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PART I.  FINANCIAL INFORMATION  
ITEM 1 : CONDENSED CONSOLIDATED FINANCIAL STATEMENT S  

 

 
 

  

PG&E CORPORATION    
CONDENSED CONSOLIDATED STATEMENTS OF INCOME    
    (Unaudited)    
(in millions, except per share amounts)    Three Months Ended    
    March 31,    
    2008      2007    
Operating Revenues              

Electric    $ 2,514     $ 2,175   
Natural gas      1,219       1,181   

Total operating revenues      3,733       3,356   
Operating Expenses                  

Cost of electricity      1,027       723   
Cost of natural gas      775       754   
Operating and maintenance      1,036       920   
Depreciation, amortization, and decommissioning      402       430   

Total operating expenses      3,240       2,827   
Operating Income      493       529   

Interest income      26       52   
Interest expense      (187 )     (190 ) 
Other income, net      2       4   

Income Before Income Taxes      334       395   
Income tax provision      110       139   

Net Income    $ 224     $ 256   

Weighted Average Common Shares Outstanding, Basic      355       349   

Weighted Average Common Shares Outstanding, Diluted      356       351   

Net Earnings Per Common Share, Basic    $ 0.62     $ 0.71   

Net Earnings Per Common Share, Diluted    $ 0.62     $ 0.71   

Dividends Declared Per Common Share    $ 0.39     $ 0.36   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PG&E CORPORATION        
CONDENSED CONSOLIDATED BALANCE SHEETS        
        
    Balance At    

(in millions)  
     

March 31,  
2008  

(Unaudited)      
December 31, 

2007    
ASSETS              
Current Assets              

Cash and cash equivalents    $ 253     $ 345   
Restricted cash      1,305       1,297   
Accounts receivable:                  

Customers (net of allowance for doubtful accounts of $61 million in 2008 and $58 million in 2007)      2,260       2,349   
Regulatory balancing accounts      1,179       771   

Inventories:                  
Gas stored underground and fuel oil      100       205   
Materials and supplies      164       166   

Income taxes receivable      105       61   
Prepaid expenses and other      390       255   

Total current assets      5,756       5,449   
Property, Plant, and Equipment                  

Electric      25,920       25,599   
Gas      9,738       9,620   
Construction work in progress      1,664       1,348   
Other      17       17   

Total property, plant, and equipment      37,339       36,584   
Accumulated depreciation      (13,117 )     (12,928 ) 

Net property, plant, and equipment      24,222       23,656   
Other Noncurrent Assets                  

Regulatory assets      4,349       4,459   
Nuclear decommissioning funds      1,932       1,979   
Other      1,187       1,089   

Total other noncurrent assets      7,468       7,527   
TOTAL ASSETS    $ 37,446     $ 36,632   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PG&E CORPORATION        
CONDENSED CONSOLIDATED BALANCE SHEETS        
        
    Balance At    

(in millions, except share amounts)  
  

March 31,  
2008  

(Unaudited)      
December 31, 

2007    
LIABILITIES AND SHAREHOLDERS' EQUITY              
Current Liabilities              

Short-term borrowings    $ 73     $ 519   
Long-term debt, classified as current      754       -  
Energy recovery bonds, classified as current      359       354   
Accounts payable:                  

Trade creditors      1,070       1,067   
Disputed claims and customer refunds      1,628       1,629   
Regulatory balancing accounts      734       673   
Other      497       394   

Interest payable      675       697   
Deferred income taxes      168       -  
Other      1,706       1,374   

Total current liabilities      7,664       6,707   
Noncurrent Liabilities                  

Long-term debt      7,721       8,171   
Energy recovery bonds      1,494       1,582   
Regulatory liabilities      4,663       4,448   
Asset retirement obligations      1,598       1,579   
Income taxes payable      241       234   
Deferred income taxes      3,053       3,053   
Deferred tax credits      98       99   
Other      1,969       1,954   

Total noncurrent liabilities      20,837       21,120   
Commitments and Contingencies (Notes 4, 5, 10, and 11)                  
Preferred Stock of Subsidiaries      252       252   
Preferred Stock                  

Preferred stock, no par value, authorized 80,000,000 shares, $100 par value, authorized 5,000,000 shares, none issued      -      -  
Common Shareholders' Equity                  

Common stock, no par value, authorized 800,000,000 shares, issued 379,897,758 common and 1,381,424 restricted shares in 
2008 and issued 378,385,151 common and 1,261,125 restricted shares in 2007      6,162       6,110   

Common stock held by subsidiary, at cost, 24,665,500 shares      (718 )     (718 ) 
Reinvested earnings      3,237       3,151   
Accumulated other comprehensive income      12       10   

Total common shareholders' equity      8,693       8,553   
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY    $ 37,446     $ 36,632   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PG&E CORPORATION    
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS    
    
    (Unaudited)    
    Three Months Ended    
(in millions)    March 31,    
    2008      2007    
Cash Flows From Operating Activities              

Net income    $ 224     $ 256   
Adjustments to reconcile net income to net cash provided by operating activities:                  
Depreciation, amortization, decommissioning, and allowance for equity funds used during construction      417       454   
Deferred income taxes and tax credits, net      167       142   
Other changes in noncurrent assets and liabilities      111       68   
Net effect of changes in operating assets and liabilities:                  

Accounts receivable      89       235   
Inventories      107       75   
Accounts payable      144       (86 ) 
Income taxes receivable/payable      (37 )     58   
Regulatory balancing accounts, net      (356 )     (275 ) 
Other current assets      103       173   
Other current liabilities      68       (117 ) 

Other      (2 )     (7 ) 
Net cash provided by operating activities      1,035       976   
Cash Flows From Investing Activities                  

Capital expenditures      (853 )     (673 ) 
Net proceeds from sale of assets      6       4   
Decrease (increase) in restricted cash      2       (11 ) 
Proceeds from nuclear decommissioning trust sales      164       181   
Purchases of nuclear decommissioning trust investments      (117 )     (199 ) 

Net cash used in investing activities      (798 )     (698 ) 
Cash Flows From Financing Activities                  

Repayments under accounts receivable facility and working capital facility      (250 )     (300 ) 
Net repayment of commercial paper, net of discount of $4 million in 2007      (198 )     (425 ) 

Proceeds from issuance of long-term debt, net of premium, discount, and issuance costs of $2 million in 2008 and $10 
million in 2007      598       690   

Long-term debt matured, redeemed, or repurchased      (300 )     -  
Rate reduction bonds matured      -      (75 ) 
Energy recovery bonds matured      (83 )     (83 ) 
Common stock issued      39       26   
Common stock dividends paid      (129 )     (123 ) 
Other      (6 )     26   

Net cash used in financing activities      (329 )     (264 ) 
Net change in cash and cash equivalents      (92 )     14   
Cash and cash equivalents at January 1      345       456   
Cash and cash equivalents at March 31    $ 253     $ 470   

Supplemental disclosures of cash flow information                  
Cash paid for:                  

Interest (net of amounts capitalized)    $ 189     $ 128   
Income taxes paid (refunded), net      -      57   

Supplemental disclosures of noncash investing and financing activities                  
Common stock dividends declared but not yet paid    $ 139     $ 126   
Capital expenditures financed through accounts payable      242       142   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PACIFIC GAS AND ELECTRIC COMPANY    
CONDENSED CONSOLIDATED STATEMENTS OF INCOME    
    (Unaudited)    
    Three Months Ended    
(in millions)    March 31,    
    2008      2007    
Operating Revenues              

Electric    $ 2,514     $ 2,175   
Natural gas      1,219       1,181   

Total operating revenues      3,733       3,356   
Operating Expenses                  

Cost of electricity      1,027       723   
Cost of natural gas      775       754   
Operating and maintenance      1,036       919   
Depreciation, amortization, and decommissioning      402       429   

Total operating expenses      3,240       2,825   
Operating Income      493       531   

Interest income      24       48   
Interest expense      (180 )     (182 ) 
Other income, net      19       9   

Income Before Income Taxes      356       406   
Income tax provision      120       145   

Net Income      236       261   
Preferred stock dividend requirement      3       3   

Income Available for Common Stock    $ 233     $ 258   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PACIFIC GAS AND ELECTRIC COMPANY        
CONDENSED CONSOLIDATED BALANCE SHEETS        
        
    Balance At    

(in millions)  
  

March 31,  
2008  

(Unaudited)      
December 31, 

2007    
ASSETS              
Current Assets              

Cash and cash equivalents    $ 62     $ 141   
Restricted cash      1,305       1,297   
Accounts receivable:                  

Customers (net of allowance for doubtful accounts of $61 million in 2008 and $58 million in 2007)      2,260       2,349   
Related parties      2       6   
Regulatory balancing accounts      1,179       771   

Inventories:                  
Gas stored underground and fuel oil      100       205   
Materials and supplies      164       166   

Income taxes receivable      38       15   
Prepaid expenses and other      387       252   

Total current assets      5,497       5,202   
Property, Plant, and Equipment                  

Electric      25,920       25,599   
Gas      9,738       9,620   
Construction work in progress      1,664       1,348   

Total property, plant, and equipment      37,322       36,567   
Accumulated depreciation      (13,102 )     (12,913 ) 

Net property, plant, and equipment      24,220       23,654   
Other Noncurrent Assets                  

Regulatory assets      4,349       4,459   
Nuclear decommissioning funds      1,932       1,979   
Related parties receivable      28       23   
Other      1,094       993   

Total other noncurrent assets      7,403       7,454   
TOTAL ASSETS    $ 37,120     $ 36,310   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PACIFIC GAS AND ELECTRIC COMPANY        
CONDENSED CONSOLIDATED BALANCE SHEETS        
        
    Balance At    

(in millions, except share amounts)  
  

March 31,  
2008  

(Unaudited)      
December 31, 

2007    
LIABILITIES AND SHAREHOLDERS' EQUITY              
Current Liabilities              

Short-term borrowings    $ 73     $ 519   
Long-term debt, classified as current      754       -  
Energy recovery bonds, classified as current      359       354   
Accounts payable:                  

Trade creditors      1,070       1,067   
Disputed claims and customer refunds      1,628       1,629   
Related parties      27       28   
Regulatory balancing accounts      734       673   
Other      481       370   

Interest payable      668       697   
Income taxes payable      3       -  
Deferred income taxes      174       4   
Other      1,525       1,200   

