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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 June 30, 2006
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy OHE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Exact Name of
Commission Registra_lr_lt 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 California 94-0742640
Company
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, includinig 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 registranthélje filed all reports required to be filed by $@ttl3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve monthsf¢@rsuch shorter period that the registrant wasired to file such reports), and (2) have

been subject to such filing requirements for thet 88 days. [X] Yes [ ] No

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act.

PG&E Corporation: [X] Large accelerated filer [ ] Accelerated Fil¢] ] Non-accelerated filer
Pacific Gas and Electric Company: [ ] Large accelerated filer [ ] Accelerated File[X] Non-accelerated filer
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act).

PG&E Corporation: [ 1Yes [X] No



Pacific Gas and Electric Company: [ 1Yes [X] No

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

Common Stock Outstanding as of July 31, 2006:

PG&E Corporation 348,065,769 shares (excluding 24,665,500 shareshlyeh wholly

owned subsidiary)
Pacific Gas and Electric Company Wholly owned by PG&E Corporation
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PART I. FINANCIAL INFORMATION
ITEM 1: CONSOLIDATED FINANCIAL STATEMENTS

PG&E CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in millions, except per share amounts)

Operating Revenues
Electric
Natural gas

Total operating revenues

Operating Expenses
Cost of electricity
Cost of natural gas
Operating and maintenance
Depreciation, amortization and decommissioning

Total operating expenses

Operating Income
Interest income
Interest expense
Other income (expense), net

Income Before Income Taxes
Income tax provision

Net Income

Weighted Average Common Shares Outstanding, Basic

Net Earnings Per Common Share, Basic
Net Earnings Per Common Share, Diluted
Dividends Declared Per Common Share

See accompanying Notes to the Condensed Consaliffatancial Statements.

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2006 2005

2212 $ 1,78C 4,077 3,43¢
80:3 71€ 2,08¢ 1,727
3,017 2,49¢ 6,16t 5,16¢
781 487 1,311 884
36¢ 347 1,241 967
982 67C 1,84¢ 1,43¢
421 454 83t 83¢
2,552 1,95¢ 5,231 4,12¢
46E 54C 934 1,04C
41 16 64 37
(164) (131) (31¢) (292)
28 2 28 (3)
37C 42% 70¢ 782
13¢ 15€ 262 297
23z $ 267 44¢€ 48E
34¢€ 37C 34k 37¢
0.6t $ 0.7¢C 1.2¢ 1.2t
0.6t $ 0.7¢C 1.2t 1.2
03: % 0.3C 0.6€ 0.6C




PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions) June 30,
2006 December 31,
(Unaudited) 2005
ASSETS
Current Assets
Cash and cash equivalents $ 421 $ 713
Restricted cash 1,49¢ 1,54¢
Accounts receivable:
Customers (net of allowance for doubtful asts of $45 million in 2006 and $77 million in
2005) 2,04¢ 2,42:
Regulatory balancing accounts 96¢ 727
Inventories:
Gas stored underground and fuel oil 16¢ 231
Materials and supplies 13t 13z
Income taxes receivable 10C 21
Prepaid expenses and other 262 187
Total current assets 5,60¢ 5,98(
Property, Plant and Equipment
Electric 23,30¢ 22,48:
Gas 8,93¢ 8,794
Construction work in progress 71€ 73€
Other 15 16
Total property, plant and equipment 32,98( 32,03(
Accumulated depreciation (12,376) (12,07¢
Net property, plant and equipment 20,60 19,05¢
Other Noncurrent Assets
Regulatory assets 5,30z 5,57¢
Nuclear decommissioning funds 1,761 1,71¢
Other 71C 842
Total other noncurrent assets 7,77 8,13¢
TOTAL ASSETS $ 33,98 $ 34,07

See accompanying Notes to the Condensed Consaliffatancial Statements.
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PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions, except share amounts) June 30,
2006 December 31,
(Unaudited) 2005
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Short-term borrowings $ 213 $ 26C
Long-term debt, classified as current 282 2
Rate reduction bonds, classified as current 29C 29C
Energy recovery bonds, classified as current 34¢€ 31¢€
Accounts payable:
Trade creditors 663 98(C
Disputed claims and customer refunds 1,72C 1,73:
Regulatory balancing accounts 1,10C 84C
Other 452 441
Interest payable 50¢€ 473
Deferred income taxes 31z 181
Other 1,191 1,41¢
Total current liabilities 7,07¢ 6,932
Noncurrent Liabilities
Long-term debt 6,69¢ 6,97¢
Rate reduction bonds 14¢ 29C
Energy recovery bonds 2,11¢ 2,27¢
Regulatory liabilities 3,48 3,50¢
Asset retirement obligations 1,63: 1,587
Deferred income taxes 3,03¢ 3,092
Deferred tax credits 10¢ 112
Other 1,96¢ 1,83:
Total noncurrent liabilities 19,18¢ 19,67:

Commitments and Contingencies (Notes 2, 4, 5, 10chfil)
Preferred Stock of Subsidiaries 252 252
Preferred Stock

Preferred stock, no par value, authorized 8Q@shares, $100 par value, authorized 5,000(
shares, none issued - -
Common Shareholders' Equity

Common stock, no par value, authorized 800,@Mghares, issued 370,937,146 common and

1,353,113 restricted shares in 2006 and 366,868;6f#non and 1,399,990 restricted shares il

2005 5,83¢ 5,821
Common stock held by subsidiary, at cost, 24 885 shares (71¢) (71¢)
Unearned compensation - (22
Reinvested earnings 2,35¢ 2,13¢
Accumulated other comprehensive loss (8) (8)
Total common shareholders' equity 7,464 7,21¢
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 33,980 % 34,07

See accompanying Notes to the Condensed Consaliffatancial Statements.




PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net qasiided by operating activities:
Depreciation, amortization, decommissigramd allowance for equity funds used during
construction
Deferred income taxes and tax credits, net
Other deferred charges and noncurreniitiab
Gain on sale of assets
Net effect of changes in operating assets atnilities:
Accounts receivable
Inventories
Accounts payable
Accrued taxes
Regulatory balancing accounts, net
Other current assets
Other current liabilities
Other

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures
Net proceeds from sale of assets
Decrease in restricted cash
Proceeds from nuclear decommissioning trusssale
Purchases of nuclear decommissioning trust tnvests
Other

Net cash used in investing activities

Cash Flows From Financing Activities
Borrowings under accounts receivable facility
Repayments under working capital facility andamts receivable facility
Borrowings under commercial paper facility, net
Proceeds from issuance of long-term debt, netsoiance costs of $3 million in 2005
Proceeds from issuance of energy recovery baredsf issuance costs of $14 million in 2005
Long-term debt matured, redeemed or repurchased
Rate reduction bonds matured
Energy recovery bonds matured
Preferred stock with mandatory redemption priovis redeemed
Common stock issued
Common stock repurchased
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 June 30
Supplemental disclosures of cash flow information

(Unaudited)
Six Months Ended
June 30,
2006 2005

44€ 3 48t
86¢ 83¢
69 (11%)
15& (75)
(15) -
375 56
60 (8)
(232 (221
(79 152
18 56E
(56) (35)
(103 (129
36 68
1,54C 1,58:
(1,179 (803)
7 17
48 321
757 2,00¢
(799 (2,03¢)
- 42
(1,16%) (453%)
50 -
(310 (300
218 -
- 451
- 1,87¢
- (1,35€)
(141 (141
(130 (14)
- (122
77 19C
(114 (1,06%)
(22¢) (117
(84 (14
(667) (60¢)
(292 52z
713 972
421 3 1,49¢




Cash paid for:
Interest (net of amounts capitalized) $ 27C % 217
Income taxes paid, net 247 241




Supplemental disclosures of noncash investing anih&ncing activities

Common stock dividends declared but not yet paid $ 115 $ 11z
Transfer of disputed claims and customermaéuand interest payable to accounts payable -
regulatory balancing accounts - (37¢)

See accompanying Notes to the Condensed Consaliffatancial Statements.




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
Three Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005
Operating Revenues
Electric $ 2,214 $ 1,78C $ 4077 $ 3,43¢
Natural gas 803 71¢ 2,08¢ 1,72
Total operating revenues 3,017 2,49¢ 6,16 5,16¢
Operating Expenses
Cost of electricity 781 487 1,311 884
Cost of natural gas 36¢ 347 1,241 967
Operating and maintenance 982 67C 1,844 1,441
Depreciation, amortization and decommissioning 421 454 834 83c¢
Total operating expenses 2,552 1,95¢ 5,23( 4,131
Operating Income 46% 54C 93¢ 1,03t
Interest income 39 20 58 39
Interest expense (157) (129 (303 (27¢)
Other income, net 25 6 31 12
Income Before Income Taxes 372 447 721 80¢
Income tax provision 141 16€ 27¢ 30¢
Net Income 231 27¢€ 44¢ 49¢
Preferred stock dividend requirement 4 4 7 8
Income Available for Common Stock $ 227 $ 27z $ 441 3 491

See accompanying Notes to the Condensed Consaliffatancial Statements.




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)

ASSETS

Current Assets
Cash and cash equivalents
Restricted cash
Accounts receivable:

Customers (net of allowance for doubtful asts of $45 million in 2006 and $77 million in

2005)
Related parties
Regulatory balancing accounts
Inventories:
Gas stored underground and fuel oil
Materials and supplies
Income taxes receivable
Prepaid expenses and other

Total current assets
Property, Plant and Equipment
Electric
Gas
Construction work in progress

Total property, plant and equipment
Accumulated depreciation

Net property, plant and equipment
Other Noncurrent Assets
Regulatory assets
Nuclear decommissioning funds

Related parties receivable
Other

Total other noncurrent assets
TOTAL ASSETS

See accompanying Notes to the Condensed Consaliffatancial Statements.

Balance At
June 30,
2006 December 31,
(Unaudited) 2005

165 % 4632
1,49¢ 1,54¢
2,04¢ 2,42z
3 3
96¢ 727
16¢ 231
13t 132
15¢ 48
25C 182
5,39¢ 5,75¢€
23,30¢ 22,48
8,93¢ 8,79
71€ 73€
32,96¢ 32,01
(12,36%) (12,067
20,60: 19,95:
5,30z 5,57¢
1,761 1,71¢
21 23
621 754
7,70¢ 8,07
33,70¢ % 33,78:




PACIFIC GAS AND ELECTRIC COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions, except share amounts)

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Short-term borrowings
Long-term debt, classified as current
Rate reduction bonds, classified as current
Energy recovery bonds, classified as current
Accounts payable:
Trade creditors
Disputed claims and customer refunds
Related parties
Regulatory balancing accounts
Other
Interest payable
Deferred income taxes
Other

Total current liabilities

Noncurrent Liabilities
Long-term debt
Rate reduction bonds
Energy recovery bonds
Regulatory liabilities
Asset retirement obligations
Deferred income taxes
Deferred tax credits
Other

Total noncurrent liabilities

Commitments and Contingencies (Notes 2, 4, 5, 10chfi1)

Shareholders' Equity

Preferred stock without mandatory redemptiorvigions:

Nonredeemable, 5.00% to 6.00%, outstanding 58284shares

Redeemable, 4.36% to 5.00%, outstanding 4,584s8ares

Common stock, $5 par value, authorized 800,@Wghares, issued 279,624,823 shares
Common stock held by subsidiary, at cost, 19,283 shares

Additional paid-in capital
Reinvested earnings
Accumulated other comprehensive loss

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

Balance At
June 30,
2006 December 31,
(Unaudited) 2005
212 $ 26C
2 2
29C 29C
34¢€ 31¢€
663 98C
1,72C 1,73:
31 37
1,10C 84C
43¢ 42%
50¢€ 46C
293 161
1,04C 1,25¢
6,64 6,757
6,69¢ 6,69¢
14¢ 29C
2,11¢ 2,27¢
3,487 3,50¢
1,63: 1,587
3,16z 3,21¢
10¢ 112
1,822 1,691
19,17¢ 19,37¢
14¢& 14¢&
113 113
1,39¢ 1,39¢
(47%) (47%)
1,80z 1,77¢
4,91z 4,70z
9 9
7,88 7,65(
33,70¢  $ 33,78t

See accompanying Notes to the Condensed Consaliffatancial Statements.
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PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net qasivided by operating activities:
Depreciation, amortization, decommissigramd allowance for equity funds used during
construction
Deferred income taxes and tax credits, net
Other deferred charges and noncurreniitiab
Gain on sale of assets
Net effect of changes in operating assets atnilities:
Accounts receivable
Inventories
Accounts payable
Accrued taxes
Regulatory balancing accounts, net
Other current assets
Other current liabilities
Other

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures
Net proceeds from sale of assets
Decrease in restricted cash
Proceeds from nuclear decommissioning trusssale
Purchases of nuclear decommissioning trust tnvests
Other

Net cash used in investing activities

Cash Flows From Financing Activities
Borrowings under accounts receivable facility
Repayments under working capital facility andamts receivable facility
Borrowings under commercial paper facility, net
Proceeds from issuance of long-term debt, netsoiance costs of $3 million in 2005
Proceeds from issuance of energy recovery baredsf issuance costs of $14 million in 2005
Long-term debt matured, redeemed or repurchased
Rate reduction bonds matured
Energy recovery bonds matured
Common stock dividends paid
Preferred stock dividends paid
Preferred stock with mandatory redemption priovis redeemed
Common stock repurchased
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 June 30
Supplemental disclosures of cash flow information

(Unaudited)
Six Months Ended
June 30,
2006 2005

44 $ 49¢
867 83¢
73 (103
152 (83
(15) D
375 56
60 (8)
(239 (222
(110 18¢
18 56E
(52 (25)
(70 (119
2 18
1,51C 1,60¢
(1,179 (803)
7 17
48 321
757 2,00¢
(799 (2,03¢)
- 42
(1,16%) (453%)
50 -
(310 (300
218 -
- 451
- 1,87¢
- (1,359
(141 (141
(130 (14)
(230 (220
(7 ®
- (122
- (960)
(88) -
(643 (7949
(29¢) 357
462 783
16t % 1,14C




Cash paid for:
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Interest (net of amounts capitalized) $ 243 $ 204
Income taxes paid, net 30¢ 237
Supplemental disclosures of noncash investing anih&ncing activities
Transfer of disputed claims and customernma¢uand interest payable to accounts payable -
regulatory balancing accounts $ - % (378

See accompanying Notes to the Condensed Consaliffatancial Statements.
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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 anduiéty. Therefore, the Notes to the unaudi
Condensed Consolidated Financial Statements apfigth PG&E Corporation and the Utility. PG&E Coration's Condensed Consolidated
Financial Statements include the accounts of PG&Ep@ration, the Utility, and other wholly owned acwhtrolled subsidiaries. The Utility's
Condensed Consolidated Financial Statements inési@ecounts and those of its wholly owned androtled subsidiaries, and a variable
interest entity which the Utility is required torsmlidate under applicable accounting standardsndrcompany transactions have been
eliminated from the Condensed Consolidated FinhSta&ements.

The accompanying interim unauditeth@nsed Consolidated Financial Statements havegrepared in accordance with
accounting principles generally accepted in thetdthStates of America, or GAAP, for interim finaadnformation 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€lrhe information at December 31,
2005 in both PG&E Corporation's and the Utilitysndensed Consolidated Balance Sheets includedsigularterly report was derived from
the audited Consolidated Balance Sheets incormbtateeference into their combined Annual ReporfFomrm 10-K for the year ended
December 31, 2005. (PG&E Corporation’s and theitysl combined Annual Report on Form 10-K for theay ended December 31, 2005,
together with the information incorporated by refege into such report, is referred to in this qeréytreport as the “2005 Annual Report.”)

Except for the new and significaot@unting policies described in Note 2 below, tbeoainting 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 stataisén conformity with GAAP requires managementrtake 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 recoveryemees earned but not yet billed (including delayiiohgs), disputed claims, asset retirerr
obligations, allowance for doubtful accounts reabie, provisions for losses that are deemed prelfadnin environmental remediation
liabilities, pension liabilities, mark-to-marketanting under Statement of Financial Accountirgng8ards, or SFAS, No. 133, “ Accounting
for Derivative Instruments and Hedging Activitiésas amended, or SFAS No. 133, income tax relasdulities, litigation, and the Utility's
review for impairment of londjved assets and certain identifiable intangibtebe held and used whenever events or changeumstance
indicate that the carrying amount of its assetshtnigt be recoverable. A change in managementraasis 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 eyatigments 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 adjustmenrds tianagement believes are necessa
the fair presentation of their financial conditiand results of operations for the periods preseiitied 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 adilfornia, or bankruptcy court, which
oversaw the Utility's proceeding under Chapter fithe U.S. Bankruptcy Code, or Chapter 11, retainsdiction, among other things, to
resolve the remaining disputed claims that wereemadhe Utility's Chapter 11 proceeding.

This quarterly report should be regadonjunction with PG&E Corporation's and thelitjtis Consolidated Financial Statements and
Notes to the Consolidated Financial Statementsar2005 Annual Repot
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NOTE 2: NEW AND SIGNIFICANT ACCOUNTING POLICIES
Share-Based Payment

On January 1, 2006, PG&E Corporatind the Utility adopted the provisions of SFAS N23R, “Share-Based Payment,” or SFAS
No. 123R, using the modified prospective methodciwhiequires that compensation cost be recognizeallfeshar-based payment awards,
including unvested stock options, based on thetgtate fair value. SFAS No. 123R requires that aimesé of future forfeitures be made ¢
that compensation cost be recognized only for shiduat are expected to vest. Prior to January @6,286G&E Corporation and the Utility
accounted for share-based payments, such as gitioks restricted stock and other share-basechiiveeawards, under the recognition and
measurement provisions of Accounting PrinciplesrBpar APB, Opinion No. 25, “Accounting for Stocslued to Employees,” or Opinion
25, as permitted by SFAS No. 123, “Accounting ftvck-Based Compensation,” or SFAS No. 123. Underpifovisions of Opinion 25,
compensation cost for stock options was not reaaghfor periods prior to January 1, 2006, as dibog granted under those plans had an
exercise price equal to the market value of theedgithg common stock on the date of grant. Thaptidn of SFAS No. 123R did not have a
material impact on the Condensed Consolidated EinbStatements.

For the three and six months ended B0, 2006, PG&E Corporation’s and the Utiktgperating income and income before inc
taxes are $6 million, $19 million, $4 million and3million, respectively, lower than if they hadhtioued to account for share-based
payments under Opinion 25. Additionally, for theetl and six months ended June 30, 2006, PG&E Catipnis and the Utility’s net income
are lower by $3 million, $11 million, $2 million dr$s8 million, respectively, than if they had comtdl to account for share-based payments
under Opinion 25. PG&E Corporation’s basic andtdiuearnings per common share, or EPS, for the #md six months ended June 30,
2006 would have been $0.66, $1.29, $0.66 and $ie8pectively, if PG&E Corporation had not adopgBtAS No. 123R. The impact on net
income for the three and six months ended Jun2Q@g is primarily attributed to the prospective laggiion of accounting for share-based
payment awards with terms that accelerate vestingtirement and expense recognition of previouslyested 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 SRASL23R, compensation expense fo
awards will be recognized over the shorter of tiagesl vesting period or the requisite service pkribawards granted prior to adopting SFAS
No. 123R were expensed over the requisite senddeginstead of the stated vesting period, thevalvhave been an immaterial impact
the Condensed Consolidated Financial StatemeR&SE Corporation and the Utility for the three asid months ended June 30, 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@aeh 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 tax &finof $49 million and $26 million, respectivelyould have been classified as an
operating cash inflow if PG&E Corporation and thility had not adopted SFAS No. 123R (see Notel8vador further discussion of share-
based compensation).

The following table illustrates tbffect on PG&E Corporation’s net income and EPSHerthree and six months ended June 30,
2005 if PG&E Corporation had applied the fair vataeognition provisions of SFAS No. 123 to outsiagdptions.

Three Months Six Months

Ended Ended
(in millions, except per share amounts) June 30, June 30,
2005 2005
Net income:
As reported $ 267 $ 48t
Deduct: Incremental share-based employee compensatpense determined under the fair valu
based method for all awards, net of related taectsf ©) (6)
Pro forma $ 264 $ 47¢

Basic earnings per common share:
As reported $ 0.7¢ $ 1.2t
Pro forma 0.6¢ 1.28
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Diluted earnings per common share:
As reported 0.7¢C 1.2
Pro forma 0.6¢ 1.22

The following table illustrates tbfect on the Utility’s net income for the threedagix months ended June 30, 2005 if the fair value
recognition provisions of SFAS No. 123 had beerliagpo outstanding options.

Three Months Six Months

Ended Ended
(in millions) June 30, June 30,
2005 2005
Income available for common stock:
As reported $ 272 $ 491
Deduct: Incremental share-based employee compensatpense determined under the fair valu
based method for all awards, net of related taectsf 2 4
Pro forma $ 27C  $ 487

Accounting Changes and Error Corrections

On January 1, 2006, PG&E Corporatind the Utility adopted SFAS No. 154, “Accounti@ganges and Error Corrections
Disclosure,” or SFAS No. 154. SFAS No. 154 repladB8 Opinion No. 20, “Accounting Changes” and SFEA& 3, “Reporting Accounting
Changes in Interim Financial Statements.” SFAS Nl requires retrospective application to prioiiqus’ financial statements of changes in
accounting principle unless it is impracticable ASFANo. 154 applies to all voluntary changes in actimg principle. It also applies to
changes required by a new accounting pronouncenmdeds the new pronouncement includes contranycixphnsition provisions. For
example, the retrospective provision of SFAS Nal d6es not apply to the adoption of SFAS No. 123ikkvincludes specific transition
provisions that do not require retroactive treatm&€he adoption of SFAS No. 154 did not have a nitanpact on the Condensed
Consolidated Financial Statements of PG&E Corponatir the Utility for the three and six months eshdene 30, 2006.

Other-Than-Temporary | mpairment

In November 2005, the Financial Aagting Standards Board, or FASB, issued Staff ResNos. FAS 115-1 and 124-1, “The
Meaning of Other-Than-Temporary Impairment andiipglication to Certain Investments,” or FSP 115atl 424-1, to provide guidance in
determining when an investment is impaired; whethat impairment is other-than-temporary; and tleasarement of an impairment loss.
PG&E Corporation and the Utility adopted FSP 11&atl 124-1 on January 1, 2006. The adoption of ASPlland 124-1 did not have a
material impact on the Condensed Consolidated EinbStatements of PG&E Corporation or the Utifity the three and six months ended
June 30, 2006.

Changesin Accounting for Certain Derivative Contracts

Derivatives Implementation Group[X6, Issue No. B38, “Embedded Derivatives: Evalrabf Net Settlement with respect to the
Settlement of a Debt Instrument through ExerciseroEmbedded Put Option or Call Option,” or DIG B&8d DIG Issue No. B39
“Embedded Derivatives: Application of Paragraphti3¢ Call Options That Are Exercisable Only by tebtor,” or DIG B39, address the
circumstances in which a put or call option embelddea debt instrument would be bifurcated fromdleét instrument and accounted for
separately. DIG B38 and DIG B39 were effective fritha first quarter of 2006. The adoption of DIG B88&l DIG B39 did not have a
material impact on the Condensed Consolidated EinbStatements of PG&E Corporation or the Utifity the three and six months ended
June 30, 2006.

Comprehensive | ncome
For the three and six months ended B0, 2005, PG&E Corporation's and the Utiliggsprehensive income consisted of changes

in the effects of the remeasurement of the Utililefined benefit pension plan. PG&E Corporatiod thre Utility did not have any
comprehensive income activity other than net incéon¢he three and six months ended June 30, 2006.

(in millions) PG&E Corporation Utility




2006 2005 2006 2005

Three months ended June 30
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Comprehensive income $ 23z % 267 $ 227 $ 272
Six months ended June 30

Net income available for common stc $ 44€ $ 48t 3 441 3 491
Minimum pension liability adjustment (net of income

tax benefit of $2 million in 2005) - (1) - 2
Comprehensive income $ 44€  $ 484 $ 441  $ 48¢

Accumulated Other Comprehensive Income (L0ss)

Accumulated other comprehensive income (loss) ts@omeasure for accumulated changes in equitgs&HPCorporation and th
Utility that result from transactions and other mamic events, other than transactions with shadehs! The following table sets forth the
changes in each component of accumulated otherretrapsive income (loss):

Hedging
Transactions in Minimum Accumulated
Accordance Pension Other

with SFAS No. Liability Comprehensive

(in millions) 133 Adjustment Other Income (LosS)
Balance at December 31, 2004 $ Q $ 4 3 1 $ (4)

Period change in:

Minimum pension liability adjustment - Q) - Q)
Other 1 - 1) -
Balance at June 30, 2005 - (5) - (5)
Balance at December 31, 2005 - (8) - (8)
Balance at June 30, 2006 $ - $ (8) $ - $ 8

There were no changes in PG&E Catoon's or the Utility's accumulated other compredie income (loss) components for the
three and six months ended June 30, 2006.

Pension and Other Postretirement Benefits

PG&E Corporation and the Utilityopide a noncontributory defined benefit pension plan for certaf their employees and retire
(referred to collectively as “pension benefitsYntributory postretirement medical plans for ceriaf 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 the itytilse a December 31 measurement date for dfiedf plans and use publicly quoted
market values and independent pricing servicesrdiipg on the nature of the assets, as reportedebtristee, to determine the fair value of
the plan assets.

Net periodic benefit cost as refieicin PG&E Corporation's Condensed Consolidatate8tents of Income for the three and six
months ended June 30, 2006 and 2005 are as follows:

PG&E Corporation

Pension Benefits Other Benefits
Three Months Ended Three Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005
Service cost for benefits earned $ 59 % 56 $ 8 $ 9
Interest cost 13C 12& 19 20
Expected return on plan assets (157) (157) (23 (22)

Amortization of transition obligation - - 6 6



Amortization of prior service cost
Amortization of unrecognized loss

Net periodic benefit cost

14 14 4 3
8 6 - -
54 50 14 17
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Pension Benefits Other Benefits

Six Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Service cost for benefits earned $ 11¢ % 11z $ 17 $ 17
Interest cost 26C 24¢ 37 40
Expected return on plan assets (315 (307) (46) (43
Amortization of transition obligation - - 13 13
Amortization of prior service cost 27 27 8 6

Amortization of unrecognized loss 17 13 2 -

Net periodic benefit cost $ 10€ $ 10C $ 27 $ 33

There was no material differencevieen PG&E Corporation's and the Utility's consatétl net periodic benefit cost.

Under SFAS No. 71, “Accounting foetEffects of Certain Types of Regulation,” as adeeh or SFAS No. 71, regulatory
adjustments are recorded in the Condensed Contmdid&atements of Income and Condensed Consolidatiatice Sheets of the Utility to
reflect the difference between Utility pension exge or income for accounting purposes and Utiliggion expense or income for ratema
purposes, which is based on a funding approachCHigC has authorized the Utility to recover thetsassociated with its other benefits for
1993 and beyond. Recovery is based on the lesske @mounts collected in rates or the annual imriton on a tax-deductible basis to the
appropriate trusts. For 2006, only the portionhaf pension contribution allocated to the Gas Tragsion and Storage business is not
recoverable in rates. The expected impact to renie for the year ended December 31, 2006 is appabdely $5 million.

Nuclear Decommissioning Trust I nvestment Presentation on Statement of Cash Flows

As reported in the 2005 Annual RépBG&E Corporation and the Utility changed thegeratation of the Nuclear Decommissioning
Trust investment in their Consolidated Statemeht@ash Flows for the year ended December 31, 200aresent investing cash outflows
separately from investing cash inflows. Cash infiamd outflows in the Nuclear Decommissioning Timgéstment balances were previot
presented as a single line (net) within the inwgssiection of the Statements of Cash Flows. PG&@ation and the Utility have presented
cash inflows and outflows for the six months endede 30, 2006 and 2005 consistent with the 2005uAlNReport presentation. There wat
impact to net cash provided by (used in) operafimggsting or financing activities as a resultlubtchange in presentation.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Variable Interest Entities

In April 2006, the FASB issued Staff Position NOINFI6R-6, "Determining the Variability to Be Consigd in Applying FASB
Interpretation No. 46R," or FSP FIN 46R-6. FSP BBR-6 specifies how a company should determinealdity in applying the accounting
standard for consolidation of variable interestte® The pronouncement states that such varalksitiall be determined based on an analysis
of the design of the entity, including the natuf¢he risks in the entity, the purpose for whick #ntity was created, and the variability the
entity is designed to create and pass along totdsest holders. This new accounting guidancéféctve prospectively beginning July 1,
2006, although companies may elect early applinaitd/or retrospective application. PG&E Corporatind the Utility are currently
evaluating the impact of this new accounting prartament.

Accounting for Uncertainty in Income Taxes

In July 2006, the FASB issued FASB Interpretatiam K8, “Accounting for Uncertainty in Income Taxas"FIN 48. FIN 48
clarifies the accounting for uncertainty in incotages. The interpretation prescribes a two-stepge®in the recognition and measurement of
a tax position taken or expected to be taken axadturn. The first step is to determine if iisre likely than not that a tax position will be
sustained upon examination by taxing authoritiethi$ threshold is met, the second step is to oreathe tax position on the balance sheet by
using the largest amount of benefit that is greidtan 50 percent likely of being realized uponmaitte settlement. FIN 48 also requires
additional disclosures. FIN 48 is effective prospety for fiscal years beginning after December 2806. PG&E Corporation and the Utility
are currently evaluating the impact of this nevefiptetation.
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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. SIS 71 applies to all of the Utility's
operations except for the operations of a natuaalgpeline.

Under SFAS No. 71, incurred costt thould otherwise be charged to expense may htatiapgd and recorded as regulatory assets
if it is probable that the incurred costs will leeovered in rates in the future. The regulatorgtasare amortized over future periods consit
with the related increase in customer revenuerdigallated enterprise is currently recovering tgtotates, costs that it expects to incur in the
future, SFAS No. 71 requires that the regulatedrnise record those expected future costs asatgulliabilities. Amounts that are proba
of being credited or refunded to customers in tharé must also be recorded as regulatory liadsliti

To the extent that portions of tidity's operations cease to be subject to SFASMNoor recovery is no longer probable as a result
of changes in regulation or other reasons, theegleegulatory assets and liabilities are writtéin o

Regulatory Assets

The Utility’s regulatory assets ammprised of the following:

Balance At
(in millions) June 30, December 31,
2006 2005

Energy recovery bond regulatory assets $ 2,35 % 2,50¢
Utility retained generation regulatory assets 1,05¢ 1,09¢
Rate reduction bond regulatory assets 32¢ 45€
Regulatory assets for deferred income tax 56C 53€
Unamortized loss, net of gain on reacquired debt 30¢€ 321
Environmental compliance costs 28¢ 31C
Regulatory assets associated with plan of reorgtioiz 14¢ 162
Post-transition period contract termination costs 12€ 131
Other, net 132 53

Total regulatory assets $ 530z $ 5,57¢

On February 10, 2005 and Novemb@095, PG&E Energy Recovery Funding LLC, or PERKmnited liability company wholly
owned and consolidated by the Utility (but legalgparate from the Utility), issued the first andasel series, respectively, of energy reco
bonds, or ERBs. The first series was issued foragpmately $1.9 billion to refinance the after-faalance of the settlement regulatory asset
established under the settlement agreement amo&g &rporation, the Utility, and the CPUC to resobhe Utility’'s Chapter 11
proceeding, or the Settlement Agreement. The seseneds was issued for approximately $844 millmpite-fund the Utility’s tax liability
that will be due as the Utility collects the dedéthrate component, or DRC, related to the firdeseof ERBs. Upon issuance of the first and
second series, the Utility recorded ERB regulatmyets of approximately $1.9 billion and $838 willirespectively. For the six months
ended June 30, 2006, the Utility recorded amoitimadf the ERB regulatory assets of approximatdlgZmillion. The Utility expects to full
recover the ERB regulatory assets by the end 02201

As a result of the Settlement Agreamthe Utility recognized a one-time non-casmg#i$1.2 billion, pre-tax ($0.7 billion, after-
tax), for the Utility retained generation regulataissets in the first quarter of 2004. The indigidcomponents of these regulatory assets will
be amortized over their respective lives, with @glveed average life of approximately 16 years. thersix months ended June 30, 2006, the
Utility recorded amortization of the Utility's rateed generation regulatory assets of approximéaiély million.

The Utility's regulatory asset tethto the rate reduction bonds, or RRBs, represglattric industry restructuring costs that the
Utility expects to collect over the term of the RRB-or the six months ended June 30, 2006, th#yUticorded amortization of the RRB
regulatory asset of approximately $127 million. Ttédity expects to fully recover the RRB regulat@sset by the end of 2007.

The regulatory assets for defemedme tax represent deferred income tax benéfishave already been passed through to
customers and are offset by deferred income taxitias. Tax benefits to customers have been ghdseugh as
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the CPUC requires utilities under its jurisdictimnfollow the “flow through” method of passing car tax benefits to customers. The “flow
through” method ignores the effect of deferred $aoe rates. Based on current regulatory ratemadmagncome tax laws, the Utility expects
to recover deferred income tax related to reguedssets over periods ranging from 1 to 40 years.

The regulatory asset related tanordized loss, net of gain, on reacquired debtasgmts costs related to debt reacquired or
redeemed prior to maturity with associated disc@umtt 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 tarenmental compliance costs represents the podi@stimated environmental remediation
liabilities that the Utility expects to recoverfurture rates as remediation costs are incurred.Ukhiéy expects to recover these costs over
periods ranging from 1 to 30 years.

Regulatory assets associated Wwigh ttility’s Chapter 11 plan of reorganization e costs incurred in financing the Utility’s exit
from Chapter 11 and costs to oversee the envirotahenhancement of the Pacific Forest and WaterShedardship Council, an entity that
was established pursuant to the Utility’s planexfrganization. The Utility expects to recover thessts over periods ranging from 5 to 30
years.

