amounts. This prdersshall be applied successively u
the Additional Amount is equal to zero.

Net Share Settlement of a Transaction by Countsrmsubject to the following condition
Counterparty at its sole expense shall:

(i) as promptly as practicable (but in no evententhian five (5) Exchange Business Days immedidtglywing the Settleme!
Method Election Date or, in the case of an eleatibNet Share Settlement upon the occurrence &xdraordinary Event or :
Early Termination Date, no more than one Exchangsirigss Day immediately following either the Calatan Date or th
Early Termination Date, as the case may be) fildeunthe Securities Act and use its best effortmade effective, as promp
as practicable, a registration statement or supgi¢mor amend an outstanding registration statenemat)y such case, in fo
and substance reasonably satisfactory to GS (thgi8Ration Statement") covering the offering aal ¥y GS of not less th
150% of the Shares necessary to fulfill the Netr8i&ettlement delivery obligation by Counterpadgtérmining the number
such Shares to be registered on the basis of #rage of the Settlement Prices on the five (5) Brgle Business Days priot
the date of such filing, amendment or supplementha case may be);

(i maintain the effectiveness of the RegistratiBtatement until GS has sold all shares to be @&t/ by Counterpar
necessary to satisfy its Net Share Settlement atixigs;

(i) have afforded GS and its counsel and othesissds a reasonable opportunity to conduct a dligedce investigation
Counterparty customary in scope for transactionshich GS acts as underwriter of equity securitéas] GS shall have be
satisfied (with the approval of its Commitments Quittee in accordance with its customary review pesg with the results
such investigation;

(iv) have negotiated and entered into a registnatigreement with GS in substantially the form dugaicas Schedule 1, wh
such form the parties agree to amend by Janua2@d§ or anytime thereafter as mutually agreed bypirties in writing i
order to reflect amendments to Rule 415 and Ruiat@l certain other rules set forth in Securities Release 38591 (tht
"Registration Agreement") covering the shares todbivered by Counterparty in satisfaction of itetNshare Settleme
obligations;

(v) have delivered to GS such number of prospestteating thereto as GS shall have reasonablyested and shall promp
update and provide GS with replacement prospectasesecessary to ensure the prospectus does n@tincamy untru
statement of a material fact or any omission ofaemal fact required to be stated therein or neamgsto make the stateme
therein, in the light of the circumstances in whilkhy were made, not misleading;

(vi) have retained for GS nationaligeognized underwriting counsel acceptable to @Sit§ sole discretion) with bro
experience in similar registered securities offgsiand such counsel shall have agreed to act hs



(vii) have taken all steps necessary for the shsolsby GS to be listed or quoted on the primaighange or quotation syst
that the Shares are listed or quoted on;

(viii) have paid all reasonable and actual oupotket costs and expenses of GS and all reasoaatilactual fees and exper
of GS's outside counsel and other independent expentemplated by the Registration Agreement; and

(ix) take such action as is required to ensure @&t sale of the Shares does not violate, ortrigsalviolation of, the federal
state securities laws.

In the event that the Registration Statement igdaotared effective by the Securities Exchange Cimision (the "SEC") or an
of the conditions specified in (ii) through (ix)@le are not satisfied on or prior to the Valuatizate (or, in the case of an
election of Net Share Settlement upon the occuer@fi@an Extraordinary Event or an Early Terminatixate, on or prior to the
first Exchange Business Day following either then@Galation Date or the Early Termination Date,les¢ase may be except
for any Early Termination as result of Section fl}he Master Confirmation, in which case, sucteddnall be the tenth
Exchange Business Day following such Early TerniamabDate), then Counterparty may deliver UnregedeBhares to GS in
accordance with the following conditions. If GS a@adunterparty can agree on acceptable pricing goloes and
documentation relating to the sale of such Unreggst Shares (including, without limitation, apphtarequirements in (iii)
through (ix) above and insofar as pertaining togig offerings), then such Unregistered Shared sbaleemed to be the
"Settlement Shares" for the purposes of the rel@tadsaction and the settlement procedure spedifitids Annex B shall be
followed except that in the event that the Forw@agh Settlement Amount plus the Fixed Amount, ededlee proceeds from
the sale of such Unregistered Shares then foruhgoge of calculating the number of "Make-wholergbato be delivered by
Counterparty, GS shall determine the discounteéd\tbt Share Settlement Price at which it can bellinregistered Shares.
Notwithstanding the delivery of the Unregistere@®@s, Counterparty shall endeavor in good faithatee a registration
statement declared effective by the SEC as sopraastical. In the event that GS has not sold sefficUnregistered Shares to
satisfy Counterparty's obligations to GS containerkin at the time that a Registration Statemeveriog the offering and sale
by GS of a number of Shares equal in value toesst than 150% of the amount then owed to GS isudatkffective (based
the Net Share Settlement Price on the ExchangenBssiDay (as if such Exchange Business Day wertNgtteShare
Valuation Date" for purposes of computing such Sleare Settlement Price) that the Registration Sigté was declared
effective), GS shall return all unsold Unregiste8#tares to Counterparty and Counterparty shaleletiuch number of Shares
covered by the effective Registration Statementktul00% of the amount then owed to GS basediom Net Share
Settlement Price. Such delivered shares shall bmdé to be the "Settlement Shares" for the purpofsie related
Transaction and the settlement procedure spedifidfus Master Confirmation, including, without litation, this Annex B,
(including the obligation to deliver any Make-wh@&@ekares, if applicable) shall be followed. In @bses GS shall be entitled to
take any and all required actions in the coursésafales of the Settlement Shares, including withimitation making sales of
the Unregistered Shares only to "Qualified Insititodl Buyers" (as such term is defined under theuBes Act), to ensure th
the sales of the Unregistered Shares and the RetiteShares covered by the Registration Statememtca integrated resultir
in a violation of the securities laws and Countepagrees to take all actions requested by G8rihdérance thereof.

If GS and Counterparty cannot agree on acceptabting, procedures and documentation relating te shles of suc
Unregistered Shares then the number of Unregis®hades to be delivered to GS pursuant to the gias above shall not
based on the Net Share Settlement Price but r&8eshall determine the value attributed to eachefistered Share in
commercially reasonable manner and based on suah @ounterparty shall deliver a number of Shamgsakin value to tr
Forward Cash Settlement Amount plus the Fixed Amokor the purposes hereof "Unregistered Shareghhmé&hares tr
have not been registered pursuant to an effectigestration statement under the Securities Actrgr state securities lay
("Blue Sky Laws") and that cannot be sold, trarmsféér pledged or otherwise disposed of without tegfion under th
Securities Act or under applicable Blue Sky Lawtess such sale, transfer, pledge or other disposisi made in a transacti
exempt from registration thereunder.

In the event that Counterparty delivers Sharesyaunisto an election of Net Share Settlement, themn@rparty and GS ag!
to indemnify and hold harmless each other to thergprovided in the Registration Agreement.

In no event shall the number of Settlement Sharedug@ling, but without duplication or double courgj any Unregistere
Shares) and any Makehole Shares deliverable by Counterparty hereutal&S&Co., be greater than the Reserved S
minus the amount of any Shares actually deliveratbuany other Transaction(s) under this MasterfiGoation (the result ¢
such calculation, the "Capped Number"). Counteypaapresents and warrants (which shall be deemée tepeated on et
day that a Transaction is outstanding) that thep€dpNumber is equal to or less than the numberhaires determine
according to the following formula:

A-B

Where A = the number of authorized but unissuedeshaf the Issuer that are not reservet



future issuance on the date of the determinatichefCapped Number; and

B = the maximum number of Shares required to béveteld to third parties if Counterpa
elected Net Share Settlement of all transactionthén Shares (other than Transactions ir
Shares under this Master Confirmation) with alkdhparties that are then currently outstan
and unexercised.

SCHEDULE 1
Form of Registration Agreement
PG&E Corporation
Common Stock

Registration Agreement

[1[ 1, 200%

Goldman, Sachs & Co.
85 Broad Street
New York, New York 1000-

Ladies and Gentlemen:

PG&E Corporation, a California corporation (the ¥@many"), proposes to deliver to Goldman, Sachs &(@8S&Co.") pursuant to this
Registration Agreement (this "Agreement") up to [ ] shares of common stock (no par value) ("Stpokthe Company (the "Shares") in
satisfaction of the Company's obligations to GS&@a.counterparty under an Accelerated Share RegsecTransaction, Reference Number
[ ], as documented pursuant to a Master Coafiom (the "Master Confirmation™), dated as of/[]] 2005 (the Master Confirmation, as
may be amended, restated, supplemented or othemadiied from time to time, the "ASB"), subjectttoe terms and conditions stated
herein and in the ASB. The Company does not expeaetceive any proceeds from the sale of the Shares

1. The Company represents and warrants to, andsagitte GS&Co. that:

. Aregistration statement on Form S-3, as amerfBigel No. 333- 121518) (including all documentsdrmorated
by reference in the prospectus contained there@;Ihitial Registration Statement"), in respectle# Shares ai
the offering thereof from time to time in accordangth Rule 415 under the Securities Act of 1933amended
(the "Securities Act"), has been filed with the &#tees and Exchange Commission (the "Commissiaih®;
Initial Registration Statement and any post-effecimendment thereto, each in the form heretofeligated to
GS&Co. (excluding exhibits thereto), have beenaled effective by the Commission in such form; tieeo
document with respect to the Initial Registratiagat&ment has heretofore been filed with the Comonsand
no stop order suspending the effectiveness ofrtitiall Registration Statement or any post-effecimeendment
thereto has been issued and no proceeding foptinpbse has been initiated or threatened by then@ission
(any preliminary prospectus included in the Inifgistration Statement or filed with the Commisgiairsuant
to Rule 424(a) of the rules and regulations ofGleenmission under the Securities Act is hereinafadied a
"Preliminary Prospectus"; the various parts oflthital Registration Statement, including all exitstthereto an
including the documents incorporated by referendbé prospectus contained in the Initial Regigtrat
Statement at the time such part of the Initial Regtion Statement became effective, each as ardextdbe
time such part of the Initial Registration Statetrisacame effective are hereinafter collectivelyezhthe
"Registration Statement”; such final prospectusheform first filed pursuant to Rule 424(b) undss
Securities Act, is hereinafter called the "Prospgttany reference herein to any Preliminary Progpgeor the
Prospectus shall be deemed to refer to and in¢ch&ldocuments incorporated by reference thereisyaunt to
Item 12 of Form S-3 under the Securities Act, athefdate of such Preliminary Prospectus or Praspgas the
case may be; and any reference to any amendmenpplement to any

Preliminary Prospectus or the Prospectus shalkleengd to refer to and include any documents fifest the
date of such Preliminary Prospectus or Prospeatuthe case may be, under the Securities Exchacigef A
1934, as amended (the "Exchange Act"), and incatpdrby reference in such Preliminary Prospectus or
Prospectus, as the case may be; and any refexeacg amendment to the Registration Statement kaall
deemed to refer to and include any annual repdahie@fCompany filed pursuant to Section 13(a) od}L6{ the
Exchange Act after the effective date of the Ihiagistration Statement that is incorporated ligremce in the
Registration Statemen



VI.