Total current liabilities      7,496       6,541   
Noncurrent Liabilities                  

Long-term debt      7,441       7,891   
Energy recovery bonds      1,494       1,582   
Regulatory liabilities      4,663       4,448   
Asset retirement obligations      1,598       1,579   
Income taxes payable      103       103   
Deferred income taxes      3,095       3,104   
Deferred tax credits      98       99   
Other      1,862       1,838   

Total noncurrent liabilities      20,354       20,644   
Commitments and Contingencies (Notes 4, 5, 10, and 11)                  
Shareholders' Equity                  

Preferred stock without mandatory redemption provisions:                  
Nonredeemable, 5.00% to 6.00%, outstanding 5,784,825 shares      145       145   
Redeemable, 4.36% to 5.00%, outstanding 4,534,958 shares      113       113   
Common stock, $5 par value, authorized 800,000,000 shares, issued 283,856,022 shares in 2008 and issued 282,916,485 

shares in 2007      1,419       1,415   
Common stock held by subsidiary, at cost, 19,481,213 shares      (475 )     (475 ) 
Additional paid-in capital      2,268       2,220   
Reinvested earnings      5,785       5,694   
Accumulated other comprehensive income      15       13   

Total shareholders' equity      9,270       9,125   
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY    $ 37,120     $ 36,310   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    
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PACIFIC GAS AND ELECTRIC COMPANY    
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS    
    
    (Unaudited)    
    Three Months Ended    
(in millions)    March 31,    
    2008      2007    
Cash Flows From Operating Activities              

Net income    $ 236     $ 261   
Adjustments to reconcile net income to net cash provided by operating activities:                  
Depreciation, amortization, decommissioning and allowance for equity funds used during construction      417       454   
Deferred income taxes and tax credits, net      160       143   
Other changes in noncurrent assets and liabilities      106       68   
Net effect of changes in operating assets and liabilities:                  

Accounts receivable      88       237   
Inventories      107       75   
Accounts payable      149       (99 ) 
Income taxes receivable/payable      (20 )     41   
Regulatory balancing accounts, net      (356 )     (275 ) 
Other current assets      104       174   
Other current liabilities      65       (98 ) 

Other      (2 )     (7 ) 
Net cash provided by operating activities      1,054       974   
Cash Flows From Investing Activities                  

Capital expenditures      (853 )     (673 ) 
Net proceeds from sale of assets      6       4   
Decrease (increase) in restricted cash      2       (11 ) 
Proceeds from nuclear decommissioning trust sales      164       181   
Purchases of nuclear decommissioning trust investments      (117 )     (199 ) 

Net cash used in investing activities      (798 )     (698 ) 
Cash Flows From Financing Activities                  

Repayments under accounts receivable facility and working capital facility      (250 )     (300 ) 
Net repayment of commercial paper, net of discount of $4 million in 2007      (198 )     (425 ) 

Proceeds from issuance of long-term debt, net of premium, discount, and issuance costs of $2 million in 2008 and $10 
million in 2007      598       690   

Long-term debt matured, redeemed, or repurchased      (300 )     -  
Rate reduction bonds matured      -      (75 ) 
Energy recovery bonds matured      (83 )     (83 ) 
Equity infusion from PG&E Corporation      50       -  
Common stock dividends paid      (142 )     (127 ) 
Preferred stock dividends paid      (3 )     (3 ) 
Other      (7 )     14   

Net cash used in financing activities      (335 )     (309 ) 
Net change in cash and cash equivalents      (79 )     (33 ) 
Cash and cash equivalents at January 1      141       70   
Cash and cash equivalents at March 31    $ 62     $ 37   

Supplemental disclosures of cash flow information                  
Cash paid for:                  

Interest (net of amounts capitalized)    $ 189     $ 115   
Income taxes paid (refunded), net      -      (30 ) 

Supplemental disclosures of noncash investing and financing activities                  
Capital expenditures financed through accounts payable    $ 242     $ 142   

    
See accompanying Notes to the Condensed Consolidated Financial Statements.    

  
10 



   
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS  

 
NOTE 1: ORGANIZATION AND BASIS OF PRESENTATION  
 
               PG&E Corporation is a holding company whose primary purpose is to hold interests in energy-based businesses.  PG&E Corporation conducts its business 
principally through Pacific Gas and Electric Company (“Utility”), a public utility operating in northern and central California.  The Utility engages in the businesses of 
electricity and natural gas distribution; electricity generation, procurement, and transmission; and natural gas procurement, transportation, and storage.  The Utility is 
primarily regulated by the California Public Utilities Commission (“CPUC”) and the Federal Energy Regulatory Commission (“FERC”).  
 
               This Quarterly Report on Form 10-Q is a combined report of PG&E Corporation and the Utility.  Therefore, the Notes to the unaudited Condensed 
Consolidated Financial Statements apply to both PG&E Corporation and the Utility.  PG&E Corporation's Condensed Consolidated Financial Statements include the 
accounts of PG&E Corporation, the Utility, and other wholly owned and controlled subsidiaries.  The Utility's Condensed Consolidated Financial Statements include 
its accounts and those of its wholly owned and controlled subsidiaries and variable interest entities for which it is subject to a majority of the risk of loss or gain.  All 
intercompany transactions have been eliminated from the Condensed Consolidated Financial Statements.  
 
               The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted 
in the United States of America (“GAAP”) for interim financial information and in accordance with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X 
promulgated by the Securities and Exchange Commission (“SEC”) and do not contain all of the information and footnotes required by GAAP and the SEC for annual 
financial statements.  The information at December 31, 2007 in both PG&E Corporation and the Utility's Condensed Consolidated Balance Sheets included in this 
quarterly report was derived from the audited Consolidated Balance Sheets incorporated by reference into their combined Annual Report on Form 10-K for the year 
ended December 31, 2007.  PG&E Corporation and the Utility’s combined Annual Report on Form 10-K for the year ended December 31, 2007, together with the 
information incorporated by reference into such report, is referred to in this Quarterly Report on Form 10-Q as the “2007 Annual Report.”  
 
               Except for the new and significant accounting policies described in Note 2 below, the accounting policies used by PG&E Corporation and the Utility are 
discussed in Notes 1 and 2 of the Notes to the Consolidated Financial Statements in the 2007 Annual Report.  
   

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions.  These estimates and 
assumptions affect the reported amounts of revenues, expenses, assets and liabilities, the disclosure of contingencies, and include, but are not limited to, estimates and 
assumptions used in determining the Utility's regulatory asset and liability balances based on probability assessments of regulatory recovery, revenues earned but not 
yet billed, the remaining disputed claims made by electricity suppliers in the Utility’s proceeding under Chapter 11 of the U.S. Bankruptcy Code (“Disputed Claims”) 
and customer refunds, asset retirement obligations (“ARO”), allowance for doubtful accounts receivable, provisions for losses that are deemed probable from 
environmental remediation liabilities, pension and other employee benefit plan liabilities, severance costs, accounting for derivatives under Statement of Financial 
Accounting Standards (“SFAS”) No. 133 “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133”), fair value measurements under SFAS 
No. 157 “Fair Value Measurements” (“SFAS No. 157”), income tax-related assets and liabilities, and accruals for legal matters.  In addition, the Utility uses estimates 
and assumptions when it reviews long-lived assets and certain identifiable intangibles that are held and used in operations for impairment.  (A review is triggered 
whenever events or changes in circumstances indicate that the carrying amount of these assets might not be recoverable.)  A change in management's estimates or 
assumptions could have a material impact on PG&E Corporation and the Utility's financial condition and results of operations during the period in which such change 
occurred.  As these estimates and assumptions involve judgments on a wide range of factors, including future regulatory decisions and economic conditions that are 
difficult to predict, actual results may differ from these estimates.  PG&E Corporation and the Utility's Condensed Consolidated Financial Statements reflect all 
adjustments management believes are necessary for the fair presentation of their financial condition and results of operations for the periods presented.  Interim period 
results of operations are not necessarily indicative of the results of operations for the full year.  

   
               This quarterly report should be read in conjunction with PG&E Corporation and the Utility's Consolidated Financial Statements and Notes to the 
Consolidated Financial Statements in the 2007 Annual Report.  
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NOTE 2: NEW AND SIGNIFICANT ACCOUNTING POLICIES  
 
Fair Value Measurements  
 

On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of SFAS No. 157, which defines fair value, establishes criteria when 
measuring fair value, and expands disclosures about fair value measurements.  SFAS No. 157 defines fair value as “the price that would be received to sell an asset or 
paid to transfer a liability in an orderly transaction between market participants at the measurement date," or the “exit price.”  Accordingly, an entity must now 
determine the fair value of an asset or liability based on the assumptions that market participants would use in pricing the asset or liability, not those of the reporting 
entity itself.  The identification of market participant assumptions provides a basis for determining what inputs are to be used for pricing each asset or 
liability.  Additionally, SFAS No. 157 establishes a fair value hierarchy which gives precedence to fair value measurements calculated using observable inputs to those 
using unobservable inputs.  SFAS No. 157 requires entities to disclose financial fair-valued instruments according to the hierarchy in each reporting period after 
implementation.  
 

As a result of the adoption of SFAS No. 157, PG&E Corporation and the Utility recorded, on January 1, 2008, a $48 million increase to price risk 
management assets (Current Assets – Prepaid Expenses and Other and Noncurrent Assets - Other) and regulatory liabilities (Current Liabilities - Other and Noncurrent 
Liabilities – Other) associated with the valuation of Congestion Revenue Rights (“CRRs”).  Additionally, PG&E Corporation recorded a $6 million increase to Current 
Liabilities - Other and Noncurrent Liabilities - Other associated with the valuations of dividend participation rights, which impacted earnings.  
 

See Note 8 for further discussion and the impact to the financial statements of implementation of SFAS No. 157 and fair value measurements.  
 
Fair Value Option  
 

On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of SFAS No. 159, “The Fair Value Option for Financial Assets and Financial 
Liabilities” (“SFAS No. 159”).  SFAS No. 159 establishes a fair value option under which entities can elect to report certain financial assets and liabilities at fair value 
with changes in fair value recognized in earnings.  PG&E Corporation and the Utility did not elect the fair value option for any assets or liabilities, therefore the 
adoption of SFAS No. 159 did not impact the Condensed Consolidated Financial Statements.  
 