Finally, the regulatory asset rethto post-transition period contract terminatiosts represent amounts the Utility incurred in
terminating a 30-year power purchase agreemens.r€gulatory asset will be amortized and colleatethtes on a straight-line basis until the
end of September 2014, the power purchase agresnoeiginal termination date.

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 liabiliteeare comprised of the following:

Balance At
(in millions) June 30, December 31,
2006 2005

Cost of removal obligation $ 2,231 $ 2,141
Asset retirement costs 541 53¢
Employee benefit plans 21€ 19t
Price risk management 94 218
Public purpose programs 16¢ 154
Rate reduction bonds 12¢ 157
Other 102 10€

Total regulatory liabilities $ 3,481 $ 3,50¢

The Utility's regulatory liabilds related to the cost of removal obligation regmesevenues collected for asset removal costs that
the Utility expects to incur in the future. The wéatory liability associated with asset retiremensts represents timing differences between
the recognition of asset retirement obligationadnordance with GAAP applicable to non-regulateities under SFAS No. 143,

“Accounting for Asset Retirement Obligations” and$B Interpretation No. 47, “ Accounting for Conditial Asset Retirement Obligations -
an Interpretation of FASB Statement No. 143 " [Fti¥ 47, and the amounts recognized for ratemakinggses. The Utility's regulatory
liabilities related to employee benefit plans reerdg the cumulative differences between expenseginized in accordance with GAAP and
expenses recognized for ratemaking purposes. Tiig/Stregulatory liability related to price risthanagement, or PRM, represents contracts
entered into by the Ultility to procure electricapd natural gas to reduce commodity price riskschvlre accounted for as derivatives under
SFAS No. 133. The costs and proceeds of thesealieeg are recovered in regulated rates chargedsimmers. The Utility's regulatory
liability related to public purpose programs reprgs revenues designated for public purpose progoasts that are expected to be incurred in
the future. The Utility's regulatory liability fdRRBs represents the deferral of over-collectedrregeassociated with the RRBs that the Utility
expects to return to customers in the future .

Regulatory Balancing Accounts



The Utility’s regulatory balancingaunts are used as a mechanism for the Utilitg¢over amounts incurred for
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certain costs, primarily commodity costs. Salesubeihg accounts accumulate differences betweemuegeand the Utility's authorized
revenue requirements. Cost balancing accounts adaterdifferences between incurred costs and aiz#ttbrevenue requirements. The
Utility also obtained CPUC approval for balancirapaunt treatment of variances between forecastdaetual commodity costs and
volumes. This approval results in eliminating tlaenéngs impact from any throughput and revenueawags from adopted forecast levels.
Under-collections that are probable of recoverguigh regulated rates are recorded as regulatoapbialy account assets. Over-collections
that are probable of being credited to customersegorded as regulatory balancing account liadmslit

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 thetrteselve months are included in noncuri
regulatory assets and liabilities. The CPUC doasahow the Utility to offset regulatory balancimgcount assets against balancing account
liabilities.

Current Regulatory Balancing Account Assets

Balance At
(in millions) June 30, December 31,
2006 2005
Natural gas revenue and cost balancing accc $ 141 $ 15¢
Electricity revenue and cost balancing accounts 82¢ 56¢
Total $ 96 $ 727
Current Regulatory Balancing Account Liabilities
Balance At
(in millions) June 30, December 31,
2006 2005
Natural gas revenue and cost balancing accc $ 15¢ $ 13
Electricity revenue and cost balancing accounts 944 827
Total $ 1,10C $ 84C

During the six months ended June 30, 2006, therurmlkection in the Utility’s electricity revenuend cost balancing account assets
increased as customers’ usage generated revesgabdm the electricity revenue requirements, wharetrecorded on a straight-line basis
throughout the year. This is anticipated duringwheter and spring when electricity usage is loagicompared to the warmer summer
months. The over-collection in the Utility’s elactty revenue and cost balancing account liabaifiecreased primarily as a result of an
exceptionally wet winter that allowed the Utility procure electricity from its hydroelectric resoces rather than through the higher-cost
power from qualifying facilities, or QFs. In additi, the Utility reflected the benefit of settlememtith energy suppliers in its electricity
revenue and cost balancing account liabilitieghrincreasing the over-collection.

The over-collection recorded in the Utility’'s nadligas revenue and cost balancing account liaslitias primarily a result of
revenue requirements, which are recorded on aybtriine basis throughout the year, exceeding ttikity’s revenues during the spring when
gas usage declines as the weather becomes warmer.

NOTE 4: DEBT
PG&E Corporation

For details on PG&E Corporation’sldhe Utility’s debt obligations, credit facilitiesd short-term borrowings not discussed below,
refer to Note 4 in the Notes to the ConsolidatethRtial Statements in the 2005 Annual Report.

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 30, Abkse Convertible Subordinated Notes may beertew (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 Ha®qgoired adjustment. In addition, holders of @@vertible Subordinated Notes are
entitled to receive “pass
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-through dividends” determined by multiplying thm@unt of the cash dividend paid by PG&E Corporatienshare of common stock by a
number equal to the principal amount of the ConbkeriSubordinated Notes divided by the conversigoep In connection with each of the
common stock dividends paid on January 17, Aprjlaitid July 17, 2006, PG&E Corporation paid apprataty $6 million of “ pass-through
dividends " to the holders of Convertible Subord&ubNotes . The holders have a one-time rightqaire PG&E Corporation to repurchase
the Convertible Subordinated Notes on June 30, 2804 purchase price equal to the principal amplust accrued and unpaid interest
(including liquidated damages and unpaid “passttinodividends,” if any). Accordingly, PG&E Corpaiat has classified the Convertible
Subordinated Notes in Current Liabilities - Longrtedebt, classified as current in the accompan@iogdensed Consolidated Balance Sheet
as of June 30, 2006.

In accordance with SFAS No. 133,dhedend participation rights component is considieto be an embedded derivative instrur
and, therefore, must be bifurcated from the CoiitMerSubordinated Notes and recorded at fair vedlRG&E Corporation's Condensed
Consolidated Financial Statements. Changes indihedlue are recognized in PG&E Corporation's @msgd Consolidated Statements of
Income as a non-operating expense or income (irdlird Other income (expense), net). At June 306200 December 31, 2005, the total
estimated fair value of the dividend participatiagzhts component, on a pre-tax basis, was apprdei;n&86 million and $92 million,
respectively, of which $23 million and $22 millioespectively, was classified as a current ligb{iih Current Liabilities - Other) and $63
million and $70 million, respectively, was classdias a noncurrent liability (in Noncurrent Liatids - Other).

Utility
Pollution Control Bonds

The California Pollution Controlnaincing Authority and the California Infrastructed Economic Development Bank issued
various series of tax-exempt pollution control befak the benefit of the Utility. At June 30, 20@®/lution control bonds in the aggregate
principal amount of $1.6 billion were outstanditinder the pollution control bond loan agreemetis,Utility is obligated to pay on the due
dates an amount equal to the principal, premiurar(y) and interest on these bonds to the trustedbd bonds.

All of the pollution control bonfisanced or refinanced pollution control facilitiasthe Utility's Geysers geothermal power plant,
or the Geysers Project, or at the Utility's DiaBlanyon nuclear power plant, or Diablo Canyon. 189,3he Utility sold the Geysers Projec
Geysers Power Company LLC, a subsidiary of Calfiogporation. The Geysers Project purchase andagagements state that Geysers
Power Company LLC will use the facilities solelydlution control facilities within the meaning 8ection 103(b)(4)(F) of the Internal
Revenue Code and associated regulations, or the. @dFebruary 3, 2006, Geysers Power Company e for reorganization under
Chapter 11. The Utility believes that the Geysergdet will continue to meet the use requiremeffithe Code.

Commercial Paper Program

On January 10, 2006, the Utilityezad into various agreements to establish thesteamd procedures for the issuance of up to $1
billion of unsecured commercial paper by the Utifiir general corporate purposes. The commercigéip@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 registrateguirements. The commercial paper
may have maturities of up to 365 days and will ragkally with the Utility’s unsubordinated and uoseed indebtedness. At June 30, 2006,
the Utility had $213 million of commercial papertstanding at an average rate of approximately 5.4B68mmercial paper notes are sold at
an interest rate dictated by the market at the tifrissuance.

Rate Reduction Bonds

In December 1997, PG&E Funding LiaCimited liability corporation wholly owned by amdnsolidated by the Utility, issued $2.9
billion of RRBs. The proceeds of the RRBs were use&®G&E Funding LLC to purchase from the Utilityetright, known as “ transition
property, ” to be paid a specified amount from arge levied on residential and small commercialarasrs. The total principal amount of
RRBs outstanding at June 30, 2006 was approxim&#39 million.

While PG&E Funding LLC is a whollyvoed consolidated subsidiary of the Utility, itégally separate from the Utility. The assets
of PG&E Funding LLC are not available to creditofghe Utility or PG&E Corporation, and the tramsit 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.
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Energy Recovery Bonds

In 2005, PERF issued two separaiesef ERBs in the aggregate amount of $2.7 illibhe proceeds of the ERBs were used by
PERF to purchase from the Utility the right, knoas“ recovery property, ” to be paid a specifiecant from a DRC. DRC charges are
authorized by the CPUC under state legislationwaiticbe paid by the Utility's electricity customeustil the ERBs are fully retired. The total

principal amount of ERBs outstanding at June 30620as approximately $2.5 billion.

While PERF is a wholly owned comdated subsidiary of the Utility, PERF is legalgpsrate 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 six moettied June 30, 2006 were as follows:

(in millions)

Balance at December 31, 2005

Net income

Common stock issued

PG&E Corporation common stock repurchased:
Settlement of accelerated share repurchaseatiolig- March 2006
Settlement of accelerated share repurchaseatiolig- June 2006

Common restricted stock amortization

Common stock dividends paid

Common stock dividends declared but not yet paid

Preferred stock dividends

Tax benefit from share-based payment awards

Balance at June 30, 2006

Stock Repurchases

PG&E
Corporation Utility
Total Common Total

Shareholders'

Shareholders'

Equity Equity

$ 7,21¢ 7,65(
44€ 44¢

83 -

(59) -

(56) -

11 -
(1149 (230

(11%) -
- ()

49 26

$ 7,464 7,881

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@purchased and retired 31,650,300 shares ofiittamding common stock for an
initial aggregate purchase price of approximatdlyi $illion, or $34.75 per share. Under the shareérd agreement related to the ASR,
certain additional payments were required by b@&P Corporation and GS&Co., including a price atljnsnt based on the difference
between the initial purchase price and the aveoagiee daily volume weighted average price, or VWAPPG&E Corporation common stc
over a seven-month period. The price adjustmentayddditional payment obligations could be sétti PG&E Corporation's option, in
cash or in shares of its common stock, or a conbimaf the two. Until the ASR is completed or ténated, GAAP requires PG&E
Corporation to assume that it will issue sharesettle its obligations. PG&E Corporation must cidteithe number of shares that would be
required to satisfy its obligations upon completidrthe ASR based on the market price of PG&E Cafion's common stock at the end of a
reporting period. The number of shares that woelddnuired to satisfy the obligations must be &@ats outstanding for purposes of

calculating diluted EPS.

On March 28, 2006, the share forwagreement related to the ASR was terminated iardaace with its terms and on March 31,
2006, PG&E Corporation paid GS&Co. approximatel$ $aillion (net of amounts payable by GS&Co. to PG&Brporation), including a
price adjustment based on the difference betweédrv$3der share and the average of the VWAP of PG&Eporation common stock from
November 17, 2005 through March 28, 2006. PG&E @ion has accounted for its payment obligatioasty with the payment of tt

obligation resulting in a reduction to common shaiders’ equity.
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On March 28, 2006, PG&E Corporatimtered into a new share forward agreement witR@5 to complete the ASR. The March
28, 2006 share forward agreement was terminataddardance with its terms on June 8, 2006. In octiorewith the termination, on June
2006, PG&E Corporation paid GS&Co. approximatel$ $illion (net of amounts payable by GS&Co. to PGR&rporation), including a
price adjustment based on the difference betweérv$3der share and the average of the VWAP of PG&Eporation common stock from
March 29, 2006 through June 8, 2006. PG&E Corpaondtias accounted for its payment obligation asteaquith the payment of the
obligation resulting in a reduction to common shatders’ equity. PG&E Corporation has no remairoitjgation under the ASR. To reflect
the potential dilution that existed during the themd six months periods ended June 30, 2006 dhe &hare forward obligations that existed
during these periods, PG&E Corporation treated @pprately 1 million and 2 million, respectively, ditlonal shares of PG&E Corporation
common stock as outstanding for purposes of caloglailuted EPS for the three and six months enliadwe 30, 2006.

Dividends

On April 17, 2006, PG&E Corporatipaid a common stock dividend of $0.33 per shareF€bruary 16, 2006, the Utility paid a
common stock dividend in the aggregate amount 8#3$illion. Approximately $115 million of the commatock dividend was paid to
PG&E Corporation and the remainder was paid to PGiklings, LLC, a wholly owned subsidiary of theilltt.

On June 21, 2006, the Board of Doecof PG&E Corporation declared a common stowiddnd of $0.33 per share payable on
15, 2006, to shareholders of record on July 3, 2Q06June 21, 2006, the Board of Directors of thitydeclared a common stock dividend
in the aggregate amount of $124 million that wad pa June 22, 2006. Approximately $115 milliortleé common stock dividend was paid
to PG&E Corporation and the remainder was paid@&P Holdings, LLC. PG&E Corporation and the Utilitgcord common stock
dividends declared to Reinvested Earnings.

On February 15, 2006, the Board mé&&iors of the Utility declared a cash dividendvamious series of its preferred stock payable
on May 15, 2006, to shareholders of record on A#8il2006. On June 21, 2006, the Board of Direabthe Utility declared a cash dividend
on various series of its preferred stock payablédwogust 15, 2006, to shareholders of record on 30|y2006.

NOTE 6: EARNINGS PER COMMON SHARE

EPS is calculated utilizing thewotclass ” method, by dividing the sum of distrigditearnings 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 @ags are allocated to both common shares and jpatiicg securities. PG&E Corporation's
Convertible Subordinated Notes are entitled toivec¥ass-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 effectmftstanding stock-based compensation in the
calculation of diluted EPS in accordance with SA¥®& 128, “Earnings Per Share,” or SFAS 128. SFASre2juires 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 detvthe number of shares assumed issued uponsxand the number of shares assumed
purchased, must be included in the number of wetjaverage common shares used for the calculatidituted EPS.

The following is a reconciliatioh®G&E Corporation's net income and weighted avei@gnmon shares outstanding for
calculating basic and diluted EPS:

Three Months Ended Six Months Ended
(in millions, except share amounts) June 30, June 30,
2006 2005 2006 2005
Net income $ 23z % 267 $ 44€ % 48¢&
Less: distributed earnings to common shareholders 11E 112 22¢ 225
Undistributed earnings $ 117 $ 158 % 217 $ 262

Common shareholders earnings
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Basic

Distributed earnings to common shareholders $ 115 $ 11z % 22¢ % 22%
Undistributed earnings allocated to common shaoshel 111 147 20€ 24¢
Total common shareholders earnings, basic $ 22¢ $ 25¢ $ 43t $ 472
Diluted

Distributed earnings to common shareholders $ 115 $ 112 $ 22¢ % 222
Undistributed earnings allocated to common shaokshel 111 14¢ 20¢€ 25C
Total common shareholders earnings, diluted $ 22¢ $ 26C $ 43t $ 472
Weighted average common shares outstanding, basic 34¢€ 37C 34t 37¢
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding and

participating securities, basic 36E 38¢ 364 39¢
Weighted average common shares outstanding, basic 34¢€ 37C 34k 37¢
Employee share-based compensation and acceletsss <

repurchase progra‘ 3 4 4 4
Weighted average common shares outstanding, diluted 34¢ 374 34¢ 38:¢
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding and

participating securities, diluted 36¢ 393 36¢ 40z

Net earnings per common share, basic

Distributed earnings, basic $ 03 $ 03C $ 0.6€ $ 0.5¢
Undistributed earnings, basic 0.3 0.4C 0.6C 0.6€
Total $ 0.6t $ 0.7C $ 12¢ $ 1.28

Net earnings per common share, diluted

Distributed earnings, diluted $ 03: $ 0.3C $ 0.6 $ 0.5¢
Undistributed earnings, diluted 0.32 0.4C 0.5¢ 0.6t
Total $ 0.6t $ 0.7¢C $ 128 $ 1.2

(@ Includes approximately 1 million and 2 million skartreated as outstanding in connection with thR A the three and six months ended
June 30, 2006 respectively (see Note 5 for furtierussion). The remaining approximately 2 millghares relate to share-based
compensation and are deemed to be outstanding#e3 Slo. 128 for the purpose of calculating EPStiherthree and six months ended June
30, 2006.

Options to purchase PG&E Corporaiommon shares of 6,500 for the three months eddee 30, 2005 and 4,650 and 6,500 for
the six months ended June 30, 2006 and June 3B, BXpectively, were outstanding, but not incluitethe computation of diluted EPS
because the option exercise prices were greaterthieaaverage market price. All options to purctRG&E Corporation common shares for
the three months ended June 30, 2006 have optansis& prices lower than the average market pridease included in the computation of
diluted EPS.

PG&E Corporation reflects the pregerdividends of subsidiaries as other expensedomputation of both basic and diluted EPS.
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 salédgrivative contracts including contracts desiga as cash flow hedges of natural gas in



the natural gas portfolios are recorded at fain@and presented as PRM assets and liabilitieseohalance sheet. On PG&E Corporation’s
and the Utility's Condensed Consolidated Balan@e&h PRM activities consist of $49 million in Gant Assets Prepaid expenses and ot
$94 million in Other Noncurrent Assets - Other, $10illion in Current Liabilities - Other, and $1 liron in Noncurrent Liabilities - Other as

of June 30, 2006, and $140 million in Current Asse®repaid expenses and other, $212 million ireOfoncurrent Assets - Other, and $2
million
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in Current Liabilities - Other, as of December 2005. However, since these contracts are usednttlei regulatory framework, regulatory
accounts are recorded to offset the costs and pdsaaf these derivatives recognized in earningssabdequently recovered in regulated rates
charged to customers.

Credit Risk

Credit risk is the risk of loss tiRB&E Corporation and the Utility would incur if fiomers or counterparties failed to perform their
contractual obligations. The Utility is exposedatooncentration of credit risk associated with reddes from the sale of natural gas and
electricity to residential and small commercialtonsers in northern and central California. Howeweis risk is limited. Credit risk exposure
is mitigated by requiring deposits from new custesrand from those customers whose past paymertiqgasi@re below standard. A material
loss associated with the regional concentratioretil receivables is not considered likely .

Additionally, the Utility has a coenatration of credit risk associated with its whalescounterparties mainly in the energy industry,
including other investor-owned electric utilitissunicipal utilities, energy trading companies, fingl institutions, and oil and natural gas
production companies located in the United Statels@anada. This concentration of counterpartiesimagct the Utility's overall exposure
to credit risk because counterparties may be silyiédfected by economic or regulatory changestber changes in conditions. If a
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 aity contracted. However, credit losses attriblgtab receivables and electrical and gas
procurement activities from both retail and wholesaistomers and counterparties are expected ieco@erable 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 penfeat at least annually. Further, the Utility reli@smaster agreements that require security,
referred to as credit collateral, in the form ofleaetters of credit, corporate guarantees of@abde credit quality, or eligible securities if
current net receivables and replacement cost exp@seeed contractual specified limits.

The schedule below summarizes tlikty 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 June 30, 2006 and Dece8ih@005:

Net Exposure

Gross Credit Number of to
Exposure Wholesale Wholesale
Before Customer or  Customer or
Credit Credit Net Credit Counterparties Counterparties
(in millions) Collateral @ Collateral  Exposure® >10% >10%
June 30, 2006 $ 254 $ 14% 24C 23 134
December 31, 200! 447 10t 34z 3 165

() Gross credit exposure equals mark-to-market vatunancially settled contracts, notes receivalle met receivables (payables) where
netting is contractually allowed. Gross and netlitrexposure amounts reported above do not inchdijiestments for time value or liquidity.
The Utility's gross credit exposure includes whalesctivity only.

(@) Net credit exposure is the gross credit exposureisnéredit collateral (cash deposits and lettexsedit). For purposes of this table,
parental guarantees are not included as part afaloailation.

NOTE 8: SHARE-BASED COMPENSATION

On January 1, 2006, the PG&E Capon 2006 Long-Term Incentive Plan, or 2006 LThBcame effective. The 2006 LTIP
permits the award of various forms of incentive adgancluding stock options, stock appreciatiorntsg restricted stock awards, restricted
stock units, performance shares, performance wefgrred compensation awards, and other stocldlmsards to eligible employees of
PG&E Corporation and its subsidiaries. Non-emplagieectors of PG&E Corporation are also eligible¢oeive restricted stock and either
stock options or restricted stock units under tirentula grant provisions of the 2006 LTIP. A maximafil2 million shares of PG&E
Corporation common stock (subject to
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adjustment for changes in capital structure, stekdends, or other similar events) have been weskfor issuance under the 2006 LTIP, of
which 11,452,345 shares were available for awaddia¢ 30, 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 stiitantling continue to be governed
by the terms and conditions of the PG&E Corporationg-Term Incentive Program. Some of the stock optitias are still outstanding unc
the PG&E Corporation Long-Term Incentive Programehassociated dividend equivalents.

Total compensation expense for shased incentive awards was approximately $12anillind $38 million ($8 million and $23
million, after-tax) for the three and six monthgled June 30, 2006, of which approximately $8 millzmd $27 million ($5 million and $16
million, after-tax) was recognized by the Utility.

As discussed in Note 2, “New andn8igant Accounting Policies - Share-Based Paynieftective January 1, 2006, PG&E
Corporation adopted the fair value recognition @Bimns for shardsased payment using the modified prospective agupdic method provide
by SFAS No. 123R.

Stock Options

Stock options are granted with aereise price equal to the market price of PG&E Goafion’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 wtdnical volatility of PG&E Corporation’s commotogk. The expected life of stock options is
derived from historical data that estimates stquiom exercise and employee departure behavior riskdree interest rate for periods within
the contractual term of the stock option is basethe U.S. Treasury rates in effect at the dagranft.

The total intrinsic value of optioasercised during the three and six months ended 30, 2006 was approximately $12 million and
approximately $61 million, respectively, of whicppoximately $7 million and approximately $32 nahi, respectively, was recorded by the
Utility. The total intrinsic value of options exésed during the three and six months ended Jun2(®% was approximately $30 million and
approximately $90 million, respectively, of whichpoximately $15 million and approximately $39 oifi, respectively, was recorded by
Utility. Cash received from options exercised toe six months ended June 30, 2006 and 2005, wasxapately $77 million and $190
million, respectively. The tax benefit from optierercises totaled $45 million for the period endede 30, 2006, of which approximately !
million was recognized by the Utility.

The following table summarizes stogiion activity for PG&E Corporation and the Uiilifor the six months ended June 30, 2006:
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Weighted

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

Outstanding at January 1, 2006 11,899,05 $ 23.2¢
Grantec® 12,45' 37.47
Exercised (3,557,101 21.7:
Forfeited or expired (91,867 25.2¢
Outstanding at June 30, 2006 8,262,55! 23.9: 49 ¢ 126,940,66
Exercisable at June 30, 2006 5,820,92. 19.02 3.8 3 96,402,58

() No stock options were awarded to employees in 2006ever certain non-employee directors of PG&Ep@aation were awarded stock
options.

The following table summarizes stogiion activity for the Ultility for the six monthended June 30, 2006:

Weighted
Average
Weighted Remaining
Average Contractual Aggregate
Options Shares Exercise Price Term Intrinsic Value
Outstanding at January 1, 2006 7,371,76. $ 23.1¢
Granted - -
Exercised (1,932,60) 22.1¢
Forfeited or expired (68,279 25.3¢
Outstanding at June 30, 2006 5,370,87 23.4¢ 55 ¢  85,030,19
Exercisable at June 30, 2006 3,620,38! 19.4C 45 ¢  62,897,35

As of June 30, 2006, there was exiprately $16 million of total unrecognized compatien cost, of which $12 million related to
the Ultility. That cost is expected to be recogniaedr a weighted average period of 1.9 years ftin B&&E Corporation and the Utility.

Restricted Stock

During the six months ended June2B06, PG&E Corporation awarded 525,425 shar€G#E Corporation restricted common
stock to eligible participants of PG&E Corporati@amd its subsidiaries, of which 365,870 shares wesm@rded to the Utility’s eligible
participants.

The restricted shares are heldhiescrow account. The shares become available tertiployees as the restrictions lapse. For the
restricted stock awarded in 2003, the restrictmom80% 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 @ogpior's annual total shareholder rett
or TSR, is in the top quatrtile of its comparatargy as measured at the end of the immediately gireggear. For restricted stock awarded in
2005 and 2004, there are no performance critedalaarestrictions will lapse ratably over four ged-or restricted stock awarded in 2006,
the restrictions on 60% of the shares will lapsimatically over a period of three years at the mdt20% per year. If PG&E Corporation’s
annual TSR is in the top quartile of its comparat@up as measured for the three immediately pregethlendar years, the restrictions on
remaining 40% of the shares will lapse on the fitstiness day of 2009. If PG&E Corporation’s TSRRasin 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 sulieconditions based on TSR is recognized over hbetsr of the requisite service period and
three years.

The tax benefit from restrictedcitgettiements totaled $4 million for the six man#nded June 30, 2006, of which approximately



$2 million was recognized by the Utility. There wastax benefit from restricted stock settlementslie three months ended June 30, 2006
for PG&E Corporation or the Utility.
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The following table summarizes restd stock activity for PG&E Corporation and t#lity for the six months ended June 30,

2006:

Number of

Shares of Weighted

Restricted Average Grant-

Stock Date Fair Value
Nonvested at January 1, 20 1,399,990 $ 22.31
Granted 525,42! 37.47
Vested (493,87 20.97
Forfeited (78,429 18.2(
Nonvested at June 30, 20 1,353,11. 29.0¢
The following table summarizes restd stock activity for the Utility for the six amths ended June 30, 2006:

Number of

Shares of Weighted

Restricted Average Grant-

Stock Date Fair Value

Nonvested at January 1, 2C 958,99° $ 22.47
Granted 365,87( 37.47
Vested (340,39¢ 21.0¢
Forfeited (64,85%) 19.3¢
Nonvested at June 30, 20 919,61¢ 29 1€

As of June 30, 2006, there was exiprately $24 million of total unrecognized compatien cost, of which $17 million related to
the Utility. PG&E Corporation and the Utility expgeo recognize this cost over a weighted averagegef 1.8 years.

Performance Shares

During the six months ended June2B06, PG&E Corporation awarded 525,425 perforraaiares to certain officers and
employees of PG&E Corporation and its subsidianésyhich 365,870 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 that retipiare entitled to receive is based on the averlageng price of PG&E Corporation stock
for the last 30 calendar days of the year precetfiagyesting date and a payout percentage, rgrfigim 0% to 200%, as measured®@&E
Corporation’s TSR relative to its comparator grou

The following table summarizes pemiance share activity for PG&E Corporation andUtiéty for the six months ended June 30,

2006:
Number of
Performance
Shares

Nonvested at January 1, 20 803,97!
Granted 525,42!
Vested -
Forfeited (20,35))
Nonvested at June 30, 20 1,309,04.

The following table summarizes periance shares activity for the Utility for the smonths ended June 30, 2006:

Number of



Performance

Shares
Nonvested at January 1, 20 566,08¢
Granted 365,87(
Vested -
Forfeited (19,807
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Nonvested at June 30, 20 912,15

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 reflecitlaeket price of PG&E Corporation common
stock and the payout percentage at the end okftarting period. Accordingly, compensation expaesegnized for performance shares will
fluctuate with PG&E Corporation’s common stock prand its performance relative to its peer group.

NOTE 9: RELATED PARTY AGREEMENTS AND TRANSACTIONS

In accordance with various agreemehe Utility and other subsidiaries provide aecdeive various services to and from their
parent, PG&E Corporation, and among themselves.Ukhigy and PG&E Corporation exchange adminisiratand professional services in
support of operations. Services provided diredli?G&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 ahatlower of fully loaded cost or fair mark
value, depending on the nature of the services. PG&rporation also allocates certain other corgoagiministrative and general costs, at
cost, to the Utility and other subsidiaries usiggeed upon allocation factors, including the nundfemployees, operating expenses
excluding fuel purchases, total assets, and ottsiratlocation methodologies. The Utility's sigoént related party transactions and related
receivable (payable) balances were as follows:

Receivable (Payable)

Three Months Ended Six Months Ended Balance Outstanding at
December
(in millions) June 30, June 30, June 30, 31,
2006 2005 2006 2005 2006 2005
Utility revenues from:
Administrative services provided to
PG&E Corporation $ 13 13 2% 2% 13 2
Utility employee benefit assets due
from PG&E Corporation QD - 2 - 21 23
Interest from PG&E Corporation
on employee benefit assets 1 - 1 - - -
Utility expenses from:
Administrative services received from
PG&E Corporation $ 9% 24 % 48 $ 49 $ B)$ (37)

NOTE 10: THE UTILITY'S EMERGENCE FROM CHAPTER 11

The Utility emerged from Chapterwfien its plan of reorganization became effectivé\pril 12, 2004. The plan of reorganization
incorporated the terms of the Settlement Agreenftitough the Utility's operations are no longebjgat to the oversight of the Bankruptcy
Court, the Bankruptcy Court retains jurisdictiorhar and determine disputes arising in connegtitimthe interpretation, implementation or
enforcement of (1) the Settlement Agreement, (&)alan of reorganization, and (3) the Bankruptcyi€e December 22, 2003 order
confirming the plan of reorganization, or confirmatorder. In addition, the Bankruptcy Court retajarisdiction to resolve remaining
disputed claims. Refer to the 2005 Annual Reparafturther discussion of the Utility’'s emergenoeni Chapter 11.

On March 16, 2006, the U.S. CourAppeals for the Ninth Circuit, or Ninth Circuitistnissed as moot an appeal of the
confirmation order. The appeal had been filed by tarmer commissioners of the CPUC who did not wotapprove the Settlement
Agreement. On March 30, 2006, one of the two foromenmissioners filed a petition for rehearing wihie Ninth Circuit. On April 7, 2006,
the Ninth Circuit denied the petition. The timeipdrduring which the former commissioners couldénfiled a petition for rehearing with the
U.S. Supreme Court has expired, rendering the coafion order final and no longer subject to appeal

As of June 30, 2006 and DecembeRB@5, the Utility had accrued approximately $1ilRdm 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¥§eb by an accounts receivable amount from the a8@the PX of approximately $0.5
billion. The Utility held approximately $1.2 billioin escrow, which
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is recorded as restricted cash, for the paymetiteofemaining disputed claims as of June 30, 2@@6ecember 31, 2005. Upon resolutio
these claims and under the terms of the Settledgmrement, any net refunds, claims offsets or othedits that the Utility receives from
energy suppliers will be returned to customershwhe approval of the Bankruptcy Court, the Utilitys withdrawn certain amounts from
escrow in connection with settlements with cert&i® and PX sellers.

NOTE 1 1: COMMITMENTS AND CONTINGENCIES

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

Commitments
PG&E Corporation

In addition to material commitmentlated to the Utility and disclosed elsewherthaNotes to the Condensed Consolidated
Financial Statements at June 30, 2006, PG&E Cotiporaas a commitment relating to natural gas pediirm transportation contracts
effective November 1, 2007 through October 31, 202 firm quantity under the contracts is appraatiety 50 million cubic feet per day
and PG&E Corporation has estimated annual reservahiarges will range between approximately $8iomland $10 million.
Utility
Power Purchase Agreements

As part of the ordinary course o$ibgss, throughout the year, the Utility enters wdrious agreements to purchase energy and

makes payments on existing power purchase agresnfgntune 30, 2006, the expected payments for ppurehase agreements based on
June 30, 2006 forward prices were as follows:

(in millions)
2006 $ 1,23t
2007 2,322
2008 2,191
2009 1,88¢
2010 1,611
Thereafter 11,21¢
Total $ 20,46¢

Payments made by the Utility undewpr purchase agreements amounted to approxinttedg8 million for the six months ended
June 30, 2006, and $905 million for the same pard@DO05. As the Utility acts as only an agenttfte Department of Water Resources, or
DWR, the amounts described above do not include DpMRer purchases.

The CPUC is considering various policy and pridsgpes related to power purchased from QFs in absglemaking proceedings.
is expected that a proposed decision addressirsg tikeues will be issued soon. In April 2006, thidtiand the Independent Energy
Producers on behalf of certain QFs entered in&ttiement agreement to resolve these issues ictgp®f how the CPUC ultimately
resolves these issues. The settlement agreemeiitaggettling QFs to enter into an amendment @if #xisting contracts with the Utility to
reduce the Utility’s energy payments and to essabdi new five-year fixed pricing option for nonumatl gas-fired QFs. On July 20, 2006, the
CPUC approved the settlement agreement and ameisinedating to 121 QFs, representing 52% of thé&ts 2004 QF energy deliveries.
The settlement agreement also resolves certaiggesis claims among the Utility and the settli@fs that are pending in another CPUC
proceeding. The settlement agreement and the anemidwill become effective after the CPUC decidienomes final and non-appealable
on August 21, 2006, assuming no application foeagimg is filed by that date.