VIL.

VIII.

No order preventing or suspending the use ofRrgliminary Prospectus has been issued by the Gssion,
and each Preliminary Prospectus, at the time ioffithereof, conformed in all material respectth®
requirements of the Securities Act and the rulesragulations of the Commission thereunder, andhdid
contain an untrue statement of a material facthait to state a material fact required to be stétedein or
necessary to make the statements therein, inghedf the circumstances under which they were maole
misleading; provided, however, that this repres@maand warranty shall not apply to any statements
omissions made in reliance upon and in conformiti imformation furnished in writing to the Compahy
GS&Co. expressly for use in any Preliminary Progypec

The documents incorporated by reference inRhespectus, when they became effective or were fifi¢h the
Commission, as the case may be, conformed in dfniahrespects to the requirements of the Seesriict or
the Exchange Act, as applicable, and the rulesegulations of the Commission thereunder, and rdiseich
documents contained an untrue statement of a rabteci or omitted to state a material fact reqlit@ be state
therein or necessary to make the statements theoéimisleading; and any further documents so filed
incorporated by reference in the Prospectus offantlyer amendment or supplement thereto, when such
documents become effective or are filed with thenBuassion, as the case may be, will conform in atenal
respects to the requirements of the SecuritieoAtte Exchange Act, as applicable, and the ruids a
regulations of the Commission thereunder and watlaontain an untrue statement of a material facinait to
state a material fact required to be stated thernemecessary to make the statements therein steauing;
The Registration Statement conforms, and thespotus and any further amendments or supplentiis t
Registration Statement or the Prospectus will confan all material respects to the requirementthef
Securities Act and the rules and regulations of@bmmission thereunder and do not and will nogfake
applicable effective date as to the Registrati@ie®tent and any amendment thereto, and as of ieatge
filing date as to the Prospectus and any amendaresupplement thereto, contain an untrue stateofemt
material fact or omit to state a material fact iegglito be stated therein or necessary to makstétements
therein not misleading; provided, however, thas tiepresentation and warranty shall not apply jostatement
or omissions made in reliance upon and in confgrmith information furnished in writing to the Compy by
GS&Co. expressly for use in the Registration Statetnor the Prospectus;

Neither the Company nor any of its subsidiarias Bustained since the date of the latest auditeddial
statements included in the Prospectus any matessilor interference with its business from firgplesion,
flood or other calamity, whether or not coveredrmsurance, or from any labor dispute or court orggnmental
action, order or decree, otherwise than as sét fortontemplated in the Prospectus; and, sincestpective
dates as of which information is given in the Rgifon Statement and the Prospectus, there haseeotany
material change in the capital stock (other thaanges occurring in the

ordinary course of business and changes resulimg fransactions relating to employee benefit ptams
dividend reinvestment, stock option, stock awaetirement and stock purchase plans or repurchdsapital
stock by the Company, including repurchases assatigith the ASB) or any material increase in treg-term
debt of the Company or any of its subsidiariesryr material adverse change, or any developmenthwiauld
reasonably be expected to result in a materialradvehange, in or affecting the general affairspagament,
financial position, shareholders' equity or resaftsperations of the Company and its subsidiandserwise
than as set forth or contemplated in the Prospgctus

The Company has been duly incorporated and isidlyaixisting corporation in good standing undez thws of
the State of California, with corporate power antharity to own its properties and conduct its bass as
described in the Prospectus;

Each corporation, association, partnership theo business entity of which more than 50% oftdtal voting
power or other interests entitled to vote in thectbn of directors, managers or trustees theredfis deemed t
the Company to be significant to its operationssetdorth on Schedule | hereto, and that is cdlettpdirectly
or indirectly, by (i) the Company, (ii) the Compaayd one or more subsidiaries or (iii) one or nmeresidiaries
of the Company (each, a "Subsidiary" and colletyivihe "Subsidiaries"), has been duly incorporaied
organized and is a validly existing corporationitparship or limited liability company in good sting under
the laws of the jurisdiction of its incorporationarganization with corporate, partnership or leditiability
company power and authority, as applicable, to tigvproperties and conduct its business as desthibthe
Prospectus; all of the issued and outstanding aagiitck, partnership or membership interests ofiea
Subsidiary has been duly authorized and validiygdsand is fully paid and nonassessable; and, egasep
disclosed in the Prospectus, the capital stockembership interests of each Subsidiary are owrredttl or
indirectly by the Company, free and clear of ahk, encumbrances and defects;

The Company has an authorized capitalization afosgétin the Prospectus, and all of the issuedeshaf capite
stock of the Company have been duly authorizedvaltidly issued, are fully paid and non-assessattk a
conform in all material respects to the descriptibthe Stock contained in the Prospectus;

The Shares have been duly and validly authoraed, when issued and delivered as provided hesdirhe
duly and validly issued and fully paid and non-asable and will conform to the description of tiieck
contained in the Prospectus; upon delivery of thar&s to GS&Co. pursuant to this Agreement, goadvatid
title to the Shares, free and clear of liens, erfmamces, equities or claims, will pass to GS&Cnod,ather than
the delivery of (i) an opinion of counsel and {hig Prospectus and, if required, an amendmentppisment
thereto, clauses (i)(iv) of Section 9.11 of the Equity Definitions (defined in the ASB) apply to the Shares
the delivery of the Shares to GS&C



XI.

XIl.

XII.

XIV.

XV.
XVI.

XVII.

XVIII.

XIX.

XX.

The issuance and delivery of Shares by the Compad the compliance by the Company with all of the
provisions of this Agreement and the consummatich@transactions herein contemplated will notfiicinwith
or result in a breach or violation of any of thare or provisions of, or constitute a default un@ery indenture,
mortgage, deed of trust, loan agreement or othereagent or instrument to which the Company or drigso
subsidiaries is a party or by which the Compangror of its subsidiaries is bound or to which anyhef
property or assets of the Company or any of itsiglidiries is subject, except any such conflictabhe violation
or default which has been consented to or waivethéyppropriate counterparty thereto, prior toekecution
and delivery of this Agreement, nor

will such action result in any violation of the pisions of the Certificate of Incorporation or Baws of the
Company or any statute or any order, rule or rdguiaf any court or governmental agency or bodyirg
jurisdiction over the Company or any of its subaiiis or any of their properties, except for catslj breaches,
violations or defaults (other than any relatinghe Articles of Incorporation or By-Laws of the Cpamy) that
would not, individually or in the aggregate, imptie Company's ability to consummate the transastieerein
contemplated; and no consent, approval, authooizatirder, registration or qualification of or withy such
court or governmental agency or body is requiretherpart of the Company for the sale of the Shardke
consummation by the Company of the transactionsecgplated by this Agreement, except (i) the regi&in
under the Securities Act of the Shares and suckerts, approvals, authorizations, registratiorguatifications
as may be required under state securities or Biydevs in connection with the sale of the Shae&B&Co.
and (ii) where the failure to obtain such consepproval, authorization, order, registration orldication
would not, individually or in the aggregate, imptie Company's ability to consummate the transastieerein
contemplated;

None of the Company or its subsidiaries isti}iolation of its Articles of Incorporation or Byaws (or similar
organizational document), or (ii) in default (n@shany event occurred which with notice or passédene, or
both, would constitute a default) in the performanc observance of any material obligation, agregme
covenant or condition contained in any indenturertgage, deed of trust, loan agreement or otheenaht
agreement or instrument to which it is a partyoowhich it is subject;

The statements set forth in the Prospectus utidecaption "Description of Capital Stock," inaos they
purport to constitute a summary of the terms ofStexk, and the statements under the caption "&flan
Distribution”, insofar as they purport to describe provisions of the laws and documents refemdtidrein, ar
accurate, complete and fair in all material respemtd the statements in the Prospectus with respéee ASB
are accurate, complete and fair in all materigbeess; provided, however, that this representatiwhwarranty
shall not apply to any statements or omissions nradgiance upon and in conformity with informatio
furnished in writing to the Company by GS&Co. exqulg for use in the Registration Statement or Rross;
Other than with GS&Cao. or as set forth in tReospectus, there are no contracts, agreementwlersiandings
between the Company and any person granting susbméhe right to require the Company to file astgtion
statement under the Securities Act with respeantosecurities of the Company owned or to be owviryesuich
person or to require the Company to include suchr#és in the securities registered pursuanhéo t
Registration Statement or in any securities beéggstered pursuant to any other registration stateifiied by
the Company under the Securities Act;

Other than as set forth in the Prospectus,dfee no legal or governmental proceedings pertdimghich the
Company or any of its subsidiaries is a party awvbich any property of the Company or any of itesdiaries
is the subject, which, if determined adverselyht® €ompany or any of its subsidiaries, would irdlilly or in
the aggregate have a material adverse effect ocutinent or future consolidated financial positishareholders'
equity or results of operations of the Company iéedubsidiaries; and, to the Company's knowledgesuch
proceedings are threatened or contemplated by gmeartal authorities or threatened by others;

The Company is not and, after giving effecthe offering and sale of the Shares, will not béianestment
company", as such term is defined in the Investr@empany Act of 1940, as amended;

Neither the Company nor any of its affiliatdees business with the government of Cuba or withprson or
affiliate located in Cuba within the meaning of 8@t 517.075 of the Florida Statutes;

Deloitte & Touche LLP, who have certified dain financial statements of the Company and ibsiliaries and
have audited the Company's internal control overfcial reporting and management's assessmenbthare
an independent registered public accounting firmegsiired by the Securities Act and the rules audilations
of the Commission and the Public Company Accountngrsight Board (United States) (the "PCAOB")
thereunder;