Amendment of FASB Interpretation No. 39  
 

On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of Financial Accounting Standards Board (“FASB”) Staff Position on 
Interpretation 39, “Amendment of FASB Interpretation No. 39” (“FIN 39-1”).  Under FIN 39-1, a reporting entity is permitted to offset the fair value amounts 
recognized for cash collateral paid or cash collateral received against the fair value amounts recognized for derivative instruments executed with the same counterparty 
under a master netting arrangement.  The provisions of FIN 39-1 are applied retrospectively.  Therefore, the impact of FIN 39-1 on PG&E Corporation and the 
Utility’s Consolidated Balance Sheets as of December 31, 2007 reflect a $65 million reclassification of cash collateral from Other Current Assets to Price Risk 
Management Instruments.  In addition, PG&E Corporation and the Utility’s Condensed Consolidated Balance Sheets reflect a $155 million classification of cash 
collateral within Price Risk Management Instruments at March 31, 2008.  See Note 7 for further discussion of FIN 39-1.  
 
Share-Based Compensation  
 

PG&E Corporation and the Utility account for share-based compensation awards in accordance with the provisions of SFAS No. 123R, “Share-Based 
Payment” (“SFAS No. 123R”), using the modified prospective application method, which requires that compensation cost be recognized for all share-based payment 
awards, including unvested stock options, based on the grant date fair value.  SFAS No. 123R requires that an estimate of future forfeitures be made and that 
compensation cost be recognized only for share-based payment awards that are expected to vest.  
 

PG&E Corporation and the Utility use an estimated annual forfeiture rate of 2.5%, based on historic forfeiture rates, for purposes of determining 
compensation expense for share-based incentive awards.  The following table provides a summary of total compensation expense (reduction to compensation expense) 
for PG&E Corporation (consolidated) and the Utility (stand-alone) for share-based incentive awards for the three months ended March 31, 2008 and 2007:  
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Pension and Other Postretirement Benefits  
 
               PG&E Corporation and the Utility provide a non-contributory defined benefit pension plan for certain employees and retirees (referred to collectively as 
“pension benefits”), contributory postretirement medical plans for certain employees and retirees and their eligible dependents, and non-contributory postretirement 
life insurance plans for certain employees and retirees (referred to collectively as “other benefits”).  PG&E Corporation and the Utility use a December 31 
measurement date for all of their plans and use publicly quoted market values and independent pricing services depending on the nature of the assets, as reported by 
the trustee, to determine the fair value of the plan assets.  To determine each plan’s projected benefit obligation, PG&E Corporation and the Utility use December 31 
measurement date actuarial assumptions, as determined by an independent party.  
 
               Net periodic benefit cost as reflected in PG&E Corporation's Condensed Consolidated Statements of Income for the three months ended March 31, 2008 and 
2007 are as follows:  
 

 
There was no material difference between the Utility's and PG&E Corporation's consolidated net periodic benefit costs.  

 
Accounting Pronouncements Issued But Not Yet Adopted  
 
Disclosures about Derivative Instruments and Hedging Activities - an amendment of FASB Statement No. 133  
 

In March 2008, the FASB issued SFAS No. 161 “Disclosures about Derivative Instruments and Hedging Activities, an amendment of SFAS No. 
133,” (“SFAS No. 161”).  SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133.  An entity is required to provide qualitative disclosures 
about objectives and strategies for using derivatives, quantitative disclosures on fair value amounts of and gains and losses on derivative instruments, and disclosures 
relating to credit-risk-related contingent features in derivative agreements.  SFAS No. 161 is effective prospectively for fiscal years beginning after November 15, 
2008.  PG&E Corporation and the Utility are currently evaluating the impact of SFAS No. 161.  
 

  

    PG&E Corporation      Utility    

    
Three Months Ended  

March 31,      
Three Months Ended  

March 31,    
(in millions)    2008      2007      2008      2007    
                          
Stock options    $ 1     $ 2     $ 1     $ 1   
Restricted stock      9       8       5       5   
Performance shares      (4 )     (6 )     (3 )     (5 ) 
Total compensation expense (pre-tax)    $ 6     $ 4     $ 3     $ 1   

Total compensation expense (after-tax)    $ 4     $ 2     $ 2     $ 1   

    Pension Benefits      Other Benefits    

    
Three Months Ended  

March 31,      
Three Months Ended  

March 31,    
(in millions)    2008      2007      2008      2007    
Service cost for benefits earned    $ 59     $ 59     $ 7     $ 7   
Interest cost      144       135       20       20   
Expected return on plan assets      (175 )     (177 )     (24 )     (24 ) 
Amortization of transition obligation (1)      -      -      7       6   
Amortization of prior service cost (1)      12       12       4       4   
Amortization of unrecognized (gain) loss (1)      -      -      (4 )     (3 ) 

Net periodic benefit cost    $ 40     $ 29     $ 10     $ 10   

                                  
    
(1) In 2007, under SFAS No.158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 
88, 106, and 132(R)” (“SFAS No. 158”), PG&E Corporation and the Utility recorded amounts related to other benefits in other comprehensive income, net of related 
deferred taxes, except for a portion recorded as a regulatory liability in accordance with SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation,” 
as amended (“SFAS No. 71”). Other comprehensive income also does not include amortization of the amounts related to the defined benefit pension plan, which are 
recorded as a reduction to the existing pension regulatory liability in accordance with the provisions of SFAS No. 71.    
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NOTE 3: REGULATORY ASSETS, LIABILITIES, AND BALANCI NG ACCOUNTS  
 

PG&E Corporation and the Utility account for the financial effects of regulation in accordance with SFAS No. 71.  SFAS No. 71 applies to regulated entities 
whose rates are designed to recover the cost of providing service.  SFAS No. 71 applies to all of the Utility’s operations.  
 

Under SFAS No. 71, incurred costs that would otherwise be charged to expense may be capitalized and recorded as regulatory assets if it is probable that the 
incurred costs will be recovered in future rates.  The regulatory assets are amortized over future periods consistent with the inclusion of costs in authorized customer 
rates.  If costs that a regulated enterprise expects to incur in the future are currently being recovered through rates, SFAS No. 71 requires that the regulated enterprise 
record those expected future costs as regulatory liabilities.  In addition, amounts that are probable of being credited or refunded to customers in the future must be 
recorded as regulatory liabilities.  
 

To the extent that portions of the Utility’s operations cease to be subject to SFAS No. 71, or recovery is no longer probable as a result of changes in 
regulation or other reasons, the related regulatory assets and liabilities are written off.  
 
Regulatory Assets  
 

Long-term regulatory assets are comprised of the following:  
 

 
The energy recovery bond (“ERB”) regulatory asset represents the refinancing of the settlement regulatory asset established under the December 19, 2003 

settlement agreement among PG&E Corporation, the Utility, and the CPUC to resolve the Utility’s proceeding under Chapter 11 of the U.S. Bankruptcy Code (the 
“Chapter 11 Settlement Agreement”).  During the three months ended March 31, 2008, the Utility recorded amortization of the ERB regulatory asset of approximately 
$84 million.  The Utility expects to fully recover this asset by the end of 2012.  
 

As a result of the Chapter 11 Settlement Agreement, the Utility recognized a one-time non-cash gain of $1.2 billion related to the recovery of the Utility’s 
retained generation regulatory assets in 2004.  The individual components of these regulatory assets are amortized over their respective lives, with a weighted average 
life of approximately 16 years.  During the three months ended March 31, 2008, the Utility recorded amortization of the Utility’s retained generation regulatory assets 
of approximately $19 million.  
 

The regulatory assets for deferred income tax represent deferred income tax benefits passed through to customers and are offset by deferred income tax 
liabilities.  Tax benefits to customers have been passed through as the CPUC requires utilities under its jurisdiction to follow the “flow-through” method of passing 
certain tax benefits to customers.  The “flow-through” method ignores the effect of deferred taxes on rates.  Based on current regulatory ratemaking and income tax 
laws, the Utility expects to recover deferred income taxes related to regulatory assets over periods ranging from 1 to 45 years.  
 

Environmental compliance costs represent the portion of estimated environmental remediation liabilities that the Utility expects to recover in future rates as 
actual remediation costs are incurred.  The Utility expects to recover these costs over periods ranging from 1 to 30 years.  
 

  

    Balance At  

(in millions)    
March 31,  

2008      
December 31,  

2007  
Energy recovery bond regulatory asset    $ 1,749     $ 1,833   
Utility retained generation regulatory assets      928       947   
Regulatory assets for deferred income tax      752       732   
Environmental compliance costs      333       328   
Unamortized loss, net of gain, on reacquired debt      266       269   
Regulatory assets associated with plan of reorganization      112       122   
Contract termination costs      93       96   
Scheduling coordinator costs      78       90   
Other      38       42   

Total regulatory assets    $ 4,349     $ 4,459   
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Unamortized loss, net of gain, on reacquired debt represents costs related to debt reacquired or redeemed prior to maturity with associated discount and debt 

issuance costs.  These costs are expected to be recovered over the remaining original amortization period of the reacquired debt over periods ranging from 1 to 18 
years.  
 

Regulatory assets associated with the Utility’s Chapter 11 Settlement Agreement include costs incurred in financing the Utility’s reorganization under 
Chapter 11 and costs to oversee the environmental enhancement projects of the Pacific Forest and Watershed Stewardship Council, an entity that was established 
pursuant to the Utility’s plan of reorganization.  The Utility expects to recover these costs over periods ranging from 5 to 30 years.  
 

Contract termination costs represent amounts that the Utility incurred in terminating a 30-year power purchase agreement.  This regulatory asset will be 
amortized and collected in rates on a straight-line basis until the end of September 2014, the power purchase agreement’s original termination date.  
 

The regulatory asset related to scheduling coordinator (“SC”) costs represents costs that the Utility incurred beginning in 1998 in its capacity as an SC for its 
then existing wholesale transmission customers.  The Utility expects to fully recover the SC costs by the fourth quarter of 2009.  
 

Finally “Other” is primarily related to timing differences between the recognition of ARO in accordance with GAAP and the amounts recognized for 
ratemaking purposes.  
 

In general, the Utility does not earn a return on regulatory assets where the related costs do not accrue interest.  Accordingly, the Utility earns a return only on 
the Utility’s retained generation regulatory assets, unamortized loss, net of gain, on reacquired debt, and regulatory assets associated with the plan of reorganization.  
 
Current Regulatory Assets  
 

At March 31, 2008 and December 31, 2007, the Utility had current regulatory assets of approximately $85 million and $131 million, respectively, consisting 
primarily of price risk management regulatory assets with terms of less than one year.  Price risk management regulatory assets relate to contracts to procure electricity 
and natural gas designed to reduce commodity price risks that are accounted for as derivatives under SFAS No. 133.  The costs and proceeds of these derivative 
instruments are recovered or refunded through regulated rates.  Current regulatory assets are included in Prepaid Expenses and Other in the Condensed Consolidated 
Balance Sheets.  
 