Natural Gas Supply and Transportation Commitments
The Ultility purchases natural gasaly from producers and marketers in both théé¢hStates and Canada to serve its residential

and small commercial, or core, customers. The aohtengths and natural gas sources of the Usilggrtfolio of natural gas procurement
contracts have fluctuated, generally based on matditions.
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At June 30, 2006, the Utility's exfed payments for natural gas purchases basather80, 2006 forward prices and gas
transportation services based on existing confraces were as follows:

(in millions)
2006 $ 513
2007 41t
2008 30
2009 25
2010 8
Thereafter -
Total $ 991

Payments made by the Utility forurat gas purchases and gas transportation seiesanted to approximately $1,275 million for
the six months ended June 30, 2006, and $1,10®mflr the same period in 2005.

Nuclear Fuel Agreements
The Utility has entered into purchase agreememtadolear fuel. These agreements have terms raffigingthree to six years and
are intended to ensure long-term fuel supply. Rgi¢erms also are diversified, ranging from fixet@s to market-based prices to base prices

that are escalated using published indices.

At June 30, 2006, the undiscounted obligations undelear fuel agreements were as follows:

(in millions)
2006 $ 114
2007 89
2008 85
2009 66
2010 78
Thereafter 145
Total $ 57E

Payments made by the Utility for leae fuel amounted to approximately $22 million floe six months ended June 30, 2006, and
approximately $18 million for the same period ir020

Reliability Must Run Agreements

The ISO has entered into religpithust run, or RMR, agreements with various poplant owners, including the Utility, that
require designated units in certain power plamswn as RMR units, to remain available to geneeletricity upon the ISO's demand when
needed for local transmission system reliabilitg.aAparticipating transmission owner under the 3assion Control Agreement, the Utility
is responsible for the 1ISO's costs paid under RigRRe@ments to power plant owners within or adjatetiie Utility's service territoryAt June
30, 2006, the Utility estimated that it could bdigdted to pay the 1SO approximately $130 milliem €osts to be incurred under these RMR
agreements during the period July 1, 2006 to Deeerdb, 2006. RMR agreements are established onéatieon an annual basis, and the
will announce the proposed 2007 agreements in 8dgae2006. It is likely that the number of RMR agreents and the associated costs will
be reduced in 2007 because many or all local tresséom system reliability issues may be addressemigh the CPUC's Local Resource
Adequacy Requirements proceeding.

The Utility recovers those costimdurs under RMR agreements in rates from custemeder the Utility's FERC-jurisdictional
transmission owner tariff, without mark-up or seevfees. The Ultility tracks these costs and relegedveries in the reliability services
balancing account. Periodically, the Utility’s eiécity transmission rates are adjusted to refumereaollections to the Utility’s customers or
to collect any under-collections from customersti@f$130 million estimated obligation to the 1S Utility estimates it will receive
approximately $15 million during the same periodlemthe RMR agreements the Utility has with the FBCthe Utility’s units that have been
designated as RMR units.

In November 2001, the Utility aotther interested California parties filed a compiavith the FERC against RMR owners other



than the Utility, alleging certain rates under thasvners' RMR agreements with the 1ISO were unldyhigh and proposing the FERC apply
a ratemaking methodology to these other RMR agra&sikat would significantly reduce
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those rates. The FERC dismissed the complaint@®2& September 2005, the Utility and other irgézd California parties filed a petition
for review of the FERC'’s decision with the Unitetht®s Court of Appeals for the District of ColumKlacuit, or D.C. Circuit. On June 19,
2006, the D.C. Circuit granted the FERC's requestadand of the appeal to permit further consideratif the case. If the FERC applies the
ratemaking methodology proposed in the complalirat,Utility may be able to obtain a refund of RMRagles of approximately $50 million
that would be credited to the Utility's electricitystomers. PG&E Corporation and the Utility arahie to predict the outcome of this matter.

In November 2005, two affiliates@dlpine Corporation filed an application with theRC for approval of large proposed rate
increases for fixedost payments under the RMR contracts for the O&tiergy Center and Los Esteros Critical Energylfacihe proposei
rates would increase the Utility’s combined RMR paynts for these facilities by approximately $70lionil per year over the amounts paid in
2005. On January 26, 2006, the FERC made theseefigetive, subject to hearing and possible reflimé FERC deferred the hearing and
directed the parties to engage in settlement sff@h February 28, 2006, the Utility filed a coniplavith the FERC alleging these affiliates
of Calpine Corporation violated the FERC's marleftdvior rule that prohibits furnishing false or le&ling information to independent
system operators, among others, because the pbpaies were far higher than their July 2005 hidshe ISO for RMR service in 2006. This
complaint asked the FERC to reduce the rates &setiRMR units to a level no higher than would hagellted from these bids. On July 3,
2006 the FERC issued an order dismissing the cantptnd the Utility has 30 days to seek reheary refunds the Utility may obtain
when these cases are decided will be creditecettdthity's electricity customers. In addition, dmgust 1, 2006, the Utility filed claims in tl
Chapter 11 proceedings of several affiliates op®& Corporation that own RMR plants seeking refuoflRMR costs that the Utility paid in
the approximate aggregate amount of $98 milliony Amds the Utility may obtain upon resolution bése Chapter 11 proceedings will be
credited to the Utility’s electric customers. PG&Brporation and the Utility are unable to prediat butcome of these matters.

Underground Electric Facilities

At June 30, 2006, the Utility wasrouitted to spending approximately $230 million floe conversion of existing overhead electric
facilities to underground electric facilities. Tleefsinds are conditionally committed depending antilming of the work, including the
schedules of the respective cities and countiegelapghone utilities involved. The Utility expe¢tsspend approximately $50 million to $55
million each year in connection with these proje€isnsistent with past practice, the Utility expetttat these capital expenditures will be
included in rate base as each individual projecbiapleted and recoverable in rates charged tocess.

Contingencies
PG&E Corporation

PG&E Corporation retains a guaramtup to $150 million related to certain indemrabligations of its former subsidiary,
National Energy & Gas Transmission, Inc., or NE@iBt were issued to the purchaser of an NEGT siglvgidompany during 2000. Tt
underlying indemnity obligations of NEGT have expirand PG&E Corporation's sole remaining expoxlegas to any potential
environmental obligations that were known to NEG1ha time of the sale but not disclosed to thepaser. PG&E Corporation has never
received any claims nor does it consider it probaloly claims will be made under the guarantee. Aliagly, PG&E Corporation has made
no provision for this guarantee at June 30, 2006.

Utility
PX Block-Forward Contracts

In February 2001, during the egeargsis, the California Governor seized all of th#ity’s contracts for the forward delivery of
power in the PX California market, otherwise knoam“block-forward contracts,” for the benefit oéthtate under California’s Emergency
Services Act. These block-forward contracts haéstimated unrealized value of up to $243 milliothattime the State of California seized
them. The Ultility, the PX, and some of the PX magaeticipants have filed competing claims in staiart against the State of California to
recover the value of these seized contracts. Irelhiner 2005, the PX assigned its interest in ttigalkion to certain market participants that
elected to take assignment of the litigation, scibje the terms and conditions of a settlementeagent approved by the FERC. A motion by
the PX for court approval of the assignment is [ragih the Sacramento Superior Couithe State of California disputes this assignmed!
the plaintiffs’ rights to recover the value of tbentracts and also disputes plaintiffs’ contentithva the contracts had any value beyond the
price at which the block-forward transactions wexecuted. This state court litigation is pendingihdugh the Utility has recorded a
receivable of approximately $243 million relatimgthe estimated value of the
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contracts at the time of seizure, the Utility aiss established a reserve of $243 million for tleesgracts. If the Utility ultimately prevails, it
would record income in the amount of any recovBi@&E Corporation and the Utility are unable to gecethe outcome of this litigation or
the amount of any potential recovery.

California Energy Crisis Proceedings
FERC Proceeding

Various entities, including the Utility and the t&ta&f California, are seeking refunds from enenggpdiers in the California ISO ar
PX markets for electricity overcharges on behal€afifornia electricity purchasers for the perioéywR000 to June 2001 through various
proceedings pending at the FERC and judicial prdiogs. Refer to the 2005 Annual Report for a furttiscussion of the Utility’s California
energy crisis proceedings.

The FERC established a refund nalagy and directed the 1SO and the PX to make diamge filings to enable the FERC to
establish the amount of refunds. The ISO had pusWoindicated that it planned to make its compd&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 thatRERC determines those suppliers owe. Therefoienot known when the ISO and PX will
make their compliance filings.

In September 2005, the Ninth Circuit issued a phdécision finding that the FERC did not havedhe¢hority to order governmen
and municipal utilities to provide refunds. Thicdgon remains subject to rehearing or further dpfeereview. 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 pursuedragdhree 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 maxdurther 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 has entered into settésts with various power suppliers resolving certhsputed claims and the Utility’s refund claims
against these power suppliers. The Utility has mded credits of approximately $1 billion under thegttlements (including the settlements
described below). These settlement agreementsde tiat the amounts payable by the parties arestutoj adjustment based on the ultimate
judicial determination of the FEF's refund authority, and the FERC's final decisioegarding refund amounts, cost filings, gas and
emissions recovery and allocation, and interedtirelamounts received under these settlementsarantuture settlements with energy
suppliers, will be credited to customers, exceptliose related to wholesale power purchasers.

Enron Settlemer

In November 2005, the FERC approameédgreement among the Utility, the Californiaoitey General, the DWR, Southern
California Edison, San Diego Gas & Electric Compahg California Electric Oversight Board and tHelWi (collectively, the California
Parties), along with the Attorney Generals of thetes of Oregon and Washington, the FERC'’s Offiddlarket Oversight and Investigations
(collectively, the Other Parties), and Enron Cogbion and various of its subsidiaries, or Enrorsdtisfy Enron's liabilities to make refunds.

The settlement provides Enron wqdg $47 million in cash to the California Partéesl the Other Parties and allow them an
unsecured claim of $875 million in the bankruptcggqeedings of Enron Power Marketing, Inc., a subsjdhrough which Enron conducted
its power marketing operations in California, tttleeelectric and gas market overcharges. Of theseunts, the Utility expects to receive
approximately $12 million in cash, over time, apgeximately $345 million of the unsecured bankeyptlaim. In February 2006, the Utili
received cash proceeds of approximately $20 milé@msisting of $5 million from the cash portiontbé settlement proceeds and $15 mil
as a partial distribution of the allowed unsecuradkruptcy claim, which was credited to customierg\pril 2006, the Utility received a
second distribution on its allowed unsecured bapticsuclaim, consisting of $41 million in cash aril2828 shares of Portland General
Electric common stock. The Utility subsequentlydsall of the shares of Portland General Electrimemn stock, realizing approximately $8
million in net proceeds. The cash proceeds frorh bz second distribution and the sale of the staftkr deductions for contingencies,
amounts related to certain wholesale power purchasé amounts due to shareholders, were creditaastomers. The final value of the
bankruptcy claim will not be determined until thenclusion of Enron’s bankruptcy case unless ligigidaarlier in a secondary market for
such claims.

Reliant Settlemer
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In December 2005, the FERC appraedgreement among the Utility, the Attorney Gelsavhithe States of Oregon and
Washington, the DWR, the FERC's Office of Markee@ight and Investigations, Southern Californiasédi San Diego Gas & Electric
Company, and Reliant Energy, Inc. and variousso$itbsidiaries, or Reliant, to resolve claims agjdReliant for gas and electric market
manipulation and overcharges during the Califoamargy crisis in 2000 and 2001.

Under the terms of the agreemenliaReassigned to the counterparties approxima&830 million of its receivables from the ISO
or the PX and agreed to pay the counterpartiesiditienal $131 million in cash. In 2005, the Utjlitecognized approximately $105 million
of its share of Reliant’s assigned receivable fthenlSO or the PX as a reduction in the Utilityasypble to the PX. Additionally, in March
2006, the Utility received approximately $88 mitliin cash for its share of initial cash proceed®se proceeds, after deductions for
contingencies, amounts related to certain wholgsabeer purchases and amounts due to shareholdets peen credited to the Utility’s
customers. The Utility expects to receive additia@sh proceeds of approximately $10 million oweret

Mirant Settlemen

In January 2005, the Utility andetlparties entered into a settlement agreementMiithnt Corporation and certain of its
subsidiaries, or Mirant, related to claims outstagdn Mirant's Chapter 11 proceeding. The FERC Mlivént’s bankruptcy court approved
the settlement in April 2005.

The first part of the two-part setlent is among Mirant, the California Attorney Gralis Office, the DWR, the CPUC, Southern
California Edison, San Diego Gas & Electric Compaanyd the Utility, among others, resolving marketnipulation claims against Mirant
and Mirant's liability for FERC refunds, penaltasd civil liabilities arising out of the Californenergy crisis in 2000 and 2001. Under this
portion of the agreement, Mirant provided approxeha$320 million in cash equivalents and $175 imillof allowed claims in the
bankruptcy proceeding of Mirant America's Energyrkéding, LP. Of these amounts, the Utility receiaggbroximately $134 million in a
combination of cash and a cash-equivalent redudatidine Utility's payable to the PX. Additionallighe Utility received approximately $45
million in allowed claims excluding interest, white Utility sold in December 2005 for approximt848 million, including interest owed
by Mirant. The consideration received, after deitunst for contingencies, amounts related to cemdinlesale power purchases and amounts
due to shareholders, has been credited to theyl#iiustomers.

The second part of the settlemebetisveen the Utility and Mirant, and is designeddttle claims that Mirant overcharged the
Utility under Mirant's RMR contracts and other diggs. In January 2006, under the terms of theesedtht agreement, the Utility received
consideration, in the form of cash and new Miraatk, of approximately $43 million in settlementaf RMR claim and $20 million in
settlement of a claim relating to sulfur dioxideission allowances. These proceeds were creditduettltility’s customers during the quarter
ended March 31, 2006. In addition, Mirant agreettansfer to the Utility the equipment, permits adtracts for the construction of a
modern 530-megawatt, or MW, electric generatingifg&nown as Contra Costa Unit 8, that Mirantréta to build but never completed. On
June 13, the FERC authorized Mirant to transfert@o@osta Unit 8 to the Utility. On June 15, 200& CPUC approved the Utility’s
application to acquire Contra Costa Unit 8, to ctatgpconstruction, and to operate the facility. Thenpletion of the acquisition remains
subject to the satisfaction of a number of closiagditions. If the Utility and Mirant do not clotige acquisition of Contra Costa Unit 8 on or
before June 30, 2008, the Utility will be paid $#dlion from an escrow account funded by Mirantigu of 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 1SO to meet local reliability
needs. In addition, Mirant has withdrawn the cléat it filed in the Utility's bankruptcy proceedinf 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.1SO billed the Utility for providing certaissices associated with this scheduling.
These I1SO charges are referred to as “SC costg 'Sthcosts were initially tracked in the transnoissievenue balancing account, or TRBA,
in order to recover the SC costs from retail and méolesale transmission customers, or TO Tariftomers.

In 1999, a FERC administrative lage, or ALJ, ruled that the Utility could not reeo the SC costs through the TRBA and ins
should seek to recover the SC costs from the ETks Utility appealed this ruling. In January 200
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FERC accepted a filing by the Utility to establthle Scheduling Coordinator Services, or SCS, Tddfserve as an alternative mechanisn
recovery of the SC costs from the ETCs in caséJtility’s appeal was unsuccessful and the Utilitgsaultimately unable to recover these
costs in the TRBA . In August 2002, the FERC aféidithe ALJ’s 1999 ruling that the Utility shouldured to TO Tariff customers the SC
costs that the Utility had collected through theBER In the absence of an order from the FERC gnantecovery of these costs through the
TRBA, the Utility removed the SC costs from the T&RBnd reflected the SC costs as accounts receivatdoler the SCS Tariff. The Utility
appealed the FERC's decision to the D.C. Circuit.June 2004, the Utility began billing the ETGwlar the SCS Tariff for SC charges
retroactive to April 1, 1998. In the course of 8€S Tariff proceeding at the FERC, the Utility eatkinto settlement agreements with sev
ETCs under which the settling ETCs paid the Utiigmpromised amounts in full satisfaction of past &C costs. Most of the settlement
agreements provided that if the Utilisypending appeal to the D.C. Circuit was succesiséuUtility would refund the settlement amountg|
by the ETCs.

In July 2005, the D.C. Circuit isduen order finding that the Utility was not barfeain recovering the SC costs through the TRBA
and remanding the matter to the FERC for furthéiopacin December 2005, the FERC issued an ordeclading that the Utility should
recover the SC costs through the TRBA mechanisthrough bilateral agreements with the ETCs, butdcaot recover the costs through the
SCS Tariff, and terminating the SCS Tariff procegdiOn May 22, 2006, the FERC issued an orderdurttarifying that the Utility could
recover through the TRBA all of the costs thatatiincurred as an SC and ordered the Utility tarréfto the ETCs all amounts paid by the
ETCs to the Utility pursuant to the SCS Tariff. @fsJuly 31, 2006, the Utility had made refundshte ETCs pursuant to the FERC’s May
2006 order and the settlement agreements thatreebjéfunds to be made if the Utility’s appeal wascessful.

On April 4, 2006, the Utility filedn application with the FERC seeking approval ef$t09 million that the Utility recorded as SC
costs from April 1998 through September 30, 2008ether with interest of $47 million accrued ovatttime period. The Utility requested
that the FERC permit the Utility to recover thessts from TO Tariff customers over three and oreyears. On June 22, 2006, the Utility
filed additional information to supplement the apaftion as directed by the FERC. Unless the FERf@ests additional information, the
Utility expects a FERC order on the applicationdoefSeptember 1, 2006. The Utility also filed amiegl letter with the CPUC notifying the
CPUC that the Utility will seek to pass through paetion of any FERC-approved SC costs that iscaldbe to the Utility’s retail electric
customers. In light of these events, in the quateled June 30, 2006, the Utility’s net incomeeased by approximately $22 million, or $36
million pre+tax, reflecting the portion of SC costs determiteelle probable of recovery through the TRBA andréwersal of a reserve for ¢
costs under the SCS Tariff which was terminate@BRC, offset by the SCS refunds to the ETCs.

The Utility cannot predict when aédl decision will be received from the FERC or @UC or what impact it will have. While
PG&E Corporation and the Utility believe that tHemate outcome of this matter will not have a miateadverse impact on PG&E
Corporation’s or the Utility’s financial conditioor future results of operations, the Utility’s metome could increase by approximately $40
million if the FERC ultimately approves for recoyell of the costs included in the April 4, 2006y and the CPUC approves the portion of
any FERC-approved SC costs that is allocable tdthity’s retail electric customers.

Nuclear Insurance

The Utility has several types of leac insurance for Diablo Canyon and its retirediear 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 pecigent for Diablo Canyon. In addition, NEIL prov&l8131 million of property damage
insurance for Humboldt Bay Unit 3. Under this irere, if any nuclear generating facility insured\BiL suffers a catastrophic loss causing
a prolonged outage, the Utility may be requiregddy an additional premium of up to $42.9 millior pae-year policy term.

NEIL also provides coverage for dgemcaused by acts of terrorism at nuclear povegtgl 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 nudleaurance policies may not exceed $3.24 hillitus 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 reimbursemenhbyfederal government under the Terrorism Riskilance Extension Act of 2005. The
Terrorism Risk Insurance Extension Act of 2005 expion December 31, 2007.

Under the Price-Anderson Act, pulibility 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
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utilities owning nuclear reactors. Under the Piaederson Act, owner participation in this loss-shgprogram is required for all owners of
nuclear reactors that are licensed to operateguedifor the production of electrical energy, aadeha rated capacity of 100 MW or highel

a nuclear incident results in costs in excess 60$8illion, then the Utility may be responsible fgy to $100.6 million per reactor, with
payments in each year limited to a maximum of $1l5an per incident until the Utility has fully pdiits share of the liability. Since Diablo
Canyon has two nuclear reactors each with a ratpdaity of over 100 MW, the Utility may be assesspdo $201.2 million per incident,

with payments in each year limited to a maximun$®® million per incident. Under the Energy PolicgtAf 2005, the Price-Anderson Act
was extended through December 31, 2025. Both thémuan assessment per reactor and the maximum yasslssment will be adjusted for
inflation beginning August 31, 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 contra¢tsthe Utility provided approximately 23% of theefricity delivered to the Utility's customers
for the six months ended June 30, 2006. The DWRHhasged the electricity under contracts with varigeiserators. The Utility, as an agen
responsible for administration and dispatch of@vER's electricity procurement contracts allocatethe Utility for purposes of meeting a
portion of the Utility's net open position. The lifyi's net open position is the portion of the t§ls customers' demand, plus the applicable
reserve margins, that is not satisfied from théityy8 own generation facilities and existing ehegity contracts. The DWR remains legally :
financially responsible for its electricity procanent contracts. The Utility acts as a billing aotlection agent of the DWR's revenue
requirements from the Utility's customers.

The DWR contracts currently allochte the Utility terminate at various dates thro@gti5 and consist of must-take and capacity
charge contracts. Under must-take contracts, th&kRDiist take and pay for electricity generated leyapplicable generating facilities
regardless of whether the electricity is needediddicapacity charge contracts, the DWR must papadity charge but is not required to
purchase electricity unless the Ultility dispatctiesresource and the resource delivers the reqeieadicity. In the Utility's CPUC-approved
long-term electricity procurement plan, the Utilitgs not assumed the DWR contracts will be rendvegdnd their current expiration dates.

The DWR has stated publicly in tlastdt 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 finanegbonsibility for, the DWR power purchase contractiess each of the following conditions
has been met:

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

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

. The CPUC has acted to ensure that the Utility reitleive full and timely recovery in its retail efiécity rates of all costs associated
with the DWR power purchase contracts to be assumithdut further review.

Severance

In connection with the Utility’s ctimued effort to streamline processes and focughertustomer, jobs from numerous locations
around California are being consolidated. As altethe Utility will be eliminating a number of piti®ns by the end of 2007, with impacted
employees being offered the option to elect sewran reassignment.

As of June 30, 2006 the Utility has not recordedeerual for severance because the cost is namtlyrestimable. Severance cost
will vary widely primarily based on the employeeégcision to elect either severance or reassignrbautending on the election, costs will
further vary based on the employees’ seniority lléneluding their years of experience and retiretnaigibility) and the number, type, and
location of positions available for reassignmerit.e@ the uncertainty of each of these variables ultimate number of positions that will be
eliminated, and the lack of historical data to stssi
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with predicting employee preferences, the Utilgyunable to estimate the cost of severance assdaiath the streamlining
processes. However, under the Utility’s existingesance plan, these costs could range from $0goanately $55 million.

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 €osagion and Liability Act of 1980 as amended, sindlar state environmental laws.
These sites include former manufactured gas pitas, power plant sites, and sites used by thétytdr 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 Utility did not deposit those substamnog the site.

The cost of environmental remediaiodifficult to estimate. The Utility records anvironmental remediation liability when site
assessments indicate remediation is probable arach iestimate a range of reasonably likely cleamosts. The Utility reviews its remediat
liability on a quarterly basis for each site whignmay be exposed to remediation responsibilifide liability is an estimate of costs for site
investigations, remediation, operations and maartea, monitoring and site closure using currertrielogy, enacted laws and regulations,
experience gained at similar sites, and an assessihthe probable level of involvement and finata@ondition 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 dueckeriainty 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 approximatelyX®¥bmillion at June 30, 2006, and
approximately $469 million at December 31, 2005 Tritrease in the undiscounted environmental restiediliability is partly due to a $30
million increase in estimated costs as a resuthahges in the California Regional Water Qualityt€al Board’s imposed remediation levels
associated with the Utility’s gas compressor statawated near Hinkley, California. Costs incuregdhis facility are not recoverable from
customers and, as a result net income was redyc®tiomillion for the three and six months endedeJ80, 2006. In addition, the Utility
increased its estimated remediation costs assdaidth its gas compressor station located near Gloprizona by $24 million. In
accordance with the hazardous waste ratemakinganéesh discussed below, 90% of this additional ealstoe recoverable in rates. The
$514 million accrued at June 30, 2006, includes@pmately $237 million for remediation at gas caegsor sites, approximately $100
million related to the pre-closing remediation ll&p associated with divested generation facitiand approximately $177 million related to
remediation costs for those generation facilitrest the Utility still owns, gas gathering sitesrdkparty disposal sites, and manufactured gas
plant sites that either are owned by the Utilityace the subject of remediation orders by envirartaleagencies or claims by the current
owners of the former manufactured gas plant sidéshe approximately $514 million environmental egtation liability, approximately $12
million has been included in prior rate settinggaedings. The Utility expects that an additiongdragimately $250 million will be allowable
for inclusion in future rates in accordance with ttazardous waste ratemaking mechanism which petingtUtility to recover 90% of
hazardous waste remediation costs from customeéh®utia reasonableness review. The Utility alsovecs its costs from insurance carriers
and from other third parties whenever possible. Ampunts collected in excess of the Utility's uditenobligations may be subject to refund
to customers.

The Utility's undiscounted futurestocould increase to as much as $782 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 $782 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's7.88d 1998 consolidated federal income tax
returns and has assessed additional federal intaae of approximately $87 million (including irngst). PG&E Corporation has filed
protests contesting certain adjustments made biRfen that audit. In April 2006, PG&E Corporatiand the IRS Appeals Office resolved
the remaining contested adjustment. The IRS Appetilse is incorporating the results into its fimaport. However, the IRS Appeals Office
has not indicated when it will complete its report.

The IRS is currently auditing PG&E Corporation'®2@&nd 2002 consolidated federal income tax retdrhs IRS
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is proposing to disallow a nhumber of deductiongnoéal in PG&E Corporation’s 2001 and 2002 tax resuithe largest of these
deductions is a deduction for abandoned or worstdssets owned by NEGT. In addition, the IRS ipasig to disallow $104 million of
synthetic fuel credits claimed in PG&E Corporat®a001 and 2002 tax returns. If the IRS includesfats proposed disallowances in its
final Revenue Agent Report, the alleged tax deficyewould approximate $452 million. PG&E Corporatioelieves that it properly reported
these transactions in its tax returns and will eshainy IRS assessment. The IRS has indicated glahs to complete its audit of PG&E
Corporation’s 2001 and 2002 tax returns and isdRevenue Agent Report in the first quarter of 2007.

The IRS is also in the early stages of an audRG&E Corporation’s 2003 and 2004 consolidated faeldacome tax returns and has
not yet proposed any new adjustments to thesestarns.

As of June 30, 2006, PG&E Corpomatias accrued approximately $138 million to cowaeptial non-Utility tax obligations and
interest related to outstanding audits, includiig #illion related to the proposed disallowancéeduction for abandoned or worthless as
owned by NEGT discussed above, and $49 millioroieec potential tax obligations related to non-NEiSJues. The Utility has accrued $52
million as of June 30, 2006 to cover potential ddkgations 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 conditaresults of operations .

Legal Matters

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

In accordance with SFAS No. 5, “ Aanting for Contingencies, " PG&E Corporation ahd ttility 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 payments)gsjiadvice of legal counsel and other
information and events pertaining to a particulsec In assessing such contingencies, PG&E Compoisaand the Utility's policy is to
exclude anticipated legal costs.

The accrued liability for legal mea#t is included in PG&E Corporation's and the tt8iother current liabilities in the Condensed
Consolidated Balance Sheets, and totaled approaiyn®60 million at June 30, 2006 and $388 millieiDacember 31, 2005. The decrease in
the accrued liability for legal matters is primgrilue to payments made under the chromium litigagiettlement agreement discussed below.

PG&E Corporation and the Utility dot believe it is probable that losses associaiéulegal 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

In accordance with the terms oftesment agreement entered into on February 3, ,200@pril 21, 2006, the Utility released $295
million from escrow for payment to approximatehLQQ plaintiffs who had filed complaints against tidity in the Superior Court for the
County of Los Angeles, or Superior Court. The SigreCourt has dismissed the ten complaints covbyetthe settlement agreement. There
are three complaints filed by approximately 125ntitis who did not participate in the settlemelmat are still pending in the Superior Court.
The plaintiffs allege that exposure to chromiunorahear the Utility's compressor station at Hinkl€glifornia, caused personal injuries,
wrongful deaths, or other injuries.

With respect to the unresolved chithe Utility will continue to pursue appropriatefenses, including the statute of limitations, the
exclusivity of workers’ compensation laws, lackexfposure to chromium, and the inability of chromitimtause certain of the illnesses
alleged.

PG&E Corporation’s and the Utility@ondensed Consolidated Balance Sheets at JuR®@®, include an accrual of approximately
$19 million to reflect the remaining unresolvediia. PG&E Corporation and the Utility do not exp#wt the outcome with respect to the

remaining unresolved claims will have a materialeade effect on their financial condition or reswif operations.

Pending CPUC I nvestigation
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In February 2005, the CPUC issuedliag opening an investigation into the Utilitydling 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 errorri & revised Utility tariff to include delayed bilsd Utility-caused estimated bills as being
consistent with “ existing CPUC policy, tariffs,carequirements. ” The Utility contends that priothe CPUC’s January 13, 2005 decision,
billing error " under the Utility's former tariffdid not encompass delayed bills or Utility-causstineated 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 @omsr Protection and Safety Division, or CPSD, alRN submitted their reports to the
CPUC concluding that the Utility violated applicalriffs related to delayed and estimated billee TPSD recommended that the Utility
refund to customers $117 million, plus intereghatthree-month commercial paper interest rate aleegedly was collected in violation of
the tariffs. TURN recommended that the Utility neflto customers $53 million, plus interest at tive¢-month commercial paper interest
rate, that allegedly was collected in violatiortiod tariffs. The two refunds are not additive. T?RRSD also recommended that the Utility pay
fines of $6.75 million, while TURN recommends finaghe form of a $1 million contribution to Relitdr Energy Assistance through
Community Help. Both the CPSD and TURN recommeradl tefunds and fines be funded by shareholdefglayand July 2006, the CPSD
and TURN indicated they had reduced their recommeémdfund amounts to approximately $54 million 86 million, respectively, plus
interest at the three-month commercial paper istaete . A decision is expected from the CPUCHgyeand of 2006.

If the CPUC finds that the Utilityolated applicable tariffs or the CPUC’s ordersules, the CPUC may seek to order the Utility to
refund any amounts collected in violation of tajfplus interest, to customers who paid such ansoumaddition, if the CPUC finds that the

Utility violated applicable tariffs or the CPUC’sd®rs or rules, the CPUC may seek to impose pesadti the Utility.

PG&E Corporation and the Utility dotrexpect that the outcome of this matter will havaaterial adverse effect on their financial
condition or results of operations .
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ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated iali@®rnia in 1995, is a company whose primary pess to hold interests in energy-based
businesses. The company conducts its businessgailycthrough Pacific Gas and Electric Companythar Utility, a public utility operating
in northern and central California. The Utility exggs primarily in the businesses of electricity aatliral gas distribution, electricity
generation, procurement and transmission, andalajas procurement, transportation and storage.lPGé&rporation 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 repffPG&E Corporation and the Utility and includepamte Condensed Consolidated Financial
Statements for each of these two entities. PG&BpQmation's Condensed Consolidated Financial Statenieclude the accounts of PG&E
Corporation, the Utility and other wholly owned acwhtrolled 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 standdtas.combined Management's Discussion and Anabfsisnancial Condition and Results
of Operations, or MD&A, of PG&E Corporation and tbélity should be read in conjunction with theser@ensed Consolidated Financial
Statements and Notes to the Condensed Consoliffatadcial Statements, as well as the MD&A, Consdkd Financial Statements and
Notes to the Consolidated Financial Statementsjpwrated by reference into their joint Annual Remor Form 1-K for the year ended
December 31, 2005 filed with the Securities andiaxnge Commission, or SEC. PG&E Corporation’s aedtility’s combined Annual
Report on Form 10-K for the year ended DecembeRBQ5, together with the information incorporatgd&ference into such report, is
referred to in this quarterly report as the “200aal Report.”

The Utility served approximately Srlllion electricity distribution customers and apgimately 4.2 million natural gas distribution
customers at June 30, 2006. The Utility had appnaiely $33.7 billion in assets at June 30, 2006geTtrated revenues of approximately
$6.2 billion in the six months ended June 30, 2006.

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 requments ” 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 indli)al revenue requirement affect customers'
rates and could affect the Utility's revenues. Rendegulatory proceedings that could result i iittanges and affect the Utility's revenues
are discussed in the 2005 Annual Report. Signifidawnelopments that have occurred since the 200m&IrReport was filed with the SEC
are discussed in this report.

Summary of Changes in Earnings per Common Share anet Income for the Three and Six Months Ended Jun8&0, 2006

PG&E Corporation’s diluted earnings common share, or EPS, for the three and sixtmanded June 30, 2006 were $0.65 per
share and $1.25 per share respectively, compartse ttame periods in 2005 of $0.70 per share argB$ier share, respectively. The incre
in diluted EPS for the six months ended June 30620imarily reflect a lower number of shares ansling following the November 2005
share repurchase of 31,650,300 shares of PG&E @airpo common stock, the carrying cost credit aisged with the second series of
energy recovery bonds, or ERBs, issued in Noverab@b, and expenses associated with a scheduleglingfwutage at the Utility’s Diablo
Canyon nuclear power plant, or Diablo Canyon, ttaurred in the second quarter of 2006. These facters also affected diluted EPS for
the three months ended June 30, 2006.

For the three and six months entletk 30, 2006, PG&E Corporation’s net income desgd, as expected, by $35 million, or 13%,
and by $39 million, or 8%, respectively, comparedhte same periods in 2005. As described belowJthigy provides a carrying cost credit
associated with the second series of ERBs issuBdwember 2005. The equity portion of this carryaugt credit reduced authorized
revenues and decreased net income for the thresiamibnths ended June 30, 2006 by approximatelyn§illion and $29 million ,
respectively, as compared to the same periodsd6.2During the three months ended June 30, 2086 tvas a 39-day refueling outage at
Diablo Canyon which increased the Utilisyoperating and maintenance expenses in the thtesbamonths ended June 30, 2006 and res
in lower net income of approximately $24 milliorr fwoth periods. There was no refueling outage éffitist six months of 2005 and no
refueling outage is scheduled for the remaind&086. The Utility does not expect the Diablo Canyefueling outage that occurred in the
second quarter to
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have a significant effect on net income for therysraded December 31, 2006, as compared to theepead December 31, 2005 when the
single refueling outage occurred in the fourth ¢granf 2005.