The Company maintains a system of internal oairdver financial reporting (as such term is definn Rule
13a-15(f) of the Exchange Act) that complies with tequirements of the Exchange Act and has besgrobad
by the Company's principal executive officer anidhgipal financial officer, or under their superasi, to
provide reasonable assurance regarding the rdtjabflfinancial reporting and the preparation iofaincial
statements for external purposes in accordancegeitlerally accepted accounting principles ; exaspt
disclosed in the Prospectus, the Company's inteovétol over financial reporting is effective ati Company
is not aware of any material weaknesses in itsnalecontrol over financial reporting ;

Except as disclosed in the Prospectus, sincedte of the latest audited financial statemerdided in the
Prospectus, there has been no change in the Comapateynal control over financial reporting thaish
materially adversely affected, or is reasonablgliiko materially adversely affect, the Compangteiinal



control over financial reporting;

XXI.  The Company maintains disclosure controls aratpdures (as such term is defined in Rule 13a}18Ehe
Exchange Act) that comply with the requirementthef Exchange Act; such disclosure controls andgutoes
have been designed to ensure that material infasmaglating to the Company and its subsidiariendsle
known to the Company's management, including itscggal executive officer and principal financidfioer, by
others within those entitie s; except as disclasdgbe Prospectus, such disclosure controls ancepltres are
effective;

XXII.  Prior to the date hereof, neither the Company ngrdd its subsidiaries has taken any action whectiésigned t
or which has constituted or which might have begeeted to cause or result in stabilization or rpalaition of
the price of any security of the Company or anitoo$ubsidiaries in connection with the offeringseturities of
the Company contemplated hereby;

XXIIl.  The financial statements of the Company irdsa in the Prospectus present fairly in all makeespects the
financial position of the Company and its consdkdiasubsidiaries as of the dates shown and thaiftseof
operations and cash flows for the periods showd,saich financial statements have been prepareshifoienity
with generally accepted accounting principles mltmited States applied on a consistent basisesylip the
case of interim statements, to normal year-endsatients;

XXIV.

XXV. The common stock of the Company is registeratspant to Section 12(b) of the Exchange Act ard th
outstanding shares of common stock (including thar&s) are listed for quotation on the New Yorkc&to
Exchange (the "NYSE"), and the Company has takeaction designed to, or likely to have the effe¢t o
terminating the registration of the common stocllanthe Exchange Act or de-listing the common sfoain
the NYSE, nor has the Company received any notifinghat the Commission or the NYSE is contempfati
terminating such registration or listing;

XXVI. The Company acknowledges and agrees thah(€onnection with the sale of Shares pursuantisoAbreement
and with the process leading to such transactioR@S s acting solely as a principal and not theragor
fiduciary of the Company, (i) GS&Co. has not assdnan advisory or fiduciary responsibility in fawafrthe
Company with respect to the offering contemplatethy or the process leading thereto (irrespectivehethel
GS&Co. has advised or is currently advising the @any on other matters) or any other obligatiorhto t
Company except the obligations expressly set forthis Agreement and (iv) the Company has condutse
own legal and financial advisors to the exteneiemhed appropriate. The Company agrees that inafltlaim
that GS&Co. has rendered advisory services of aiyra or respect, or owes a fiduciary or similasyda the
Company, in connection with such transaction ompttueess leading thereto; and

XXVII.  All of the representations and warrantiestbé Company in or made pursuant to the ASB areangecorrect as
of the time when made, when required to be madendmash deemed to be repeated, in each case asisgecif
therein.

2. Upon the delivery of the Shares to GS&Co. andsttisfaction or waiver of the conditions set fdrttSection 6 of this
Agreement, GS&Co. proposes to offer the Shares fhora to time for sale upon the terms and condgtiset forth in the
Prospectus. GS&Co. intends to sell only such nurob&hares so that the realized proceeds (netstbmary expenses and
commissions as set forth below) of such sales"@heceeds") are equal to the amount that the Coynpares to GS&Co.
under the ASB, and all of the Proceeds of suctssdlall be retained by GS&Co. in satisfaction ef @ompany's obligations
under the ASB. Once GS&Co. has sold such numb8hafes so that the Proceeds of such sales aretedbalamount that
the Company owes to GS&Co. under the ASB, and tmafany's obligations to GS&Co. under the ASB shalle been
satisfied in full, any Shares that have been dedid¢o but not sold by GS&Co. shall be promptlyreed to the Company and
any Proceeds in excess of the amount that was bywéte Company to GS&Co. under the ASB shall benrtty refunded to
the Company. All commissions and customary expeimsesred by GS&Co. in connection with the saldtaf Shares set forth
in Section 5 of this Agreement shall be deemecetmburred for the Company's account, and nothferaiccount of GS&Co.
and shall be paid by the Company. In no event slaatimissions exceed 2.00% of the sales price dftihees.

3. The Shares to be delivered to GS&Co. hereundetefinitive form, and in such authorized denomiova and registered in
such names as GS&Co. may request upon at leagtdigtit hours' prior notice to the Company, shelldelivered by or on
behalf of the Company to GS&Co., through the ftie#i of The Depository Trust Company ("DTC"), foetaccount of
GS&Co. The Company will cause the certificates @spnting the Shares to be made available for chgelid packaging at
least twenty-four hours prior to the Time of Deliyé€as defined below) at the office of DTC or issifjnated custodian (the
"Designated Office"). The time and date of suchvaey shall be 9:30 a.m., New York City time, on [ ], 2005 or such other
time and date as GS&Co. and the Company may ag@e in writing. Such time and date for deliventloé Shares is herein
called the "Time of Delivery".

The documents to be delivered at the Time of Delivey or on behalf of the parties hereto pursuanSéction 6 herec
including the cross receipt for the Shares andatditional documents requested by GS&Co. pursumitection 6(j) herec
will be delivered at the offices of Cadwalader, Wécsham & Taft LLP, One

World Financial Center, New York, New York 1028h€t"Closing Location"), and the Shares will be w&ied at th
Designated Office, all at the Time of Delivery. Aeating will be held at the Closing Location at 4f@0t., New York Cit
time, on the New York Business Day next precedirggfime of Delivery, at which meeting the final fiseof the documents
be delivered pursuant to the preceding sentendebwilavailable for review by the parties heretor Bee purposes of tr
Section 3, "New York Business Day" shall mean ddomday, Tuesday, Wednesday, Thursday and Fridaghwisi not a de



on which banking institutions in New York are geailrauthorized or obligated by law or executivdarto close.

4. The Company agrees with GS&Co.:

A. To prepare the Prospectus in a form approved $&Go. and to file such Prospectus pursuant to RREb) under the
Securities Act not later than the Commission'seslofsbusiness on the second business day follothimg@xecution and
delivery of this Agreement, or, if applicable, swedrlier time as may be required by Rule 430A(a)(8)er the
Securities Act; maintain the effectiveness of tlegiRtration Statement until GS&Co. has sold athef Shares to be
sold as provided in Section 2 hereof; to make mthé&r amendment or any supplement to the Registr&tatement or
Prospectus (other than by filing a document uniderExchange Act in the ordinary course of businebg;h will be
incorporated by reference into the Registratione®t@nt or the Prospectus) which shall be disapprbyeGS&Co.
after reasonable notice thereof; to advise GS&@mptly after the Company receives notice therebfhe time whel
any amendment to the Registration Statement hasfileé or becomes effective or any supplemenh&Rrospectus
any amended Prospectus has been filed and to fiuB#&Co. with copies thereof; to file promptly ediports and any
definitive proxy or information statements requitede filed by the Company with the Commissionspiant to Sectio
13(a), 13(c), 14 or 15(d) of the Exchange Act sgbset to the date of the Prospectus and for sodsrige delivery of
prospectus is required in connection with the affgior sale of the Shares; to advise GS&Co., prongiter the
Company receives notice thereof, of the issuandgbd¥ommission of any stop order or of any ordexventing or
suspending the use of any Preliminary Prospectpsompectus, of the suspension of the qualificatiotine Shares for
offering or sale in any jurisdiction, of the initi@n or threatening of any proceeding for any spetpose, or of any
request by the Commission for the amending or supehting of the Registration Statement or Prosgemtdior
additional information; and, in the event of theuiance of any stop order or of any order preverdirguspending the
use of any Preliminary Prospectus or prospectgsigpending any such qualification, promptly to itséest efforts to
obtain the withdrawal of such order;

B. Promptly from time to time to take such actionGE8&Co. may reasonably request to qualify the Shimeoffering and
sale under the securities laws of such jurisdictias GS&Co. may request and to comply with sucls kavas to permit
the continuance of sales and dealings thereindh gurisdictions for as long as may be necessacpioplete the sale
all of the Shares to be sold as provided in Se@igorovided that in connection therewith the Conypshall not be
required to qualify as a foreign corporation ofik®a general consent to service of process injangdiction;

C. Prior to 10:00 a.m., New York City time, on the N¥ark Business Day next succeeding the date ofAgigement ar
from time to time, to furnish GS&Co. with writtemé electronic copies of the Prospectus in New @itk in such
guantities as it may reasonably request, andeifitivery of a prospectus is required at any timer to the time of the
completion of the offering or sale of the Sharebdaold as provided in Section 2 and if at sutle tany event shall
have occurred as a result of which the Prospeattisesm amended or supplemented would include aneigtatement
of a material fact or omit to state any material faecessary in order to make the statements thenethe light of the
circumstances under which they were made when Brm$pectus is delivered, not misleading, or, iféfoy other reasc
it shall be necessary during such period to amersdijgplement the Prospectus or to file under thehBmge Act any
document incorporated by reference in the Prospentarder to comply with the Securities Act or fichange Act, to
notify GS&Co. and

upon its request to file such document and to peepad furnish without charge to GS&Co. and to degler in
securities as many written and electronic copieS&&Co. may from time to time reasonably requestrohmended
Prospectus or a supplement to the Prospectus wihlictorrect such statement or omission or efferttscompliance,
and in case GS&Cao. is required to deliver a progyseio connection with sales of any of the Shatesg time nine
months or more after the time of issue of the Reotips, upon your request but at the expense of @S&E prepare ar
deliver to GS&Co. as many written and electronipies as you may request of an amended or suppleth€nbspectL
complying with Section 10(a)(3) of the SecuritiestA

D. To make generally available to its securityhodda@s soon as practicable, but in any event nattlad® eighteen months
after the effective date of the Registration Statenfas defined in Rule 158(c) under the Securflig}, an earnings
statement of the Company and its subsidiaries (whéed not be audited) complying with Section 1bfahe
Securities Act and the rules and regulations thredeu(including, at the option of the Company, RLES);