Regulatory Liabilities  
 

Long-term regulatory liabilities are comprised of the following:  
 

 
Cost of removal liabilities represent revenues collected for asset removal costs that the Utility expects to incur in the future.  

 
Employee benefit plan expenses represent the cumulative differences between amounts recognized in accordance with GAAP and amounts recognized for 

ratemaking purposes, which also includes amounts that otherwise would be fully recorded to accumulated other comprehensive income in accordance with SFAS No. 
158.  (See Note 2 and the 2007 Annual Report for further discussion.)  These balances will be charged against expense to the extent that future expenses exceed 
amounts recoverable for regulatory purposes.  
 

Asset retirement costs represent timing differences between the recognition of ARO in accordance with GAAP and the amounts recognized for ratemaking 
purposes.  
 

  

    Balance At    

(in millions)    
March 31,  

2008      
December 31,  

2007    
Cost of removal obligation    $ 2,628     $ 2,568   
Employee benefit plans      598       578   
Asset retirement costs      497       573   
Price risk management      314       124   
Public purpose programs      276       264   
California Solar Initiative      181       159   
Other      169       182   

Total regulatory liabilities    $ 4,663     $ 4,448   
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         Price risk management regulatory liabilities relate to contracts to procure electricity and natural gas with terms in excess of one year designed to reduce 
commodity price risks that are accounted for as derivative instruments under SFAS No. 133.  Changes in the fair value of derivative instruments are deferred and 
recorded in regulatory accounts because they are recovered or refunded through regulated rates.  
 

Public purpose program liabilities represent revenues designated for public purpose programs costs that are expected to be incurred in the future.  
 

California Solar Initiative liabilities represent revenues designated for costs to promote the use of solar energy in residential homes, and commercial, 
industrial, and agricultural properties that are expected to be incurred in the future.  
 

Finally “Other” is primarily related to amounts received from insurance companies to pay for hazardous substance remediation costs and future customer 
benefits associated with the Gateway Generating Station (“Gateway”).  The liability for hazardous substance insurance recoveries is refunded to customers as a 
reduction to rates until they are fully reimbursed for total covered hazardous substance costs that they have paid to date.  Gateway was acquired as part of a settlement 
with Mirant Corporation and the associated liability will be amortized over 30 years beginning in January 2009 when it is anticipated to be placed in service.  
 
Current Regulatory Liabilities  
 

As of March 31, 2008, the Utility had current regulatory liabilities of approximately $823 million, consisting primarily of price risk management regulatory 
liabilities with terms of less than one year, and unspent program funds returned by the California Energy Commission that will be refunded to customers.  As of 
December 31, 2007, the Utility had current regulatory liabilities of approximately $280 million, primarily consisting of the current portion of electric transmission 
wheeling revenue refunds and amounts that the Utility expects to refund to customers for over-collected electric transmission rates.  Current regulatory liabilities are 
included in Current Liabilities - Other in the Condensed Consolidated Balance Sheets.  
 
Regulatory Balancing Accounts  
 

The Utility uses regulatory balancing accounts as a mechanism to recover amounts incurred for certain costs, primarily commodity costs.  Sales balancing 
accounts accumulate differences between revenues and the Utility's authorized revenue requirements.  Cost balancing accounts accumulate differences between 
incurred costs and authorized revenue requirements.  The Utility also can obtain CPUC approval for balancing account treatment of variances between forecasted and 
actual commodity costs and volumes.  This approval eliminates the earnings impact from any revenue variances from adopted forecast levels.  Under-collections that 
are probable of recovery through regulated rates are recorded as regulatory balancing account assets.  Over-collections that are probable of being credited to customers 
are recorded as regulatory balancing account liabilities.  
 

The Utility's current regulatory balancing accounts accumulate balances until they are refunded to or received from the Utility's customers through authorized 
rate adjustments within the next 12 months.  Regulatory balancing accounts that the Utility does not expect to collect or refund in the next 12 months are included in 
Other Noncurrent Assets – Regulatory Assets and Noncurrent Liabilities – Regulatory Liabilities.  The CPUC does not allow the Utility to offset regulatory balancing 
account assets against regulatory balancing account liabilities.  
 
Current Regulatory Balancing Account Assets  
 

 
Current Regulatory Balancing Account Liabilities  
 

  

    Balance At    

(in millions)    
March 31,  

2008      
December 31,  

2007    
Electricity revenue and cost balancing accounts    $ 1,129     $ 678   
Natural gas revenue and cost balancing accounts      50       93   

Total    $ 1,179     $ 771   
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     During the three months ended March 31, 2008, the under-collection in the Utility's electricity revenue and cost balancing account assets increased from 

December 31, 2007.   This change is primarily due to higher than forecasted procurement costs as a result of the Utility purchasing higher cost replacement power 
during the scheduled outage at the Diablo Canyon nuclear facility and termination of the contract between the California Department of Water Resources (“DWR”) 
and Calpine Corporation, which significantly reduced the volume of power provided by the DWR.  Additionally, seasonal demand changes due to lower electric usage 
have increased this under-collection.  The Utility expects this under-collection to decrease through additional revenue requirements authorized by the CPUC and 
increased electric usage during the summer months.  

   
During the three months ended March 31, 2008, the over-collection in the Utility’s natural gas revenue and cost balancing account liabilities increased from 

December 31, 2007 mainly due to the increase in consumer demand for natural gas during the winter months.  This is consistent with seasonal demand changes, and 
the over-collection is expected to decrease during the summer months when gas usage declines.  
 
NOTE 4: DEBT  
 
PG&E Corporation  
 
Convertible Subordinated Notes  
 

At March 31, 2008, PG&E Corporation had outstanding approximately $280 million of 9.50% Convertible Subordinated Notes that are scheduled to mature 
on June 30, 2010.  Interest is payable semi-annually in arrears on June 30 and December 31.  These Convertible Subordinated Notes may be converted (at the option of 
the holder) at any time prior to maturity into 18,558,059 shares of PG&E Corporation common stock, at a conversion price of $15.09 per share.  The conversion price 
is subject to adjustment for significant changes in the number of outstanding shares of PG&E Corporation’s common stock.  In addition, holders of the Convertible 
Subordinated Notes are entitled to receive “pass-through dividends” determined by multiplying the cash dividend paid by PG&E Corporation per share of common 
stock by a number equal to the principal amount of the Convertible Subordinated Notes divided by the conversion price.  On January 15, 2008 and April 15, 2008, 
PG&E Corporation paid a total of approximately $14 million of “pass-through dividends.”  
   

In accordance with SFAS No. 133, the dividend participation rights of the Convertible Subordinated Notes are considered to be embedded derivative 
instruments and, therefore, must be bifurcated from the Convertible Subordinated Notes and recorded at fair value in PG&E Corporation's Condensed Consolidated 
Financial Statements.  Dividend participation rights are recognized as operating cash flows in PG&E Corporation’s Condensed Consolidated Statements of Cash 
Flows.  Changes in the fair value are recognized in PG&E Corporation's Condensed Consolidated Statements of Income as a non-operating expense or income (in 
Other Income, Net).  At March 31, 2008, the total estimated fair value of the dividend participation rights, on a pre-tax basis, was approximately $63 million, of which 
$27 million was classified as a current liability (in Current Liabilities - Other) and $36 million was classified as a noncurrent liability (in Noncurrent Liabilities - 
Other) in the accompanying Condensed Consolidated Balance Sheets.  At December 31, 2007, the total estimated fair value of the dividend participation rights, on a 
pre-tax basis, was approximately $62 million, of which $25 million was classified as a current liability (in Current Liabilities - Other) and $37 million was classified as 
a noncurrent liability (in Noncurrent Liabilities - Other) in the accompanying Consolidated Balance Sheets.  The discount factor used to value these rights was 
adjusted on January 1, 2008 in order to comply with the provisions of SFAS No. 157, resulting in a $6 million increase in value, of which approximately $1 million 
was classified as a current liability (in Current Liabilities - Other) and $5 million was classified as a noncurrent liability (in Noncurrent Liabilities - Other) in the 
accompanying Condensed Consolidated Balance Sheets.  (See Note 8 for further discussion of the implementation of SFAS No. 157.)  

   
Utility  
 
Statutory Liens  
 

In the ordinary course of the Utility’s construction activities, contractors who work on and provide materials to projects may have certain statutory liens on 
such projects, which are released as construction progresses and payments are made for their work or materials.  
 
Senior Notes  
 

 On March 3, 2008, the Utility issued $200 million principal amount of 5.625% Senior Notes due on November 30,  
 

  

    Balance At    

(in millions)    
March 31,  

2008      
December 31,  

2007    
Electricity revenue and cost balancing accounts    $ 554     $ 618   
Natural gas revenue and cost balancing accounts      180       55   

Total    $ 734     $ 673   
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2017, which increased the amount of the 5.625% Senior Notes issued on December 4, 2007, to $700 million.  The Utility received proceeds of approximately $202 
million from the offering, including a $3 million premium and net of $1 million in issuance costs.  In addition, the Utility received approximately $3 million relating to 
accrued interest (the interest that has accumulated since the original issuance).  Also on March 3, 2008, the Utility issued $400 million principal amount of 6.35% 
Senior Notes due on February 15, 2038.  The Utility received proceeds of approximately $396 million from the offering, net of a $1 million discount and $3 million in 
issuance costs.  The proceeds from the sale of the March 3, 2008 Senior Notes offering were used to repay outstanding commercial paper, for working capital 
purposes, and to fund capital expenditures.  
 

At March 31, 2008, there were $6.9 billion of Senior Notes outstanding.  
 
Pollution Control Bonds  
 

The California Pollution Control Financing Authority and the California Infrastructure and Economic Development Bank issued various series of tax-exempt 
pollution control bonds for the benefit of the Utility.  
 

In 2005, the Utility purchased financial guaranty insurance policies to insure the regularly scheduled payments on $454 million of pollution control bonds 
series 2005 A-G (“PC2005 bonds”) issued by the California Infrastructure and Economic Development Bank.  Interest rates on these bonds were set at auction every 7 
or 35 days.  In January 2008, the insurer’s credit rating was downgraded and/or put on review for possible downgrade by several credit agencies.  This, in addition to 
credit issues which impacted the auction rate markets, resulted in increases in interest rates for the PC2005 bonds.  To eliminate this interest rate risk the Utility 
repurchased $300 million of the PC2005 bonds in March 2008 and the remaining $154 million in April 2008.  The repurchased bonds are held in treasury pending 
resale of the bonds when market conditions improve.  
 