In addition, net income for the ¢&rand six months ended June 30, 2006, refledtecegase in t he estimated cost of environmental
remediation and the positive impact of the recagniof certain net regulatory assets. The incréasiee estimated cost of environmental
remediation results from a change in the remediattandard applicable to the ongoing remediatifortsfat the Utility’s gas compressor
station located near Hinkley, California that ocedrduring the second quarter. This increase irestinated cost of remediation reduced net
income by approximately $18 million for both peso@See discussion in the section entitled “Envitental and Legal Matters” below.) The
recognition in the second quarter of certain ngtil&ory assets associated with costs incurreth@ytility beginning in 1998 in its capacity
as scheduling coordinator, or SC, for certain wkalke electricity transmission customers resulteghiincrease to net income of
approximately $22 million for both periods. (See tliscussion in the section entitled “Regulatonyttista” below.)

Factors Affecting Financial Condition and Results 6Operations

In addition to the changes affectireg income as described above, several factoses had, and are expected to continue to have, a
significant impact on PG&E Corporation's and thdity's financial condition and results of operat# including:

. Issuance of Energy Recovery Bo- During 2005, PG&E Energy Recovery Funding LLC,maited liability company wholly
owned by the Utility, or PERF, issued two sepasatées of ERBs for an aggregate amount of appraeim&2.7 billion. In
February 2005, the proceeds of the first seridsRBs in the amount of $1.9 billion were used tanaice the after-tax portion of
the settlement regulatory asset established bgdtikement agreement entered into among PG&E Caitipat the Utility, and the
CPUC to resolve the Utility’s Chapter 11 proceedimgthe Settlement Agreement. From January 1, 20@bigh the date of the
refinancing the Utility earned approximately $1dlimn, after tax, on the after-tax settlement regoty asset calculated at the
Utility’s authorized 11.22% return on equity, or ROThe Utility’s earnings after the refinancing losager include an ROE on the
settlement regulatory asset. The November 200amE®Iof the second series of ERBs in the amoud844 million was used to
pre-fund the Utility’s tax liability that will be ae as the Utility collects the dedicated rate congmd, or DRC, used to secure
repayment of the first series of ERBs from its ougtrs. Until these taxes are fully paid, the Utiitovides customers a carrying
cost credit. The equity portion of this carryingstoredit reduced the Utility’s 2006 net income thoe three and six months ended
June 30, 2006 by approximately $14 million and #2@ion, respectively, as compared to the sameopisrin 2005. The equity
portion of this carrying cost credit is estimatedéduce the Utilitys net income in 2006 and 2007 by approximately$8igon and
$48 million. The equity portion of the carrying tasedit will decline each year over the term af #RBs until the ERBs are fully
repaid in 2012.

. Improved Capital Structur- In January 2005, the equity component of the YWitapital structure reached 52%, the target
specified in the Settlement Agreement. Since thisved the Utility to restore dividends and repuasé shares held by PG&E
Corporation, PG&E Corporation reinstated the paytnoém regular quarterly dividend. For 2006, thdJ@Phas authorized the
equity component of the Utilitg’ capital structure to remain at 52% and has B&D& for 2006 of 11.35%. The Utility has reques
the CPUC to waive the requirement for the Utilityfite a 2007 cost of capital application and maimthe Utility’s currently
authorized cost of capital and capital structues (fRegulatory Matters” below).

. Stock RepurchaseOn November 16, 2005PG&E Corporation entered into an accelerated stegmerchase arrangement, or A!
with Goldman Sachs & Co., Inc., or GS&Co., undefchHPG&E Corporation repurchased a total of 31,880,shares of common
stock. As discussed above, the share repurchaseaded the number of shares outstanding for puspafssalculating EPS for the
three and six months ended June 30, 2006. In cotjumwith obligations associated with the shamvByd component of the ASR,
PG&E Corporation paid GS&Co. $114 million duringtbourse of the agreement. PG&E Corporation hasuated for these
payments as equity with the payments of the obbgatresulting in a reduction to common sharehaldsguity so the payments
no effect on net income. At June 30, 2006 PG&E @afion has no remaining obligation under the ASR .
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The Outcome of Regulatory Proceedings, Includieg2®07 General Rate CaseVarious regulatory proceedings are pending at
the FERC and the CPUC, including the Utility's 20B&neral Rate Case, or GRC, which is pending aC#dC to determine the
amount of the Utility’s authorized base revenuekdaaollected from customers for the period 200@ubh 2009. In the GRC, after
consideration of reductions in its original revemeguirement request, the Utility’s current requesteases its 2007 revenue
requirements for its electric distribution and ¢&rig electric generation operations, and for itsire gas distribution operations by
$359 million and $35 million, respectively, oveetauthorized 2006 revenue requirements. The Utlgp has requested attrition
increases for 2008 and 2009. Other parties hawwmeended lower amounts (see “ Regulatory Mattdreldw).

The Success of the Utility’s Strategy to Achiever@onal Excellence and Improved Customer ServRaring 2006, the Utility is
continuing to undertake various initiatives undsrBusiness Transformation program to implemenhgha to its business proces
and systems in an effort to provide better, fagtet more cost-effective service to its customehe Wtility aims to achieve these
goals in a three to five-year period. The Utilitg807 GRC application included a proposed mechatosshare with customers
savings that may be achieved through implementatighese initiatives. In addition, the Utility’927 GRC application includes a
proposal to replace the current incentive mechaffisreliability performance for the 2007-2009 mefiwith a new customer
service performance incentive mechanism. Undeptbposal, the Utility would be rewarded or penaizg to $60 million per ye:
to the extent that the Utility’s actual performarmogeeds or falls short of pre-set annual perfooaamprovement targets over the
2007-2009 period (see “Regulatory Matters” below).

The Amount and Timing of Capital Expenditur@e Utility has requested regulatory approval afaas capital expenditures to
fund (1) investments in transmission and distrimiinfrastructure needed to serve its customezs {0 extend the life of existing
infrastructure, to replace existing infrastructuaed to add new infrastructure to meet load grovahyl (2) investment in new long-
term generation resources, as may be authorizéloebPUC in accordance with the Utility’s long-teefectricity procurement
plan. The CPUC also has authorized the Utilityepldy its advanced metering infrastructure, or AMbject and authorized the
Utility to recover its estimated project cost of Bbillion, including $1.4 billion of estimated d&gd costs, in rates.

Proposed New Lor-Term Generation Resource®©n April 11, 2006, the Utility filed an applicati with the CPUC seeking
approval of seven agreements for new long-terntritéyg generation resource commitments, includiogr power purchase
agreements and a letter of intent to execute a ppurehase agreement that together would proviée dv00 megawatts, or MW,
of capacity to the Utility from new generation fit@s that would be owned and operated by othetigsa The remaining two
contracts provide for the construction by thirdtigsr of two new power plants to be owned and opdrhy the Utility. One contract
calls for the construction of a 657 MW power plant the other contract calls for the constructiba ®63 MW power plant at the
Utility’s Humboldt Bay facility. The Utility antighates that the CPUC will issue its decision onUlikty’ s application by the end
the year. Assuming that the CPUC approves the agrets and that permitting and construction schedale met, the new
generation facilities are anticipated to beginwing power to the grid during the 2009 through@@me-frame. In addition, on
June 15, 2006, the CPUC approved the Utgitgpplication to acquire and build a 530 MW poweanpto be located in Contra Co
County, or Contra Costa Unit 8.

Chromium Litigation SettlemenOn April 21, 2006, the Utility paid approximateb295 million to settle most of the claims
involving allegations that exposure to chromiunoahear some of the Utility’s natural gas compressations caused personal
injuries, wrongful deaths, or other injuries, reéel to as the Chromium Litigation (discussed ineNbt of the Notes to the
Condensed Consolidated Financial Statements). PG&fgoration and the Utility had previously accr@314 million for the
settlement and they do not believe that the outcoitlee remaining unresolved claims in the Chromliitiygation will have a
material adverse effect on their future resultsfdrations or financial condition.
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Forward-Looking Statements

This combined Quarterly Report omrd 0-Q, including the MD&A, contains forward-loakj statements that are necessarily
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 éutwents, and assumptions regarding these evahtaa@amagement's knowledge of facts at
the date of this report. These forward-lookingestants relate to estimated capital expenditur¢ispa&ied Utility rate base, estimated
environmental remediation liabilities, the antidgdoutcome of various regulatory and legal procegs future cash flows, and the level of
future equity issuances or share repurchases,raralso identified by words such as “assume,” “expéintend,” “plan,” “project,”
“believe,” “estimate,” “predict,” “anticipate,” “mg” “might,” “should,” “would,” “could,” “goal,” “potential” and similar expressions. PG&E
Corporation’s and the Utility’s results of operatioand financial condition depend primarily on wWiegtthe Utility is able to operate its
business within authorized revenue requirememtgelyi recover its authorized costs, and earn itsaitted rate of return. PG&E Corporation
and the Utility are not able to predict all thettas that may affect future results. Some of tlutdis that could cause future results to differ
materially from those expressed or implied by thevard-looking statements, or from historical résuhre discussed in the section of the
2005 Annual Report entitled “Risk Factors.” Theaetérs include, but are not limited to:

”ou ” ” o LI ” ” ou ” LI

Operating Environment

. How the Utility manages its responsibility to proeelectric capacity and energy for its customelrgch can be affected by, among
other factors, the extent to which the Utility'stdbution customers are permitted to switch betwmerchasing electricity from the
Utility or from alternate energy service providessdirect access customers or from cities, couatidsothers in the Utility's service
territory as community choice aggregators, potégtiasulting in stranded generating asset costisrem-recoverable procurement
costs;

. The adequacy and price of natural gas suppliesttendbility of the Utility to manage and respoodhe volatility of the natural g:
market for its customers;

. Weather, storms, earthquakes, fires, floods, deseagher natural disasters, explosions, accider@shanical breakdowns, acts of
terrorism, and other events or hazards that affectand for electricity or natural gas, result izvpooutages, reduce generating
output, disrupt natural gas supply, cause damageetltility's assets or generating facilities, &mdamage to the operations or
assets of third parties on which the Utility relies subject the Utility to third party claims fdamage or injury;

. Unanticipated population growth or decline, generanomic and financial market conditions, charigéechnology including the
development of alternative energy sources, alllittvmay affect customer demand for natural gasemtricity;

. Whether the Utility is required to cease operatitamporarily or permanently at Diablo Canyon, beeatlne Utility is unable to
increase its on-site spent nuclear fuel storagaaipp find another depositary for spent fuel,iorely complete the replacement of
the steam generators, or because of mechanicddwea, lack of nuclear fuel, environmental consttsj or for some other reason
and the risk that the Utility may be required toghase electricity from more expensive sources; and

. Whether the Utility is able to recognize the betsefixpected to result from its efforts to improustomer service through
implementation of specific initiatives to streanglibusiness processes and deploy new technologyasuthproject to deploy an
AMI.
Legislative Actions and Regulatory Proceedings

. The outcome of the regulatory proceedings pendirigeaCPUC and the FERC, including those discussé&dRegulatory Matters ”
below, and the impact of future ratemaking actiopshe CPUC and the FERC,;
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The impact of the recently enacted Energy Policy @005 which, among other provisions, repeatsRhblic Utility Holding
Company Act of 1935 making electric utility industtonsolidation more likely; expands the FERC'shauty to review proposed
mergers; changes the FERC regulatory scheme ablaitaqualifying facilities, or QFs; authorizegtformation of an Electric
Reliability Organization to be overseen by the FBR@stablish electric reliability standards; anoldifies certain other aspects of
energy regulation and federal tax policies applieab the Utility;

The extent to which the CPUC or the FERC delaydenies recovery of the Ultility's costs, includingagricity or gas purchase
costs, from customers due to a regulatory detertimm#hat such costs were not reasonable or prudefdr other reasons, resulti
in write-offs of regulatory assets;

How the CPUC administers the capital structureydsi@one dividend, and first priority conditionstbe CPUC's past decisions
permitting the establishment of holding compan@slie California investor-owned electric utilitiard the outcome of the CPUC's
new rulemaking proceeding concerning the relatignsbtween the California investor-owned energijtiets and their holding
companies and non-regulated affiliates, which nmajude (1) establishing reporting requirementgiierallocation of capital
between utilities and their namegulated affiliates by the parent holding compsnénd (2) changing the CPUC's affiliate transax
rules;

Whether the Utility is determined to be in comptiarwith all applicable rules, regulations, taréfsd orders relating to electricity
and natural gas utility operations, including farifelated to the Utility’s billing and collectiqractices as discussed below in
“Regulatory Matters,” and the extent to which alfig of non-compliance could result in customeunels, penalties or other non-
recoverable expenses, such as has been recommeitidedspect to the CPUC's investigation into thidity’s billing and
collection practices; and

Whether the Utility is required to incur materialsts or capital expenditures or curtail or ceasatpns at affected facilities,
including the Utility’s natural gas compressor istias, to comply with existing and future environrtedhaws, regulations and
policies.

Pending Litigation

The outcome of pending litigation.

Municipalization and Bypass

Continuing efforts by local public utilities to talover the Utility's distribution assets througleeise of their condemnation power
or by duplication of the Utility's distribution asts or service, and other forms of municipalizatizet may result in stranded
investment capital, decreased customer growth,dbsastomer load and additional barriers to cesbvery.

See the section entitled “Risk Fegtin the 2005 Annual Report and Part Il, Item Bisk Factors, below, for further discussion of

the more significant risks that could affect thécome of these forward-looking statements and PG@&Eporation's and the Utility's future
financial condition and results of operations.
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RESULTS OF OPERATIONS

The table below details certain isginom the accompanying Condensed ConsolidatedrSéatts of Income for the three and six-
month periods ended June 30, 2006 and 2005.

Three Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Utility
Electric operating revenues $ 2212 $ 1,78 $ 4,077 $ 3,43¢
Natural gas operating revent 80:< 71¢ 2,08¢ 1,727

Total operating revenues 3,017 2,49¢ 6,16t 5,16¢
Cost of electricity 781 487 1,311 884
Cost of natural gas 36¢€ 347 1,241 967
Operating and maintenance 982 67C 1,84« 1,441
Depreciation, amortization and decommissioning 421 454 834 83c¢

Total operating expenses 2,552 1,95¢ 5,23( 4,131
Operating income 465 54C 93t 1,03t
Interest income 39 20 58 39
Interest expense (157) (129 (309 (27¢)
Other income, ne® 21 2 24 4
Income before income taxes 36¢& 43¢ 714 80C
Income tax provision 141 16€ 27= 30¢
Income available for common stock $ 227 $ 27z $ 441 3 491
PG&E Corporation, Eliminations and Other
Operating revenues $ - 8 - $ - $ =
Operating (gain) expenses - - 1 (5)
Operating income (loss) - - (1) 5
Interest income 2 (4) 6 2
Interest expense (7 (7) (15) (14
Other income (expense), net 7 4 4 (7)
Income (loss) before income taxes 2 (15) (6) (18)
Income tax benefit ©) (10) (11) (12)
Net income (loss $ 5 % 5) $ 5 % (6)
Consolidated Total®
Operating revenues $ 3,017 $ 2,49t $ 6,165 $ 5,16¢
Operating expenses 2,552 1,95¢ 5,231 4,12¢
Operating income 465 54C 934 1,04C
Interest income 41 16 64 37
Interest expense (164) (137) (31¢) (292
Other income (expense), rd) 28 2 28 (3)
Income before income taxes 37C 428 70¢ 782
Income tax provision 13¢ 15€ 262 297
Net income $ 23z $ 267 $ 44€ 3 48k

(@ Includes preferred stock dividend requirement hsoéxpense
(2 PG&E Corporation eliminates all intercompany trariees in consolidatior
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Utility
Overview

Under cost-of-service ratemakimg, Utility's rates are determined based on itsscofsservice and a substantial portion of the
Utility revenues are adjusted periodically throughenue balancing account mechanisms to reflefetrdifices between actual sales or den
compared to forecasted sales or demand used ingsedtes. These balancing account mechanismgraldodifferences between actual
purchased power and natural gas procurement costgared to the forecasted amounts used in setiteg.rThe CPUC and the FERC
determine the amount of “revenue requiremetitat the Utility is authorized to collect from itastomers to recover the Utility's operating
capital costs and earn a fair return. Revenue reaquents are primarily determined based on thetWsliforecast of future costs, including the
costs of purchasing electricity and natural gabeimalf of the Utility's customers.

The Utility currently faces a centdével of volumetric risk for the portion of instate natural gas transmission capacity that is not
subscribed under long-term contracts with fixeereation charges to core customers or other long-tentract holders (see further
discussion in the Natural Gas Transportation anda§e section in the section entitled “Risk Managen#ctivities” of the 2005 Annual
Report). In addition, the Utility faces some volunwerisk in collecting its full electric transmiss revenue requirement authorized in its
electric transmission business.

The Utility's primary base revemaquirement proceeding is the GRC filed with thaJCPIn the GRC, the CPUC authorizes the
Utility to collect from customers an amount knovwatmmse revenues to recover basic business andiopeat@osts related to the Utility's
electricity and natural gas distribution and elietyr generation operations. The GRC typically setaual revenue requirement levels for a
three-year rate period. The CPUC authorizes thmsmnue requirements in GRC proceedings based aneeafst of costs for the first, or test,
year. In the past, the CPUC has authorized fuwerrue requirement adjustments (attrition adjusts)ém the second and third year of
GRC cycle. In addition, the CPUC generally condaets@nnual cost of capital proceeding to deterrtiedJtility's authorized capital
structure and the authorized rate of return thatitility may earn on its electricity and naturakgdistribution and electricity generation
assets. The cost of capital proceeding establifieegercentage components that common equity, rpeefequity and debt will represent in
the Ultility's total authorized capital structure #ospecific year. The CPUC then establishes ttieazed return on common equity, preferred
equity and debt that the Utility will collect irsiauthorized rates. The CPUC also has establisttechaking mechanisms to permit the Utility
to timely recover its costs to procure electri@tyd natural gas on behalf of its customers in tieegy markets.

The Utility's electricity and nagligas distribution and electric generation ragékect the sum of individual revenue requirement
components authorized by the CPUC. Changes inratiyidual revenue requirement affect customers'srand could affect the Utility's
revenues. Pending regulatory proceedings that aeslalt in rate changes and affect the Utilitylserauies are discussed in the section entitled
“ Regulatory Matters ” in the 2005 Annual Reporevelopments that have occurred in significant ragguy proceedings discussed in the
2005 Annual Report and significant new regulatostters that have been initiated since the 2005 AhReport was filed with the SEC are
discussed below in the section entitled “Regulatdafters.” Each year the Utility requests the CRPid@uthorize an adjustment to electric
and gas rates effective on the first day of thiofaihg year to (1) reflect over- and under-colleos in the 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 adjustmeinecessary, 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 approverandase in 2007 electric and gas revenue requitsnogar the amount authorized for
2006 in the last GRC, as discussed below. Thetytiks requested the CPUC to issue a decisiorei@@37 GRC before the end of 2006 so
the Ultility 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 requedtadl the CPUC waive the requirement for the Utildyfile a cost of capital application for
2007 and allow the Utility to maintain the Utiligy2006 authorized cost of capital and capital stirec

Electric Operating Revenues
The Utility’s electricity rates agdetermined based on its cost of service. Diffeesrbetween the authorized revenue requirements

and amounts collected by the Utility from customiargates are tracked in regulatory balancing aotoand are reflected in miscellaneous
revenues in the table below.
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In addition to electricity provided by the Utility’'own generation facilities and electricity proddender the Utilitys power purchas
agreements with third-party providers, the Utiligfies on electricity provided under lobgrm electricity procurement contracts entered in
2001 through September 2005 with the Californiadgpent of Water Resources, or the DWR, to meegi@nal portion of its customers'
demand. Revenues collected on behalf of the DWRlan®WR's related costs are not included in thkty%¥ Condensed Consolidated
Statements of Income, reflecting the Utility's rakea billing and collection agent for the DWR'esdo the Utility's customers. Changes in
the DWR's revenue requirements will not affectlthidity's revenues.

The Utility is required to dispatch, or schedulépéthe electricity resources within its portfoliincluding electricity provided under
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 andltdise additional electricity on the open markehe Utility typically schedules excess
electricity when the expected sales proceeds exteedariable costs to operate a generation fadlitbuy electricity under an optional
contract. Proceeds from the sale of surplus etégtrare 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 susmlectricity after deducting the portion
allocated to the DWR are recorded as a reductiding@ost of electricity.

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

Three Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Electric revenues $ 2512 % 2,22 % 4,757 $ 4,307
DWR pass-through revenue (474 (38¢) (987) (834
Subtotal 2,04( 1,83t 3,76¢€ 3,47:
Miscellaneous 174 (55) 311 (34)

Total electric operating revenues $ 2,212 $ 1,78C $ 4,077 $ 3,43¢
Total electricity sales (in GWHY 19,97: 19,23: 39,88t 38,26¢

@ Includes DWR electricity sale

For the three months ended Jun@@06, the Utilitys electric operating revenues increased by apprteimn$434 million, or 24%
compared to the same period in 2005 mainly dukdddllowing factors:

. Higher electricity procurement costs, which arespdsthrough to customers, increased electric dpgregvenues by approximately
$320 million due to increased volume of purchasedqy, hedging costs and a 39-day outage at Diahity@n which required the
Utility to purchase higher-cost replacement powéhwo similar outage in the same period in 2005;

. On June 15, 2006, the CPUC approved the settlereaohed among the Utility, the Division of Ratepagdvocates, or DRA, and
the Coalition of California Utility Employees thpérmits the Utility to recover revenue requiremeaitsbutable to pension
contributions for its GRC lines of business. A®sault, the Utility recorded approximately $60 nailliin electric revenues related to
the three months ended June 30, 2006 in the separter of 2006 (refer to "Regulatory Matters" listMD&A for further
discussion of the pension settlement);

. Attrition adjustments, as authorized in the 2003GG R which the CPUC approved the minimum and maxmyearly adjustments
to the Utility's 2003 base revenue requirementsgiased electric operating revenues by approxign&&d million;
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. The DRC charge related to the ERBs increased &agierating revenues by approximately $30 millisae further discussion in
Notes 3 and 4 of the Notes to the Condensed Calagetl Financial Statements). During the secondeuaf 2005, the Utility
collected the DRC for the first series of ERBs thate issued on February 10, 2005. During the skgoarter of 2006, the Utility
collected the DRC associated with the first sesfelSRBs in addition to the DRC related to the secseries of ERBs, issued on
November 9, 200¢

. Higher transmission revenues, including an incréasevenues as authorized in the FERC transmissitencase (refer to
"Regulatory Matters" of this MD&A for further disssion of the FERC transmission rate case), incoealgetric operating revent
by approximately $35 million; and

. Miscellaneous other electric operating revenueseamed by approximately $30 million.
The above increases were offsehbyfdllowing decrease to electric operating revenue

. The carrying cost credit, including both the defd @quity components, associated with the issuahttee second series of ERBs
decreased electric operating revenues by approgim@?5 million. The second series of ERBs wasadsio pre-fund the Utility's
tax liability that will be due as the Utility coltés the DRC related to the first series from itstomers over the term of the ERBs.
Until these taxes are fully paid, the Utility prdes customers a carrying cost credit, computeldeattility's authorized rate of
return on rate base, to compensate them for thefys®ceeds from the second series of ERBs asasdhe after-tax proceeds of
energy supplier refunds used to reduce the siieea$econd series of ERBs (see further discussitimei section entitled
"Regulatory Matters" in the 2005 Annual Report).

For the six months ended June B062the Utility’s electric operating revenues eased by approximately $638 million, or 19%,
compared to the same period in 2005 mainly dukdddllowing factors:

. Higher electricity procurement costs, which arespdsthrough to customers, increased electric dpgregvenues by approximately
$445 million due to increased volume and average @opurchased power over the six months ended 30n2006, hedging costs
and a 39-day outage at Diablo Canyon which requhredJtility to purchase higher-cost replacememn@owith no similar outage
in the same period in 2005;

. The DRC charge related to the ERBs increased @agerating revenues by approximately $115 milligee further discussion in
Notes 3 and 4 of the Notes to the Condensed Calateti Financial Statements). During the first sonths of 2005, the Utilit
collected the DRC for the first series of ERBs tlvate issued on February 10, 2005. During the $isstnonths of 2006, the Utility
collected the DRC associated with the first seofdlSRBs in addition to the DRC related to the secseries of ERBs, issued on
November 9, 200t

. Attrition adjustments, as authorized in the 2003GG R which the CPUC approved the minimum and maxmyearly adjustments
to the Utility's 2003 base revenue requirementggiased electric operating revenues by approxisgn&&s million;

. On June 15, 2006, the CPUC approved the settleraaohed among the Utility, the DRA, and the Caatitbf California Utility
Employees that permits the Utility to recover revemequirements attributable to pension contrimgtifior its GRC lines of
business. As a result, the Utility recorded apprately $60 million in electric revenues relatedhe six months ended June 30,
2006 in the second quarter of 2006. (Refer to "Regry Matters" of this MD&A for further discussiaf the pension settlement);

. Higher transmission revenues, including an incréasevenues as authorized in the FERC transmissi@ncase (refer to
"Regulatory Matters" of this MD&A for further disssion of the FERC transmission rate case), incoealeetric operating revent
by approximately $70 million; and
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. Miscellaneous other electric operating revenueduding revenues associated primarily with publicgose programs and the
CPUC authorization for the Self-Generation Incemfilan, increased by approximately $50 million.

The above increases were offsehbyfallowing decreases to electric operating reesnu

. The carrying cost credit, including both the defd @quity components, associated with the issuahttee second series of ERBs
decreased electric operating revenues by approgim@i 15 million. The second series of ERBs wasadgo pre-fund the Utility's
tax liability that will be due as the Utility coltés the DRC related to the first series from itstomers over the term of the ERBs.
Until these taxes are fully paid, the Utility prdeis customers a carrying cost credit, computeldeattility's authorized rate of
return on rate base to compensate them for thefys®ceeds from the second series of ERBs asasdlie after-tax proceeds of
energy supplier refunds used to reduce the siieea$econd series of ERBs (see further discussitimei section entitled
"Regulatory Matters" in the 2005 Annual Report)dan

. A decrease in the revenue requirement associatbdivé settlement regulatory asset (as discusskutirer detail in the 2005
Annual Report) decreased electric operating revehbyeapproximately $55 million. As a result of tieéinancing of the settlement
regulatory asset on February 10, 2005 through issaf the ERBs, the Utility was no longer authedizo collect this revenue
requirement.

The Utility's electric operating eawes are expected to increase through the renmah@e06 primarily due to higher electricity
procurement costs, revenues associated with tr@qgresettlement, and an attrition adjustment aigbdrin the 2003 GRC decision.
Revenues for the period 2007 through 2009 would ialsrease to the extent authorized by the CPUar2007 GRC and if the CPUC
approves the Utility's proposed new long-term gatien resource commitments (for further discussiea “2007 General Rate Case” and
“Electricity Generation Resources” under “Regulgtbtatters” of this MD&A). The CPUC also has auttrerl the Utility to deploy its AMI
project and authorized the Utility to recover isdimated project cost of estimated capital costates (for further discussion see the “Capital
Expenditures” section of this MD&A). In additiorewenues associated with the collection of the DR&ge are scheduled to continue
through 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 expensElectricity purchase cos
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 Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Cost of purchased power $ 82C $ 57t % 1,42¢ $ 1,02¢
Proceeds from surplus sales allocated to the Wtilit (69) (132 (19¢) (239
Fuel used in own generation 30 44 80 88

Total cost of electricity $ 781 $ 487 $ 1,311 % 884
Average cost of purchased power per kWh $ 0.08C $ 0072 $ 0.07¢ $ 0.06¢
Total purchased power (GWh) 10,30: 7,944 18,25¢ 14,92¢

The Utility’s cost of electricifgicreased by approximately $294 million, or 60%tha three months ended June 30, 2006 as
compared to the same period in 2005 . Cost of @mseth power, including hedging costs, increasedpyoximately $245 million, or 43%.
This increase was primarily due to an increaseolnme of approximately 2,358
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Gigawatt-hours, or GWh, or 30%. The volume ohkpurchased power increased partly due to anaseren customer usage and a decrease
in the volume of electricity provided by the DWRthe Utility's customers. The increase in the vaurhpurchase power is also due to a 39-
day refueling outage at Diablo Canyon during theoed quarter of 2006, which required the Utilitypiarchase higher-cost replacement
power, as compared to the second quarter of 20@ \Beblo Canyon was in full operation and no spgithases were required. The
average cost of purchased power increased by $@&0@lowatt hour, or kWh, or 11%.

The Utility’s cost of electricifgcreased by approximately $427 million, or 48%tha six months ended June 30, 2006 as
compared to the same period in 2005. Cost of pgezhpower, including hedging costs, increased bycagimately $400 million, or 39%.
The increase is due to an increase in volume afoappately 3,329 GWh, or 22%. The volume of totafghased power increased partly due
to an increase in customer usage and a decre#fs® wolume of electricity provided by the DWR te tbtility's customers. The increase in
volume of purchase power is also due to a 39-dayelieg outage at Diablo Canyon during the secamatigr of 2006, which required the
Utility to purchase higher-cost replacement powvasrcompared to the first six months of 2005 wheabldi Canyon was in full operation and
no such purchases were required. The average fcpstahased power increased by $0.009 per kWh3e.1

The Utility's cost of electricity 2006 will depend upon electricity prices and ahgrge in customer usage which will directly
impact the Utility's net open position (see theiskRMlanagement Activities ” section of this MD&AJ.ost of electricity is also dependent
upon weather patterns and seasonality. The aboege rainfall in the first quarter of 2006 incre@$ydroelectric energy production for the
first six months of 2006.

The Utility’s cost of electricity also may be affed by potential federal or state legislation desuvhich may regulate the emissions
of greenhouse gases from the Utility’s electricegating facilities or the generating facilitiesrfravhich the Utility procures power.
Currently, the CPUC is considering adopting byehd of 2006 a greenhouse gas emissions perfornssauegard that would apply to
electricity procured or generated by the Utilitym8arly, the California Legislature and Governoe @&onsidering two proposed bills, SB 1:
and AB 32, that would establish a greenhouse gass@ms performance standard and a greenhouseagasespectively, applicable to the
Utility’s emissions of greenhouse gases. Becaus&Jthity’s existing and forecast emissions of grieeuse gases are relatively low compared
to average emissions by other electric utilitied ganerators in the country, the proposed reguiati@ing considered by the CPUC, the
California Legislature and the California Goveraoe not expected to significantly affect the Ugibtoverall cost of service, and any
incremental costs of service are expected to ba/ezed in full in rates to the Utility’s customensder the CPUC’s ratemaking standards
applicable to electricity procurement costs.

Natural Gas Operating Revenues

The Utility sells natural gas aratural gas transportation (transmission and digtion) 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 csteroer class is comprised mainly of
residential and smaller commercial natural gasocnsts. The non-core customer class is compris@wastrial 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 200ipgdéave 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 resevattharges with its non-core customers or othetioousrs (see discussion under “ Risk
Management Activities - Natural Gas Transportatiod Storage " in the 2005 Annual Report). Underténms of the Gas Accord 111
Settlement Agreement, the Utility will establishrsgeansmission and storage rates for 2008 (andhbpssibsequent years) in its Gas
Transmission and Storage 2008 Rate Case, whiddttlity must file no later than February 9, 2007.

The Utility recovers the cost osdaubject to the ratemaking mechanism discusdesvheacquired on behalf of core procurement
customers through its retail gas rates. The Utiitgrotected against after-the-fact reasonablemessws of these gas procurement costs
under an incentive mechanism known as the CoreuReoent Incentive Mechanism, or CPIM. Under theNZ,Rhe Utility's purchase costs
for a twelve month period are compared to an aggesmarket-based benchmark based on a weightedgevef published monthly and daily
natural gas price indices at the points where thil@ytypically purchases natural gas. The CPIMaétishes a “tolerance band” around the
benchmark index price, and all costs within therahce band are fully recovered from core custontietatal gas costs fall below the
tolerance band,
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PG&E’s customers and shareholders will share 7582846 of the savings below the tolerance band eatsely. Conversely, if total gas
costs rise above the tolerance band, the Utilitpi® customers and shareholders share equally#te above the tolerance band. The
shareholder award is capped at the lower of 1.5%taf natural gas commodity costs or $25 millidrhile this incentive mechanism remains
in place, changes in the price of natural gas, isterg with the market-based benchmark, are noteed to materially impact net income.