E. If not otherwise available on EDGAR or a sim#gstem during a period of five years from the dffecdate of the
Registration Statement, to furnish to its sharetisléis soon as practicable after the end of eschl fyear, but in any
event within the time period after the end of efistal year of the Company that would have beenired of the
Company under Form 10-K, an annual report (inclgdirbalance sheet and statements of income, shadeesiequity
and cash flows of the Company and its consolidatéxidiaries certified by independent public actants) and, as
soon as practicable after the end of each of teetfiree quarters of each fiscal year (beginniitg the fiscal quarter
ending after the effective date of the RegistraBtatement), but in any event within the time petadter the end of
each fiscal quarter of the Company that would Hseen required of the Company under Form 10-Q, tkenazailable
to its shareholders consolidated summary finaricfarmation of the Company and its subsidiariessfoch quarter in
reasonable detail;

F. If not otherwise available on EDGAR or a simgstem during a period of five years from the dffecdate of the
Registration Statement, to furnish to GS&Co. copiksll reports or other communications (finan@abther) furnishe
to shareholders, and to deliver to GS&Co. (i) amsas they are available, copies of any reportdiaadcial statemen
furnished to or filed with the Commission or anyioaal securities exchange on which any class ofisiges of the
Company is listed; and (ii) such additional infotioa concerning the business and financial conditibthe Company
as GS&Co. may from time to time reasonably req(ssth financial statements to be on a consolidasesis to the



extent the accounts of the Company and its sulvidiare consolidated in reports furnished tohersholders genera
or to the Commissionprovidedthat the Company shall not be required to delivgriaformation that would cause the
Company to make a public disclosure under Regui&id as promulgated under the Exchange Act; and

G. Upon request of GS&Co., to furnish, or causedadurnished, to GS&Co. an electronic version of Gwnpany's
trademarks, servicemarks and corporate logo foongbe website, if any, operated by GS&Co. forphgose of
facilitating the on-line offering of the Sharesdth.icense"). The License shall be granted witteout fee.

5. The Company covenants and agrees with GS&Cothbhatompany will pay or cause to be paid the failhg: (i) the fees,
disbursements and expenses of the Company's cams$elccountants and of outside counsel to GS&bother
independent experts retained by GS&Co. in conneatiith the registration of the Shares under theuBgées Act and all other
expenses in connection with the preparation, prgnéind filing of the Registration Statement, angliRtrinary Prospectus and
the Prospectus and amendments and supplementothadethe mailing and delivering of copies thetedtS&Co. and
dealers; (ii) the cost of printing or producingstifigreement, the Blue Sky Memorandum, closing dants(including any
compilations thereof) and any other documents imeation with the offering, sale and delivery o th

Shares; (iii) all expenses in connection with thaldication of the Shares for offering and salelenstate securities laws as
provided in Section 4(b) hereof, including the faed disbursements of counsel for GS&Co. in conmeatith such
qualification and in connection with the Blue Skysy; (iv) the cost of preparing stock certificstév) the cost and charges of
any transfer agent or registrar; and (vi) all otfegrsonable and actual costs and expenses intidrd performance of its
obligations hereunder. Except as provided in tleistiSn 5 and Section 7 of this Agreement, GS&Callghay all other
expenses it incurs in connection with the regigiratoffering and sale of the Shares.

6. The obligations of GS&Co. to accept the Shardsetdelivered at the Time of Delivery in satisfantof the Company's
obligations under the ASB, and the obligations 8&&o0. hereunder with respect to the Shares to lheeded at the Time of
Delivery, shall be subject, in its discretion, e ttondition that all representations and warraraie other statements of the
Company herein and in the ASB are, at and as ofittne of Delivery, as of the time when made, (arfttewrequired to be
made and deemed to be repeated with respect tefhesentations and warranties and other stateroktite Company in the
ASB, in each case as specified therein), true anect, the condition that the Company shall haxdgomed all of its
obligations hereunder and under the ASB theretdfote performed, and the following additional cibinds:

A. The Prospectus (the form of which was previoagiproved by GS&Co.) shall have been filed with@mnmission
pursuant to Rule 424(b) within the applicable tipegiod prescribed for such filing by the rules aegulations under
the Securities Act and in accordance with Secti@) Bereof; no stop order suspending the effectigsof the
Registration Statement or any part thereof shalkhseen issued and no proceeding for that purgudktsave been
initiated or threatened by the Commission; andegjlests for additional information on the parthef Commission
shall have been complied with to GS&Co.'s reasanaaltisfaction;

B. Cadwalader, Wickersham & Taft LLP, counsel for&&%., shall have furnished to GS&Co. their writtgpinion (a
draft of such opinion is attached as Annex ll(aeh®), dated the Time of Delivery, and such coushall have receive
such papers and information as they may reasomaqlyest to enable them to pass upon such matters;

C. Orrick, Herrington & Sutcliffe LLP, counsel fdneé Company, shall have furnished to GS&Co. theittemr opinion (a
draft of such opinion is attached as Annex ll(ehe), dated the Time of Delivery, in form and dabse satisfactory
GS&Co., to the effect that:

I. The Company and Pacific Gas and Electric Compar@alifornia corporation (the "Utility") have eabken
duly incorporated and are validly existing and @od standing under the laws of the State of CaliforThe
Company has all necessary corporate power andrayttmexecute, deliver and perform its obligasamder
this Agreement and to own and hold its properties @nduct its business as described in the Ratietr
Statement.

II. This Agreement and the ASB have been duly aizkd; executed and delivered by the Company.

lll.  The statements in the Prospectus under théarapescription of Capital Stock," insofar as thayrport to
constitute a summary of the terms of the Sharaspuader the caption "Plan of Distribution," onlytte extent
that they purport to constitute summaries of UnB¢akes federal statutes, rules and regulationspiions
thereof, and agreements referred to therein angratecand fair in all material respects.

IV. The Registration Statement and the Prospectusranflieher amendments and supplements thereto mate
Company prior to the date hereof appear on the# fa

be appropriately responsive in all material respéxthe requirements of the Securities Act andulhes and
regulations of the Commission under the Securfigtsexcept for the financial statements, finansiatement
schedules and other financial data included orrpm@ted by reference in or omitted from eithethafim, as to
which we express no opinion; and each documert fiteder the Securities Exchange Act of 1934, andet
(the "Exchange Act"), and incorporated by refereincde Registration Statement and Prospectus f¢foe
financial statements, financial statement schedaeisother financial data included in either ofthas to whicl
we express no opinion) appears on its face to peoppately responsive in all material respects nvbe filed to
the requirements of the Exchange Act and the mnesregulations under the Exchange Act.

V. The Company is not required to be registeredhasgestment company under the Investment Compartypf
1940, as amended, and the rules and regulatiothe @@ommission promulgated thereunder.

Such counsel shall also state that they have paated in the preparation of the Registration $tatet and th



Prospectus and are familiar with the documentsrpurated by reference therein and, although thidtians inherent
in the independent verification of factual mattans! in the role of outside counsel are such thegt Have not
undertaken to investigate or verify independerattyd do not assume responsibility for, the accurasmpleteness or
fairness of the statements contained in eithehadt (other than as explicitly stated in paragraphapove), based upc
such participation (and relying as to certain fattaatters in their evaluation of materiality t@ thxtent they deemed
reasonable on officers, employees and other repi@sees of the Company), no facts have come to #ttention that
led them to believe that (a) the Registration St&tet or any amendment (except for the financiaéstants, financial
statement schedules and other financial data iediad incorporated by reference in or omitted fitbwse documents,
as to which such counsel may express no such hedliehe time it became effective, contained amugnstatement of a
material fact or omitted to state a material facfuired to be stated therein or necessary to niekstatements therein
not misleading or (b) the Prospectus or any amentioresupplement (except for the financial statetsidimancial
statement schedules and other financial data iedlad incorporated by reference in or omitted fitbwse documents,
as to which such counsel may express no such haliehe time the Prospectus was issued or oddteeof such
counsel's opinion, included or includes an unttatement of a material fact or omitted or omitstate a material fact
necessary in order to make the statements thémetime light of the circumstances under which theye made, not
misleading. Such counsel does not know of any amendto the Registration Statement required tdlee ér of any
contracts or other documents of a character redjtiirée filed as an exhibit to the Registrationt@teent or required to
be incorporated by reference into the Prospectusquired to be described in the Registration Statd or the
Prospectus which are not filed or incorporateddfgnence or described as required.

Bruce R. Worthington, Esq., Senior Vice Presidamd General Counsel of the Company, shall havediued to
GS&Co. his written opinion (a draft of such opinigmattached as Annex ll(c) hereto), dated the Tafreelivery, in
form and substance satisfactory to GS&Co., to ffecethat:

I. The Shares to be delivered at the Time of Deliveye been duly authorized and, when delivered aidifpr in
accordance with this Agreement, will be validlyusd and outstanding, fully paid and non-assessAblef the
issued and outstanding shares of common stocledftitity have been duly authorized and are validgued
and outstanding, fully paid and non-assessablepwned of record directly or indirectly by the

Company and, to such counsel's knowledge, are ofvaedand clear of all liens, encumbrances, equire
claims, except as disclosed in the Prospectus.

II. The Registration Statement and the Prospectusranfiigther amendments and supplements thereto imatiee
Company prior to the date hereof appear on the# fa be appropriately responsive in all mategapects to tt
requirements of the Securities Act and the rulesragulations of the Commission under the Secsritiet
except for the financial statements, financialesta&nt schedules and other financial data included o
incorporated by reference in or omitted from eitbethem, as to which such counsel may expresgioon;
and each document filed under the Exchange Actjranaiporated by reference in the RegistrationeB@int
and Prospectus (except for financial statememtanfiial statement schedules and other financialidatuded ir
either of them, as to which such counsel may espmesopinion) appears on its face to be appropyiate
responsive in all material respects when so fitethé requirements of the Exchange Act and thes rahel
regulations under the Exchange Act.

Ill.  The compliance by the Company with all of th@yisions of this Agreement applicable to it and th
performance by the Company of its obligations hedeu will not (i) result in a violation of CompasyArticles
of Incorporation, as amended, or By-Laws, as am@&n(@@ breach or result in a default under anyeagnent,
indenture or instrument listed as an Exhibit to Registration Statement or (iii) violate any Applide Law
(other than any state securities laws, as to which counsel may express no opinion) or any judgnoeder or
decree of any court or arbitrator known to suchnsely except in the case of clauses (ii) andwifigre the
breach or violation would not have a material adgeffect on the Company and its subsidiaries takem
whole. For purposes of this opinion, the term "Aggible Law" means the federal laws of the Uniteaté&t and
the laws of the State of California, in each cakéhy in such counsel's experience, are normalbjieable to
the transactions of the type contemplated by tlyseAment.