At March 31, 2008, there were $1.3 billion of pollution control bonds outstanding (excluding the PC2005 bonds that were repurchased in March 2008).  
 
Working Capital Facility  
 

At March 31, 2008, there were approximately $220 million of letters of credit and no borrowings outstanding under the Utility’s $2.0 billion working capital 
facility.  
 
Commercial Paper Program  
 

At March 31, 2008, the Utility had $73 million of commercial paper outstanding at an average yield of approximately 3.36%.  
 
Energy Recovery Bonds  
 

In furtherance of the Chapter 11 Settlement Agreement, PG&E Energy Recovery Funding LLC (“PERF”), a wholly owned consolidated subsidiary of the 
Utility, issued two separate series of ERBs in the aggregate amount of $2.7 billion in 2005.  The proceeds of the ERBs were used by PERF to purchase from the Utility 
the right, known as "recovery property," to be paid a specified amount from a dedicated rate component.  The total amount of ERB principal outstanding was $1.9   
billion at March 31, 2008.  
 

While PERF is a wholly owned subsidiary of the Utility, it is legally separate from the Utility.  The assets (including the recovery property) of PERF are not 
available to creditors of the Utility or PG&E Corporation, and the recovery property is not legally an asset of the Utility or PG&E Corporation.    
 
NOTE 5: SHAREHOLDERS' EQUITY  
 
               PG&E Corporation's and the Utility's changes in shareholders' equity for the three months ended March 31, 2008, were as follows:  
 

 

  

    
PG&E 

Corporation      Utility    

(in millions)    

Total Common 
Shareholders' 

Equity      

Total  
Shareholders' 

Equity    
Balance at December 31, 2007    $ 8,553     $ 9,125   
Net income      224       236   
Common stock issued      39       -  

  
18 



 
 

 
On February 25, 2008, PG&E Corporation contributed equity of $50 million to the Utility in order to maintain the 52% common equity target authorized by 

the CPUC and to ensure that the Utility has adequate capital to fund its capital expenditures.  
 
Dividends  
 
               During the three months ended March 31, 2008, the Utility paid common stock dividends totaling $153 million, including $142 million of common stock 
dividends paid to PG&E Corporation and $11 million of common stock dividends paid to PG&E Holdings, LLC, a wholly owned subsidiary of the Utility.  
 

On January 15, 2008, PG&E Corporation paid common stock dividends of $0.36 per share, totaling $137 million, including $9 million of common stock 
dividends paid to Elm Power Corporation, a wholly owned subsidiary of PG&E Corporation. On April 15, 2008, PG&E Corporation paid common stock dividends of 
$0.39 per share, an increase of $0.03 per share over the previous level of $0.36 per share, totaling $148 million, including $10 million paid to Elm Power Corporation.  
 

On February 15, 2008, the Utility paid cash dividends to holders of various series of preferred stock in the aggregate amount of $3 million.  On February 20, 
2008, the Board of Directors of the Utility declared dividends on all outstanding series of its preferred stock.  The dividends, totaling $4 million, are payable on May 
15, 2008, to shareholders of record on April 30, 2008.  
 
NOTE 6: EARNINGS PER COMMON SHARE  
 
                Earnings per common share (“EPS”) is calculated utilizing the “two-class” method, by dividing the sum of distributed earnings to common shareholders and 
undistributed earnings allocated to common shareholders by the weighted average number of common shares outstanding during the period.  In applying the “two-
class” method, undistributed earnings are allocated to both common shares and participating securities.  PG&E Corporation's Convertible Subordinated Notes are 
entitled to receive pass-through dividends and meet the criteria of a participating security.  All PG&E Corporation's participating securities participate on a 1:1 basis 
with shares of common stock.  
 
               PG&E Corporation applies the treasury stock method of reflecting the dilutive effect of outstanding stock-based compensation in the calculation of diluted 
EPS in accordance with SFAS No. 128 “Earnings Per Share” (“SFAS No. 128”).  Under SFAS No. 128, the proceeds from the exercise of options and warrants are 
assumed to be used to purchase shares of common stock at the average market price during the reported period.  The incremental shares (the difference between the 
number of shares assumed issued upon exercise and the number of shares assumed purchased) must be included in the number of weighted average shares of common 
stock used for the calculation of diluted EPS.  
 
               The following is a reconciliation of PG&E Corporation's net income and weighted average shares of common stock outstanding for calculating basic and 
diluted net income per share:  
 

 

  

Share-based compensation amortization      10       -  
Common stock dividends declared and paid      -      (142 ) 
Common stock dividends declared but not yet paid      (139 )     -  
Preferred stock dividends      -      (3 ) 
Tax benefit from share-based payment awards      4       2   
Other comprehensive income      2       2   
Equity infusion      -      50   
Balance at March 31, 2008    $ 8,693     $ 9,270   

    Three Months Ended    
    March 31,    
(in millions, except share amounts)    2008      2007    
Net income    $ 224     $ 256   
Less: distributed earnings to common shareholders      139       126   
Undistributed earnings    $ 85     $ 130   

Common shareholders earnings                  
Basic                  
Distributed earnings to common shareholders    $ 139     $ 126   
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               Options to purchase 7,285 shares of PG&E Corporation common stock were excluded from the computation of diluted EPS for the three months ended 
March 31, 2008 and 2007 because the exercise prices of these options were greater than the average market price of PG&E Corporation common stock during these 
periods.  
 
               PG&E Corporation reflects the preferred dividends of subsidiaries as other expense for computation of both basic and diluted EPS.  
 
NOTE 7: DERIVATIVES AND HEDGING ACTIVITIES  
 

The Utility enters into contracts to procure electricity, natural gas, nuclear fuel, and firm electricity transmission rights (“FTRs”).  Some of these contracts 
meet the definition of derivative instruments under SFAS No. 133.  All derivative instruments, including instruments designated as cash flow hedges, are recorded at 
fair value and presented as price risk management assets and liabilities on the balance sheet (see table below).  Changes in the fair value of derivative instruments are 
deferred and recorded in regulatory accounts because they are expected to be recovered or refunded through regulated rates.  Under the same regulatory accounting 
treatment, changes in the fair value of cash flow hedges are also recorded in regulatory accounts, rather than being deferred in accumulated other comprehensive 
income.  
 

In PG&E Corporation’s and the Utility's Condensed Consolidated Balance Sheets, price risk management assets and liabilities associated with the Utility’s 
electricity and gas procurement activities are presented on a net basis by counterparty as the right of offset exists. As PG&E Corporation and the Utility adopted the 
provisions of FIN 39-1 on January 1, 2008, the net balances include outstanding cash collateral associated with derivative positions.  (See Note 2 for discussion of the 
adoption of FIN 39-1.)  The table below presents the net asset or liability balances, as described above:  
 

 

  

Undistributed earnings allocated to common shareholders      81       123   
Total common shareholders earnings, basic    $ 220     $ 249   

Diluted                  
Distributed earnings to common shareholders    $ 139     $ 126   
Undistributed earnings allocated to common shareholders      81       123   
Total common shareholders earnings, diluted    $ 220     $ 249   

Weighted average common shares outstanding, basic      355       349   
9.50% Convertible Subordinated Notes      19       19   
Weighted average common shares outstanding and participating securities, basic      374       368   

Weighted average common shares outstanding, basic      355       349   
Employee share-based compensation      1       2   
Weighted average common shares outstanding, diluted      356       351   
9.50% Convertible Subordinated Notes      19       19   
Weighted average common shares outstanding and participating securities, diluted      375       370   

Net earnings per common share, basic                  
Distributed earnings, basic (1)    $ 0.39     $ 0.36   
Undistributed earnings, basic      0.23       0.35   
Total    $ 0.62     $ 0.71   

Net earnings per common share, diluted                  
Distributed earnings, diluted    $ 0.39     $ 0.36   
Undistributed earnings, diluted      0.23       0.35   
Total    $ 0.62     $ 0.71   

                  
                  
(1) Distributed earnings, basic may differ from actual per share amounts paid as dividends, as the EPS computation under GAAP requires the use of the weighted 
average, rather than the actual number of, shares outstanding.    

    Derivatives    

(in millions)    
March 31, 2008 

(1)      
December 31, 

2007 (2)    
Current Assets – Prepaid expenses and other    $ 258     $ 55   
Other Noncurrent Assets – Other      260       171   
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Derivative instruments may be designated as cash flow hedges when they hedge variable price risk associated with the purchase of commodities.  Cash flow 

hedges are presented on a net basis by counterparty.  The table below represents the portion of the derivative balances that were designated as cash flow hedges:  
 

 
As of March 31, 2008, PG&E Corporation and the Utility had cash flow hedges with expiration dates through December 2012 for energy contract derivative 

instruments.  
 

The Utility also has derivative instruments for the physical delivery of commodities transacted in the normal course of business as well as non-financial assets 
that are not exchange-traded.  These derivative instruments are eligible for the normal purchase and sales and non-exchange traded contract exceptions under SFAS 
No. 133, and are not reflected in the Condensed Consolidated Balance Sheets.  They are recorded and recognized in income using accrual accounting.  Therefore, 
these expenses are recognized in cost of electricity and cost of natural gas as incurred.  
 

Net realized gains or losses on derivative instruments are included in various items of PG&E Corporation’s and the Utility’s Condensed Consolidated 
Statements of Income, including cost of electricity and cost of natural gas.  Cash inflows and outflows associated with the settlement of price risk management 
activities are recognized in operating cash flows on PG&E Corporation’s and the Utility’s Condensed Consolidated Statements of Cash Flows.  
 

The dividend participation rights component of PG&E Corporation’s Convertible Subordinated Notes, considered to be a derivative instrument, is recorded at 
fair value in PG&E Corporation’s Condensed Consolidated Financial Statements in accordance with SFAS No. 133.  (See Note 4 for discussion of the Convertible 
Subordinated Notes.)  
 