On October 6, 2005, the CPUC apgedabhe Utility’s hedging plan for the winters of @306, 2006-07, and 2007-08. Core
customers will pay the cost of these hedges areive@any payouts as these transactions are haadtsidle of the CPIM. The Utility is at ri
to the extent that the CPUC may disallow portiohthe hedging cost based on its subsequent revighedJtility’s performance under the
filed plan. As part of the hedging plan, the Uyilitas also agreed to forego a shareholder awarer tined CPIM for the 2002005 CPIM yeal

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

Three Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Bundled natural gas revenues $ 734 $ 66 $ 1,951 $ 1,60¢
Transportation service-only revenues 69 53 137 11€

Total natural gas operating revenues $ 80 $ 71€  $ 2,08t $ 1,727
Average bundled revenue per millions of Mcf of matgas
sold $ 11.8¢ $ 11.3: $ 11.7¢  $ 9.6¢
Total bundled natural gas sales (in millions of Mcf 62 59 16€ 167

The Utility's natural gas operathegenues increased by approximately $85 millior, 2%, during the three months ended June 30,
2006 compared to the same period in 2005. Theasera natural gas operating revenues was prinduidyto the following factors:

. Excluding the impact of the 2003 GRC decision, reserequirements associated with the pension settie and miscellaneous
other natural gas operating revenues, bundledalajas operating revenues increased by approxiynd2& million, or 4%. This
increase was primarily due to an increase in tis @bnatural gas, including hedging costs, ah&rrdiscussed below in “Cost of
Natural Ga”;

. Attrition adjustments, as authorized in the 200305Rnd revenues authorized in the 2006 cost otfalgpioceeding increased
natural gas operating revenues by approximatemififon;

. On June 15, 2006, the CPUC approved the settleraaohed among the Utility, the DRA and the Coalitidé California Utility
Employees that will permit the Utility to recovevenue requirements attributable to pension cartabs for its GRC lines of
business. As a result, the Utility recorded apprately $21 million in natural gas revenues reldtethe three months ended June
30, 2006 in the second quarter of 2006;

. Miscellaneous and other natural gas revenues isedely approximately $11 million; and

. Transportation service-only revenues increasedppycximately $16 million, or 30%, primarily as ault of an increase in rates.

The Utility's natural gas operathegenues increased by approximately $361 millior2189%6, during the six months ended June 30,
2006 compared to the same period in 2005. Theaser@a natural gas operating revenues was prinduidyto the following factors:

. Excluding the impact of the 2003 GRC decision, reserequirements associated with the pension settie and miscellaneous
other natural gas operating revenues, bundledalajas operating revenues increased by approxiynd2&9 million, or 16%. This
increase was primarily due to an increase in tis¢ a@bnatural gas (primarily in the first quartér2006 compared to the first quarter
of 2005), including hedging costs, as further dised below in “Cost of Natural Gas”;
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. Attrition adjustments, as authorized in the 200305Rnd revenues authorized in the 2006 cost otfalgpioceeding increased
natural gas operating revenues by approximatelyn$iil®n;

. On June 15, 2006, the CPUC approved the settleraaohed among the Utility, the DRA and the Coalitidé California Utility
Employees that will permit the Utility to recovevenue requirements attributable to pension caritdbs for its GRC lines of
business. As a result, the Utility recorded apprately $21 million in natural gas revenues reldtethe six months ended June 30,
2006 in the second quarter of 2006;

. Miscellaneous and other natural gas revenues isedely approximately $34 million; and

. Transportation service-only revenues increasedppycximately $19 million, or 16%, primarily as asult 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, revenue requirements associated witpehsion settlement, and an annual rate escalaiiborzed in the Gas Accord I
Settlement, and will be further impacted by charigghe 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 maintaitmadJtility's intrastate pipeline, which are indéd in operating and maintenance expense.

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

Three Months Ended Six Months Ended
(in millions) June 30, June 30,
2006 2005 2006 2005

Cost of natural gas sold $ 33 % 312 % 1,17C $ 89€
Cost of natural gas transportation 35 34 71 71

Total cost of natural gas $ 36 $ 347 $ 1241 $ 967
Average cost per millions of Mcf of natural gasdsol $ 537 $ 531 $ 708 $ 5.37
Total natural gas sold (in millions of Mcf) 62 59 16€ 167

The Utility's total cost of natugds, including hedging costs, increased by apprataiy $21 million, or 6%, in the three months
ended June 30, 2006 as compared to the same jpe@605. This increase was primarily due to andase in volume of natural gas sold of
approximately 3 million thousand cubic feet, or Maf 5% and an increase in the average price ofalagas purchased over the three months
ended June 30, 2006 of approximately $.06 per btci%.

The Utility's total cost of natugds, including hedging costs, increased by appratdéiyn $274 million, or 28%, in the six months
ended June 30, 2006 as compared to the same ped685. This increase was primarily due to anease in the price of natural gas
purchased in the first three months of 2006. Thexage price of natural gas purchased over the sixms ended June 30, 2006 increased by
approximately $1.68 per Mcf, or 31%.

The Utility's cost of natural gas sold in 2006 v primarily affected by the prevailing costs afural gas, which are determinec
North American regions that supply the Utility.@ttober 2005, the CPUC granted the Utility autlyaigt execute 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 discussiem “Risk Management” section of the
MD&A in the 2005 Annual Report). More recently, tbiélity also has requested additional hedging etiti from the CPUC for the winter
for 2006-2007, and that request is pending attifms. If this new request is approved by the CPth€,Utility will be able to hedge a
substantial percentage of its winter gas purchasdsehalf of core customers. The cost of gas \gth &e affected by customer demand.
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Operating and Maintenance

Operating and maintenance expensesist mainly of the Utility's costs to operate andgintain its electricity and natural gas
facilities, customer accounts and service expemagsic purpose program expenses, and administratid general expenses. Generally,
many of these expenses are offset by correspormdingal revenues authorized by the CPUC in variatesproceedings to be collected from
customers.

During the three months ended JuheB06, the Utility’s operating and maintenancpemses increased by approximately $312
million, or 47%, compared to the same period in300ainly due to the following factors:

. An increase of approximately $115 million primariye to the funding of the pension plan as a reutie CPUC-approved
settlement (refer to "Regulatory Matters" of thi©DRIA for further discussion of the pension settle)en

. An increase of approximately $40 million reflectiogsts associated with the scheduled Diablo Camgfureling outage in the
second quarter of 2006;

. An increase of approximately $30 million due teeagsessment of the estimated cost of environmemteddiation related to the
Hinkley gas compressor station (refer to “Enviromtaéand Legal Matters” of this MD&A for further stiussion);

. An increase of approximately $20 million relatecatiministrative and general salary expenses reftptte increased costs
associated with base salaries and incentives;

. An increase of approximately $20 million relatecattministrative expenses for low-income customsiséance programs, the Self-
Generation Incentive Program, AMI and communityreath programs; and

. An increase of approximately $15 million relatedtdside consulting, contract expense, and vafoograms and initiatives
including strategies to achieve operational exoekleand improved customer service.

During the six months ended June2B0§6, the Utility’s operating and maintenance erges increased by approximately $403
million, or 28%, compared to the same period in300ainly due to the following factors:

. An increase of approximately $125 million primardlye to the funding of the pension plan as a resulie CPUC-approved
settlement (refer to "Regulatory Matters" of thi®RIA for further discussion of the pension settle)en

. An increase of approximately $60 million relatecattministrative and general salary expenses réaftpaicreased costs associated
with base salaries and incentives;

. An increase of approximately $50 million relatecattministrative expenses for low-income customsiséance programs, the Self-
Generation Incentive Program, AMI, and communityreach programs;

. An increase of approximately $40 million reflectiogsts associated with the scheduled Diablo Camgfueling outage in the
second quarter of 2006; and

. An increase of approximately $20 million relatedtdside consulting, contract expense, and vafoograms and initiatives
including strategies to achieve operational exoekeand improved customer service.

The Utility’s operating and mainteca expenses in 2006 are expected to increaseeasltof increased expenses related to various
programs and initiatives, including public purp@segrams and strategies to achieve operationallerce and improved customer service
(see “Overview” section in this MD&A for further giussion). In connection with the Utility’s contadieffort to streamline processes and
focus on the customer, jobs from numerous locatemnand California are being consolidated and Wtikty is anticipating a workforce
reduction. Therefore, severance costs may haveigefimpact of up to approximately $55 million goevating and maintenance expenses
based on costs under a pre
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-existing severance plan (see further discussidwoire 11 of the Notes to the Condensed Consolidaiteghcial Statements). Operating and
maintenance expenses are influenced by wage orildbenefits, property taxes, the timing and lemmjtBiablo Canyon refueling outages,
environmental remediation costs, legal costs amgws other administrative 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. 71ctéunting for the Effects of Certain
Types of Regulation, " as amended, which includestecity and natural gas distribution, electijcifeneration and transmission, and natural
gas transportation and storage.

In the three months ended Jun&306, the Utility's depreciation, amortization aletommissioning expenses decreased by $33
million, or 7%, compared to the same period in 2@@8narily as a result of the decrease in amaitimeof the settlement regulatory asset
resulting from the refinancing of the settlememgulatory asset by the issuance of the first sefi@&RBs. The Utility recorded approximately
$43 million in the three months ended June 30, Z60&mortization of the settlement regulatory &sséh no similar amount in 2006.

This decrease is partially offsgtam increase in the amortization of the ERB repmaasset of approximately $14 million. During
the second quarter of 2006, the Utility continue@mortize the ERB regulatory assets for the $iestes of ERBs issued in February 2005, as
well as the second series of ERBS, issued in Noeer2@05.

In the six months ended June 3062€he Utility's depreciation, amortization andad®missioning expenses decreased by $5
million, or 1%, compared to the same period in 2@@bnarily as a result of the decrease in amaitizaof the settlement regulatory asset
resulting from the refinancing of the settlememulatory asset by the issuance of the first sefi@&RBs. The Utility recorded approximately
$76 million in the six months ended June 30, 2@¥%Mmortization of the settlement regulatory asséh no similar amount in 2006. In
addition, the Utility recorded approximately $159Iian in depreciation expense in the six monthsezhdune 30, 2005 related to recovery of
costs as authorized in a December 2004 settlengee¢ment between the Utility, ORA, Aglet Consuméiafice and The Utility Reform
Network, or TURN. Under the settlement agreemeat tility was authorized to collect revenue requiemts to recover the capital ple
costs associated with distribution related eledtritustry restructuring costs through rates in 200fere was no similar depreciation expense
in 2006.

This decrease is partially offsgtam increase in the amortization of the ERB repmaasset by approximately $88 million. During
the second six months of 2006, the Utility amoditiee ERB regulatory assets for the first seriecBRBs as well as the second series of
ERBs. In addition, it was offset by an increasdeépreciation expense.

The Utility's depreciation, amodiiion and decommissioning expenses in 2006 arecteghéo increase as a result of an overall
increase in assets due to higher capital expeeditur

Interest Income

In the three months ended June @06 2interest income increased by approximatelyrilion, or 95%, compared to the same
period in 2005. In the six months ended June 306 2ihiterest income increased by approximatelyréilfon, or 49%, compared to the same
period in 2005. Increases for both periods weresalt of the Utility recording $20 million of intest income due to the net regulatory asset
associated with the scheduling coordinator coStse (‘Regulatory Matters” below for further discasgi This increase was partially offset by
a decrease in interest earned on short-term inesgfm

The Utility’s interest income duri2g06 will be primarily affected by interest ratedés.
I nterest Expense

In the three months ended June 30, 2006, the JKiliiterest expense increased by approximatelyn§iB®n, or 27%, compared to
the same period in 2005. The increase was primduiéyto a portion of the interest expense in 2@l&ing to energy supplier claims that w
not recorded for recovery until the second quart&005, retroactive to the issuance date of st $ieries of ERBs. The applicable tariff
provides that reasonable net interest costs orggseipplier claims subsequent to the issuancesoEfRBs may be recovered (see the
"Regulatory Matters" section of the MD&A in the ZDAnnual Report). Additionally, a portion of thechease is due to the over-collected
position of certain revenue balancing accounts éoatbwith an increase in the interest rates astatigith these accounts.
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In the six months ended June 30620tk Utility's interest expense increased by axprately $25 million, or 9%, compared to the
same period in 2005. The increase is primarily tduaterest expense associated with the ERBs whahnot incurred until after issuance of
each series of bonds in 2005, resulting in intdvestg recorded for only a portion of the six manitth 2005 for the first series of ERBs, as
compared to interest being recorded for both thet éind second series of ERBs for the six montto@dén 2006. Additionally, a portion of tt
increase is due to the over-collected positionenfain revenue balancing accounts combined witinenease in the interest rates associated
with these accounts.

The Utility’s interest expense ir0B0and subsequent periods is expected to incréaseriest rates continue to rise as the Utility’s
short-term debt and a portion of its long-term dmketinterest rate-sensitive and due to higheraggdinancing resulting from an overall
increase in infrastructure investments.

Income Tax Expense

In the three months ended June @06 2the Utility's tax expense decreased approxin&25 million, or 15%, compared to the
same period in 2005, primarily due to the decréagpeetax income of $70 million for the three months eshdane 30, 2006. The effective
rate for the three months ended June 30, 2006 alssldoy 0.3 percentage points from the same pigrid@05.

In the six months ended June 30620tk Utility's tax expense decreased approxim&®6 million, or 12%, compared to the same
period in 2005, primarily due to the decrease &faix income of $87 million for the six months eddene 30, 2006. The effective tax rate
for the six months ended June 30, 2006 decreasédpyercentage points from the same period in 2005

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

PG&E Corporation's revenues comaiginly of billings to the Utility and its other dffites for services rendered, all of which are
eliminated in consolidation. PG&E Corporation's i@timg 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. For the three and six months endeé 3(n 2006, there were no material
changes to PG&E Corporation’s operating incomes{los

LIQUIDITY AND FINANCIAL RESOURCES
Overview

The level of PG&E Corporation's a@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 expe 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 th#lity's capital structure.

At June 30, 2006, PG&E Corporatiod é&s subsidiaries had consolidated cash andegisivalents of approximately $421 million
and restricted cash of approximately $1.5 billiB@&E Corporation and the Utility maintain separadémk accounts. At June 30, 2006, PC
Corporation on a stand-alone basis had cash ahdecgsvalents of approximately $256 million; theligt had cash and cash equivalents of
approximately $165 million, and restricted caskapproximately $1.5 billion. The Utility's restrickeash includes amounts deposited in
escrow related to the remaining disputed Chaptadiins and deposits under certain third-party exguents. PG&E Corporation and the
Utility primarily invest their cash in money markieinds and in short-term obligations of the U.Sveyoment and its agencies.

As of June 30, 2006, PG&E Corpomatmd the Utility had credit facilities totaling @2 million and $2 billion, respectively, with
remaining borrowing capacity under these creditifegs of $200 million and $1.6 billion, respectly. In January 2006, the Utility
established a $1 billion commercial paper programlune 30, 2006, the Utility had $213 million aftstanding borrowings under the
commercial paper program.
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On June 15, 2006, the CPUC apprdiedUtility’s financing application for issuance @b to $3 billion of long-term debt or
preferred stock to meet ongoing capital spendingirements, replace maturing debt, and redeematebpreferred stock.

During the six months ended June2B0g, the Utility used cash in excess of amoua&siad for operations, debt service, capital
expenditures, and preferred stock requirementayagparterly common stock dividends.

Depending on the timing and amodrtapital expenditures and liquidity needs, PG&HEgration may use cash available after
capital expenditures and dividends to repurchaaeeshusing cash distributions received from thétitand cash available from option
exercises. PG&E Corporation anticipates that, tvemext five years, it may issue shares (possifsyugh a combination of employee plans
and direct issuance to the market) and contritheggtoceeds to the Utility, to fund capital expémetis in years of higher capital expenditu
while it may repurchase shares in years with logegital expenditures. Over the five-year periodsthshare issuances and repurchases are
expected to approximately offset each other andtrésno net issuance of equity.

Dividends

On April 17, 2006, PG&E Corporatipaid a common stock dividend of $0.33 per sharapproximately $114 million total, to
shareholders of record on March 31, 2006. On Feprig, 2006, the Utility paid a common stock dividen the aggregate amount of $124
million, which is consistent with the dividend tatgApproximately $115 million of the common statikidend was paid to PG&E
Corporation and the remainder was paid to PG&E gkl LLC, a wholly owned subsidiary of the Utility

On June 21, 2006, the Board of Doexof PG&E Corporation declared a common stowidénd of $0.33 per share, or
approximately $115 million total, payable on Ju$; 2006 to shareholders of record on July 3, 2@¥6June 22, 2006, the Utility paid a
common stock dividend in the aggregate amount 8#$tillion, which is consistent with the divideratget. Approximately $115 million of
the common stock dividend was paid to PG&E Corponadnd the remainder was paid to PG&E HoldingsCLPG&E Corporation and the
Utility recorded common stock dividends declaredR&nvested Earnings.

On February 15 and May 15, 2006 ,Utikty paid a cash dividend on various seriest®preferred stock, totaling approximately $7
million. On June 21, 2006, the Board of Directoirshe Utility declared a cash dividend on varioasies of its preferred stock payable on
August 15, 2006, to shareholders of record on 3jy2006.

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 ASRunder which PG&E Corporation repurchased and 650,300 shares of its outstanding common yiwak
terminated in accordance with its terms as a regwtdeclaration of the PG&E Corporation commatktdividend payable on April 15,
2006. In connection with the termination, on Ma8&dh 2006, PG&E Corporation paid GS&Co. approxima&d8 million (net of amounts
payable by GS&Co. to PG&E Corporation), includingrce adjustment based on the average of the dailyne weighted average price, or
VWAP, of PG&E Corporation common stock from Novemi&, 2005 through March 28, 2006.

On March 28, 2006, PG&E Corporatimtered into a new share forward agreement with G&&o complete the ASR. The March
28, 2006 share forward agreement was terminataddardance with its terms on June 8, 2006. In cciorewith the termination, on June !
2006, PG&E Corporation paid GS&Co. approximatel$ $illion (net of amounts payable by GS&Co. to PGR&rporation), including a
price adjustment based on the difference betwedtv$3der share, and the average of the VWAP of PG&BEporation common stock from
March 29, 2006 through June 8, 2006. PG&E Corpandtias no remaining obligation under the ASR.

For further discussion, see Notd the Notes to the Condensed Consolidated FinaSt&kements.

Utility

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

The Utility's cash flows from openaf activities for the six months ended June 3@&&nd 2005 were as follows:

Six Months Ended
(in millions) June 30,

2006 2005

Net income $ 44 3 49¢
Non-cash (income) expenses:
Depreciation, amortization, decommissioning alowance for equity funds used during

construction 867 83¢
Deferred income taxes and tax credits, net 73 (1093
Other deferred charges and noncurrent liakslitie 152 (83
Gain on sale of assets (15) QD
Change in accounts receivable 373 56
Change in accrued taxes (110 18¢
Change in regulatory balancing accounts, net 18 56&
Other changes in operating assets and liabilities (297) (35€)
Net cash provided by operating activities $ 151C $ 1,60¢

Net cash provided by operating diitis decreased by approximately $94 million duting six months ended June 30, 2006
compared to the same period in 2005. This is pilyndue to payments in 2006 of approximately $320iom for litigation settlements,
including the Chromium Litigation settlement agresin

The above decrease was offset byabeipt of cash proceeds associated with settlenvath energy suppliers of approximately
$273 million during the six months ended June 8062(see Note 11 of the Notes to the Condenseddlidated 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, Jgrtbewsugh March 2006. The Utility issued approxigtai$42 million in rebates to custom
from March through June 2006. As a result, theityd cash inflows are lower for the three monthsled June 30, 2006 as compared to the
three months ended June 30, 2005. The Utility besvered these rebates through rates during Apalgh July 2006.

I nvesting Activities

The Utility's investing activitiesmsist of construction of new and replacement itgesl necessary to deliver safe and reliable
electricity and natural gas services to its custsm@ash flows from operating activities have bgefficient to fund the Utility's capital
expenditure requirements during the six months @éddaee 30, 2006 and 2005. Year-to-year varianggsradeupon the amount and type of
construction activities, which can be influencedsbyrms and other factors.

The Utility's cash flows from invig} activities for the six months ended June 3@628nd 2005 were as follows:

Six Months Ended

(in millions) June 30,

2006 2005
Capital expenditures $ (1,27¢) $ (803
Net proceeds from sale of ass 7 17
Decrease in restricted cash 48 321

Proceeds from nuclear decommissioning trust sales 757 2,00¢



Purchases of nuclear decommissioning trust invagsne (799 (2,039
Other investing activities - 42

57




Net cash used in investing activities $ (1,165 $ (459

Net cash used by investing actisitiecreased by approximately $712 million primadlye to an increase in capital expenditures of
approximately $375 million for the six months endeahe 30, 2006. The Utility estimates that in thhpugh December of 2006 it will invest
an additional $1.4 billion in plant and equipmesed “Capital Expenditures” section in this MD&A frther discussion). In addition, the
decrease in restricted cash was approximately $#i8n greater in the six months ended June 3052¢han in the same period in 2006 due
to more releases of escrow funds related to supgditlements.

Financing Activities
The Utility's cash flows from finang activities for the six months ended June 3@&&nd 2005 were as follows:

Six Months Ended

(in millions) June 30,
2006 2005

Borrowings under accounts receivable facility $ 50 $ >
Repayments under working capital facility and acteueceivable facility (310 (300
Borrowings under commercial paper facility, net 213 -
Proceeds from issuance of long-term debt - 451
Net proceeds from energy recovery bonds ist - 1,87¢
Long-term debt, matured, redeemed or repurchased - (1,359
Rate reduction bonds matured (141 (141
Energy recovery bonds matured (130 (14
Common stock dividends paid (230 (220
Preferred stock dividends paid @) (8)
Preferred stock with mandatory redemption provisimdeemed - (122
Common stock repurchased - (960)
Other financing activities (89) -

Net cash used in financing activities $ (643 $ (794)

For the six months ended June 30620et cash used in financing activities decreaseabproximately $151 million compared to
the same period in 2005, primarily due to the follyg factors:

. The Utility had net borrowings of $213 million cbmmercial paper, with no similar amount in 2005;

. In May 2005, the Utility entered into seven loamesgnents with the California Infrastructure and iaraic Development Bank
under which the Utility borrowed $451 million furdiey the bank’s issuance of Pollution Control BoBesies A-G with no similar
borrowing in 2006;

. In February 2005, PERF issued approximately $1l@biof ERBs with no similar issuance in 2006.March 2005, the Utility use
proceeds from the issuance of ERBs to repurcha@ $dllion of its common stock from PG&E Corporatjawvith no similar
repurchase in 2006;

. Approximately $130 million of ERBs matured in thisf and second quarters of 2006, with no similaturities in the first quarter
of 2005 and only $14 million of maturities in thecend quarter of 2005;

. During the six months ended June 30, 2005, thétytillly redeemed $122 million of preferred stoskth mandatory redemption
provisions, with no similar redemption in 2006; and
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. In January 2005, the Utility partially redeemeddfiog Rate First Mortgage Bonds due in 2006 inatgregate principal amount of
$300 million, and in February 2005, the Utility dse portion of the ERB proceeds to defease $60@mibf Floating Rate First
Mortgage Bonds. In April 2005, the Utility repaid3! million under certain reimbursement obligatitimet the Utility entered into
in April 2004, when its plan of reorganization un@@hapter 11 became effective. There were no simgldemptions and
repayments in 2006.

PG&E Corporation

As of June 30, 2006, PG&E Corpomatiad stand-alone cash and cash equivalents obdpmtely $256 million. PG&E
Corporation's sources of funds are dividends aadestepurchases from the Utility, issuance ofd@simon stock and external financing.

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 associatédits debt.

PG&E Corporation, on a stand aloasid) did not have any material operating activiteg the six months ended June 30, 2006 and
2005.

I nvesting Activities

PG&E Corporation, on a stand albasis, did not have any material investing actsifior the six months ended June 30, 2006 and
2005.

Financing Activities

PG&E Corporation's consolidated cimlvs from financing activities consist mainly cdish generated from debt financing, issuance
of common stock, and the payment of dividends.

PG&E Corporation's consolidated cmlvs from financing activities for the six monteaded June 30, 2006 and 2005 were as
follows:

Six Months Ended

(in millions) June 30,
2006 2005

Borrowings under accounts receivable facility $ 50 $ >
Repayments under working capital facility and acteueceivable facility (310 (300
Borrowings under commercial paper facility, net 213 -
Net proceeds from issuance of energy recovery b - 1,87¢
Proceeds from issuance of long-term debt - 451
Long-term debt matured, redeemed or repurchased - (1,356
Rate reduction bonds matured (141 (141
Energy recovery bonds matured (130 (14)
Preferred stock with mandatory redemption provisimdeemed - (122
Common stock issued 77 19C
Common stock repurchased (119 (1,065
Common stock dividends paid (22¢) (111
Other (84) (14)

Net cash used by financing activities $ (667) $ (60€)

For the six months ended June 30, 2006 PG&E Catipats.consolidated net cash used by financingyitiets increased by
approximately $59 million, compared to the sameéaqgkin 2005, primarily due to the following factoester consideration of the Utility's ce



flows from financing activities:
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. In 2006, PG&E Corporation paid approximately $228iom in common stock dividends related to thertbuguarter of 2005 and
the first quarter of 2006. In comparison, PG&E Qwgtion’s payment of common stock dividends in 26€l&ted only to the first
quarter of 2005; and

. In March 2005, PG&E Corporation repurchased appnakely 29.5 million shares of PG&E common stockemah ASR
arrangement at an initial price of approximatelyl$illion (the Utility's repurchase of its commsiock from PG&E Corporation
totaling $960 million in March 2005 was eliminatedconsolidation). There was no similar share repase in 2006; however,
PG&E Corporation paid certain additional paymeritagproximately $114 million to GS&Co., as requingtder the share forward
agreement related to the ASR.

CONTRACTUAL COMMITMENTS

PG&E Corporation and the Utilityteninto 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 capacigyural gas and electricity to support customer dehend the purchase of fuel and
transportation to support the Utility's generatémtivities. Refer to Notes 4 and 11 in the NotethéeoCondensed Consolidated Financial
Statements and the 2005 Annual Report for furtimaugdsion.

Utility

The Utility's contractual commitmeimiclude power purchase agreements (includingeageats with QFs, irrigation districts and
water agencies, and renewable energy providers)ralgas supply and transportation agreementdeaufuel agreements, operating leases,
and other commitments (see the section entitledjtiReory Matters - Electricity Generation Resoutdedow for a discussion of new power
purchase agreements the Utility has entered irattkie Utility has submitted to the CPUC for ap@ipv

CAPITAL EXPENDITURES

The Utility estimates that in B0®will invest $2.5 billion in plant and equipmemnesulting in a projected weighted average
rate base of $15.9 billion for the year ended Ddimm31, 2006. Over the next five years (2006 thiho2@10), the Utility expects to incur
capital expenditures relating to investments tolament an AMI; the acquisition and development 688 MW power plant known &Sontra
Costa Unit 8; and, subject to regulatory approwditastructure improvements. In addition, the Wilinay incur capital expenditures related to
potential investments associated with new generatsources that have not yet been approved b@Rtu#C, as discussed below under
“Regulatory Matters - Electricity Generation Resmasg .”

Advanced Metering I nfrastructure

On July 20, 2006, the CPUC issued a decision ajipgdtie Utility’s application to install an AMI forirtually all of the Utility's
electric and gas customers. The Ultility planstast installing the advanced meters system widbdrfourth quarter of 2006 and to complete
installation in 2011.

The CPUC authorized the Utility to recover the 1bilion estimated AMI project cost, including astimated capital cost of $1.4
billion. The $1.74 billion amount includes $1.68ibh for project costs and approximately $54.8limil for costs related to marketing the
new critical peak pricing rate option describedbelln addition, the Utility is authorized to re@\n rates 90% of up to $100 million in
costs that exceed $1.68 billion without a reasaTadss review. The remaining 10% will not be recablkerin rates. If additional costs exceed
the $100 million threshold, the Utility may requestovery of the additional costs, subject to @oseableness review.

The CPUC also approved the Utility’s proposal tieotustomers a new voluntary billing option caltgdtical peak pricing, or CPP,
under which customers will be able to take advantzgelectricity prices that vary by day and hqatentially reducing their bills by shifting
their energy use away from critical peak periodssBifting energy demand away from critical peakiqus, the Utility anticipates that it
would need to purchase less power for critical peariods.

The CPUC'’s decision allows the Utility to establggparate electric and gas balancing accountstod¢he revenue requirements
associated with the costs and forecast benefasako AMI. The Utility will record the revenue
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requirement as costs are incurred over the infitall@eriod. As new meters are activated, the tytiiill record the amount of the
forecasted electric and gas operational benefitsngter. The CPUC accepted the Utility’s forecdstlectric and gas operational benefits to
be achieved by AMI. These ratemaking mechanismigeritain in place at least until the Utility’s neggtneral rate case, expected to occur for
test year 2010 or later. The Utility plans to file advice letter within 30 days of the CPUC’s Rfydecision to implement the Utility’s rate
proposals to collect the revenue requirement aptadan the decision. The advice letter will beseffve upon CPUC approval.

As previously disclosed, the Utility expects thppeoximately 89% of AMI costs will be offset by theticipated operational savings
and efficiencies resulting from AMI over the 20-y@aoject life. The Utility expects to achieve atiloial cost savings resulting from reduced
demand as customers choose the CPP billing option.

PG&E Corporation and the Utility cannot guarantee éxtent to which the anticipated benefits and sagings of the AMI project
will be realized.

Diablo Canyon Steam Generator Replacement Project

In November 2005, the CPUC apprawedUtility’s steam generator replacement projeciSGRP, to replace the steam generators
at the two nuclear operating units at Diablo Canyidre Utility plans to replace Unit 2's steam getans in 2008 and replace Unit 1's steam
generators in 2009. Because the fabrication of steam generators requires a long lead-time, in Au2004, the Utility entered into
contracts with Westinghouse Electric Company LLCWestinghouse, for the design, fabrication andvde} of eight steam generators.
Under the contracts, the Utility must pay Westinggefor all work done and a pro-rated profit uph® time the performance under the
contracts is completed or the contracts are te@ihd he contracts require progress payments é@mith actual expenditures for materials
and work completed over the life of the contracts.

As of June 30, 2006, the Utility hiadurred approximately $112 million in connectioith the SGRP under various construction
installation contracts that the Utility has executBased on updated estimates of the cost to céenile SGRP, the Utility estimates that it
will spend an additional $517 million to complele tSGRP through 2009.

To implement the SGRP, the Utiliéguires two permits from San Luis Obispo Countgoaditional use permit to store the old
generators on-site at Diablo Canyon and a coastaldpment permit to build temporary structureBiablo Canyon to house the new
generators as they are prepared for installatiom public hearing on January 12, 2006, the Saa Ohispo County Planning Commission
denied approval of both permits. The Utility apgelihe denials to the Board of Supervisors of S#re Obispo County at a public hearing
March 7, 2006, and both permits were approved. @neW20, 2006, the Mothers for Peace, along wighhnta Lucia Chapter of the Sierra
Club, appealed the Board of Supervisors’ approfhbth permits to the California Coastal Commissibne Utility expects that the Coastal
Commission will issue a decision on the appeaheyend of 2006. If the Utility’s SGRP is delayetk tJtility could incur additional costs to
operate and maintain the old steam generatorsthatilcan be replaced. If the Utility is ultimatelgable to replace the steam generators, the
Utility would be required to cease operations alild Canyon and procure power from other sourcesnwvihie generators were no longer
operable in conformance with operating standards.

OFF-BALANCE SHEET ARRANGEMENTS

For financing and other businesppses, PG&E Corporation and the Utility utilizetaén 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 tdeeR&hE Corporation or the Utility 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 arsl Tansmission, Inc., or NEGT, indemnity obligaspeee the 2005 Annual Report and
Notes 4, 5 and 11 of the Notes to the Condenseddlidated Financial Statemen

CONTINGENCIES

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

REGULATORY MATTERS
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This section of MD&A discusses deyghents 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 applicatiomciuded a request for approval of pension contigimstof $345 million per year in 2007, 2008
and 2009, and an associated annual revenue requiterh$216 million to fund the portion of each yegension contribution attributable to
the Ultility’s distribution and generation businesse December 2005, the CPUC approved, in pagtUtility’s July 2005 petition, giving the
Utility permission to file an application for a p@an contribution in 2006 and to begin collectihg tequested revenue requirement through
rates effective January 1, 2006, subject to ref@mdMarch 8, 2006, the Utility requested that tHUC approve a proposed pension
settlement reached among the Utility, the CPUC'AlARd the Coalition of California Utility EmployeeEhe settlement provided for an
annual pension-related revenue requirement of $ili®@mattributable to distribution and generatioperations in 2007, 2008 and 2009 (see
the “Defined Benefit Pension Plan Contributionsttgan of “Regulatory Matters” for further informati regarding the 2006 pension
contribution settlement). On June 15, 2006, the CRipproved the settlement.

On April 14, 2006, the DRA submittedtimony recommending that the Utility’s 2007 eBue requirements be set at a level of
approximately $20 million lower than existing 2086thorized amounts. The DRA’s submission of testiynis part of the regular process in
every GRC proceeding. The Utility’s current reqeesincrease in electric and gas service revenuereggents for 2007 is $359 million and
$35 million, respectively, over the authorized 208%enue requirements. The Utility’s current requetower than its original December 2,
2005 request because it reflects increases in titig/\d authorized 2006 revenue requirements thetame effective on January 1, 2006,
including $155 million that the CPUC authorized thidity to collect to fund a 2006 pension contrilon , as discussed in the previous
paragraph. In accordance with the settlement agreediscussed in the previous paragraph, the Yél#o has lowered its original request
an annual revenue requirement to fund a pensiotribation in 2007, 2008 and 2009. Further, theitytihas adjusted its request to reflect
testimony filed in the proceeding subsequent tootinginal application. As a result of the lower amts requested for 2007 and other
revisions, the Utility’s current request for aitit increases are approximately $143 million fod@nd $141 million for 2009, which are net
of cost savings that the Utility estimates willukdrom the implementation of various initiativesimprove the Utility’s business processes
and systems.

The DRA’s recommended net reductipB007 revenue requirements from the existing 28@6orized amounts is comprised of a
recommended $17 million increase in electric reesrguirements offset by a recommended $37 mitliecrease in gas revenue
requirements. The DRA’s recommended 2007 electritgas revenue requirement reflects approxima@byrfiillion of differences in the
Utility’s and the DRA's estimates for depreciatiexpenses. Among other assumptions as to future wdsch 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 projectiedts application. The DRA assumes that the WYtditaverage annual capital expenditures for
electric and gas distribution, and existing eleageneration over the 2007 through 2009 period Javba $1.4 billion, as compared to the
Utility’s projection of average annual capital ergéures of $1.8 billion over the same period. @d@xpenditures related to the GRC do not
include projected capital spending related to thd Aroject, electric transmission, or proposed rg@meration resources. In addition, the
DRA recommended attrition increases of $98 million2008 and $51 million for 2009.