IV. Based on such counsel's review of Applicable | but without any investigation concerning any otlagvs,
rules or regulations, no consent, approval, authdon or order of, or filing, registration or gifiiation with,
any Governmental Authority, which has not been iolei@ taken or made (other than as required bystatg
securities laws, as to which we express no opin@mquired under any Applicable Law for the parfance by
the Company of its obligations under this AgreemEnt purposes of this opinion, the term "Governtaen
Authority” means any executive, legislative, judiciadministrative or regulatory body of the Stwaft®&ew York,
the State of California or the United States of Aigse

V. To such counsel's knowledge (without making aogkett search or similar investigation) and othanths set
forth in the Prospectus, there are no legal prdogegending or threatened against the Comparntyeor t
Subsidiaries that could reasonably be expectedve h material adverse effect on the Company and th
Subsidiaries, taken as a whole, or could reasortablxpected to materially impair the Company'tato
perform its obligations under this Agreement. Totsaounsel's knowledge, there are no legal or gurental
actions, suits or proceedings pending or threatarech are required to be disclosed in the Registna
Statement, other than those disclosed therein.

Such counsel shall also state that he has paitiécipa the preparation of the Registration Stateraad the Prospecti



and is familiar with the documents incorporatedéfgrence therein and, although he has not undertekinvestigate
or verify independently, and does not assume respitity for, the accuracy, completeness or faimebthe statements
contained in either of them, based upon such faation (and relying as to certain factual matterkis evaluation of
materiality to the extent they deemed reasonablefficers, employees and other representativesefClompany), no
facts have come to his attention that led him @be that (a) the Registration Statement or angrmment (except for
the financial statements, financial statement sglesdand other financial data included or incorpeidy reference in
or omitted from those documents, as to which suehnsel may express no such belief), at the tirbedame effective,
contained an untrue statement of a material faohutted to state a material fact required to lagest therein or
necessary to make the statements therein not mistear (b) the Prospectus or any amendment orlsopmt (except
for the financial statements, financial statemeheslules and other financial data included or ipoated by reference
in or omitted from those documents, as to whicthszaunsel may express no such belief), at the tiirad€>rospectus
was issued or on the date of such counsel's opimioluded or includes an untrue statement of aern@tfact or omitte:
or omits to state a material fact necessary inraaemake the statements therein, in the lighhefdircumstances under
which they were made, not misleading. Such couthse$ not know of any amendment to the Registré&tatement
required to be filed or of any contracts or othecuiments of a character required to be filed asxaibit to the
Registration Statement or required to be incorgaréty reference into the Prospectus or requirdet tdescribed in the
Registration Statement or the Prospectus whiclmatréled or incorporated by reference or descriagdequired.

E. On the date of the Prospectus at a time pritin@éaxecution of this Agreement, at 9:30 a.m., Nark City time, on
the effective date of any post-effective amendnbeiie Registration Statement filed subsequertig¢alate of this
Agreement and also at the Time of Delivery, Deto&t Touche LLP shall have furnished to you a letteletters, dated
the respective dates of delivery thereof, in forrd aubstance satisfactory to you, to the effectass#t in Annex | heret
(the executed copy of the letter delivered priothi® execution of this Agreement is attached ase&ri(a) hereto and a
draft of the form of letter to be delivered on #féective date of any post-effective amendmenh&oRegistration
Statement and as of the Time of Delivery is attdadmAnnex I(b) hereto);

F. (i) Neither the Company nor any of its subsidiarshall have sustained since the date of the Etdged financial
statements included in the Prospectus any loggenférence with its business from fire, explositmpd or other
calamity, whether or not covered by insuranceramfany labor dispute or court or governmentaloaGtorder or
decree, otherwise than as set forth or contemplattte Prospectus, and (ii) since the respectatesdas of which
information is given in the Prospectus there shaflhave been any material change in the capdakgbther than
changes occurring in the ordinary course of busia@sl changes resulting from transactions relatiramployee
benefit plans or dividend reinvestment, stock aptsiock award, retirement and stock purchase mlanspurchases of
capital stock by the Company, including repurchasssciated with the ASB or long-term debt of tlwen@any or any
of its subsidiaries or any change, or any develogm#ich would reasonably be expected to resudt @fange, in or
affecting the general affairs, management, findrmmaition, shareholders' equity or results of agiens of the
Company and its subsidiaries, otherwise than afogétor contemplated in the Prospectus, the efféavhich, in any
such case described in clause (i) or (ii), is mjtildgment of GS&Co. so material and adverse asatke it
impracticable or inadvisable to proceed with thbljmuoffering or the delivery of the Shares beirgivkered at the Time
of Delivery on the terms and in the manner contaepl in the Prospectus;

H. On or after the date hereof (i) no downgradinglldave occurred in the rating accorded the Comipatebt securities
by any "nationally recognized statistical ratingamization", as that term is defined by the Comioisfor purposes of
Rule 436(g)(2) under the Securities Act, and (@)such organization shall have publicly announbed it has under
surveillance or review, with possible negative iiogtions, its rating of any of the Company's dedmisities;

I. On or after the date hereof there shall not lmmirred any of the following: (i) a suspensiomtaterial limitation in
trading in securities generally on the New Yorkcgt&xchange; (ii) a suspension or material limitatin trading in the
Company's securities on the New York Stock Exchaiijea general moratorium on commercial bankaugivities
declared by either Federal or New York State autibsror a material disruption in commercial bargkor securities
settlement or clearance services in the UnitedeStdiv) the outbreak or escalation of hostilifi@solving the United
States or the declaration by the United Statesrnaft@mnal emergency or war or (v) the occurrencanyf other calamity
or crisis or any change in financial, politicalemonomic conditions in the United States or elseghiéthe effect of an
such event specified in clause (iv) or (v) in thegment of GS&Co. makes it impracticable or inadble to proceed
with the public offering or the delivery of the $ha being delivered at the Time of Delivery ontérens and in the
manner contemplated in the Prospectus;

J. The Shares to be delivered at the Time of Defigball have been duly listed on the New York StBgkhange;

K. The Company shall have complied with the provisiof Section 4(c) hereof with respect to the fhirig of
prospectuses on the New York Business Day nexesulieg the date of this Agreement; and

L. The Company shall have furnished or caused tiutméshed to GS&Co. at the Time of Delivery cediftes of officers
of the Company satisfactory to GS&Co. as to thaiemzy of the representations and warranties o€ivapany herein
at and as of the Time of Delivery, as to the penfamce by the Company of all of its obligations hader to be
performed at or prior to the Time of Delivery, aaslto the other matters as GS&Co. may reasonatpliest, and the
Company shall have furnished certificates as tarth#ters set forth in subsections (a) and (e) isf$ection, and as to
such other matters as GS&Co. may reasonably request

7. The Company shall indemnify and hold harmless G8&and any such person who may be deemed to héraerwriter”
within the meaning of the Securities Act, each pers$f any, who controls GS&Co. within the meanfgeither Section 15 of
the Securities Act or Section 20 of the Exchangg &wrd each partner, principal, member, officarctor, employee and agent
of GS&Co. from and against any and all lossespdaidamages or liabilities to which GS&Co. may lmeesubject, under tt



Securities Act or otherwise, insofar as such lgsdadns, damages or liabilities (or actions inpexst thereof) arise out of or ¢
based upon an untrue statement or alleged unttenstnt of a material fact contained in any Prelany Prospectus, the
Registration Statement or the Prospectus, or amndment or supplement thereto, or arise out of@based upon the
omission or alleged omission to state therein @&nwtfact required to be stated therein or neecgssamake the statements
therein not misleading, and will reimburse GS&Gw.diny legal or other expenses reasonably incloyeg@dS&Co. in
connection with investigating or defending any saction or claim as such expenses are incupenjided, howeverthat the
Company shall not be liable in any such case t@gtent that any such loss, claim, damage or Itgldtises out of or is based
upon an untrue statement or alleged untrue statemnemission or alleged omission made in any Rrielary Prospectus, the
Registration Statement or the Prospectus or arty amendment or supplement in reliance upon andnfoemity with written
information furnished to the Company by GS&Co. egsty for use therein.

A.
B.

GS&Co. will indemnify and hold harmless the Compagainst any losses, claims, damages or liadslih which the
Company may become subject, under the Act or otiseninsofar as such losses, claims, damageshilities (or
actions in respect thereof) arise out of or aretbagon an untrue statement or alleged untruenséstieof a material
fact contained in any Preliminary Prospectus, tegifration Statement, the Prospectus, the Praspastamended or
supplemented or any other prospectus relatingg®tiares, or any amendment or supplement theredwise out of or
are based upon the omission or alleged omissistate therein a material fact required to be sttterkin or necessary
to make the statements therein not misleadingadéih €ase to the extent, but only to the extent,siheh untrue
statement or alleged untrue statement or omissiatileged omission was made in any Preliminary peotus, the
Registration Statement, the Prospectus, the Priaspas amended or supplemented or any other ptospetating to
the Shares, or any such amendment or supplemeaetjance upon and in conformity with written infieation furnishe
to the Company by GS&Co. expressly for use themma, will reimburse the Company for any legal drestexpenses
reasonably incurred by the Company in connectidh imvestigating or defending any such action aimalas such
expenses are incurred.

Promptly after receipt by an indemnified partylensubsection (a) or (b) above of notice of themm@ncement of any
action, such indemnified party shall, if a clainr@spect thereof is to be made against the indgigiparty under suc
subsection, notify the indemnifying party in wrigiof the commencement thereof; but the omissicio swtify the
indemnifying party shall not relieve it from anwtility which it may have to any indemnified padtherwise than
under such subsection. In case any such actiohlshhrought against any indemnified party andhélsnotify the
indemnifying party of the commencement thereof,itldemnifying party shall be entitled to participaherein and, to
the extent that it shall wish, jointly with any ethindemnifying party similarly notified, to assurie defense thereof,
with counsel satisfactory to such indemnified pdveio shall not, except with the consent of theemdified party, be
counsel to the indemnifying party), and, after c@firom the indemnifying party to such indemnifigatty of its
election so to assume the defense thereof, thennifigng party shall not be liable to such indenedf party under suc
subsection for any legal expenses of other cownrsahy other expenses, in each case subsequecrtiyed by such
indemnified party, in connection with the deferisereof other than reasonable costs of investigalorindemnifying
party shall, without the written consent of theanthified party, effect the settlement or comproneer consent to
the entry of any judgment with respect to, any fregar threatened action or claim in respect ofolshhdemnification
or contribution may be sought hereunder (whetherobithe indemnified party is an actual or potdrmtaty to such
action or claim) unless such settlement, compromigadgment (i) includes an unconditional releakthe indemnifiec
party from all liability arising out of such actiar claim and (ii) does not include any statemeartioaor an admission of
fault, culpability or a failure to act, by or onHsf of any indemnified party.