NOTE 8: FAIR VALUE MEASUREMENTS  
 

  

Current Liabilities – Other      16       67   
Noncurrent Liabilities – Other      21       20   
                  
                  
(1) Balances include the impact of cash collateral in accordance with the requirements of FIN 39-1 of a $100 million decrease to Current Assets-Prepaid expenses and 
other, a $54 million decrease to Other Noncurrent Assets–Other, and a $1 million increase to Noncurrent Liabilities–Other.    
(2) Balances include the impact of cash collateral in accordance with the requirements of FIN 39-1 of a $3 million increase to Current Assets-Prepaid expenses and 
other, a $46 million increase to Other Noncurrent Assets–Other, and a $16 million decrease to Current Liabilities–Other. These collateral amounts have been 
reclassified from Current Assets–Prepaid expenses as was presented in the 2007 Annual Report.    

    Cash Flow Hedges    

(in millions)    
March 31, 

2008 (1)      
December 31, 

2007 (2)    

Current Assets – Prepaid expenses and other    $ 57     $ (2 )   
(3) 

Other Noncurrent Assets – Other      50       42   
Current Liabilities – Other      (2 ) (4)     12   
Noncurrent Liabilities – Other      -      3   
                  
                  
(1) Balances include the impact of cash collateral in accordance with the requirements of FIN 39-1 of a $14 million decrease to Current Assets-Prepaid expenses 
and other and a $9 million decrease to Other Noncurrent Assets-Other.    
(2) Balances include the impact of cash collateral in accordance with the requirements of FIN 39-1 of a $9 million increase to Other Noncurrent Assets-Other and a 
$7 million decrease to Current Liabilities-Other. These collateral amounts have been reclassified from Current Assets–Prepaid expenses as was presented in the 
2007 Annual Report.    
(3) $2 million of the cash flow hedges in a liability position at December 31, 2007 relate to counterparties for which the total net derivatives position is a current 
asset.    
(4) $2 million of the cash flow hedges in an asset position at March 31, 2008 relate to counterparties for which the total net derivatives position is a current liability.    
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On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of SFAS No. 157, which defines fair value measurements and implements a 

hierarchical disclosure requirement.  SFAS No. 157 deferred the disclosure of the hierarchy for certain non-financial instruments to fiscal years beginning after 
November 15, 2008.  
 

SFAS No. 157 defines fair value as “the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants at the measurement date,” or the “exit price.” Accordingly, an entity must now determine the fair value of an asset or liability based on the assumptions 
that market participants would use in pricing the asset or liability, not those of the reporting entity itself.  The identification of market participant assumptions provides 
a basis for determining what inputs are to be used for pricing each asset or liability.  Additionally, SFAS No. 157 establishes a fair value hierarchy which gives 
precedence to fair value measurements calculated using observable inputs to those using unobservable inputs.  Accordingly, the following levels were established for 
each input:  
 

Level 1 :  “Inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting entity has the ability to access at the 
measurement date.”  

 
Level 2 :  “Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly or indirectly.”  

 
Level 3 :  “Unobservable inputs for the asset or liability.”  These are inputs for which there is no market data available, or observable inputs that are adjusted 
using Level 3 assumptions.  

 
SFAS No. 157 is applied prospectively with limited exceptions. One such exception relates to SFAS No. 157’s nullification of a portion of Emerging Issues 

Task Force No. 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk 
Management Activities” (“EITF 02-3”).  Prior to the issuance of SFAS No. 157, EITF 02-3 prohibited the use of unobservable inputs that would result in a day one 
gain or loss on derivative contracts.  As SFAS No. 157 requires that a fair value measurement reflect the assumptions market participants would use in pricing an 
instrument, the valuation of derivative contracts may incorporate unobservable inputs that were previously prohibited by EITF 02-3.  Therefore, retrospective 
adjustments to apply SFAS No. 157 need to be made for existing derivative contracts that are affected by this provision in EITF 02-3.  Prior to the adoption of SFAS 
No. 157, the Utility followed the provisions of EITF 02-3 by recording CRRs at their transaction prices as observable data was not available to support any day one 
gains.  CRRs allow market participants, including Load Serving Entities (“LSEs”), to hedge the financial risk of California Independent System Operator (“CAISO”)-
imposed congestion charges in the CAISO’s Market Redesign and Technology Upgrade (“MRTU”) day-ahead market.  The costs associated with procurement of 
CRRs are currently being recovered in rates or are probable of recovery in future rates.  The resulting $48 million adjustment to the fair value of the CRRs was 
recorded to regulatory liabilities as of January 1, 2008.  
 

The following table sets forth the fair value hierarchy by level of PG&E Corporation and the Utility’s recurring fair value financial instruments as of March 
31, 2008. The instruments are classified based on the lowest level of input that is significant to the fair value measurement.  PG&E Corporation and the Utility’s 
assessment of the significance of a particular input to the fair value measurement requires judgment, and may affect the valuation of fair value assets and liabilities and 
their placement within the fair value hierarchy levels.  
 

 

  

PG&E Corporation    
Fair Value Measurements as of March 31, 2008    

(in millions)    Level 1      Level 2      Level 3      Total    
Assets:                          

Nuclear Decommissioning Funds   (1)    $ 1,751     $ 317     $ 7     $ 2,075   
Price Risk Management Instruments (2)      45       137       299       481   
Rabbi Trusts (3)      18       -      -      18   
Long Term Disability Trust      29       -      103       132   

Assets Total    $ 1,843     $ 454     $ 409     $ 2,706   

Liabilities:                                  
Dividend Participation Rights    $ -    $ -    $ 63     $ 63   
Other      -      -      2       2   
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PG&E Corporation and the Utility’s fair value measurements incorporate various factors required under SFAS No. 157 such as the credit standing of the 

counterparties involved, PG&E Corporation and the Utility’s nonperformance risk on its liabilities, the applicable exit market, and specific risks inherent in the 
instrument.  As permitted under SFAS No. 157, PG&E Corporation and the Utility utilize a mid-market pricing convention (the mid-point between bid and ask prices) 
as a practical expedient in valuing the majority of its derivative assets and liabilities at fair value.  
 
Price Risk Management Instruments  
 

The price risk management instrument category is comprised of physical and financial derivative contracts including futures, forwards, options, and swaps 
that are both exchange-traded and over-the-counter (“OTC”) traded contracts.  When necessary, PG&E Corporation and the Utility generally use similar models to 
value similar instruments.  Since the Utility’s contracts are used within the regulatory framework, regulatory accounts are recorded to offset the associated gains and 
losses of these derivatives, which are expected to be reflected in future rates.  
 

All energy options (exchange-traded and OTC) are valued using the Black’s Option Pricing Model and classified as Level 3 measurements primarily due to 
volatility inputs.  
 

CRRs, FTRs, and Demand Response (“DR”) Contracts are new and/or complex instruments that have immature or limited markets.  FTRs allow market 
participants, including LSEs, to hedge financial risk of CAISO-imposed congestion charges in the day-ahead market prior to the operation of the MRTU day-ahead 
market.  DRs primarily allow market participants, including LSEs, to manage their capacity requirements.  In addition, DRs hedge financial risk associated with 
increased energy prices resulting from increased demand on the electricity grid.  As these markets have minimal activity, observable inputs may not be available in 
pricing these instruments.  Therefore, the pricing models used to value these instruments often incorporate significant estimates and assumptions that market 
participants would use in pricing the instrument.  Accordingly, they are classified as Level 3 measurements.  
 

Exchange-traded derivative instruments (other than options) are generally valued based on unadjusted prices in active markets using pricing models to 
determine the net present value of estimated future cash flows.  Accordingly, a majority of these instruments are classified as Level 1 measurements.  However, certain 
of these exchange-traded contracts are classified as Level 2 measurements as the contract term extends to a point at which the market is no longer considered  
 

  

Liabilities Total    $ -    $ -    $ 65     $ 65   

                                  
    
(1) Excludes taxes on appreciation of investment value and cash and cash equivalents.    
(2) Balances include the impact of netting adjustments in accordance with the requirements of FIN 39-1 of $(95) million to Level 1, $(43) million to Level 2, and 
$(17) million to Level 3.    
(3) Excludes life insurance policies.    

Utility    
Fair Value Measurements as of March 31, 2008    

(in millions)    Level 1      Level 2      Level 3      Total    
Assets:                          

Nuclear Decommissioning Funds (1)    $ 1,751     $ 317     $ 7     $ 2,075   
Price Risk Management Instruments (2)      45       137       299       481   
Long-Term Disability Trust      29       -      103       132   

Assets Total    $ 1,825     $ 454     $ 409     $ 2,688   

Liabilities:                                  
Other    $ -    $ -    $ 2     $ 2   

Liabilities Total    $ -    $ -    $ 2     $ 2   

                                  
    
(1) Excludes taxes on appreciation of investment value and cash and cash equivalents.    
(2) Balances include the impact of netting adjustments in accordance with the requirements of FIN 39-1 of $(95) million to Level 1, $(43) million to Level 2, and 
$(17) million to Level 3.    
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active but where prices are still observable.  This determination is based on an analysis of the relevant characteristics of the market such as trading hours, trading 
volumes, frequency of available quotes, and open interest.  In addition, a number of OTC contracts have been valued using unadjusted exchange prices in active 
markets.  Such instruments are classified as Level 2 measurements as they are not exchange-traded instruments.  The remaining OTC derivative instruments are valued 
using pricing models based on the net present value of estimated future cash flows based on broker or dealer quotations.  Such instruments are generally classified 
within Level 3 of the fair value hierarchy.  
 

See Note 7 for further discussion of the price risk management instruments.  
 
Trust Assets  
 

The nuclear decommissioning funds, the rabbi trusts, and the long-term disability trust hold primarily equities, debt securities, mutual funds, and life 
insurance policies.  These instruments are generally valued based on unadjusted prices in active markets for identical transactions or unadjusted prices in active 
markets for similar transactions.  The rabbi trusts are classified as Current Assets-Prepaid Expenses and Other and Other Noncurrent Assets-Other in the Condensed 
Consolidated Financial Statements.  The long-term disability trust is classified as Current Liabilities-Other in the Condensed Consolidated Financial Statements.  
 
Dividend Participation Rights  
 

The dividend participation rights of the Convertible Subordinated Notes are considered to be embedded derivative instruments in accordance with SFAS No. 
133 and, therefore, are bifurcated.  They are valued based on the net present value of estimated future cash flows using internal estimates of company 
dividends.  These rights are recorded as Current Liabilities-Other and Noncurrent Liabilities-Other in the Condensed Consolidated Financial Statements.  See Note 4 
for further discussion of these instruments.  
 