As previously disclosed, due to utaiaty about savings to be realized from the impatation of the various initiatives that the
Utility is undertaking to improve its business pgeses and systems, the Utility proposed a shargahamism in its 2007 GRC application by
which shareholders and customers would share gqguadiny earnings over the amount needed to aclEarVROE on GRC rate base equal to
the then-authorized ROE plus 50 basis points. Ttiléys customers would receive 100% of the eagsiover the amount needed to achieve
an ROE equal to the then-authorized ROE plus 38 pints. If the Utility's actual ROE were lekart an amount equal to the then-
authorized ROE minus 50 basis points, shareholt@scustomers would share the shortfall equally.

The DRA recommended a sharing mashaby which the Utility’s shareholders would reail00% of the earnings over the
amount needed to achieve an ROE on GRC rate baséteghe therauthorized ROE, up to 50 basis points. Customerddu@ceive 75% c
the earnings over the amount needed to achievithé¢meauthorized ROE plus 50 basis points. Shareholdetsastomers would share equi
in any earnings over the amount needed to achieVRGE equal to the then-authorized ROE plus 15 pasnts. If the Utility's actual ROE
were less than an amount equal to the then-auttbROE, shareholders would bear 100% of the easrghgrtfall.
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The following table summarizes thdity’s proposed sharing mechanism based on thikyk 2006 authorized ROE of 11.35%:

ROE Customer Shareholder

Below 10.85% 50% 50%
10.85% - 11.85% 0% 10(%
11.86% - 14.35% 50% 50%
Above 14.35% 10C% 0%

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

ROE:

ROE Customer Shareholder
Below 11.35% 0% 10(%
11.35% - 11.85% 0% 10(%
11.86% - 12.85% 75% 25%
Above 12.85% 50% 50%

On April 28, 2006, additional pastigncluding TURN, submitted testimony in the Wyils 2007 GRC proceeding. TURN'’s
testimony recommends forecasts of certain costsitdnat differ from those the Utility included irs iforecasts. In general, TURN has adopted
the DRA’s recommendations. The Utility estimatest f(hURN’s recommendations would result in reveraguirements that are
approximately $230 million lower than the amourdammended by the DRA, including a recommended drdepeciation expense that
would be approximately $194 million less than thawal depreciation expense recommended by the DRA.

The CPUC’s 2007 GRC schedule provides for a fimgigsion by December 14, 2006 on all issues extepptoposed customer
service performance incentive mechanism, for whickecision is expected in April 2007. The Utilitgshbeen engaged in confidential
settlement discussions with the DRA to resolvésallies in the proceeding. To accommodate contirgettitement discussions, the GRC
schedule has been revised. If a proposed settlemgeaément is reached, the revised schedule pothde a settlement conference would be
held on August 16, 2006, followed by a motion tpraye any proposed settlement agreement that visufded on August 21, 2006. PG&E
Corporation and the Utility are unable to predittather a settlement agreement will be reachedfamddttlement agreement is reached,
whether it will be approved by the CPUC.

Electricity Generation Resources

California legislation allows thelf@rnia investor-owned utilities to recover the@rasonably incurred wholesale electricity
procurement costs. The legislation’s mandatory adfastment 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\&#pired on January 1, 2006. In December 2004, imaying the California investor-
owned utilities’ long-term procurement plans, tHelWC decided it would continue the mandatory rajasachent mechanism for the length of
a utility’s resource commitment or ten years, whiodr is longer.

In the first two quarters of 208 Utility filed applications with the CPUC reqtieg approval of power purchase agreements, as
described below. These power purchase agreemenésawanged to secure new generation resourcesandance with the Utility’s long-
term electricity procurement plan, to meet theitytd resource adequacy requirement, and to meettility’s renewable energy
requirements. The Utility has requested that theflCRpprove these power purchase agreements, walictoicfixed payments totaling
approximately $5.3 billion over the terms of thexttacts. The Utility has requested that these caisg with other variable costs, be
recovered through the Energy Resource Recoveryutcin addition, as described below, the Utiligstexecuted agreements for new
Utility-owned generation resources which have élsen submitted to the CPUC for approval.

New Lon+Term Generation Resource Commitments

As discussed above, as a resuliefltility's request for offers for long-term geagon resources, in April 2006 the Utility filed an
application with the CPUC requesting approval afrfpower purchase agreements, a letter of intent to
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enter into a fifth power purchase agreement, amdagreements providing for the construction of gatien facilities to be owned and
operated by the Utility. The four power purchaseeagients that have already been executed wouldderapproximately 800 MW of
capacity with terms from 15 to 20 years. The letfeéntent, entered into with an affiliate of Calpi Corporation, provides that a 10-year
power purchase agreement relating to 601 MW of dpevould be executed upon satisfaction of cerfaiancial conditions, including that
the associated Calpine affiliate emerges from hastky or transfers the project site to a bankrupéeyote entity. If these conditions are not
satisfied by October 2006, the letter of intent ¥efminate. Under the power purchase agreemdrmadJtility would provide the fuel and in
return receive the capacity, energy, and all prtxlgenerated by the new facilities that would b@esdvand operated by other parties.
Assuming CPUC approval, some of the executed ppwarthase agreements would be potentially accodotesb capital lease obligations.

One of the two agreements for Utility-owned gerieratalls for the development and construction 66& MW power plant. The
other agreement calls for the construction of a &8 power plant at the Utility’s Humboldt Bay faitjl.

Assuming the CPUC approves the agreements ang@ehaitting and construction schedules are metnéve generation resources
are anticipated to begin delivering power to thd during the 2009 through 2010 time-frame. Thditytanticipates that the CPUC will issue
its decision on the Utility’s application by theckaf the year.

In addition, as discussed in Note 11 of the Natethé Condensed Consolidated Financial Statemguntsyant to the Utility’s
settlement with Mirant Corporation and certaintefsubsidiaries, or Mirant, on June 15, 2006, tR&JC approved the Utility’s agreement
with Mirant to acquire and complete the Contra @dstit 8, a 530 MW power plant, subject to cer@onditions.

The Utility’s 2004 long-term procurement plan inalies that the Utility has a long-term generaticouece 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 procurent plan 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 fgaand 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 Gailif.

Cost Recovery for New Generation Resources

In December 2004, in approving the California inee®wned utilities’ long-term procurement plartse 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 ten years from the dateyoirg a power purchase agreement or the daterofr@rcial operation of a utility-owned
power plant or the life of the contract, whicheigless. The CPUC also decided that the utilitresutd be allowed to justify a cost recovery
period longer than ten years on a case-by-cass.basiddition, the California legislature has atiédsssembly Bill 380 to the Public Utilities
Code, allowing the CPUC to authorize a non-bypdeszliarge under certain conditions, without spéoegian end date. In approving the
Contra Costa Unit 8 acquisition, the CPUC authatittee Utility to collect a non-bypassable chargerdlO years, rather than over thirty years
as requested by the Utility (as described abowe}slapplication for approval of the new agreerm¢atmeet the Utility’s longerm generatio
resource needs, the Utility requested that the CBpJZove the Utility’s recovery of a non-bypassatilarge for each commitment over the
term of each power purchase agreement or expétgenf kach Utility-owned generation project, aplagable.

In July 2006, the CPUC issued a decision desiggdltia California investor-owned utilities as resgibfe for procuring new
generation in California. For new generation pusgltfrom third parties under power purchase agretanthe utilities may elect to allocate
the net capacity costs (i.e., contract price l@ssgy revenues) to all “benefiting customers” ia thilities’ service territory, including direct
access customers and community choice aggregaigioroers. If a utility elects to use this costediiton method, the net capacity costs are
allocated for the term of the contract or 10 yeatsichever is less, starting on the date the naveigion unit comes on line. If a utility elects
to use this cost allocation mechanism, it mustauderd-party independent evaluator to overseetmpetitive RFO that produces a contract
subject to this cost allocation mechanism. Oncectindract is selected through the RFO, an indepdralaluator must then administer an
auction for the energy rights to the contract taimize the net capacity costs that would be sultgeatlocation. If no bids are accepted for
energy rights, the utility would dispatch the eneagd value the energy at spot market prices fopgaes of determining the net capacity
costs to be allocated until the next periodic aurctSpecific implementation details for the eneiigirts auction will be addressed in the
utilities’ long-term procurement plans, to be sutted later this year.
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The utilities’ owned generation resource costs Wadt be eligible for recovery under this cost @ditton mechanism. As discussed
above, these costs would only be eligible for recg¥rom the utilities’ bundled electricity custorseand through a non-bypassable charge
imposed on departing customers. PG&E Corporatiahthe Utility are unable to predict whether the @PWill approve the agreements
submitted by the Utility for approval and which taflocation mechanisms would be applicable.

Resource Adequat

In October 2005, the CPUC issueé@sion that sets forth numerous rules in furtheeasf 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 determineghieattility has not met the requirements in a paitr year, the Utility could be subject
penalties in an amount determined by the CPUC éoralance with the new penalty provision.

In order to meet part of its resource adequacyireauents, in the first quarter of 2006, the Utiligquested that the CPUC approve a
tolling agreement with Duke Energy Marketing Amartbat represents approximately 1,500 MW of capdoitthe next four years . The
CPUC approved the request in July 2006; theretbig tolling agreement would contribute to the iflitfent of the Utility’s 2007 to 2010
resource adequacy requirements. In August 2008/titiy requested CPUC approval of a tolling agresnt with Mirant Delta, LLC for
capacity of 1,985 MW that would contribute to tidfifiment of the Utility’s 2008 to 2011 resourcdequacy requirements.

Renewable Energy Contrac

California law established the Reablgs Portfolio Standard (RPS) Program, which megutach California retail seller of
electricity, except for municipal utilities, to irease its purchases of eligible renewable energh(as biomass, small hydro, wind, solar and
geothermal energy) by at least 1% of its retagsgler year, the annual procurement target, sahteamount of electricity purchased from
eligible renewable resources equals at least 20i¥% tital retail sales by the end of 2017. The CHias accelerated the deadline for the 20%
goal to 2010 as a matter of policy.

In response to the Utility’s 2004isitation to enter into contracts with renewabiergy providers to meet the Utility’s annual
procurement target the Utility entered into a 2@fyeontract for up to 120 MW of annual capacity ethivas submitted to the CPUC for
approval in May 2006. The 2004 solicitation restlite five signed contracts constituting approxinhag of annual retail sales. The Utility
also has requested that the CPUC approve fiveaxistfrom the Utility’s 2005 solicitation constiitu approximately 2.5% of annual retalil
sales. A CPUC decision on these six contractspse®d in the third or fourth quarter of 2006. T?feUC also authorized the Utility to begin
its 2006 solicitation. The Utility issued its 2086licitation on June 30, 2006.

Currently, power from eligible reredvle energy resources comprises approximately fabedJtility’s retail sales. Although the
Utility expects it will achieve the 20% target thigh signed contracts by 2010, actual deliveriegonéwable power may not comprise 20% of
its bundled retail sales by 2010 due to such fadsrthe time required to construct the new geinerédcilities and/or needed transmission
capacity. Failure to satisfy the annual procurent@mfets may result in a penalty of five centskWh, with an annual penalty cap of $25
million. Failure to meet the 20% renewable procugahobligation by 2010 may result in additional giées.

The CPUC has adopted a procedure to enable tliteeattb recover the cost of electric transmissiod distribution facilities
necessary to interconnect renewable energy resoifrtedse costs cannot be recovered in federapraved rates. In 2006, the Utility will
continue to plan for and begin implementation aiaas transmission projects to improve accessriewable energy resources, among other
purposes.

Qualifying Facility Power Purchase Agreements

The CPUC is considering variousgyoand pricing issues related to power purchasau 1QFs in several rulemaking proceedings.
It is expected that a proposed decision addreskoge issues will be issued soon. In April 20086, thility and the Independent Energy
Producers on behalf of certain QFs entered ingttiement agreement to resolve these issues ictgp®f how the CPUC ultimately
resolves these issues. The settlement agreemeiitaggettling QFs to enter into an amendment @if #xisting contracts with the Utility to
reduce the Utility’s energy payments and to essabdi new five-year fixed pricing option for nonumatl gas-fired QFs. On July 20, 2006, the
CPUC approved the settlement
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agreement and amendments relating to 121 QFs seagirg 52% of the Utility’s 2004 QF energy deliest The settlement agreement also
resolves certain energy crisis claims among thityJéind the settling QFs that are pending in aeapt®PUC proceeding. The settlement
agreement and the amendments will become effeaftee the CPUC decision becomes final and non-dppkaon August 21, 2006,
assuming no application for rehearing is filed hgttdate.

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. On May 19, 2006, theRkEapproved a settlement that provides the Ugityannual transmission revenue
requirement of $606 million, an increase of appmadely $87 million over previously authorized reteansmission rates, effective March 1,
2006.

On August 1, 2006, the Utility fileah application with the FERC requesting an antraakmission revenue requirement of
approximately $719 million, effective October 1080 The proposed rates represent an increase ohapmtely $113 million over current
authorized rates. PG&E Corporation and the Utditg unable to predict what amount of revenue requénts and the effective date the FE
will authorize, when a final decision will be reeed from the FERC, or the impact it will have orittresults of operations.

Scheduling Coordinator Costs

Before the Independent System Operat ISO, commenced operation in 1998, the Ythiad entered into several wholesale
electric transmission contracts with various gowegntal entities. After the ISO began operations,Ukility served as the SC with the 1ISO
these existing wholesale transmission customersT@s. The I1SO billed the Utility for providing ¢am services associated with this
scheduling. These ISO charges are referred to@ctSts." The SC costs were initially tracked in the transiois revenue balancing accot
or TRBA, in order to recover the SC costs fromitetad new wholesale transmission customers, o &0ff customers.

In 1999, a FERC administrative lage, or ALJ, ruled that the Utility could not reeo the SC costs through the TRBA and ins
should seek to recover the SC Costs from the ETRs Utility appealed this ruling. In January 200®& FERC accepted a filing by the Util
to establish the Scheduling Coordinator Service§Q@S, Tariff, to serve as an alternative mechari@mecovery of the SC costs from the
ETCs in case the Utility’s appeal was unsuccessidlthe Utility was ultimately unable to recoveesh costs in the TRBA . In August 2002,
the FERC affirmed the ALJ’s 1999 ruling that thélitt should refund to TO Tariff customers the S@sts that the Utility had collected
through the TRBA. In the absence of an order froeRERC granting recovery of these costs througlRBA, the Utility removed the SC
costs from the TRBA and reflected the SC costasumts receivable under the SCS Tariff. The Wtdippealed the FERC's decision to the
U.S. Court of Appeals for the District of Columigarcuit, or D.C. Circuit. In June 2004, the Utilbegan billing the ETCs under the SCS
Tariff for SC charges retroactive to April 1, 1998the course of the SCS Tariff proceeding atRERC, the Utility entered into settlement
agreements with several ETCs under which the sgtBiTCs paid the Utility compromised amounts i $altisfaction of past due SC costs.
Most of the settlement agreements provided thiueifUtility’s pending appeal to the D.C. Circuitsvsuccessful the Utility would refund the
settlement amounts paid by the ETCs.

In July 2005, the D.C. Circuit isduen order finding that the Utility was not barfesim recovering the SC costs through the TRBA
and remanding the matter to the FERC for furthéipacin December 2005, the FERC issued an ordeclading that the Utility should
recover the SC costs through the TRBA mechanisthrough bilateral agreements with the ETCs, butdcaot recover the costs through the
SCS Tariff, and terminating the SCS Tariff procegdiOn May 22, 2006, the FERC issued an orderdurttarifying that the Utility could
recover through the TRBA all of the costs thatditifincurred as an SC and ordered the Utility tarrdfto the ETCs all amounts paid by the
ETCs to the Utility pursuant to the SCS Tariff. disJuly 31, 2006, the Utility had made refundstte ETCs pursuant to the FERC’s May
2006 order and the settlement agreements thatreebjéfunds to be made if the Utility’s appeal wascessful.

On April 4, 2006, the Utility fileain application with the FERC seeking approval ef$t09 million that the Utility recorded as SC
costs from April 1998 through September 30, 200§ether with interest of $47 million accrued ovtttime period. The Utility requested
that the FERC permit the Utility to recover thessts from TO Tariff customers over three and oreyears. On June 22, 2006, the Utility
filed additional information to supplement the apaftion as directed by the FERC. Unless the FERf@ests additional information, the
Utility expects a FERC order on the applicationdoefSeptember 1, 2006. The Utility also filed amied letter with the CPUC notifying the
CPUC that the Utility will seek to pass through gaetion of any FERC-approved SC costs that iscalide to the Utility’s retail electric
customers . In light of these events, in the gwanded June 30, 2006, the Utility’s net incommeased by approximately $22 million, or
$36 million pre-tax, reflecting the portion of S@sts determined to be probable of recovery thrabhghTRBA and the reversal of a
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reserve for SC costs under the SCS Tariff which teeminated by the FERC, offset by the SCS refundke ETCs.

The Utility cannot predict when aédl decision will be received from the FERC or @UC or what impact it will have. While
PG&E Corporation and the Utility believe that tHemate outcome of this matter will not have a miateadverse impact on PG&E
Corporation’s or the Utility’s financial conditioor future results of operations, the Utility’s metome could increase by approximately $40
million if the FERC ultimately approves for recoyell of the costs included in the April 4, 2006y and the CPUC approves the portion of
any FERC-approved SC costs that is allocable tdJthity’s retail electric customers.

Spent Nuclear Fuel Storage Proceedings

Under the Nuclear Waste Policy At1882, the U.S. Department of Energy, or DOEgeisponsible for the transportation,
permanent storage and disposal of spent nuclebatfidehigh-level radioactive waste. The Utility ts&gned a contract with the DOE to
provide for the disposal of spent nuclear fuel higth-level radioactive waste from the Utility's twiaclear power facilities at Diablo Canyon.
Under the Utility's contract with the DOE, if thedE completes a storage facility by 2010, the estriieat Diablo Canyon's spent fuel would
be accepted for storage or disposal is expectbd 2018. At the projected level of operation foal}o Canyon, the Utility's current facilities
are able to store on-site all spent fuel produbeaugh approximately 2010 for Unit 1 and 2011 fanitl2.

In March 2004, the Nuclear Regulatory CommissioM\BC, authorized the Utility to build an on-siteyactask storage facility to
store spent fuel. The license is effective for 2@rg, with an option to renew for another 20 yeader the applicable regulations. Several
interveners in that proceeding filed an appeahefMRC's decision with the U.S. Court of Appealstfie Ninth Circuit, or the Ninth Circuit,
on the grounds that the NRC should have considéesterrorist threat against the dry cask storaggity as part of the environmental review
under the National Environmental Policy Act or NEP@n June 2, 2006, the Ninth Circuit granted thgesl in part and ordered that the case
be remanded to the NRC for further consideratiothefterrorist threat issue as part of a suppleah®&NEPA assessment. Before issuing the
license in March 2004, the NRC reviewed the testdhireat issue as part of its safety and desigasament under the Atomic Energy Act and
that review was found to be sufficient by the Nifttincuit. Currently, the Utility is considering wtiner to request the Ninth Circuit to
reconsider its decision or to seek further reviéwhe Ninth Circuit's decision by the U.S. Supre@eurt.

In addition, some of the interveners in the caselited a request with the NRC seeking an injwrctio prevent the Utility from
loading used fuel in its on-site storage facilibtiithe NRC has completed its additional environtaéreview. The interveners also seek a
declaratory order from the NRC that if the Utilfiyoceeds with construction of the on-site storagdify prior to completion of the NRC's
additional environmental review, it does so atribk that a new permit may be denied or that it inaye to change the design and
construction of the facility in response to theiemvmental review. The Utility believes that prlegal precedent allows it to continue
construction of the on-site storage facility andiod fuel and commence operations of the facilityle the supplemental environmental
assessment is still pending at the NRC. On Jul2Q@6 the Utility filed a response at the NRC obijegto the intervener’s request for
injunctive and declaratory relief.

Construction of the on-site dry caslrage facility began in the third quarter of 2@Md is expected to be completed by 2008. In
November 2005, the NRC authorized the Utility tstall a temporary storage rack in each unit's exjstpent fuel storage pool that wol
permit the Utility to operate Unit 1 until 2010 abiehit 2 until 2011. The Utility anticipates thatwiould complete the installation of the
temporary storage racks by December 2006. If tliléys unable to complete the dry cask storagglitg, or if construction is delayed
beyond 2010, and if the Utility is otherwise unataléncrease its on-site storage capacity, it ssgae that the operation of Diablo Canyon
may have to be curtailed or halted as early as 2ittOrespect to Unit 1 and 2011 with respect tat@rand until such time as additional
spent fuel can be safely stored. If electricitynrir®iablo Canyon were unavailable, the Utility wolel required to purchase electricity from
other more expensive sources to meet its custordersand.

Defined Benefit Pension Plan Contribution

On June 16, 2006, the CPUC issugekision adopting a pension settlement among thigyUthe DRA, and the Coalition of
California Utility Employees that will allow the Uity to recover revenue requirements associatet amnual contributions to fund the
Utility’s pension plan from 2006 to 2009. The Uilwill fund a net pension contribution of $250 haih in 2006 and $153 million annually
for the years 2007, 2008 and 2009. On a projedcsbthese contributions will bring pension tpisin to fully funded status as of January 1,
2010 . The decision resolved the Utility’s applioatfor 2006 pension contribution funding as wallthe Utility’s separate request for pens
contribution funding for 2007, 2008 and 2009 madthe 2007 GRC application.
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For 2006, the decisianthorized $155 million revenue requirement attabie to its distribution and generation operatjiarsGRC
line of business, to fund a net pension contributd$250 million. Approximately $20 million of tH&250 million contribution relates to
revenue requirements for gas transmission andgepedectric transmission, and nuclear decommisgjpavhich have been or will be
addressed in other CPUC or FERC proceedings. Thaining 2006 contribution amount will be capitatizés a result of the CPUC’s final
decision approving the pension contribution setlehon June 16, 2006, the Utility made the 2006Gaized net pension contribution of $:
million on July 20, 2006.

The $155 million revenue requiremfant2006 that the Utility is currently collecting rates for its GRC line of business pursuant to
an earlier decision is no longer subject to refurat.2007, 2008 and 2009, the annual pension-relateenue requirement attributable to the
GRC line of business will decrease to approximasag million.

CPUC Proceeding Regarding Holding Companies and their Affiliates

On June 29, 2006, the CPUC issued an amendment@at@ber 2005 Order Instituting Rulemaking, or Qtidrallow the CPUC to
re-examine the relationship between California gypettilities and their parent holding companies affdiates in furtherance of the CPUC'’s
goals to ensure that Californgafegulated utilities meet their public serviceigdtions and that the utilities do not favor orasthise engage i
preferential treatment of their affiliates . In #m@ended OIR, the CPUC stated that it has amehe@estbpe and schedule of the original OIR
and requested public comment on the extent to wihiere should be future revisions to (1) the CPUGIss governing transactions and
relationships among the parent holding compantes;, titility subsidiaries, and other affiliatestbé parent holding companies, and (2) the
CPUC's requirements to report compensation pagkezutive officers and employees of regulatedtigtdjtheir holding companies, and th
affiliates in the western United States energy raarkn the amended OIR, the CPUC noted that tiggnad intent of its affiliate transaction
rules had not been fulfilled largely due to the muaus exceptions to the rules and to what the CBaSidered to be the utilities’ overly-
narrow interpretations of the rules. The CPUC’seslthe calls for opening and reply comments to leel fAugust 7 and 18, 2006,
respectively , draft rule revisions to be issuegliteek of September 5, 2006, a draft CPUC dectsitre issued October 10, 2006, and a final
decision to be voted on at the CPUC’s meeting thddé on November 9, 2006.

PG&E Corporation expects to vigorously oppose tigpéion by the CPUC of any new rules that wouldrietsthe functioning of the
holding company structure. PG&E Corporation arellthility cannot predict whether any rules that @UC may adopt will have a material
impact on their results of operations or financahdition.

Pending CPUC I nvestigation

In February 2005, the CPUC issuedliag opening an investigation into the Utilitydling and collection practices and credit
policies. The investigation was begun at the regok$he Utilities Reform Network, or TURN, aftdre CPUC's January 13, 2005 decision
that characterized the definition of “ billing errbin a revised Utility tariff to include delaydallls and Utility-caused estimated bills as being
consistent with “ existing CPUC policy, tariffs,carequirements. ” The Utility contends that priotthe CPUC’s January 13, 2005 decision, “
billing error " under the Utility's former tariffdid not encompass delayed bills or Utility-causstineated 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 @omsr Protection and Safety Division, or CPSD, aliRN submitted their reports to the
CPUC concluding that the Utility violated applicakriffs related to delayed and estimated billee TPSD recommended that the Utility
refund to customers $117 million, plus intereghatthree-month commercial paper interest rate alegedly was collected in violation of
the tariffs. TURN recommended that the Utility neflto customers $53 million, plus interest at tive¢-month commercial paper interest
rate, that allegedly was collected in violatiortiod tariffs. The two refunds are not additive. T?RSD also recommended that the Utility pay
fines of $6.75 million, while TURN recommends finaghe form of a $1 million contribution to Relitdr Energy Assistance through
Community Help. Both the CPSD and TURN recommeradl tefunds and fines be funded by shareholdefglayand July 2006, the CPSD
and TURN indicated they had reduced their recommeémdfund amounts to approximately $54 million &86 million, respectively, plus
interest at the three-month commercial paper istaete. A decision is expected from the CPUC leyethd of 2006.

If the CPUC finds that the Utilityolated applicable tariffs or the CPUC’s ordersules, the CPUC may seek to order the Utility to

refund any amounts collected in violation of tajfplus interest, to customers who paid such ansolmeddition, if the CPUC finds that the
Utility violated applicable tariffs or the CPUC’sd®rs or rules, the CPUC may seek to impose pesadti the Utility.
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PG&E Corporation and the Utility dot expect the outcome of this matter will haveaarial adverse effect on PG&E
Corporation’s or the Utility’s financial conditioor results of operations .

Energy Efficiency Rulemaking

On April 13, 2006, the CPUC issued an OIR to caomsabstablishing new energy efficiency policies prmgrams, including
mechanisms that would provide incentives or impmsaalties on the investor-owned utilities dependindhe extent to which the utilities
successfully implement their 2006-2008 energy ifficy programs. Initial proposals addressing tlcentive mechanism were filed by
various parties on June 16, 2006. Under the Utlityitial proposed incentive mechanism, 85% of le¢ present value of energy efficiency
programs (net benefits) would accrue to ratepayerd,15% would accrue to shareholders. The Utility proposed that it would begin
earning incentives when it reached 70% of the CRig@roved energy savings targets. Other parties pr@posed that the Utility begin
earning incentives only when the Utility reache® p@rcent of the CPUC-approved energy savingstsegel accrue earnings of only 1-3%
of the net benefits. All parties have proposed fiesafor poor performance in achieving the CPU&depted savings targets. The Utility has
proposed that if it achieves less than 40% of #vings targets, and ratepayer benefits fall shicthe Utility’s expenditures, the Utility would
provide ratepayers that shortfall. Other partiegeharoposed penalties which would be imposed ititikty achieves less than 90% of the
CPUC's savings targets. It is anticipated that@R&JC will issue a final decision on the adoptioragthareholder incentive/penalty
mechanism in late 2006 or in early 2007. Actualshalder incentives or penalties may not be redlipe several years, depending upon the
final adopted mechanism. In addition to proposedhaaisms for shareholder incentives or penaltiggrassues to be considered include
evaluation, measurement and verification the Wtilienergy efficiency implementation results; eyeagd water savings; and planning for
energy efficiency programs to be implemented in22011. PG&E Corporation and the Utility are unaol@redict what rules and policies
the CPUC may ultimately adopt and what impact thapéed shareholder incentive/penalty mechanismimaag on their financial condition
and results of operations.

Cost of Capital

On July 14, 2006, a proposed decision was issuecbftsideration by the CPUC that recommends thecappof the Utility’s
request that the requirement for the Utility te fil 2007 cost of capital application be waivedead the proposed decision recommends that
the Ultility be required to file a cost of capit@mication in 2007 for the 2008 test year. Theityté currently authorized cost of capital on its
assets that are subject to CPUC regulation willaierm effect until changed by a future CPUC dexisiThe proposed decision also
recommended that the CPUC open an investigatiaddoess the cost of capital models used by the CBléGtimate the cost of capital.

PG&E Corporation and the Utility cannot predict whe the proposed decision will be adopted by tR&JC.
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 affeettincome or cash flows. PG&E Corporation andUtility face market risk associated
with their operations, financing arrangements,nttagketplace 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 disousd PG&E Corporation’s market risks, see “Riskihhgement Activities” in the MD&A
section of the 2005 Annual Report. The followingaltbsures 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-atisk to measure the Utility's exposure to price aoldimetric risks that could impact revenues duehange
in market prices, customer demand and weather.evatirisk measures this exposure over a rollingnb2th forward period and assumes
the contract positions are held through expiratidris calculation is based on a 99% confidencel levieich means that there is a 1%
probability that the impact to revenues on a prebasis, over the rolling 12-month forward periadl] be at least as large as the reported
value-at-risk. Value-at-risk uses market data tangily the Utility’s price exposure. When marketalés not available the Utility uses
historical data or market proxies to extrapolatergguired market data. Value-at-risk as a measfypertfolio risk has several limitations,
including but not
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limited to, inadequate indication of the exposurextreme price movements and the use of histadii@ or market proxies may not
adequately capture portfolio risk.

The Utility's value-at-risk calculated under thethoelology described above was approximately $4lianiand $31 million at June
30, 2006 and December 31, 2005, respectively. THigytd high, low and average value-at-risk durithg six months ended June 30, 2006
was approximately $41 million, $22 million and $3dllion, respectively. The Utility's high, low araverage value-at-risk during the year
ended December 31, 2005 was approximately $43amjl$31 million and $36 million, respectively.

Convertible Subordinated Notes

As of June 30, 2006, PG&E Corpomatias outstanding $280 million of 9.50% ConvertiBléordinated Notes, or Convertible
Subordinated Notes, that are scheduled to matudeioa 30, 2010. Holders of the Convertible Subartéith Notes are entitled to receive
“pass-through dividends” at the same payout ragioaanmon shareholders with the number of sharesrdeted by dividing the principal
amount of the Convertible Subordinated Notes byctierersion price.

In accordance with SFAS No. 133,ctAunting for Derivative Instruments and Hedgingdiities, ” the dividend participation
rights component is considered to be an embeddédatee instrument and, therefore, must be biftedg€rom the Convertible Subordinated
Notes and recorded at fair value in PG&E Corporesi€ondensed Consolidated Financial Statemengndgis in the fair value a
recognized in PG&E Corporation's Condensed Cora@i Statements of Income as a non-operating egpariacome (included in Other
expense, net). At June 30, 2006 and December 85, #0e total estimated fair value of the dividgrdticipation rights component, on a pre-
tax basis, was approximately $86 million and $92iom, respectively, of which $23 million and $234lkn, respectively, is classified as a
current liability (in Current Liabilities - Othegnd $63 million and $70 million, respectively, lagsified as a noncurrent liability (in
Noncurrent Liabilities- Other).

Accelerated Share Repurchase

As discussed above under “ Liquidihd Financial Resources, ” on March 28, 2006%P&orporation entered into a new share
forward agreement with GS&Co. to complete the ABRder the new share forward agreement, PG&E Cotiporand GS&Co. were
required to make certain payments, including agpaidjustment with respect to the remaining 11,38bghares subject to the agreement
based on the difference between the specified fahwece of $34.75 per share and the average afailg VWAP from March 29, 2006
through June 8, 2006. On June 13, 2006, PG&E Catioor paid GS&Co. approximately $56 million as &pradjustment to settle the
arrangement. PG&E Corporation has no remaininggabtins under the ASR.

Interest Rate Risk

Interest rate risk sensitivity arsadyis used to measure interest rate risk by camgpetstimated changes in cash flows as a result of
assumed changes in market interest rates. At Juri2086, if interest rates changed by 1% for alient variable rate debt issued by PG&E
Corporation and the Utility, the change would afffieet income by an immaterial amount, based owvagable 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 esmand 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 appiboais 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;



70




. Asset Retirement Obligations;
. Income Taxes; and

. Pension and Other Postretirement Benefits.

For the period ended June 30, 20@8¢ were no changes in the methodology for coimgutitical accounting estimates, no
additional accounting estimates met the standamdsritical accounting policies, and there weramaterial changes to the important
assumptions underlying the critical accountingneates.

NEW ACCOUNTING POLICIES

In December 2004, the Financial &wtting Standards Board, or FASB, issued SFAS [98.(levised December 2004), “Share-
Based Payment,” or SFAS No. 123R. SFAS No. 123Riresg that the cost of all share-based paymensaicions be recognized in the
financial statements and establishes a fair-valaasurement objective in determining the value ohaosts.