If the indemnification provided for in this Semti 7 is unavailable to or insufficient to hold h#ess an indemnified
party under subsection (a) or (b) above in respkahy losses, claims, damages or liabilities (dioas in respect
thereof) referred to therein, then each indemnghparty shall contribute to the amount paid or jgdy such
indemnified party as a result of such losses, damlamages or liabilities (or actions in respeetebf) in such
proportion as is appropriate to reflect the relatienefits received by the Company on the one haddsS&Co. on the
other from the offering of the Shares to which slods, claim, damage or liability (or action inpest thereof) relates.
If, however, the allocation provided by the immeelia preceding sentence is not permitted by apbpleckaw or if the
indemnified party failed to give the notice reqditender subsection (c) above, then each indemuifyarty shall
contribute to such amount paid or payable by sndemnified party in such proportion as is apprdprta reflect not
only such relative benefits but also the relataeltf of the Company on the one hand and GS&Cohermther in
connection with the statements or omissions whaslilted in such losses, claims, damages or li@sil{br actions in
respect thereof), as well as any other relevantadaja considerations. The relative benefits reegilry the Company ¢
the one hand and GS&Co. on the other shall be da¢onge in the same proportion as the total netgeds from such
offering (before deducting expenses) received byGbmpany bear to the total commissions receive@®§Co. The
relative fault shall be determined by referenceatopng other things, whether the untrue or allagecle statement of
material fact or the omission or alleged omissimstate a material fact relates to information $edoy the Company
on the one hand or GS&Co. on the other and théegartlative intent, knowledge, access to inforamasnd
opportunity to correct or prevent such statemermtroission. The

Company and GS&Co. agree that it would not begust equitable if contributions pursuant to thissadbion (d) were
determined by pro rata allocation (even if GS&Ceravtreated as one entity for such purpose) onpyother method
of allocation which does not take account of theitadple considerations referred to above in thizsssation (d). The
amount paid or payable by an indemnified party essalt of the losses, claims, damages or liagdifor actions in
respect thereof) referred to above in this subsedtl) shall be deemed to include any legal orrotlipenses reasona
incurred by such indemnified party in connectiothwinvestigating or defending any such action airul



Notwithstanding the provisions of this subsectidjy GS&Co. shall not be required to contribute amyount in excess
of the amount by which the total price at which dpplicable Shares distributed to the public wéfered to the public
exceeds the amount of any damages which GS&Cmthaswise been required to pay by reason of sutiuemor
alleged untrue statement or omission or allegedsion. No person guilty of fraudulent misreprestota(within the
meaning of Section 11(f) of the Securities Act)lsha entitled to contribution from any person wilias not guilty of
such fraudulent misrepresentation.

E. The obligations of, and the indemnification pded by, the Company and GS&Co. under this Sectisimall be in
addition to any liability which the Company and GS&. may otherwise have, and, for the avoidanceoabt] shall be
in addition to any other indemnification providegthe Company and GS&Co. or any other party, iniclgdhe
indemnification provided under the ASB, and shatead, upon the same terms and conditions, to kagmnified
Party (as defined in the ASB); provided, howeveat bnly this Section 7 and not clause (ii) of gaaph 8 of Annex B
to the ASB shall apply in respect of the Shares.

8. The respective indemnities, agreements, repratsems, warranties and other statements of the @asnpnd GS&Co., as set
forth in this Agreement or made by or on behalfhafm, respectively, pursuant to this Agreement] skaain in full force and
effect, regardless of any investigation (or anyesteent as to the results thereof) made by or oalbehGS&Co. or any
controlling person of GS&Co. or the Company or afficer or director or controlling person of the @pany and shall survive
delivery of and payment for the Shares.

9. All statements, requests, notices and agreerhen¢égsinder shall be in writing, and if to GS&Co.lsba delivered or sent by
mail, telex or facsimile transmission to Goldmaaciss & Co., 85 Broad Street, New York, New York Q90Attention:
[Registration Department] and if to the Companylidtwdelivered or sent by mail to the addressef€ompany set forth in
the Registration Statement, Attention: General GeurAny such statements, requests, notices oeagets shall take effect
upon receipt thereof.

10. This Agreement shall be binding upon, and imalely to the benefit of, GS&Co. and the Company, 4o the extent provided
in Sections 7 and 8 hereof, each Indemnified Radydefined in the ASB), and their respective hexecutors, administrators,
successors and assigns, and no other person shaiteaor have any right under or by virtue of tAgreement. No purchaser
of any of the Shares from GS&Co. shall be deemsdcaessor or assign by reason merely of such pgecha

11. Time shall be of the essence of this Agreenfestsed herein, the term "business day" shall raegrday when the
Commission's office in Washington, D.C. is openldasiness.

12. This Agreement shall be governed by and constrden accordance with the laws of the State of Nework.

13. Each of the Company and GS&Co. hereby irrevocalalives, to the fullest extent permitted by appliedal, any and all rigl
to trial by jury in any legal proceeding arisingt @f or relating to this Agreement or the transatsi contemplated hereby.

14.

15. This Agreement may be executed by any one or mictfeeqparties hereto in any number of counterpagsh of which shall k
deemed to be an original, but all such countersdrdd together constitute one and the same inginiim

16. The Company is authorized, subject to applickie to disclose any and all aspects of this ga@ktransaction that are
necessary to support any U.S. federal income tarfiis expected to be claimed with respect to stantsaction, and all
materials of any kind (including tax opinions aritlar tax analyses) related to those benefits, wit&5&Co. imposing any
limitation of any kind. However, any informationagng to the tax treatment and tax structure stegain confidential (and
the foregoing sentence shall not apply) to therdgxtecessary to enable any person to comply withrgees laws. For this
purpose, "tax structure" is limited to any factattmay be relevant to that treatment.

If the foregoing is in accordance with your undansting, please sign and return to us five count&seereof, and upon the acceptance hereof
by GS&Co., this letter and such acceptance hetwalf sonstitute a binding agreement between GSé&d.the Company.

Very truly yours,
PG&E Corporation
By:
Name:

Title:

Accepted as of the date hereof:
Goldman, Sachs & Co.
By:

(Goldman, Sachs & Co



SCHEDULE |

NameState of Incorporation

Pacific Gas and Electric Company California
ANNEX |
Pursuant to Section 6(e) of the Agreement, thewrdemts shall furnish letters to GS&Co. to the eftbat:

(i) They are an independent registered public actiog firm with respect to the Company and its sdibsies within the
meaning of the Securities Act and the applicabldipbied rules and regulations thereunder adoptatidfommission and the
PCAOB;

(i) In their opinion, the financial statements aamdy supplementary financial information and schesi(and, if applicable,
financial forecasts and/or pro forma financial imfiation) audited by them and included or incorpauiaty reference in the
Prospectus or the Registration Statement comply &igm in all material respects with the appli@btcounting requirements
of the Securities Act or the Exchange Act, as applie, and the related published rules and regulsithereunder; and, if
applicable, they have made a review in accordaritestandards established by the PCAOB of the uitedidonsolidated
interim financial statements, selected financiaghdpro forma financial information, financial fagests and/or condensed
financial statements derived from audited finanstatements of the Company for the periods specifiesuch letter, as
indicated in their reports thereon, copies of whialre been separately furnished to GS&Co.;

(iii) They have made a review in accordance witndards established by the PCAOB of the unaudiedensed consolidat
statements of income, consolidated balance shedtsansolidated statements of cash flows includetie Prospectus and/or
included in the Company's quarterly report on F&f¥Q incorporated by reference into the Prospeasuadicated in their
reports thereon copies of which have been sepgratelished to GS&Co.; and on the basis of spetifieocedures including
inquiries of officials of the Company who have resgibility for financial and accounting matters aedjng whether the
unaudited condensed consolidated financial statesmeferred to in paragraph (vi)(A)(i) below comply to form in all
material respects with the applicable accountingiirements of the Securities Act and the ExchangeaAd the related
published rules and regulations, nothing came o tittention that caused them to believe thattreudited condensed
consolidated financial statements do not complpderm in all material respects with the appliebtcounting requirements
of the Securities Act and the Exchange Act and¢leted published rules and regulations;

(iv) The unaudited selected financial informatioithwespect to the consolidated results of openatand financial position of
the Company for the five most recent fiscal yeacduided in the Prospectus and included or incotpdrhy reference in Item 6
of the Company's Annual Report on Form 10-K fornest recent fiscal year agrees with the corresipgraimounts (after
restatements where applicable) in the audited dinlased financial statements for such five fiscahys which were included or
incorporated by reference in the Company's Anngddrts on Form 10-K for such fiscal years;

(v) On the basis of limited procedures, not constig an examination in accordance with the staa&laf the PCAOB,
consisting of a reading of the unaudited finansiatements and other information referred to beboveading of the latest
available interim financial statements of the Compand its subsidiaries, inspection of the minuieks of the Company and
its subsidiaries since the date of the latest addihancial statements included in the Prospeatgsiries of officials of the
Company and its subsidiaries responsible for firrend accounting matters and such other inquaresprocedures as may
be specified in such letter, nothing came to thd&ntion that caused them to believe that:

(A) (i) the unaudited consolidated statements obine, consolidated balance sheets and consolid&tinents of cash flows included in the
Prospectus and/or included or incorporated by eefez in the Company's Quarterly Reports on Forr® Iicorporated by reference in the
Prospectus do not comply as to form in all mategapects with the applicable accounting requirgmehnthe Securities Act and the
Exchange Act and the related published rules agualagons, or (ii) any material modifications shdlle made to the unaudited condensed
consolidated statements of income, consolidateahlioal sheets and consolidated statements of cashificluded in the Prospectus or
included in the Company's Quarterly Reports on Fbor®Q incorporated by reference in the ProspecutheEm to be in conformity with
generally accepted accounting principles;