Level 3 Rollfoward  
 

The following table is a reconciliation of changes in fair value of instruments that have been classified as level 3 in the fair value hierarchy:  
 

 

  

PG&E Corporation    

(in millions)    

Price Risk 
Management 
Instruments      

Nuclear 
Decommissioning 

Funds (3)      
Long-term 
Disability      

Dividend 
Participation 

Rights      Other      Total    
Asset (Liability) Balance as of January 1, 
2008    $ 115 (1)   $ 8     $ 69     $ (68 ) (2)   $ (4 )   $ 120   
Realized and unrealized gains (losses):                                                  

Included in earnings      -      -      -      (2 )     -      (2 ) 
Included in regulatory assets and 

liabilities or balancing accounts      184       (1 )     (6 )     -      2       179   
Purchases, issuances, and settlements      -      -      40       7       -      47   
Transfers in/out of Level 3      -      -      -      -      -      -  
Asset (Liability) Balance as of March 31, 
2008    $ 299     $ 7     $ 103     $ (63 )   $ (2 )   $ 344   

  
Earnings for the period were not impacted by changes in unrealized gains or (losses) relating to assets or liabilities still held at the reporting date.  
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PG&E Corporation and the Utility do not have any nonrecurring financial measurements that are within the scope of SFAS No. 157 as of March 31, 2008.  

 
NOTE 9: RELATED PARTY AGREEMENTS AND TRANSACTIONS  
 
               In accordance with various agreements, the Utility and other subsidiaries provide and receive various services to and from their parent, PG&E Corporation, 
and among themselves.  The Utility and PG&E Corporation exchange administrative and professional services in support of operations.  Services are priced at their 
fully loaded costs (i.e., direct cost of good or service plus all applicable indirect charges and overheads).  PG&E Corporation also allocates various corporate 
administrative and general costs to the Utility and other subsidiaries using agreed upon allocation factors, including the number of employees, operating expenses 
excluding fuel purchases, total assets, and other cost allocation methodologies.  The Utility's significant related party transactions and related receivable (payable) 
balances were as follows:  
 

 

  

  
(1) Includes the impact of the $48 million retrospective adjustment related to the CRRs on January 1, 2008.  Additionally, the balance includes the impact of netting 
adjustments in accordance with the requirements of FIN 39-1 of $6 million.  
(2) The discount factor used to value these rights was adjusted on January 1, 2008 in order to comply with the provisions SFAS No. 157, resulting in a $6 million 
expense to increase the value of the liability.  
(3) Excludes taxes on appreciation of investment value and cash and cash equivalents.  

Utility    

(in millions)    

Price Risk 
Management 
Instruments      

Nuclear 
Decommissioning 

Funds (2)      
Long-term 
Disability      Other      Total    

Asset (Liability) Balance as of January 1, 2008    $ 115 (1)   $ 8     $ 69     $ (4 )   $ 188   
Realized and unrealized gains (losses):                                          

Included in earnings      -      -      -      -      -  
Included in regulatory assets and liabilities or balancing 

accounts      184       (1 )     (6 )     2       179   
Purchases, issuances, and settlements      -      -      40       -      40   
Transfers in/out of Level 3      -      -      -      -      -  
Asset (Liability) Balance as of March 31, 2008    $ 299     $ 7     $ 103     $ (2 )   $ 407   

                                          
Earnings for the period were not impacted by changes in unrealized gains or (losses) relating to assets or liabilities still held at the reporting date.    
                            
    
(1) Includes the impact of the $48 million retrospective adjustment related to the CRRs on January 1, 2008. Additionally, the balance includes the impact of netting 
adjustments in accordance with the requirements of FIN 39-1 of $6 million.    
(2) Excludes taxes on appreciation of investment value and cash and cash equivalents.    

              

    Three Months Ended      
Receivable / (Payable)  

Balance Outstanding at    
    March 31,      March 31,      December 31,    
(in millions)    2008      2007      2008      2007    
Utility revenues from:                          
Administrative services provided to PG&E Corporation    $ 1     $ 1     $ 2     $ 2   
Utility employee benefit assets due from PG&E Corporation      -      -      28       27   
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NOTE 10: RESOLUTION OF REMAINING CHAPTER 11 DISPUTE D CLAIMS  
   

In connection with the Utility’s reorganization under Chapter 11 of the U.S. Bankruptcy Code, on April 12, 2004, the Utility deposited approximately $1.7 
billion into escrow for the payment of certain Disputed Claims that had been made by generators and power suppliers for transactions that occurred during the 2000-
2001 California energy crisis.  The Disputed Claims are being addressed in various FERC and judicial proceedings seeking refunds on behalf of California electricity 
purchasers (including the State of California and the Utility) from electricity suppliers, including municipal and governmental entities, for overcharges incurred in the 
CAISO and the Power Exchange (“PX”) wholesale electricity markets between May 2000 and June 2001.  Many issues raised in these proceedings, including the 
extent of the FERC's refund authority, and the amount of potential refunds after taking into account certain costs incurred by the electricity suppliers have not been 
resolved.  It is uncertain when these proceedings will be concluded.  
   

The Bankruptcy Court retains jurisdiction over the Utility’s escrowed funds (in addition, the Bankruptcy Court retains jurisdiction to hear and determine 
disputes arising in connection with the interpretation, implementation, or enforcement of (1) the Chapter 11 Settlement Agreement, (2) the Utility’s plan of 
reorganization under Chapter 11, and (3) the Bankruptcy Court's order confirming the plan of reorganization).  
   

The Utility has entered into a number of settlements with various electricity suppliers resolving some of these Disputed Claims and the Utility's refund claims 
against these electricity suppliers.  The Bankruptcy Court has approved the release of $0.8 billion from escrow in connection with these settlements.    

   
Through March 31, 2008, the Utility has received consideration of approximately $625 million under these settlements as reduction to the Utility's PX 

liability.  The Utility also has received consideration of approximately $587 million through cash proceeds and the acquisition of the Gateway generating 
facility.  These settlement agreements provide that the amounts payable by the parties are, in some instances, subject to adjustment based on the outcome of the 
various refund offset and interest issues being considered by the FERC.  
   

During the quarter ended March 31, 2008, the Utility received approximately $1 million in cash-equivalent reductions to its PX liability and, in April 2008, 
received an additional $51 million.  These amounts will be refunded to customers through rates.  Additional settlement discussions with other electricity suppliers are 
ongoing.  Any net refunds, claim offsets, or other credits that the Utility receives from energy suppliers through resolution of the remaining Disputed Claims, either 
through settlement or the conclusion of the various FERC and judicial proceedings, will be credited to customers (after deductions for contingencies based on the 
outcome of the various refund offset and interest issues being considered by the FERC).    
 

As of March 31, 2008, the amount of the accrual for remaining net Disputed Claims was approximately $1.1 billion, consisting of approximately $1.6 billion 
of accounts payable-Disputed Claims primarily payable to the CAISO and the PX, offset by an accounts receivable from the CAISO and the PX of approximately $0.5 
billion.  The Utility held $1.2 billion (including interest) in escrow as of March 31, 2008, for payment of the remaining net Disputed Claims.  The amount held in 
escrow is classified as Restricted cash in the Condensed Consolidated Balance Sheets.  
 

As of March 31, 2008, interest on the net Disputed Claims balance, calculated at the FERC-ordered interest rate, amounted to approximately $614 million 
(classified as Interest payable in the Condensed Consolidated Balance Sheets).  The rate of interest actually earned by the Utility on the escrowed amounts, however, is 
less than the FERC-ordered interest rate.  The Utility has been collecting the difference between the earned amount and the accrued amount from customers.  These 
amounts are not held in escrow.  If the amount of interest accrued at the FERC-ordered rate is greater than the amount of interest ultimately determined to be owed to 
generators, the Utility would refund to customers any excess net interest collected from customers.  The ultimate amount of any interest that the Utility may be 
required to pay will depend on the final amount of refunds determined to be owed to the Utility.  
 

PG&E Corporation and the Utility are unable to predict when the FERC or judicial proceedings will ultimately be resolved, and the amount of any potential 
refunds that the Utility may receive or the amount of Disputed Claims, including interest, the Utility will be required to pay.  
 

  

Utility expenses from:                          
Administrative services received from PG&E Corporation    $ 24     $ 24     $ (27 )   $ (28 ) 
Utility employee benefit asset contributions provided to PG&E Corporation      -      1       -      -  
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NOTE 11: COMMITMENTS AND CONTINGENCIES  
 

PG&E Corporation and the Utility have substantial financial commitments in connection with agreements entered into to support the Utility's operating 
activities.  PG&E Corporation and the Utility also have significant contingencies arising from their operations, including contingencies related to guarantees, 
regulatory proceedings, nuclear operations, employee matters, environmental compliance and remediation, tax matters, and legal matters.  
 
Commitments  
 
Utility  
 
Third-Party Power Purchase Agreements  
 
               As part of the ordinary course of business, the Utility enters into various agreements to purchase electricity and makes payments under existing power 
purchase agreements.  At March 31, 2008, the undiscounted future expected power purchase agreement payments based on March 31, 2008 forward prices were as 
follows:  
 

 
                Payments made by the Utility under power purchase agreements amounted to approximately $1,028 million and $655 million for the three months ended 
March 31, 2008 and March 31, 2007, respectively.  The amounts above do not include payments related to the DWR purchases, since the Utility only acts as an agent 
for the DWR.  
 

The following table shows the future fixed capacity payments due under qualifying facility (“QF”) contracts that are treated as capital leases.  These amounts 
are also included in the third-party power purchase agreements table above.  The fixed capacity payments are discounted to their present value in the table below using 
the Utility’s incremental borrowing rate at the inception of the leases.  The amount of this discount is shown in the table below as the amount representing interest.  
 

 
Minimum lease payments associated with the lease obligation are included in Cost of Electricity on PG&E Corporation’s and the Utility’s Condensed 

Consolidated Statements of Income.  In accordance with SFAS No. 71, the timing of the Utility’s recognition of the lease expense conforms to the ratemaking 
treatment for the Utility’s recovery of the cost of electricity.  The QF contracts that are treated as capital leases expire between April 2014 and September 2021.  
 

Capacity payments, which allow QFs to recover investment costs, are based on the QF’s total available capacity and contractual capacity 
commitment.  Capacity payments may be adjusted if the QF exceeds or fails to meet performance requirements specified in the applicable power purchase agreement.  
 