Effective January 1, 2006, PG&E tmation and the Utility adopted the fair valueaguition provisions of SFAS No. 123R. The
impact of adopting SFAS No. 123R is disclosed ineNband Note 8 to the Condensed Consolidated EimlaBtatements. See Note 2 for
additional new accounting policies.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Refer to Note 2 in the Notes to @mndensed Consolidated Financial Statements fardudiscussion.
ADDITIONAL SECURITY MEASURES

Various federal regulatory agentiage issued guidance and the NRC has issued gatgrgling additional security measures to be
taken at various facilities, including generatiaxifities, transmission substations and naturaligassportation facilities. The guidance anc
orders require additional capital investment armiléased operating costs. However, neither PG&E @atjpn nor the Utility believes that
these costs will have a material impact on theiariicial condition 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, éMseand regulations may require
PG&E Corporation and the Utility to remove thosestances or to remedy effects on the environmentescribed in Note 11 of the Note
the Condensed Consolidated Financial Statememtd/tility had an undiscounted environmental remigatialiability of approximately $514
million at June 30, 2006, and approximately $46Bioni at December 31, 2005. The increase in thésmodinted environmental remediation
liability is partly due to a $30 million increase éstimated costs as a result of changes in thto@e Regional Water Quality Control
Board’s imposed remediation levels associated thighUtility’s gas compressor station located neiaktey, California. Costs incurred at this
facility are not recoverable from customers andh assult net income was reduced by $18 milliortherthree and six months ended June 30,
2006. In addition, the Utility increased its esttethremediation costs associated with its gas cesspr station located near Topock, Arizona
by $24 million. In accordance with the hazardousteaatemaking mechanism discussed in Note 1ledfttes to the Condensed
Consolidated Financial Statements, 90% of thistaddil cost will be recoverable in rates.

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 Condes®tsolidated Financial Statements, the accrueditiafor legal matters is included in
PG&E Corporation’s and the Utility’s other currdiatbilities in the Condensed Consolidated Balankeess, and totaled approximately $60
million at June 30, 2006, and $388 million at Debem31, 2005. The Utility has accrued approxima$dl9 million with respect to the
Chromium Litigation, as described in Note 11of Mates to the Condensed Consolidated Financial i@ates. PG&E Corporation and the
Utility do not believe that the ultimate outcometloé Chromium Litigation will have an additional tedal adverse impact on their financial
condition or results of operations .

As disclosed in PG&E Corporation’s and the Utilgy005 Annual Report, the U.S. Environmental PtaiacAgency, or EPA,
published regulations under Section 316(b) of tlea Water Act for cooling water intake structurése
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regulations affect existing electricity generatfanilities using over 50 million gallons per daypically including some form of
"once-through" cooling such as that used at Digldayon. These regulations establish a set of peeioce standards that vary with the type
of water body and that are intended to reduce itspacaquatic organisms. In June 2006, the CalidicBtate Water Resources Control Board
issued a proposed policy to implement these new EBAlations in California. Unlike the EPA regudats which allow site-specific
compliance determinations if a facility's cost ohpliance is significantly greater than either blemefits achieved or the compliance costs
considered by the EPA, the proposed Californiacgohould not permit sitaspecific cost/benefit determinations. If adoptéa, Utility may be
required to incur material capital expenditureadbieve compliance with these regulations or cepseations temporarily or permanently. If
the Ultility is unable to recover the costs of colapte with these regulations, or if the Utility sed to operate Diablo Canyon, PG&E
Corporation’s and the Utility’s future financials@ts and condition would be materially and advgraéfected.

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, activftesion-trading purposes only. Both PG&E Corpanatand the Utility may engage in
these PRM activities using forward contracts, fesioptions, and swaps to hedge the impact of mdotuations on energy commodity
prices, interest rates, and foreign currencies tffg@&Risk 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 Caapion's and the Utility's disclosure controls gmdcedures as of June 30, 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, sumnthrared 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 Utitynanagement, including PG&E Corporation's andUtilgy's respective principal
executive officers and principal financial officeos persons performing similar functions, as apgete to allow timely decisions regarding
required disclosure.

As of January 1, 2004, PG&E Corporatind the Utility adopted Financial Accountingusdards Board, or FASB, revision to
FASB Interpretation No. 46, “Consolidation of Vdla Interest Entities,” or FIN 46R. In accordandéhviFIN 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 Uyilito not have the legal right or authority to asdée internal controls of the VIE.
Therefore, PG&E Corporation's and the Utility's leation of disclosure controls and procedures peréal as of June 30, 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 internatrods over financial reporting that occurred dgrthe quarter ended June 30, 2006, that have
materially affected, or are reasonably likely totenally affect, PG&E Corporation's or the Utilgyinternal controls over financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Pacific Gas and Electric Company Chapter 11 Filing

The Utility’s Chapter 11 plan obrganization became effective on April 12, 2004e Pian of reorganization incorporated the
terms of the Settlement Agreement. Although théits operations are no longer subject to the sigit of the bankruptcy court, the
bankruptcy court retains jurisdiction to hear aetedmine disputes arising in connection with theroretation, implementation or
enforcement of (1) the Settlement Agreement, (&)dlan of reorganization, and (3) the bankruptayt® December 22, 2003 order
confirming the plan of reorganization, or confirmatorder. In addition, the bankruptcy court resgiarisdiction to resolve remaining dispu
claims.

On March 16, 2006, the Ninth Ciraligmissed as moot an appeal of the confirmatiderothat had been filed by two former
commissioners of the CPUC who did not vote to appithe Settlement Agreement. On March 30, 2006 obtiee two former commissione
filed a petition for rehearing with the Ninth CircuOn April 7, 2006, the Ninth Circuit denied tpetition. The time period during which the
former commissioners could have filed a petitionrighearing with the U.S. Supreme Court has expnettlering the confirmation order fir
and no longer subject to appeal.

For more information regarding thidity's Chapter 11 proceeding, see “Part |, Itenh&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 matwee “Part |, Item 3: Legal Proceedings” in tB@2 Annual Report.
Diablo Canyon Power Plant

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

Compressor Station Chromium Litigation

In accordance with the terms of a settlement agee¢entered into on February 3, 2006, on AprilZI06, the Utility released $295
million from escrow for payment to approximatehtQ0Q plaintiffs who had filed complaints against thidity in the Superior Court for the
County of Los Angeles, or Superior Court. The SiggeCourt has dismissed the ten complaints covbyetthe settlement agreement. There
are three complaints filed by approximately 125ntitis who did not participate in the settlemelmat are still pending in the Superior Court.
The plaintiffs allege that exposure to chromiunorahear the Utility's compressor station at Hinkl€glifornia, caused personal injuries,
wrongful deaths, or other injuries.

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

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

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

On April 5, 2006, the Ninth Circdiénied PG&E Corporation’s request forembanaehearing regarding the Ninth Circuit’'s
remand of plaintiffs’ restitution claims back tetBan Francisco Superior Court. PG&E Corporatiledl fa petition seeking review of the
Ninth Circuif's ruling with the U.S. Supreme Court on June 3IM&

PG&E Corporation believes that @adifornia Attorney General’s and City and Counfysan Francisco’s allegations have no merit
and will continue to vigorously respond to and defagainst the litigation. PG&E Corporation beligtieat the ultimate outcome of this
matter would not result in a material adverse ¢féecPG&E Corporation’s financial condition or réswof operations.
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For more information regarding theases, see “Part |, Item 3: Legal Proceedingsti®2005 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 andy8iseof Financial Condition and Results of Opanas - Risk Factors” in the 2005
Annual Report. The last risk factor appearing i 2005 Annual Report discussed the possibility tiatankruptcy court’'s order confirming
the Utility’s Chapter 11 plan of reorganization tbbe overturned or modified on appeal. As disdicseove, under “Item 1. Legal
Proceedings - Pacific Gas and Electric Company @hdy Filing,” the time period during which thepafiants could have filed a petition for
rehearing with the U.S. Supreme Court has expiedjering the confirmation order final and no longbject to appeal. There have been no
other material changes in the risks related togadtment in PG&E Corporation’s or the Utility’sceeities that have been disclosed in the
2005 Annual Report. In addition, the section o$ tléport entitled “Forward Looking Statements” agojreg in Part |, Item 2. M anagement's
Discussion and Analysis of Financial Condition &w®bults of Operations, lists some of the factoas tould affect PG&E Corporation’s and
the Ultility’s future results of operations and firtéal condition. Although PG&E Corporation and thglity are not able to predict all the
factors that may affect future results, t he lideators and the risks discussed in the Annual Reqpaild cause actual results to differ
materially from the results expected or anticipdigananagement as expressed or implied by the fdAeaking statements made in the 2!
Annual Report and in this report.

74




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

Neither PG&E Corporation nor t helitt made any sales of unregistered equity sei@sriduring the quarter ended June 30, 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 of

Purchased as Shares that

Part of Publicly May Yet be

Total Number Announced Purchased
of Shares Average Price Plans or Under the Plans

Period Purchased Paid Per Share  Programs (1) or Programs
April 1 through April 30, 2006 - 8 > - $ 500,000,00
May 1 through May 31, 2006 - % - - $ 500,000,00
June 1 through June 30, 2006 - 8 > - $ 500,000,00
Total - % - - $ 500,000,00

() On October 19, 2005, the PG&E Corporation BoarBioéctors authorized the repurchase of up to $illiémin shares of PG&E
Corporation's common stock from time to time, bafater than December 31, 2006. The program wakgbubnnounced in a Current Rep
on Form 8-K filed by PG&E Corporation on October 2005. As described in a Current Report on ForkhfBed by PG&E Corporation on
November 18, 2005, PG&E Corporation entered intacelerated share repurchase arrangement withmaal&achs & Co., Inc.,

GS&Co., on November 16, 2005, or the November 18 Ashder which PG&E Corporation repurchased 31 3#Dshares of its outstanding
common stock at an initial price of $34.75 per sterd an aggregate price of approximately $1.iobillThe forward share component of the
November 16 ASR was terminated in accordance watterms on March 28, 2006. In connection withtdrenination, PG&E Corporatic

paid GS&Co. approximately $58 million (net of amtaipayable by GS&Co. to PG&E Corporation), inclgdaprice adjustment based on
the difference between $34.75 per share, and theneoweighted average price, or VWAP, of PG&E Cogtion common stock from
November 17, 2005 through March 28, 2006. On M&&h2006, PG&E Corporation entered into a new sfameard agreement wit
GS&Co. to complete the share forward componenh@MNovember 16 ASR. The new forward share agreemasterminated in accordance
with its terms on June 8, 2006. In connection i termination, on June 13, 2006, PG&E Corporagiaid GS&Co. approximately $56
million (net of amounts payable by GS&Co. to PG&arforation), including a price adjustment basedhendifference between $34.75 per
share, and the VWAP of PG&E Corporation commonlksfoem March 29, 2006 through June 8, 2006.

During the second quarter of 200ific Gas and Electric Company did not redeenepurchase any shares of its various series of
preferred stock outstanding.

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

On April 19, 2006, PG&E Corporatiand Pacific Gas and Electric Company held theitjahnual meeting of shareholders.
Information regarding the voting results of the tivegs is contained in the PG&E Corporation andUhiéty’s Quarterly Report on Form 10-
Q for the quarter ended March 31, 2006, Partéimld, and such information is incorporated by mfee into this report.

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 cbas ratio for the three and six months ended JOn2@6 was 3.18 and 3.16, respectively. The
Utility's earnings to combined fixed charges anefg@mred stock dividends ratio for the three andnspnths ended June 30, 2006, was 3.0¢
3.08 respectively. The statement of the foregoaims, together with the statements of the compurtatf the foregoing ratios filed as
Exhibits 12.1 and 12.2 hereto, are included hefi@ithe purpose of incorporating such informatio &xhibits into the Utility's Registration
Statement Nos. 33-62488 and 333-109994 relatingutious series of the Utility's first preferredaltand its senior notes, respectively.

ITEM 6. EXHIBITS



3.1 Bylaws of PG&E Corporation, as amended on Jun@Q26
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3.2

10

11

12.1

12.2

31.1

31.2

32.1*

32.2%*

Bylaws of Pacific Gas and Electric Company, as atedron June 21, 2006

Supplemental Confirmation dated March 28, 2006pkmenting Master Confirmation Agreement dated Maolver 16, 2005
between PG&E Corporation and Goldman Sachs & @a., incorporated by reference from PG&E Corporas@uarterly
Report on Form 10-Q for the quarter ended Marci2806, Ex. 10

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 PaGifis and Electric
Company

Certifications of the Chief Executive Officer artetChief Financial Officer of PG&E Corporation réga by Section 302 of
the Sarbanes-Oxley Act of 2002

Certifications of the Chief Executive Officer arietChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 302 of the Sarbanes-Oxley Act of 2002

Certifications of the Chief Executive Officer areetChief Financial Officer of PG&E Corporation réga by Section 906 of
the Sarbanes-Oxley Act of 2002

Certifications of the Chief Executive Officer artetChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 906 of the Sarbanes-Oxley Act of 2002

** Pursuant to Iltem 601(b) (32) of SEC Regulatic# Shese exhibits are furnished rather than filéth this report.
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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: August 2, 2006
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Exhibit 3.1
Bylaws
of

PG&E Corporation

amended as of June 21, 2006

Article I.
SHAREHOLDERS.

1. Place of Meeting. All meetings of the shareholders shall be heldhatoffice of the Corporation in the City and Ctuaf
San Francisco, State of California, or at suchrgttece, within or without the State of Californées may be designated by the Board of
Directors.

2. Annual Meetings. The annual meeting of shareholders shall be éwmith year on a date and at a time designated by the
Board of Directors.

Written notice of the annual meeting shall be gimehless than ten (or, if sent by third-class pthitty) nor more than sixty days
prior to the date of the meeting to each sharehadttled to vote thereat. The notice shall stageplace, day, and hour of such meeting, and
those matters which the Board, at the time of m@jlintends to present for action by the sharelslde

Notice of any meeting of the shareholders shafiiken by mail or telegraphic or other written comrmimation, postage prepaid, to
each holder of record of the stock entitled to \thegeat, at his address, as it appears on theslmfdke Corporation.

At an annual meeting of shareholders, only suclniess shall be conducted as shall have been pydmpenight before the annual
meeting. To be properly brought before an annuatmeg, business must be (i) specified in the naticéne annual meeting (or any
supplement thereto) given by or at the directiothefBoard, or (ii) otherwise properly brought brefthe annual meeting by a shareholder.
For business to be properly brought before an dnneating by a shareholder, including the nomimatbany person (other than a person
nominated by or at the direction of the Board)dtaction to the Board, the shareholder must hawengimely and proper written notice to-
Corporate Secretary of the Corporation. To be ymtble shareholder’s written notice must be reakethe principal executive office of the
Corporation not less than forty-five days before date corresponding to the mailing date of theca@nd proxy materials for the prior year’'s
annual meeting of shareholders; provided, howehkat,if the annual meeting to which the sharehdsdsritten notice relates is to be held on
a date that differs by more than thirty days frév date of the last annual meeting of shareholtleesshareholder’s written notice to




be timely must be so received not later than theecbf business on the tenth day following the dateshich public disclosure of the date of
the annual meeting is made or given to sharehaolders shareholder’s written notice that is deliveedter the close of business (5:00 p.m.
local time) will be considered received on thedaling business day. To be proper, the shareholdeaiteen notice must set forth as to each
matter the shareholder proposes to bring beforanheal meeting (a) a brief description of the bess desired to be brought before the
annual meeting, (b) the name and address of thretstider as they appear on the Corporation’s bdgkshe class and number of shares of
the Corporation that are beneficially owned byshareholder, and (d) any material interest of taeholder in such business. In addition, if
the shareholdes'written notice relates to the nomination at theual meeting of any person for election to therBpsauch notice to be prog
must also set forth (a) the name, age, businesgesgldand residence address of each person tortmerspnated, (b) the principal occupatior
employment of each such person, (c) the numbenares of capital stock of the Corporation beneficiawned by each such person, and (d)
such other information concerning each such peasomould be required under the rules of the Séesréind Exchange Commission in a
proxy statement soliciting proxies for the electadrsuch person as a Director, and must be accaeghay a consent, signed by each such
person, to serve as a Director of the Corporafiefected. Notwithstanding anything in the Bylawstie contrary, no business shall be
conducted at an annual meeting except in accordaithehe procedures set forth in this Section.

3. Special Meetings Special meetings of the shareholders shall Hecchl the Corporate Secretary or an Assistant
Corporate Secretary at any time on order of the@®o&Directors, the Chairman of the Board, thee@hairman of the Board, the Chairman
of the Executive Committee, or the President. Sppeneetings of ‘the shareholders shall also bed:bwethe Corporate Secretary or an
Assistant Corporate Secretary upon the writtenesgaf holders of shares entitled to cast nottless ten percent of the votes at the meeting.
Such request shall state the purposes of the ngeeiial shall be delivered to the Chairman of tharBothe Vice Chairman of the Board, the
Chairman of the Executive Committee, the Presidarthe Corporate Secretary.

A special meeting so requested shall be held oddkerequested, but not less than thirty-fivemore than sixty days after the date
of the original request. Written notice of eachcglemeeting of shareholders, stating the placg, dad hour of such meeting and the busi
proposed to be transacted thereat, shall be givédreimanner stipulated in Article |, Section 2rdgmaph 3 of these Bylaws within twenty
days after receipt of the written request.

4. Voting at Meetings. At any meeting of the shareholders, each holtiezanrd of stock shall be entitled to vote in jpers
or by proxy. The authority of proxies must be ewicled by a written document signed by the sharehaldeé must be delivered to the
Corporate Secretary of the Corporation prior todbemencement of the meeting.




5. Shareholder Action by Written Consent.Subject to Section 603 of the California Corpornasi€ode, any action which,
under any provision of the California Corporatid@sde, may be taken at any annual or special meetisgareholders may be taken without
a meeting and without prior notice if a consenwiiting, setting forth the action so taken, shaldigned by the holders of outstanding shares
having not less than the minimum number of votes would be necessary to authorize or take suébreat a meeting at which all shares
entitled to vote thereon were present and voted.

Any party seeking to solicit written consent frohaseholders to take corporate action must delivestee to the Corporate Secrel
of the Corporation which requests the Board of @es to set a record date for determining shadehslentitled to give such consent. Such
written request must set forth as to each mateep#hty proposes for shareholder action by writiemsents (a) a brief description of the mi
and (b) the class and number of shares of the Catipo that are beneficially owned by the requesfiarty. Within ten days of receiving the
request in the proper form, the Board shall seicand date for the taking of such action by writtensent in accordance with California
Corporations Code Section 701 and Article IV, Sectl of these Bylaws. If the Board fails to seéeord date within such ten-day period, the
record date for determining shareholders entitbegite the written consent for the matters spetifiethe notice shall be the day on which
first written consent is given in accordance witilifdrnia Corporations Code Section 701.

Each written consent delivered to the Corporatiarsinset forth (a) the action sought to be takenthg name and address of the
shareholder as they appear on the Corporatibaoks, (c) the class and number of shares dEtinporation that are beneficially owned by
shareholder, (d) the name and address of the potdgthauthorized by the shareholder to give sudttemrconsent, if applicable, and (d) any
material interest of the shareholder or proxyholdehe action sought to be taken.

Consents to corporate action shall be valid foraximum of sixty days after the date of the earlizged consent delivered to the
Corporation. Consents may be revoked by writteicadf) to the Corporation, (ii) to the shareholdeishareholders soliciting consents or
soliciting revocations in opposition to action liynsent proposed by the Corporation (the “Solici@greholders”), or (iii) to a proxy
solicitor or other agent designated by the Corpamnadr the Soliciting Shareholders.

Within three business days after receipt of théestrdated consent solicited by the Soliciting Iifhalders and delivered to the
Corporation in the manner provided in Californiar@mrations Code Section 603 or the determinatiothbyBoard of Directors of the
Corporation that the Corporation should seek cajgoaction by written consent, as the case mathbeCorporate Secretary shall engage
nationally recognized independent inspectors daftiedes for the purpose of performing a ministerealiew of the validity of the consents and
revocations. The cost of retaining inspectors etbn shall be borne by the Corporation.




Consents and revocations shall be delivered tingpectors upon receipt by the Corporation, thécBiolg Shareholders or their
proxy solicitors, or other designated agents. Amsas consents and revocations are received, $pedtors shall review the consents and
revocations and shall maintain a count of the nurobealid and unrevoked consents. The inspectoai keep such count confidential and
shall not reveal the count to the Corporation,Sbéciting Shareholder or their representativesgroy other entity. As soon as practicable ¢
the earlier of (i) sixty days after the date of Hzliest dated consent delivered to the Corparaticghe manner provided in California
Corporations Code Section 603, or (ii) a writteguest therefor by the Corporation or the SolicitBitareholders (whichever is soliciting
consents), notice of which request shall be gieethé party opposing the solicitation of conseifiany, which request shall state that the
Corporation or Soliciting Shareholders, as the caag be, have a good faith belief that the requisitmber of valid and unrevoked consents
to authorize or take the action specified in thesemts has been received in accordance with thdae8 the inspectors shall issue a
preliminary report to the Corporation and the Stiig Shareholders stating: (a) the number of vatidsents, (b) the number of valid
revocations, (c) the number of valid and unrevosmksents, (d) the number of invalid consents,Heumber of invalid revocations, and (f)
whether, based on their preliminary count, the igtginumber of valid and unrevoked consents has lobtained to authorize or take the
action specified in the consents.

Unless the Corporation and the Soliciting Sharedrslghall agree to a shorter or longer periodCihwporation and the Soliciting
Shareholders shall have forty-eight hours to rewigsvconsents and revocations and to advise tpedtars and the opposing party in writing
as to whether they intend to challenge the pretmimeport of the inspectors. If no written notafean intention to challenge the preliminary
report is received within forty-eight hours aftbe inspectors’ issuance of the preliminary repbd,inspectors shall issue to the Corporation
and the Soliciting Shareholders their final remamitaining the information from the inspectors’atatination with respect to whether the
requisite number of valid and unrevoked consents etdained to authorize and take the action sgekifi the consents. If the Corporation or
the Soliciting Shareholders issue written noticamintention to challenge the inspectors’ prelamynreport within forty-eight hours after the
issuance of that report, a challenge session Baatheduled by the inspectors as promptly asipabte. A transcript of the challenge sess
shall be recorded by a certified court reporteildvdng completion of the challenge session, thepéctors shall as promptly as practicable
issue their final report to the Soliciting Sharetesk and the Corporation, which report shall contla¢ information included in the
preliminary report, plus all changes in the votrml®as a result of the challenge and a certificatif whether the requisite number of valid
unrevoked consents was obtained to authorize erttakaction specified in the consents. A copyeffinal report of the inspectors shall be
included in the book in which the proceedings oktimgys of shareholders are recorded.

Unless the consent of all shareholders entitlagbte have been solicited in writing, the Corponatstall give prompt notice to the
shareholders in accordance with




California Corporations Code Section 603 of theultssof any consent solicitation or the takinglud torporate action without a meeting and
by less than unanimous written consent.

Article Il.
DIRECTORS.

1. Number . As stated in paragraph | of Article Third of tiderporations Articles of Incorporation, the Board of Directaf
this Corporation shall consist of such number ofctors, not less than seven (7) nor more thatethir(13). The exact number of directors
shall be nine (9) until changed, within the limsfgecified above, by an amendment to this Bylaw ddlypted by the Board of Directors or the
shareholders.

2. Powers. The Board of Directors shall exercise all the poswof the Corporation except those which are iy ta by the
Articles of Incorporation of this Corporation, oy the Bylaws conferred upon or reserved to theediaders.

3. Committees. The Board of Directors may, by resolution adogigd majority of the authorized number of direstor
designate and appoint one or more committees eéBaarl deems appropriate, each consisting of twaare directors, to serve at the
pleasure of the Board; provided, however, thategsired by this Corporation’s Articles of Incorption, the members of the Executive
Committee (should the Board of Directors desigaat&xecutive Committee) must be appointed by tfiaradtive vote of two-thirds of the
authorized number of directors. Any such commitieelpding the Executive Committee, shall havedhthority to act in the manner and to
the extent provided in the resolution of the Baoair@irectors designating such committee and mayetathe authority of the Board of
Directors, except with respect to the matters@ehfin California Corporations Code Section 311.

4, Time and Place of Directors' Meetings Regular meetings of the Board of Directors sbalheld on such days and at
such times and at such locations as shall be fiyagsolution of the Board, or designated by thaithan of the Board or, in his absence, the
Vice Chairman of the Board, or the President of@leporation and contained in the notice of anmhsueeting. Notice of meetings shall be
delivered personally or sent by mail or telegrareast seven days in advance.

5. Special Meetings The Chairman of the Board, the Vice ChairmarhefBoard, the Chairman of the Executive
Committee, the President, or any five directors ala special meeting of the Board of Directdraray time. Notice of the time and place
special meetings shall be given to each DirectahbyCorporate Secretary. Such notice shall beetelil personally or by telephone (or other
system or technology designed to record and contatemnmessages, including facsimile,




electronic mail, or other such means) to each foreat least four hours in advance of such meetingent by first-class mail or telegram,
postage prepaid, at least two days in advanceabf sieeting.

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

7. Action by Consent. Any action required or permitted to be taken iy Board of Directors may be taken without a
meeting if all Directors individually or collectifeconsent in writing to such action. Such writnsent or consents shall be filed with the
minutes of the proceedings of the Board of Dirextor

8. Meetings by Conference TelephoneAny meeting, regular or special, of the Boardakctors or of any committee of
the Board of Directors, may be held by confereetephone or similar communication equipment, pregithat all Directors participating in
the meeting can hear one another.

Article IIl.
OFFICERS.

1. Officers . The officers of the Corporation shall be a Chainnof the Board, a Vice Chairman of the Board, ait@man of
the Executive Committee (whenever the Board of @s in its discretion fills these offlces) a $ldent, a Chief Financial Off|cer a Gene
Counsel, one or more Vice Presidents, a Corporatestary and one or more Assistant Corporate Se@st a Treasurer and one or more
Assistant Treasurers, and a ControIIer, all of wistrall be elected by the Board of Directors. Thai@han of the Board, the Vice Chairman
of the Board, the Chairman of the Executive Comamitand the President shall be members of the Bddd@ectors.

2. Chairman of the Board . The Chairman of the Board, if that office besfil| shall preside at all meetings of the
shareholders and of the Directors, and shall peesicill meetings of the Executive Committee inghsence of the Chairman of that
Committee. The Chairman of the Board shall be tiefexecutive officer of the Corporation if so dgwmted by the Board of Directors. The
Chairman of the Board shall have such duties asgmsibilities as may be prescribed by the Boandidctors or the Bylaws. The Chairm
of the Board shall have authority to sign on bebathe Corporation agreements and instrumentsefyecharacter, and, in the absence or
disability of the President, shall exercise thesRfent's duties and responsibilities.

3. Vice Chairman of the Board. The Vice Chairman of the Board, if that officefled, shall have such duties and
responsibilities as may be prescribed by the




Board of Directors, the Chairman of the Board,har Bylaws. The Vice Chairman of the Board shaliheechief executive officer of the
Corporation if so designated by the Board of DivextIn the absence of the Chairman of the BoarlVice Chairman of the Board shall
preside at all meetings of the Board of Directard af the shareholders; and, in the absence dfkirman of the Executive Committee and
the Chairman of the Board, the Vice Chairman ofRbard shall preside at all meetings of the Exe@euGommittee. The Vice Chairman of
the Board shall have authority to sign on behathefCorporation agreements and instruments ofyesreracter.

4, Chairman of the Executive Committee. The Chairman of the Executive Committee, if thifice be filled, shall preside
at all meetings of the Executive Committee. Thei@an of the Executive Committee shall aid andsisgbe other officers in the
performance of their duties and shall have suchradlaities as may be prescribed by the Board ofciire or the Bylaws.

5. President. The President shall have such duties and redpbtess as may be prescribed by the Board of Does; the
Chairman of the Board, or the Bylaws. The Presideatl be the chief executive officer of the Cogdom if so designated by the Board of
Directors. If there be no Chairman of the Boaré, Finesident shall also exercise the duties andnedglities of that office. The President
shall have authority to sign on behalf of the Cma;lion agreements and instruments of every characte

6. Chief Financial Officer . The Chief Financial Officer shall be responsilolethe overall management of the financial
affairs of the Corporation. The Chief Financial idéf shall render a statement of the Corporatifiméscial condition and an account of all
transactions whenever requested by the Board efciuirs, the Chairman of the Board, the Vice Chairafahe Board, or the President.

The Chief Financial Officer shall have such otheties as may from time to time be prescribed byBbard of Directors, the
Chairman of the Board, the Vice Chairman of therBipthe President, or the Bylaws.

7. General Counsel. The General Counsel shall be responsible for liiandn behalf of the Corporation all proceedings a
matters of a legal nature. The General Counsel sdrader advice and legal counsel to the Boarditgd@ors, officers, and employees of the
Corporation, as necessary to the proper conduttedbusiness. The General Counsel shall keep thag&ment of the Corporation informed
of all significant developments of a legal natuffe&ting the interests of the Corporation.

The General Counsel shall have such other dutiesagsfrom time to time be prescribed by the BodrBioectors, the Chairman of
the Board, the Vice Chairman of the Board, the iBezd, or the Bylaws.

8. Vice Presidents. Each Vice President, if those offices are fillsall have such duties and responsibilities as leay
prescribed by the Board of Directors,




the Chairman of the Board, the Vice Chairman ofbard, the President, or the Bylaws. Each VicesiBent's authority to sign agreements
and instruments on behalf of the Corporation shalhs prescrlbed by the Board of Directors. Ther@oéDirectors, the Chairman of the
Board, the Vice Chairman of the Board, or the Piersi may confer a special title upon any Vice Riess.

9. Corporate Secretary. The Corporate Secretary shall attend all meetifiglse Board of Directors and the Executive
Committee, and all meetings of the shareholderd tla@ Corporate Secretary shall record the minoitedl proceedings in books to be kept
that purpose. The Corporate Secretary shall benssigle for maintaining a proper share registerstodk transfer books for all classes of
shares issued by the Corporation. The Corporateeey shall give, or cause to be given, all naticsquired either by law or the Bylaws. ~
Corporate Secretary shall keep the seal of thedatjon in safe custody, and shall affix the séahe Corporation to any instrument
requiring it and shall attest the same by the CatgoSecretary’s signature.

The Corporate Secretary shall have such otherglatenay be prescribed by the Board of DirectbesChairman of the Board, the
Vice Chairman of the Board, the President, or thiaBs.

The Assistant Corporate Secretaries shall perfarch sluties as may be assigned from time to timéhéyBoard of Directors, the
Chairman of the Board, the Vice Chairman of therBlpthe President, or the Corporate Secretanhdrabsence or disability of the Corporate
Secretary, the Corporate Secretary’s duties skegbdsformed by an Assistant Corporate Secretary.

10. Treasurer . The Treasurer shall have custody of all moneykfands of the Corporation, and shall cause todp full
and accurate records of receipts and disburseroétite Corporation. The Treasurer shall depositalheys and other valuables of the
Corporation in the name and to the credit of thepBration in such depositaries as may be desigrigtéde Board of Directors or any
employee of the Corporation designated by the Boafirectors. The Treasurer shall disburse sudi$wf the Corporation as have been
duly approved for disbursement.

The Treasurer shall perform such other duties asfroan time to time be prescribed by the Board @kbtors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregjdee Chief Financial Officer, or the Bylaws.

The Assistant Treasurers shall perform such dasemay be assigned from time to time by the Bo&Rirectors, the Chairman of
the Board, the Vice Chairman of the Board, the iBezd, the Chief Financial Officer, or the Treasute the absence or disability of the
Treasurer, the Treasurer’s duties shall be perfdrioyean Assistant Treasurer.

11. Controller . The Controller shall be responsible for maintagnihe accounting records of the Corporation and fo
preparing necessary financial reports and




statements, and the Controller shall properly aotfar all moneys and obligations due the Corporatind all properties, assets, and
liabilities of the Corporation. The Controller shander to the officers such periodic reports cmgethe result of operations of the
Corporation as may be required by them or any drieemn.

The Controller shall have such other duties as fraay time to time be prescribed by the Board ofebiors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregidee Chief Financial Officer, or the Bylaws. T@entroller shall be the principal
accounting officer of the Corporation, unless arothdividual shall be so designated by the Bodidicectors.

Article IV.
MISCELLANEOUS.

1. Record Date. The Board of Directors may fix a time in the fugtuas a record date for the determination of tleeedtolders
entitled to notice of and to vote at any meetingludreholders, or entitled to receive any dividendistribution, or allotment of rights, or to
exercise rights in respect to any change, conversioexchange of shares. The record date so §ilRall be not more than sixty nor less than
ten days prior to the date of such meeting nor rttae sixty days prior to any other action for pheposes for which it is so fixed. When a
record date is so fixed, only shareholders of rcor that date are entitled to notice of and t@\attthe meeting, or entitled to receive any
dividend or distribution, or allotment of rights, to exercise the rights, as the case may be.

2. Certificates; Direct Registration System. Shares of the Corporation's capital stock magdvgficated or uncertificated, as
provided under California law. Any certificates tlaae issued shall be signed in the name of the@ation by the Chairman of the Board,
Vice Chairman of the Board, the President, or a&\Reesident and by the Chief Financial OfficerAasistant Treasurer, the Corporate
Secretary, or an Assistant Secretary, certifyirgrthmber of shares and the class or series ofsshaed by the shareholder. Any or all of
the signatures on the certificate may be a faceirhil case any officer, Transfer Agent, or Registrao has signed or whose facsimile
signature has been placed upon a certificate bha# ceased to be such officer, Transfer AgerRegjistrar before such certificate is issue
may be issued by the Corporation with the samee#fe if such person were an officer, Transfer AgenRegistrar at the date of issue.
Shares of the Corporation’s capital stock may bisevidenced by registration in the holder’s namericertificated, book-entry form on the
books of the Corporation in accordance with a diregistration system approved by the SecuritiesErchange Commission and by the I
York Stock Exchange or any securities exchange linwthe stock of the Corporation may from timeitoe be traded.