(B) any other unaudited income statement data afahbe sheet items included or incorporated byeate in
the Prospectus do not agree with the corresporittings in the unaudited consolidated financial statiets from
which such data and items were derived, and anly soaudited data and items were not determinedbasis
substantially consistent with the basis for theegponding amounts in the audited consolidatechfiiad
statements included or incorporated by referen¢ckarCompany's Annual Report on Form 10-K for thestn
recent fiscal year incorporated by reference inRtaspectus;

(C) the unaudited financial statements which werteimcluded in the Prospectus but from which wergvid
any unaudited condensed financial statements esfe¢orin clause (A) and any unaudited income stetemate



and balance sheet items included or incorporate@feyence in the Prospectus and referred to umselgB) wer
not determined on a basis substantially consistéhtthe basis for the audited consolidated finahsiatements
included or incorporated by reference in the Comfsafinnual Report on Form 10-K for the most redestal
year incorporated by reference in the Prospectus;

(D) any unaudited pro forma consolidated condefisacial statements included or incorporated ligrence
in the Prospectus do not comply as to form in alterial respects with the applicable accountingiireqnents o
the Securities Act and the Exchange Act and thdighdy rules and regulations thereunder or thefgmmoa
adjustments have not been properly applied to igterical amounts in the compilation of those statats;

(E) as of a specified date not more than five qai@ to the date of such letter, there have besnchanges in
the consolidated capital stock (other than issusn€eapital stock upon exercise of options andksto
appreciation rights, upon earn-outs of performasif@es and upon conversions of convertible seesyith each
case which were outstanding on the date of thetléiteancial statements included or incorporatedefgrence
in the Prospectus) or any increase in the congelidang-term debt of the Company and its subseBaor any
decreases in consolidated net current assets mhehders' equity or other items specified by GS&©o any
increases in any items specified by GS&Co., in ezde as compared with amounts shown in the laséshce
sheet included or incorporated by reference irPttespectus, except in each case for changes, sesea
decreases which the Prospectus discloses haveredarrmay occur or which are described in suderdeand

(F) for the period from the date of the latest ficial statements included or incorporated by refesen the
Prospectus to the specified date referred to inseldE) there were any decreases in consolidata@venues or
operating profit or the total or per share amowfisonsolidated net income or other items specifigd5S&Co.,
or any increases in any items specified by GS&{Dceach case as compared with the comparable pefite
preceding year and with any other period of comesing length specified by GS&Co., except in eaasecfor
decreases or increases which the Prospectus disdi@se occurred or may occur or which are destribsuch
letter; and

(vi) In addition to the examination referred tatleir report(s) included or incorporated by refeeem the
Prospectus and the limited procedures, inspecfionirtute books, inquiries and other proceduresrreéeto in
paragraphs (iii) and (vi) above, they have cardaticertain specified procedures, not constituéing
examination in accordance with generally acceptetitiag standards, with respect to certain amounts,
percentages and financial information specified@38&Co., which are derived from the general accaunti
records of the Company and its subsidiaries, whmbear in the Prospectus (excluding documentsppocated
by reference) or in Part Il of, or in exhibits aszhedules to, the Registration Statement spedifjie@S&Co. or
in documents incorporated by reference in the Rratsis specified by GS&Co., and have compared oeofai
such amounts, percentages and financial informatitimthe accounting records of the Company and its
subsidiaries and have found them to be in agreement

ANNEX lI(a)
FORM OF OPINION
OF Cadwalader, Wickersham & Taft LLP
ANNEX lI(b)
FORM OF OPINION
OF Orrick, Herrington & Sutcliffe LLP
ANNEX II(c)

FORM OF OPINION

OF BRUCE R. WORTHINGTON, ESQ.






EXHIBIT 11
PG&E CORPORATION
COMPUTATION OF EARNINGS PER COMMON SHARE

Three Months Ended

March 31,
(in millions, except share amounts) 2006 2005
Net income $ 214 $ 218
Less: distributed earnings to common shareholders 114 111
Undistributed earnings 100 107
Common shareholders earnings
Basic
Distributed earnings to common shareholders $ 114 $ 111
Undistributed earnings allocated to common shaoshel 95 102
Total common shareholders earnings, basic $ 209 $ 213
Diluted
Distributed earnings to common shareholders $ 114 $ 111
Undistributed earnings allocated to common shadshel 95 102
Total common shareholders earnings, diluted $ 209 $ 213
Weighted average common shares outstanding, basic 344 388
9.50% Convertible Subordinated Notes 19 19
Weighted average common shares outstanding and
participating securities, basic 363 407
Weighted average common shares outstanding, basic 344 388
Employee share-based compensation and accelehates s
repurchase prograf® 5 4
Weighted average common shares outstanding, diluted 349 392
9.50% Convertible Subordinated Notes 19 19
Weighted average common shares outstanding and
participating securities, diluted 368 411
Net earnings per common share, basic
Distributed earnings, basic $ 033 $ 0.29
Undistributed earnings, basic 0.28 0.26
Total $ 061 $ 0.55

Net earnings per common share, diluted



Distributed earnings, diluted $ 033 $ 0.28

Undistributed earnings, diluted 0.27 0.26

Total $ 0.60 $ 0.54

@ Includes approximately 1.3 million PG&E Corporatioommon shares potentially issuable in settleméaho
approximately $49.6 million obligation under an A&RMarch 31, 2006 and approximately 1.5 millioargs in
relation to the settlement of the share forwarcagrent of the ASR on March 28, 2006. The remaiaproximately 3
million shares at March 31, 2006 are deemed toutetanding per SFAS No. 128 for the purpose ofudating EPS.



EXHIBIT 12.1
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Three Months
Ended March

31, Year Ended December 31,

2006 2005 2004 2003 2002 2001
Earnings:
Net income $217 $934 $3,982 $923 $1,819 $1,015
Adjustments for minority interest in losses of
less than 100% owned affiliates and the
Company's equity in undistributed income
(losses) of less than 50% owned affiliates - - - - - -
Income taxes provision 132 574 2,561 528 1,178 596
Net fixed charges 163 589 671 964 1,029 1,019
Total Earnings $512 $2,097 $7,214 $2,415 $4,026 $2,630
Fixed Charges:
Interest on short-term borrowings and long-term
debt, net $158 $573 $682  $947  $996 $981
Interest on capital leases - 1 1 1 2 2
AFUDC debt 5 15 (12) 16 21 12
Earnings required to cover the preferred stock
dividend and preferred security distribution
requirements of majority owned trust - - - - 10 24
Total Fixed Charges $163 $589 $671 $964 $1,029 $1,019
Ratios of Earnings to
Fixed Charges 3.14 3.56 10.75 2.51 3.91 2.58

Note:

For the purpose of computing Pacific Gas and Eie€ompany's ratios of earnings to fixed chargeartiings” represent net income adjusted for theritjninterest in losses of less than
100% owned affiliates, equity in undistributed inm® or losses of less than 50% owned affiliatesyrime taxes and fixed charges (excluding capitaliztest). "Fixed charges" include
interest on long-term debt and short-term borrowiigcluding a representative portion of rentalenge), amortization of bond premium, discount afbase, interest on capital leases,
AFUDC debt, and earnings required to cover thegurefl stock dividend requirements and preferredrigdistribution requirements of majority-owneddt.



EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Three Months
Ended March

31, Year Ended December 31,

Earnings: 2006 2005 2004 2003 2002 2001
Net income $217 $934  $3,982 $923 $1,819 $1,015
Adjustments for minority interest in losses of

less than 100% owned affiliates and the

Company's equity in undistributed income

(losses) of less than 50% owned affiliates - - - - - -
Income taxes provision 132 574 2,561 528 1,178 596
Net fixed charges 163 589 671 964 1,029 1,019
Total Earnings $512 $2,097 $7,214 $2,415 $4,026 $2,630
Fixed Charges:
Interest on short-term borrowings and long

term debt, net $158 $573 $682 $947  $996 $981
Interest on capital leases - 1 1 1 2 2
AFUDC debt 5 15 (12) 16 21 12
Earnings required to cover the preferred stock

dividend and preferred security distribution

requirements of majority owned trust - - - - 10 24
Total Fixed Charges 163 589 671 964 1,029 1,019
Preferred Stock Dividends:
Tax deductible dividends 3 12 9 9 9 9
Pre-tax earnings required to cover

non-tax deductible preferred stock

dividend requirements - 13 34 27 28 27
Total Preferred Stock Dividends 3 25 43 36 37 36
Total Combined Fixed Charges

and Preferred Stock Dividends $166 $614 $714 $1,000 $1,066 $1,055
Ratios of Earnings to Combined Fixed

Charges and Preferred Stock Dividends 3.08 3.42 10.10 2.42 3.78 2.49

Note:

For the purpose of computing Pacific Gas and Eie€@ompany's ratios of earnings to combined fixedrges and preferred stock dividends, "earnings'eent net income adjusted for
the minority interest in losses of less than 10M6e&d affiliates, equity in undistributed incomel@sses of less than 50% owned affiliates, incomegand fixed charges (excluding
capitalized interest). "Fixed charges" include riest on long-term debt and short-term borrowingsl(@iding a representative portion of rental expgremortization of bond premium,
discount and expense, interest on capital leasedDXC debt, and earnings required to cover the predlestock dividend requirements and preferredsgadistribution requirements of
majority-owned trust. "Preferred stock dividendspresent tax deductible dividends and pre-tax pgsrihat are required to pay the dividends on antihg preferred securities.



Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

|, Peter A. Darbee, certify that:

1.

| have reviewed this Quarterly Report on FormQ@@r the quarter ended March 31, 2006 of PG&E
Corporation;

Based on my knowledge, this report does not aoatay untrue statement of a material fact or dmgtate a
material fact necessary to make the statements,nraliight of the circumstances under which sueteshents
were made, not misleading with respect to the plecavered by this report;

Based on my knowledge, the financial statememd,other financial information included in thipoet, fairly
present in all material respects the financial dooa results of operations and cash flows ofrdgistrant as of,
and for, the periods presented in this report;

The registrant's other certifying officer andé aesponsible for establishing and maintainingldsure controls
and procedures (as defined in Exchange Act Rulaslb8) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules 13d}6(d 15d-15(f) for the registrant and have:

Designed such disclosure controls and procedoresgused such disclosure controls and procedoiies
designed under our supervision, to ensure thatrrahileformation relating to the registrant, inciang its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepared;

Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting tc
be designed under our supervision, to provide resse assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles;

Evaluated the effectiveness of the registram@asure controls and procedures and presentiiksimeport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered
by this report based on such evaluation; and

Disclosed in this report any change in the regrts internal control over financial reportingtloccurred
during the registrant's most recent fiscal qudtter registrant's fourth quarter in the case cdiamual report)
that has materially affected, or is reasonablylyite materially affect, the registrant's intercahtrol over
financial reporting; and

The registrant's other certifying officer andavk disclosed, based on our most recent evaluatimriernal
control over financial reporting, to the registtarguditors and the audit committee of registradard of
directors (or persons performing the equivalentfioms):

All significant deficiencies and material weakgses in the design or operation of internal corax@r financial
reporting which are reasonably likely to adverssfgct the registrant's ability to record, processnmarize an
report financial information; and

Any fraud, whether or not material, that involveanagement or other employees who have a sigmifioée in
the registrant's internal control over financiglaging.

Date: May 3, 2006

/sl Peter A. Darbe




Peter A. Darbee
Chairman, Chief Executive
Officer and President

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Christopher P. Johns, certify that:

1.

| have reviewed this Quarterly Report on FormQ@@r the quarter ended March 31, 2006 of PG&E
Corporation;

Based on my knowledge, this report does not aoaiay untrue statement of a material fact or dmgtate a
material fact necessary to make the statements,nmaliight of the circumstances under which suetteshents
were made, not misleading with respect to the plecavered by this report;

Based on my knowledge, the financial statemamd,other financial information included in thipoet, fairly
present in all material respects the financial doma results of operations and cash flows ofrigistrant as of,
and for, the periods presented in this report;

The registrant's other certifying officer andé aesponsible for establishing and maintainingldsure controls
and procedures (as defined in Exchange Act Rulasl®g) and 15d-15(e)) and internal control oveaticial
reporting (as defined in Exchange Act Rules 13d}X6(d 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedoresgused such disclosure controls and procedoiies
designed under our supervision, to ensure thatrrabileformation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepared;

Designed such internal control over financial réipgr; or caused such internal control over finah@porting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles;

Evaluated the effectiveness of the registramddasure controls and procedures and presentikimeport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered
by this report based on such evaluation; and

Disclosed in this report any change in the regpgts internal control over financial reportingtloccurred
during the registrant's most recent fiscal qudttex registrant's fourth quarter in the case cdamual report)
that has materially affected, or is reasonablylyite materially affect, the registrant's intercahtrol over
financial reporting; and

The registrant's other certifying officer andavk disclosed, based on our most recent evaluatimriernal
control over financial reporting, to the registtarguditors and the audit committee of registrdydard of
directors (or persons performing the equivalentfioms):

All significant deficiencies and material weakgses in the design or operation of internal corax@r financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize an
report financial information; and

Any fraud, whether or not material, that involveanagement or other employees who have a signifioée in
the registrant's internal control over financigloging.

Date: May 3, 200!



/s/ Christopher P. Johns

Christopher P. Johns
Senior Vice President, Chief
Financial Officer and Treasurer



Exhibit 31.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Thomas B. King, certify that:

1.

| have reviewed this Quarterly Report on FormQ@@r the quarter ended March 31, 2006 of Pacifas @nd
Electric Company;

Based on my knowledge, this report does not aoatay untrue statement of a material fact or dmgtate a
material fact necessary to make the statements,nraliight of the circumstances under which suetteshents
were made, not misleading with respect to the plecavered by this report;

Based on my knowledge, the financial statememd,other financial information included in thipoet, fairly
present in all material respects the financial dooa results of operations and cash flows ofrdgistrant as of,
and for, the periods presented in this report;

The registrant's other certifying officer andé aesponsible for establishing and maintainingldsure controls
and procedures (as defined in Exchange Act Rulaslb8) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules 13d}6(d 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedoresaused such disclosure controls and procedoiies
designed under our supervision, to ensure thatrrahileformation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepared;

Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting tc
be designed under our supervision, to provide resse assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles;

Evaluated the effectiveness of the registram@asure controls and procedures and presentiiksimeport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered
by this report based on such evaluation; and

Disclosed in this report any change in the regrts internal control over financial reportingtloccurred
during the registrant's most recent fiscal qudtter registrant's fourth quarter in the case cdiamual report)
that has materially affected, or is reasonablylyite materially affect, the registrant's intercahtrol over
financial reporting; and

The registrant's other certifying officer andavk disclosed, based on our most recent evaluatimriernal
control over financial reporting, to the registtarguditors and the audit committee of registradard of
directors (or persons performing the equivalentfioms):

All significant deficiencies and material weakgses in the design or operation of internal corax@r financial
reporting which are reasonably likely to adverssfgct the registrant's ability to record, processnmarize an
report financial information; and

Any fraud, whether or not material, that involveanagement or other employees who have a sigmifioée in
the registrant's internal control over financiglaging.

Date: May 3, 2006

/sl Thomas B. Kin¢




Thomas B. King
President and Chief Executive Officer

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Christopher P. Johns, certify that:

1.

| have reviewed this Quarterly Report on FormQ.@r the year ended March 31, 2006 of Pacific &@a$
Electric Company;

Based on my knowledge, this report does not aoaiay untrue statement of a material fact or dmgtate a
material fact necessary to make the statements,nraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pecavered by this report;

Based on my knowledge, the financial statememd,other financial information included in thipoet, fairly
present in all material respects the financial dooa results of operations and cash flows ofrégistrant as of,
and for, the periods presented in this report;

The registrant's other certifying officer andé aesponsible for establishing and maintainingldsure controls
and procedures (as defined in Exchange Act Rulaslb8) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules 13d}¥6(d 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedoresaused such disclosure controls and procedoites
designed under our supervision, to ensure thatrrabilgformation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepared;

Designed such internal control over financial réipgr; or caused such internal control over finah@gorting tc
be designed under our supervision, to provide restse assurance regarding the reliability of finaheporting
and the preparation of financial statements foeml purposes in accordance with generally acdepte
accounting principles;

Evaluated the effectiveness of the registramddasure controls and procedures and presentikimeport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered
by this report based on such evaluation; and

Disclosed in this report any change in the regpts internal control over financial reportingtloccurred
during the registrant's most recent fiscal qudtter registrant's fourth quarter in the case cdiamual report)
that has materially affected, or is reasonablylyiite materially affect, the registrant's intereahtrol over
financial reporting; and

The registrant's other certifying officer andavk disclosed, based on our most recent evaluatimriernal
control over financial reporting, to the registtarguditors and the audit committee of registradard of
directors (or persons performing the equivalentfioms):

All significant deficiencies and material weakgses in the design or operation of internal corax@r financial
reporting which are reasonably likely to adverssfgct the registrant's ability to record, processnmarize an
report financial information; and

Any fraud, whether or not material, that involveanagement or other employees who have a sigmifioée in
the registrant's internal control over financigloging.

Date: May 3, 200!



/sl Christopher P. Johns

Christopher P. Johns

Senior Vice President, Chief Financial Officer and
Treasurer




Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10-Q of PG&E Corporation for the quagaded March 31, 2006, |, Peter A.
Darbee, Chairman, Chief Executive Officer and Riesi of PG&E Corporation, hereby certify pursuani8 U.S.C. Section 1350, as adof
pursuant to Section 906 of the Sarbanes-Oxley A2062, to the best of my knowledge and belieft:tha

(1) such Quarterly Report on Form 10-Q of PG&E fgowation for
the quarter ended March 31, 2006, fully compliethwthe
requirements of section 13(a) or 15(d) of the S&earExchange
Act of 1934; and

(2) the information contained in such Quarterlyp& on Form 10-Q
of PG&E Corporation for the quarter ended MarchZX)6,
fairly presents, in all material respects, theriitcial condition and
results of operations of PG&E Corporation.

/s/ Peter A. Darbee

PETER A. DARBEE

Chairman, Chief Executive Officer and President

May 3, 2006

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10-Q of PG&E Corporation for the quagaded March 31, 2006, |,
Christopher P. Johns, Senior Vice President, Gtirgdncial Officer and Treasurer of PG&E Corporatibereby certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 96&darbanes-Oxley Act of 2002, to the best okngywledge and belief, that:

(2) such Quarterly Report on Form 10f{@G&E Corporation for
the quarter ended March 31, 2006, fully compliethwthe
requirements of section 13(a) or 15(d) of the S&earExchange
Act of 1934; and

(2) the information contained in sudha@erly Report on Form 10-Q



of PG&E Corporation for the quarter ended MarchZX)6,
fairly presents, in all material respects, theriitial condition and
results of operations of PG&E Corporation.

/s/ Christopher P. Johns

CHRISTOPHER P. JOHNS
Senior Vice President,

Chief Financial Officer and Treasurer

May 3, 2006



Exhibit 32.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10-Q of Pacific Gas and Electric Compfmthe quarter ended March 31,
2006, I, Thomas B. King, President and Chief ExieuDfficer of Pacific Gas and Electric Companyreisy certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 96G&darbanes-Oxley Act of 2002, to the best oknmywledge and belief, that:

(1) such Quarterly Report on Form 10-Q of PacBas and Electric
Company for the quarter ended March 31, 2006, fdiyplies with
the requirements of section 13(a) or 15(d) of theuities Exchange

Act of 1934; and

(2) the information contained in such Quartébport on Form 10-Q of
Pacific Gas and Electric Company for the quarteleenMarch 31,
2006, fairly presents, in all material respects,fthancial condition
and results of operations of Pacific Gas and HeCompany.

/sl Thomas B. King
THOMAS B. KING

President and Chief Executive Officer

May 3, 2006

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10-Q of Pacific Gas and Electric Compfomthe quarter ended March 31,
2006, I, Christopher P. Johns, Senior Vice Presjdeimef Financial Officer and Treasurer of PactBias and Electric Company, hereby
certify pursuant to 18 U.S.C. Section 1350, as tstbpursuant to Section 906 of the SarbaDrley Act of 2002, to the best of my knowle:

and belief, that:



May 3, 2006

(1)

(2)

such Quarterly Report on Form 10-Q of Pac8as and Electric
Company for the quarter ended March 31, 2006, toiyplies with
the requirements of section 13(a) or 15(d) of theusities
Exchange Act of 1934; and

the information contained in such Quarté&bport on Form 10-Q of
Pacific Gas and Electric Company for the quarteleenMarch 31,
2006, fairly presents, in all material respects,fthancial condition
and results of operations of Pacific Gas and HeCompany.

/s/ Christopher P. Johns

CHRISTOPHER P. JOHNS
Senior Vice President, Chief Financial Officer

and Treasurer