Transfers of shares of stock of the Corporatiotl flekamade by the Transfer Agent and Registratherbiboks of the Corporation
after receipt of a request with proper evidencsuafcession, assignment, or authority to transfehéyecord holder of such stock, or by an
attorney lawfully constituted in writing, and inetlcase of stock represented by a certificate, sporender of the certificate. Subject to the
foregoing, the Board of Directors shall have poered authority to make such rules and regulatiorissdmll deem necessary or appropriate
c?ncernfing the issue, transfer, and registraticshafes of stock of the Corporation, and to appaiatremove Transfer Agents and Registrars
of transfers.

3. Lost Certificates . Any person claiming a certificate of stock tolbst, stolen, mislaid, or destroyed shall make fidavit
or affirmation of that fact and verify the samesirch manner as the Board of Directors may reqand shaII if the Board of Directors so
requires, give the Corporation, its Transfer AgeResgistrars, and/or other agents a bond of indignmform approved by counsel, and in
amount and with such sureties as may be satisfattidhe Corporate Secretary of the Corporatiofiprieea new certificate (or uncertificated
shares in lieu of a new certificate) may be issofeithe same tenor and for the same number of sharé®e one alleged to have been lost,
stolen, mislaid, or destroyed.

Article V.
AMENDMENTS.

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

2. Amendment by Directors. To the extent provided by law, these Bylaws,or af them, may be amended or repealed or
new Bylaws adopted by resolution adopted by a ritgjof the members of the Board of Directors.
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Exhibit 3.2
Bylaws
of

Pacific Gas and Electric Company
amended as of June 21, 2006

Avrticle I.
SHAREHOLDERS.

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

2. Annual Meetings. The annual meeting of shareholders shall be heltl gaar on a date and at a time designated by tlaedBo
Directors.

Written notice of the annual meeting shall be given less than ten (or, if sent by thictikss mail, thirty) nor more than sixty d
prior to the date of the meeting to each shareh@détled to vote thereat. The notice shall stageplace, day, and hour of such meeting
those matters which the Board, at the time of m@jlintends to present for action by the sharemslde

Notice of any meeting of the shareholders shalyjiven by mail or telegraphic or other written conmimation, postage prepaid,
each holder of record of the stock entitled to \tbegeat, at his address, as it appears on theslwfdke Corporation.

At an annual meeting of shareholders, only suctinkess shall be conducted as shall have been pyopestight before the anni
meeting. To be properly brought before an annuatting, business must be (i) specified in the notifehe annual meeting (or e
supplement thereto) given by or at the directiorthef Board, or (ii) otherwise properly brought brefehe annual meeting by a shareho
For business to be properly brought before an dmnneating by a shareholder, including the nomimatié any person (other than a pet
nominated by or at the direction of the Board)dlaction to the Board, the shareholder must havengiimely and proper written notice to
Corporate Secretary of the Corporation. To be tmtble shareholdes’written notice must be received at the princepacutive office of th
Corporation not less than forty-five days before date corresponding to the mailing date of the&caa@nd proxy materials for the prior year’
annual meeting of shareholders; provided, howehat,if the annual meeting to which the sharehofderritten notice relates is to be helc
a date that differs by more than thirty days fréwa date of the last annual meeting of shareholtiesshareholder’s written notice to




be timely must be so received not later than tbeecbf business on the tenth day following the datgvhich public disclosure of the date
the annual meeting is made or given to sharehalderg shareholdes written notice that is delivered after the clo§dusiness (5:00 p.i
local time) will be considered received on thedaling business day. To be proper, the sharehaldertten notice must set forth as to €
matter the shareholder proposes to bring beforeatimial meeting (a) a brief description of the bess desired to be brought before
annual meeting, (b) the name and address of threlsblder as they appear on the Corporatidrooks, (c) the class and number of shar
the Corporation that are beneficially owned by shareholder, and (d) any material interest of tleesholder in such business. In additio
the shareholdes'written notice relates to the nomination at theusl meeting of any person for election to therBpauch notice to be proj
must also set forth (a) the name, age, businesgessicand residence address of each person tortmrsoated, (b) the principal occupatiot
employment of each such person, (c) the numbeharfes of capital stock of the Corporation benelficiawned by each such person, anc
such other information concerning each such peesowould be required under the rules of the Seéeardnd Exchange Commission i
proxy statement soliciting proxies for the electmfnsuch person as a Director, and must be accaeghény a consent, signed by each ¢
person, to serve as a Director of the Corporaticeleécted. Notwithstanding anything in the Bylawesthe contrary, no business shal
conducted at an annual meeting except in accordaitieéhe procedures set forth in thiSection .

3. Special Meetings.Special meetings of the shareholders shall becdcalethe Corporate Secretary or an Assistant Catg
Secretary at any time on order of the Board of &oes, the Chairman of the Board, the Vice Chairrofthe Board, the Chairman of
Executive Committee, or the President. Special mgetof the shareholders shall also be called kyGbrporate Secretary or an Assis
Corporate Secretary upon the written request addrsl of shares entitled to cast not less than éecept of the votes at the meeting. <
request shall state the purposes of the meetind)shall be delivered to the Chairman of the Bo#nd, Vice Chairman of the Board,
Chairman of the Executive Committee, the Presidetihe Corporate Secretary.

A special meeting so requested shall be held oddte requested, but not less than tHistg-nor more than sixty days after the ¢
of the original request. Written notice of eachaglemeeting of shareholders, stating the placg, dad hour of such meeting and the busi
proposed to be transacted thereat, shall be givéhei manner stipulated in Article 1, Section 2rdgmaph 3 of these Bylaws within twe
days after receipt of the written request.

4. Voting at Meetings.At any meeting of the shareholders, each holdeeadrd of stock shall be entitled to vote in persoiby
proxy. The authority of proxies must be evidencgdabwritten document signed by the shareholderrandt be delivered to the Corpol
Secretary of the Corporation prior to the commerergmof the meeting.




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

Article Il.
DIRECTORS.

1. Number. The Board of Directors of this Corporation shalhsist of such number of directors, not less thae 1(®) nor mor
than seventeen (17). The exact number of direstoa#l be ten (10) until changed, within the linsfgecified above, by an amendment to
Bylaw duly adopted by the Board of Directors or sirareholders.

2. Powers. The Board of Directors shall exercise all the pamef the Corporation except those which are by lamby the
Articles of Incorporation of this Corporation, oy the Bylaws conferred upon or reserved to theediaders.

3. Committees.The Board of Directors may, by resolution adoptgd tmajority of the authorized number of directalssignate ar
appoint one or more committees as the Board depprejriate, each consisting of two or more dires;tty serve at the pleasure of the Bc
provided, however, that, as required by this Caxpon’s Articles of Incorporation, the members of the &xe&ve Committee (should t
Board of Directors designate an Executive Comnjitteast be appointed by the affirmative vote of tihivds of the authorized number
directors. Any such committee, including the ExeautCommittee, shall have the authority to acthe@ manner and to the extent provide
the resolution of the Board of Directors designgtstuch committee and may have all the authoritthefBoard of Directors, except w
respect to the matters set forth in California @oations Code Section 311.

4. Time and Place of Directors' MeetingsRegular meetings of the Board of Directors shalhbll on such days and at s
times and at such locations as shall be fixed bglation of the Board, or designated by the Chairmfathe Board or, in his absence, the
Chairman of the Board, or the President of the @@fion and contained in the notice of any suchtingeNotice of meetings shall
delivered personally or sent by mail or telegraneast seven days in advance.

5. Special MeetingsThe Chairman of the Board, the Vice Chairman ofBbard, the Chairman of the Executive Committee
President, or any five directors may call a spegiakting of the Board of Directors at any time. ibtof the time and place of spe
meetings shall be given to each Director by thep@@te Secretary. Such notice shall be deliveresopally or by telephone (or other sys
or technology designed to record and communicatesagges, including facsimile, electronic mail, drestsuch means) to each Directc
least four hours in advance of such meeting, ot bgrfirst-class mail or telegram, postage prepaid, at legstdays in advance of st
meeting.




6. Quorum. A quorum for the transaction of business at anytingef the Board of Directors or any committeertitd shall consi:
of one-third of the authorized number of directorgommittee members, or two, whichever is larger.

7. Action by Consent.Any action required or permitted to be taken byBloard of Directors may be taken without a meeti
all Directors individually or collectively conseint writing to such action. Such written consentconsents shall be filed with the minute:
the proceedings of the Board of Directors.

8. Meetings by Conference TelephoneAny meeting, regular or special, of the Board ofetors or of any committee of
Board of Directors, may be held by conference tedeg or similar communication equipment, provideat @all Directors participating in t
meeting can hear one another.

Article IIl.
OFFICERS.

1. Officers. The officers of the Corporation shall be a Chairm&the Board, a Vice Chairman of the Board, a @han of thi
Executive Committee (whenever the Board of Dirextior its discretion fills these offices), a Presitleone or more Vice Presidents
Corporate Secretary and one or more Assistant Catgp&ecretaries, a Treasurer and one or moretAstiBreasurers, a General Couns
General Attorney (whenever the Board of Directarsts discretion fills this office), and a Contml] all of whom shall be elected by
Board of Directors. The Chairman of the Board, ¥hee Chairman of the Board, the Chairman of thedttiee Committee, and the Presic
shall be members of the Board of Directors.

2. Chairman of the Board. The Chairman of the Board, if that office be fillehall preside at all meetings of the shareho]
of the Directors, and of the Executive Committeehi@ absence of the Chairman of that Committee. Jteirman of the Board shall be
chief executive officer of the Corporation if sosignated by the Board of Directors. The ChairmathefBoard shall have such duties
responsibilities as may be prescribed by the Bo&iirectors or the Bylaws. The Chairman of the Bbshall have authority to sign on bel
of the Cpbr_ﬁ)_qration agreements and instruments efyevharacter, and in the absence or disabilithefPresident, shall exercise his duties
responsibilities.

3. Vice Chairman of the Board. The Vice Chairman of the Board, if that office béefl, shall have such duties ¢
responsibilities as may be prescribed by the Bo&rirectors, the Chairman of the Board, or thedysd. The Vice Chairman of the Bo
shall be the chief executive officer of the Corpinmaif so designated by the Board of DirectorstHa absence of the Chairman of the Bc
the Vice Chairman of the Board shall preside atvadetings of the Board of Directors and of the shalders; and, in the absence of
Chairman of the Executive Committee and the Chairnfehe Board, The Vice Chairman of the Board Ighi@side at all meetings of




the Executive Committee. The Vice Chairman of theaf8 shall have authority to sign on behalf of erporation agreements ¢
instruments of every character.

4, Chairman of the Executive Committee The Chairman of the Executive Committee, if thdicefbe filled, shall preside at
meetings of the Executive Committee. The Chairnfath® Executive Committee shall aid and assistother officers in the performance
their duties and shall have such other duties gshaagrescribed by the Board of Directors or théasg.

5. President. The President shall have such duties and respétisthias may be prescribed by the Board of Dinetohe
Chairman of the Board, or the Bylaws. The Presidéadl be the chief executive officer of the Comgimm if so designated by the Boarc
Directors. If there be no Chairman of the Boar@, Bresident shall also exercise the duties andmnsdglities of that office. The Presid
shall have authority to sign on behalf of the Coation agreements and instruments of every chatacte

6. Vice Presidents.Each Vice President shall have such duties andonsdpilities as may be prescribed by the Boar
Directors, the Chairman of the Board, the Vice @han of the Board, the President, or the BylawshBdice Presidens authority to sig
agreements and instruments on behalf of the Caiparahall be as prescribed by the Board of Dinectdhe Board of Directors of ti
company, the Chairman of the Board of this compamg,Vice Chairman of the Board of this companyth@ Chief Executive Officer
PG&E Corporation may confer a special title upoy ¥ite President.

7. Corporate Secretary. The Corporate Secretary shall attend all meetirfgthe Board of Directors and the Execu
Committee, and all meetings of the shareholdeis tla@ Corporate Secretary shall record the minoitedl proceedings in books to be kept
that purpose. The Corporate Secretary shall beonsdigle for maintaining a proper share register stodk transfer books for all classe:
shares issued by the Corporation. The Corporateetaeg shall give, or cause to be given, all natieguired either by law or the Bylaws.
Corporate Secretary shall keep the seal of the &atipn in safe custody, and shall affix the sefath@ Corporation to any instrumi
requiring it and shall attest the same by the CatgoSecretary’s signature.

The Corporate Secretary shall have such othergatanay be prescribed by the Board of Directbis Ghairman of the Board, |
Vice Chairman of the Board, the President, or thiaBs.

The Assistant Corporate Secretaries shall perfaroh sluties as may be assigned from time to timéhbyBoard of Directors, tl
Chairman of the Board, the Vice Chairman of therBlpthe President, or the Corporate Secretanhdrabsence or disability of the Corpo
Secretary, the Corporate Secretary’s duties skegbdsformed by an Assistant Corporate Secretary.

8. Treasurer. The Treasurer shall have custody of all moneysfands of the Corporation, and shall cause to be fébanc
accurate records of receipts and




disbursements of the Corporation. The Treasurd daposit all moneys and other valuables of thepGmtion in the name and to the cr
of the Corporation in such depositaries as maydstgdated by the Board of Directors or any emplayfethe Corporation designated by
Board of Directors. The Treasurer shall disbursghgunds of the Corporation as have been duly ajgardor disbursement.

The Treasurer shall perform such other duties asfrean time to time be prescribed by the Board aebtors, the Chairman of t
Board, the Vice Chairman of the Board, the Pregidmrthe Bylaws.

The Assistant Treasurer shall perform such dutiesiay be assigned from time to time by the BoarBiodctors, the Chairman
the Board, the Vice Chairman of the Board, the iBezs, or the Treasurer. In the absence or disglfithe Treasurer, the Treasusedutie:
shall be performed by an Assistant Treasurer.

9. General Counsel.The General Counsel shall be responsible for hagdin behalf of the Corporation all proceedings
matters of a legal nature. The General Counsel sfradler advice and legal counsel to the Board ioéddors, officers, and employees of
Corporation, as necessary to the proper conduitteobusiness. The General Counsel shall keep tinageaent of the Corporation inforn
of all significant developments of a legal natuffe&ting the interests of the Corporation.

The General Counsel shall have such other dutiesagsfrom time to time be prescribed by the Bodr®ioectors, the Chairman
the Board, the Vice Chairman of the Board, the iBezd, or the Bylaws.

10. Controller. The Controller shall be responsible for maintainihg accounting records of the Corporation andofeparing
necessary financial reports and statements, an@dhgoller shall properly account for all moneysiabligations due the Corporation anc
properties, assets, and liabilities of the CorpormatThe Controller shall render to the officersisiperiodic reports covering the resul
operations of the Corporation as may be requirethégn or any one of them.

The Controller shall have such other duties as fray time to time be prescribed by the Board ofetors, the Chairman of t
Board, the Vice Chairman of the Board, the Pregjden the Bylaws. The Controller shall be the pifia¢ accounting officer of tt
Corporation, unless another individual shall belasignated by the Board of Directors.

Article IV.
MISCELLANEOUS.

1. Record Date.The Board of Directors may fix a time in the futwa® a record date for the determination of theedtwder.
entitled to notice of and to vote at any meetinglwdreholders, or entitled to receive any dividendistribution, or allotment of rights, or
exercise rights in respect to any change, conversioexchange of




shares. The record date so fixed shall be not itihae sixty nor less than ten days prior to the détsuch meeting nor more than sixty c
prior to any other action for the purposes for wahicis so fixed. When a record date is so fixadyshareholders of record on that date
entitled to notice of and to vote at the meetingentitled to receive any dividend or distributiar, allotment of rights, or to exercise
rights, as the case may be.

2. Certificates; Direct Registration System.Shares of the Corporation's stock may be certéatar uncertificated, as
provided under California law. Any certificates tlaae issued shall be signed in the namiefCorporation by the Chairman of the Board
Vice Chairman of the Board, the President, or a&\Reesident and by the Chief Financial OfficerAasistant Treasurer, the Corporate
Secretary, or an Assistant Secretary, certifyirgrthmber of shares and the class or series ofshamed by the shareholder. Any or all of
the signatures on the certificate may be a facsirhil case any officer, Transfer Agent, or Registrao has signed or whose facsimile
signature has been placed upon a certificate bha# ceased to be such officer, Transfer AgerRegjistrar before such certificate is issue
may be issued by the Corporation with the samee#fe if such person were an officer, Transfer AgenRegistrar at the date of issue.
Shares of the Corporation’s capital stock may bisevidenced by registration in the holder’s namericertificated, book-entry form on the
books of the Corporation in accordance with a diregistration system approved by the SecuritiesExchange Commission and by the
American Stock Exchange or any securities exchangehich the stock of the Corporation may from tirméime be traded.

Transfers of shares of stock of the Corporatioril sfeamade by the Transfer Agent and Registrarhentiooks of the Corporati
only after receipt of a request with proper evident succession, assignment, or authority to teartsf the record holder of such stock, o
an attorney lawfully constituted in writing, andthe case of stock represented by a certificatpon surrender of the certificate. Subject tc
foregoing, the Board of Directors shall have powaed authority to make such rules and regulatioris sisall deem necessary or approp!
concerning the issue, transfer, and registratioredificates for shares of stock of the Corporgtiand to appoint and remove Transfer Ag
and Registrars of transfers.

3. Lost Certificates. Any person claiming a certificate of stock to bstJstolen, mislaid, or destroyed shall make aitlafit or
affirmation of that fact and verify the same in Isunanner as the Board of Directors may require, strall, if the Board of Directors
requires, give the Corporation, its Transfer AgeRsgistrars, and/or other agents a bond of indgnimiform approved by counsel, anc
amount and with such sureties as may be satisfattiche Corporate Secretary of the Corporatiofigigea new certificate (or uncertifica
shares in lieu of a new certificate) may be issoethe same tenor and for the same number of steréise one alleged to have been
stolen, mislaid, or destroyed.




Article V.
AMENDMENTS.

1. Amendment by Shareholders.Except as otherwise provided by law, these Bylawsany of them, may be amendec
repealed or new Bylaws adopted by the affirmatioéevof a majority of the outstanding shares emntitie vote at any regular or spe:
meeting of the shareholders.

2. Amendment by Directors. To the extent provided by law, these Bylaws, or ahthem, may be amended or repealed or
Bylaws adopted by resolution adopted by a majaritthe members of the Board of Directors.







EXHIBIT 11
PG&E CORPORATION
COMPUTATION OF EARNINGS PER COMMON SHARE

Three Months Ended Six Months Ended
June 30, June 30,

(in millions, except share amounts) 2006 2005 2006 2005
Net income $ 23z $ 267 $ 44€ 3 48k
Less: distributed earnings to common shareholders 11E 112 22¢ 2925
Undistributed earnings $ 117 $ 158 % 217 $ 262
Common shareholders earnings
Basic
Distributed earnings to common shareholders $ 115 $ 112 $ 22¢ % 222
Undistributed earnings allocated to common shaokshel 111 147 20¢€ 24¢
Total common shareholders earnings, basic $ 22¢ $ 25¢ % 43t $ 472
Diluted
Distributed earnings to common shareholders $ 115 $ 11z $ 22¢  $ 222
Undistributed earnings allocated to common shaokshel 111 14¢€ 20€ 25C
Total common shareholders earnings, diluted $ 22¢ $ 26C $ 43t $ 472
Weighted average common shares outstanding, basic 34¢€ 37C 34t 37¢
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding and
participating securities, basic 36E 38¢ 364 39¢
Weighted average common shares outstanding, basic 34¢€ 37C 34k 37¢
Employee share-based compensation and acceletsss <
repurchase progra® 3 4 4 4
Weighted average common shares outstanding, dilute® 34¢ 374 34¢ 388
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding and
participating securities, diluted 36¢ 393 36¢ 40z
Net earnings per common share, basic
Distributed earnings, basic $ 03 $ 03C $ 0.6€ $ 0.5¢
Undistributed earnings, basic 0.32 0.4C 0.6C 0.6€
Total $ 0.6t $ 0.7C $ 12¢ $ 1.2¢
Net earnings per common share, diluted
Distributed earnings, diluted $ 03: % 0.3C % 0.6 $ 0.5¢
Undistributed earnings, diluted 0.3 0.4C 0.5¢ 0.6t
Total $ 0.6t $ 0.7C $ 128 % 1.2

(@ Includes approximately 1 million and 2 million skartreated as outstanding in connection with teelatated share repurchase prograr
the three and six months ended June 30, 2006 tésggcThe remaining approximately 2 million sharelate to share-based compensation
and are deemed to be outstanding per SFAS No.dt2Bd purpose of calculating EPS for the threesaxdnonths ended June 30, 2006.

(2) Options to purchase PG&E Corporation common shafrés500 for the three months ended June 30, 20651650 and 6,500 for the six
months ended June 30, 2006 and June 30, 2005ctieghe were outstanding, but not included in deenputation of diluted EPS because the
option exercise prices were greater than the aearayket price. All options to purchase PG&E Coggion common shares for the three
months ended June 30, 2006 have option exercisesgower than the average market price and aheded in the computation of diluted



EPS.



EXHIBIT 12.1
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Three Six
Months  Months
Ended Ended
June 30, June 30, Year Ended December 31,

2006 2006 2005 2004 2003 2002 2001

Earnings:

Net income $ 231 $ 44¢ $ 934 $ 3,98 % 92 $ 1,81¢$ 1,01
Adjustments for minority interest in losses of |#san

100% owned affiliates and the Company's equity in

undistributed income (losses) of less than 50% awne

affiliates - - - - - - -
Income taxes provision 141 273 574 2,561 52¢ 1,17¢ 59¢€
Net fixed charge 171 334 58¢ 671 964 1,02¢ 1,01¢
Total Earnings $ 543 $ 1,058 $ 2097 $ 7,214$ 241t $ 4,026 $ 2,63

Fixed Charges:

Interest on short-term borrowings and long-termtdedt  $ 16€ $ 324 $ 57: $ 68z $ 947 $ 99€ $ 981
Interest on capital leases - - 1 1 1 2 2
AFUDC debt 5 10 15 (12 16 21 12
Earnings required to cover the preferred stockddind and

preferred security distribution requirements of oniay

owned trust - - - - - 10 24
Total Fixed Charges $ 171 $ 334 $ 58¢ $ 671 $ 964 $ 1,02¢ $ 1,01¢
Ratios of Earnings to

Fixed Charges 3.1¢ 3.1¢€ 3.5¢€ 10.7¢ 2.51 3.91 2.5¢
Note:

For the purpose of computing Pacific Gas and HteG@ompany's ratios of earnings to fixed chargearriings"” represent net income adjusted
for the minority interest in losses of less tha@%0owned affiliates, equity in undistributed incoordosses of less than 50% owned affilic
income taxes and fixed charges (excluding capédlinterest). "Fixed charges" include interestangtterm debt and short-term borrowings
(including a representative portion of rental exg@namortization of bond premium, discount anceasp, interest on capital leases, AFUDC
debt, and earnings required to cover the prefesteck dividend requirements and preferred secdiglyibution requirements of majority-
owned trust.



EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Three Six
Months  Months
Ended Ended
June 30, June 30, Year Ended December 31,

2006 2006 2005 2004 2003 2002 2001

Earnings:
Net income $ 231 $ 44¢ $ 934 $ 398 % 92z $ 1,81¢ $ 1,01¢
Adjustments for minority interest in losses of |#san

100% owned affiliates and the Company's equity in

undistributed income (losses) of less than 50% awne

affiliates - - - - - - -
Income taxes provision 141 273 574 2,561 52¢ 1,17¢ 59¢€
Net fixed charge 171 334 58¢ 671 964 1,02¢ 1,01¢
Total Earnings $ 543 $ 1,058 $ 2097 $ 7214$ 241t $ 4,026 $ 2,63

Fixed Charges:
Interest on short-term borrowings

and long-term debt, net $ 16€ $ 324 % 57: $ 68z $ 9247 $ 99%€ $ 981
Interest on capital leases - - 1 1 1 2 2
AFUDC debt 5 10 15 (12 16 21 12

Earnings required to cover the preferred stockdgind and
preferred security distribution requirements of onidy

owned trust - - - - - 10 24
Total Fixed Charges 171 334 58¢ 671 964 1,02¢ 1,01¢
Preferred Stock Dividends:

Tax deductible dividends 3 6 12 9 9 9 9

Pre-tax earnings required to cover
non-tax deductible preferred stock
dividend requirements 2 2 13 34 27 28 27

Total Preferred Stock Dividends 5 8 25 43 36 37 36

Total Combined Fixed Charges
and Preferred Stock Dividends $ 17¢ $ 34z $ 614 $ 714 $ 1,000 $ 1,066 $ 1,05

Ratios of Earnings to Combined Fixed Charges and
Preferred Stock Dividends 3.0¢ 3.0¢ 3.4z 10.1( 2.4: 3.7¢ 2.4¢

Note:

For the purpose of computing Pacific Gas and Ete€&ompany's ratios of earnings to combined fixedrges and preferred stock dividends,
"earnings" represent net income adjusted for theonity interest in losses of less than 100% owrfélibées, equity in undistributed income

or losses of less than 50% owned affiliates, inctames and fixed charges (excluding capitalizedrast). "Fixed charges"” include interest on
long-term debt and short-term borrowings (includingepresentative portion of rental expense), drativn of bond premium, discount and
expense, interest on capital leases, AFUDC debteamings required to cover the preferred stoekleind requirements and preferred
security distribution requirements of majority-owinteust. "Preferred stock dividends" representdaductible dividends and pre-tax earnings
that are required to pay the dividends on outstapgreferred securities.



Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Peter A. Darbee, certify that:
1. I have reviewed this Quarterly Report on Forr-Q for the quarter ended June 30, 2006 of PG&E Gatjmm;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitaie a material fact necessar
make the statements made, in light of the circunt&ts.under which such statements were made, nieadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, aiher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amndtf@ periods presented in this rep

4. The registrant's other certifying officer and | assponsible for establishing and maintaining disgte controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act R
13e-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaosed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

b. Designed such internal control over financial réipgr, or caused such internal control over finahm@gorting to be designed uni
our supervision, to provide reasonable assurangardang the reliability of financial reporting arttle preparation of financi
statements for external purposes in accordanceggitierally accepted accounting princip

c. Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proe=s] as of the end of the period covered by #j®nt based on such evaluat
and

d. Disclosed in this report any change in the regid's internal control over financial reporting thattooed during the registre' s
most recent fiscal quarter (the registrarfurth quarter in the case of an annual repbd) has materially affected, or is reason
likely to materially affect, the registré’'s internal control over financial reporting; &

5. The registrant's other certifying officer and | badlisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and theitacmmmittee of registrant's board of directors farsons performing the equival
functions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the regidtsaability to record, process, summarize and refimancial information; ant

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdatin the registran
internal control over financial reportin

Date: August 2, 2006
/sl Peter A. Darbee

Peter A
Darbee
Chairmar
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. I have reviewed this Quarterly Report on Forr-Q for the quarter ended June 30, 2006 of PG&E Gatjmmn;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittie a material fact necessar
make the statements made, in light of the circuntgts. under which such statements were made, ni#adisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, aiher financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtf@ periods presented in this rep

4. The registrant's other certifying officer and | assponsible for establishing and maintaining disgte controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15@))%afd internal control over financial reporting (afided in Exchange Act Rul
13&-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaosed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrithe period in which this report is being prepa

b. Designed such internal control over financial réipg;, or caused such internal control over finahm@gorting to be designed uni
our supervision, to provide reasonable assurangardeng the reliability of financial reporting artle preparation of financi
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proes] as of the end of the period covered by #y®nt based on such evaluat
and

d. Disclosed in this report any change in the regid's internal control over financial reporting thattooed during the registré' s
most recent fiscal quarter (the registrarfourth quarter in the case of an annual repbd) has materially affected, or is reason
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrant's other certifying officer and | bagisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and theitacmmmittee of registrant's board of directors farsons performing the equival
functions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the regidtsaability to record, process, summarize and refomancial information; ant

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdatin the registran
internal control over financial reportin

Date: August 2, 2006
/sl Christopher P. Johns

Christopher F
Johns
Senior Vict
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 Forr-Q for the quarter ended June 30, 2006 of Pacifie &l Electric Compan

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitaie a material fact necessar
make the statements made, in light of the circunt&ts.under which such statements were made, nieadisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, aiher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amndtf@ periods presented in this rep

4. The registrant's other certifying officer and | assponsible for establishing and maintaining disgte controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act R
13e-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaosed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

b. Designed such internal control over financial réipgr, or caused such internal control over finahm@gorting to be designed uni
our supervision, to provide reasonable assurangardang the reliability of financial reporting arttle preparation of financi
statements for external purposes in accordanceggitierally accepted accounting princip

c. Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proe=s] as of the end of the period covered by #j®nt based on such evaluat
and

d. Disclosed in this report any change in the regid's internal control over financial reporting thattooed during the registre' s
most recent fiscal quarter (the registrarfurth quarter in the case of an annual repbd) has materially affected, or is reason
likely to materially affect, the registré’'s internal control over financial reporting; &

5. The registrant's other certifying officer and | badlisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and theitacmmmittee of registrant's board of directors farsons performing the equival
functions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the regidtsaability to record, process, summarize and refimancial information; ant

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdatin the registran
internal control over financial reportin

Date: August 2, 2006
/sl Thomas B. King

Thomas B
King
President ar
Chief Executive Officer




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Christopher P. Johns, certify that:
1. I have reviewed this Quarterly Report on Forr-Q for the year ended June 30, 2006 of Pacific Gdssectric Company

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittie a material fact necessar
make the statements made, in light of the circuntgts. under which such statements were made, ni#adisg with respect to the per
covered by this repor

3. Based on my knowledge, the financial statementd, aiher financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtf@ periods presented in this rep

4. The registrant's other certifying officer and | assponsible for establishing and maintaining disgte controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15@))%afd internal control over financial reporting (afided in Exchange Act Rul
13&-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaosed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrithe period in which this report is being prepa

b. Designed such internal control over financial réipg;, or caused such internal control over finahm@gorting to be designed uni
our supervision, to provide reasonable assurangardeng the reliability of financial reporting artle preparation of financi
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and proes] as of the end of the period covered by #y®nt based on such evaluat
and

d. Disclosed in this report any change in the regid's internal control over financial reporting thattooed during the registré' s
most recent fiscal quarter (the registrarfourth quarter in the case of an annual repbd) has materially affected, or is reason
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrant's other certifying officer and | bagisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and theitacmmmittee of registrant's board of directors farsons performing the equival
functions):

a. All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the regidtsaability to record, process, summarize and refomancial information; ant

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdatin the registran
internal control over financial reportin

Date: August 2, 2006
/s/ Christopher P. Johns

Christopher F
Johns
Senior Vict
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 RéparForm 10-Q of PG&E Corporation for the quagaded June 30, 2006, |,
Peter A. Darbee, Chairman, Chief Executive Offaed President of PG&E Corporation, hereby certifyspant to 18 U.S.C. Section 1350
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, to the best of my knowledge andebethat:

(1) such Quarterly Report on Form-Q of PG&E Corporation for the quarter ended June2806, fully
complies with the requirements of section 13(a})%(d) of the Securities Exchange Act of 1934;

(2) the information contained in such Quarterly Reporf-orm 1-Q of PG&E Corporation for the quart
ended June 30, 2006, fairly presents, in all malteespects, the financial condition and results of
operations of PG&E Corporatio

/sl Peter A. Darbee
PETER A. DARBEE
Chairman, Chief Executive Officer and Presic

August 2, 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 June 30, 2006, I,
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 96Gdarbanes-Oxley Act of 2002, to the best okmywledge and belief, that:

a such Quarterly Report on Form-Q of PG&E Corporation for the quarter ended June2806, fully
complies with the requirements of section 13(a})%(d) of the Securities Exchange Act of 1934;

2 the information contained in such Quarterly Reporf-orm 1-Q of PG&E Corporation for the quart
ended June 30, 2006, fairly presents, in all malteespects, the financial condition and results of
operations of PG&E Corporatio

/s/ Christopher P. Johns
CHRISTOPHER P. JOHN

Senior Vice Presiden

Chief Financial Officer and Treasut

August 2, 2006







Exhibit 32.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10Q of Pacific Gas and Electric Company for the ceraehded Jur
30, 2006, I, Thomas B. King, President and Chieddtstive Officer of Pacific Gas and Electric Compamgreby certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 96&darbanes-Oxley Act of 2002, to the best okmywledge and belief, that:

(1) such Quarterly Report on Form-Q of Pacific Gas and Electric Company for the ceraended June 3
2006, fully complies with the requirements of sewtil3(a) or 15(d) of the Securities Exchange Act of
1934; anc

(2) the information contained in such Quarterly Reporf-orm 1-Q of Pacific Gas and Electric Company

the quarter ended June 30, 2006, fairly presemts] material respects, the financial conditiod agsults
of operations of Pacific Gas and Electric Comp:

/s/ Thomas B. King
THOMAS B. KING
President and Chief Executive Offic

August 2, 2006




CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10Q of Pacific Gas and Electric Company for the qeraghded Jur
30, 20086, I, Christopher P. Johns, Senior ViceiBees, Chief Financial Officer and Treasurer ofiRacGas and Electric Company, hereby
certify pursuant to 18 U.S.C. Section 1350, as @&tbpursuant to Section 906 of the Sarbadeley Act of 2002, to the best of my knowle:
and belief, that:

(1) such Quarterly Report on Form-Q of Pacific Gas and Electric Company for the ceraended June 3
2006, fully complies with the requirements of sectl3(a) or 15(d) of the Securities Exchange Act984
and

(2) the information contained in such Quarterly Reporf-orm 1+-Q of Pacific Gas and Electric Company

the quarter ended June 30, 2006, fairly presemts] material respects, the financial condition agsults
of operations of Pacific Gas and Electric Comp:

/s/ Christopher P. Johns

CHRISTOPHER P. JOHN

Senior Vice President, Chief Financial Offic
and Treasure

August 2, 2006