Natural Gas Supply and Transportation Commitments    
 

  

(in millions)        
2008    $ 1,989   
2009      2,447   
2010      2,199   
2011      2,129   
2012      2,015   
Thereafter      16,588   

Total    $ 27,367   

(in millions)        
2008    $ 43   
2009      50   
2010      50   
2011      50   
2012      50   
Thereafter      253   
Total fixed capacity payments      496   
Less: Amount representing interest      125   
Present value of fixed capacity payments    $ 371   
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     The Utility purchases natural gas directly from producers and marketers in both Canada and the United States to serve its core customers.  The contract 

lengths and natural gas sources of the Utility's portfolio of natural gas procurement contracts can fluctuate based on market conditions.  The Utility also contracts for 
natural gas transportation to transport natural gas from the points at which the Utility takes delivery of natural gas (typically in Canada and the southwestern United 
States) to the points at which the Utility’s natural gas transportation system begins.  
 

At March 31, 2008, the Utility's undiscounted obligations for natural gas purchases and gas transportation services were as follows:  
 

 
Payments for natural gas purchases and gas transportation services amounted to approximately $797 million and $728 million for the three months ended 

March 31, 2008 and March 31, 2007, respectively.  
 
Contingencies  
 
PG&E Corporation  
 

PG&E Corporation retains a guarantee related to certain indemnity obligations of its former subsidiary, National Energy & Gas Transmission, Inc (“NEGT”), 
that were issued to the purchaser of an NEGT subsidiary company.  PG&E Corporation's sole remaining exposure relates to any potential environmental obligations 
that were known to NEGT at the time of the sale but not disclosed to the purchaser, and is limited to $150 million.  PG&E Corporation has not received any claims nor 
does it consider it probable that any claims will be made under the guarantee.  At March 31, 2008, PG&E Corporation’s potential exposure under this guarantee was 
immaterial and PG&E Corporation has not made any provision for this guarantee.  
 
Utility  
 
Application to Recover Hydroelectric Facility Divestiture Costs  
 

On April 14, 2008, the Utility filed an application with the CPUC requesting authorization to recover approximately $47 million, including interest, of the 
costs it incurred in connection with its efforts to determine the market value of its hydroelectric generation facilities in 2000 and 2001 in preparation for the planned 
divestiture of the facilities as directed by the CPUC to further the development of a competitive generation market in California.  In 2003, the CPUC determined that 
the amount of these costs at the time, $34.8 million, was reasonable and authorized the Utility to track these costs and seek authorization to recover these costs in the 
future if the hydroelectric generation facilities were ultimately not divested. The Utility continues to own its hydroelectric generation assets. The Utility's application 
requests that the CPUC issue a final decision in July 2008. PG&E Corporation and the Utility are unable to predict whether the CPUC will approve recovery of these 
costs.  
 
California Department of Water Resources Contracts  
   

Electricity purchased under the DWR allocated contracts with various generators provided approximately 16.6% of the electricity delivered to the Utility's 
customers for the three months ended March 31, 2008.  The DWR remains legally and financially responsible for its electricity procurement contracts.  The Utility acts 
as a billing and collection agent of the DWR's revenue requirements from the Utility's customers.  
   

The DWR has stated publicly in the past that it intends to transfer full legal title of, and responsibility for, the DWR power purchase contracts to the 
California investor-owned electric utilities as soon as possible.  However, the DWR power purchase contracts cannot be transferred to the Utility without the consent 
of the CPUC.  The Chapter 11 Settlement Agreement provides that the CPUC will not require the Utility to accept an assignment of, or to assume legal or financial 
responsibility for, the DWR power purchase contracts unless each of the following conditions has been met:  
 

  

(in millions)        
2008    $ 1,247   
2009      599   
2010      93   
2011      80   
2012      49   
Thereafter      199   

Total    $ 2,267   
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On February 28, 2008, the CPUC issued a decision that states the CPUC will proactively investigate whether DWR can terminate its obligations under the 

power contracts, by assignment or otherwise.  
 
Incentive Ratemaking for Energy Efficiency Programs  
 

The CPUC has established an incentive ratemaking mechanism applicable to the California investor-owned utilities’ implementation of their energy 
efficiency programs funded for the 2006-2008 and 2009-2011 program cycles.  The maximum amount of incentives that the Utility may receive and the amount of any 
reimbursement obligations the Utility may incur over the 2006-2008 program cycle is $180 million.  The actual amount and timing of the financial impact will depend 
on the level of energy efficiency savings actually achieved over the three-year program cycle, the amount of the savings attributable to the Utility’s energy efficiency 
programs, and when the applicable accounting standard for recognizing incentives or reimbursement obligations is met.  
 
Nuclear Insurance  
   

The Utility has several types of nuclear insurance for the two nuclear operating units at its Diablo Canyon nuclear generating facilities (“Diablo Canyon”) and 
for its retired nuclear generation facility at Humboldt Bay (“Humboldt Bay Unit 3”).  The Utility has insurance coverage for property damages and business 
interruption losses as a member of Nuclear Electric Insurance Limited (“NEIL”).  NEIL is a mutual insurer owned by utilities with nuclear facilities.  NEIL provides 
property damage and business interruption coverage of up to $3.24 billion per incident for Diablo Canyon.  In addition, NEIL provides $131 million of property 
damage insurance for Humboldt Bay Unit 3.  Under this insurance, if any nuclear generating facility insured by NEIL suffers a catastrophic loss causing a prolonged 
outage, the Utility may be required to pay an additional premium of up to $38.5 million per one-year policy term.  
 

NEIL also provides coverage for damages caused by acts of terrorism at nuclear power plants.  Under the Terrorism Risk Insurance Program Reauthorization 
Act of 2007 (“TRIPRA”), acts of terrorism may be “certified” by the Secretary of the Treasury.  For a certified act of terrorism, NEIL can obtain compensation from 
the federal government and will provide up to the full policy limits to the Utility for an insured loss.  If one or more non-certified acts of terrorism cause property 
damage covered under any of the nuclear insurance policies issued by NEIL to any NEIL member, the maximum recovery under all those nuclear insurance policies 
may not exceed $3.24 billion within a 12-month period plus the additional amounts recovered by NEIL for these losses from reinsurance.  (TRIPRA extends the 
Terrorism Risk Insurance Act of 2002 through December 31, 2014.)  
 

Under the Price-Anderson Act, public liability claims from a nuclear incident are limited to $10.8 billion.  As required by the Price-Anderson Act, the Utility 
purchased the maximum available public liability insurance of $300 million for Diablo Canyon.  The balance of the $10.8 billion of liability protection is covered by a 
loss-sharing program among utilities owning nuclear reactors.  Under the Price-Anderson Act, owner participation in this loss-sharing program is required for all 
owners of nuclear reactors that are licensed to operate, designed for the production of electrical energy, and have a rated capacity of 100 megawatts (“MW”) or 
higher.  If a nuclear incident results in costs in excess of $300 million, then the Utility may be responsible for up to $100.6 million per reactor, with payments in each 
year limited to a maximum of $15 million per incident until the Utility has fully paid its share of the liability.  Since Diablo Canyon has two nuclear reactors, each 
with a rated capacity of over 100 MW, the Utility may be assessed up to $201.2 million per incident, with payments in each year limited to a maximum of $30 million 
per incident.  Both the maximum assessment per reactor and the maximum yearly assessment are adjusted for inflation at least every five years.  The next scheduled 
adjustment is due on or before August 20, 2008.  
 

In addition, the Utility has $53.3 million of liability insurance for Humboldt Bay Unit 3 and has a $500 million indemnification from the Nuclear Regulatory 
Commission for public liability arising from nuclear incidents covering liabilities in excess of the $53.3 million of liability insurance.  
 

  

•  After assumption, the Utility's issuer rating by Moody’s Investors Service (“Moody's”) will be no less than A2 and the Utility's long-term issuer credit rating 
by Standard and Poor’s Rating Service (“S&P”) will be no less than A.  The Utility’s current issuer rating by Moody’s is A3 and the Utility’s long-term issuer 
credit rating by S&P is BBB+;  

    
•  The CPUC first makes a finding that the DWR power purchase contracts to be assumed are just and reasonable; and  

    
•  The CPUC has acted to ensure that the Utility will receive full and timely recovery in its retail electricity rates of all costs associated with the DWR power 

purchase contracts to be assumed without further review.   
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Severance  
 

In connection with the Utility’s initiatives to streamline processes and achieve cost and operating efficiencies, the Utility is eliminating and consolidating 
various employee positions.  As a result, the Utility has incurred severance costs and expects that it will incur additional severance costs.  The amount of future 
severance costs will depend on many variables, including whether affected employees elect to receive severance benefits or reassignment, the number of available 
vacant positions for those seeking reassignment, and for those employees who elect severance benefits, their years of service and annual salaries.  At March 31, 2008, 
the Utility estimated future severance costs will range from $34 million to $48 million, given the uncertainty of each of these variables.  The Utility has recorded a 
liability of $34 million as of March 31, 2008.  The following table presents the changes in the liability from December 31, 2007:  
 

 
Environmental Matters  
 

The Utility may be required to pay for environmental remediation at sites where it has been, or may be, a potentially responsible party under environmental 
laws.  Under Federal and California laws, the Utility may be responsible for remediation of hazardous substances at former manufactured gas plant sites, power plant 
sites, and sites used by the Utility for the storage, recycling or disposal of potentially hazardous materials, even if the Utility did not deposit those substances on the 
site.  
 

The cost of environmental remediation is difficult to estimate.  The Utility records an environmental remediation liability when site assessments indicate 
remediation is probable and it can estimate a range of reasonably likely clean-up costs.  The Utility reviews its remediation liability on a quarterly basis.  The liability 
is an estimate of costs for site investigations, remediation, operations and maintenance, monitoring, and site closure using current technology, and considering enacted 
laws and regulations, experience gained at similar sites and an assessment of the probable level of involvement and financial condition of other potentially responsible 
parties.  Unless there is a better estimate within this range of possible costs, the Utility records the costs at the lower end of this range.  The Utility estimates the upper 
end of this cost range using reasonably possible outcomes that are least favorable to the Utility.  It is reasonably possible that a change in these estimates may occur in 
the near term due to uncertainty concerning the Utility's responsibility, the complexity of environmental laws and regulations, and the selection of compliance 
alternatives.  
 

The Utility had an undiscounted and gross environmental remediation liability of approximately $555 million at March 31, 2008, and approximately $528 
million at December 31, 2007.  The $555 million accrued at March 31, 2008 consists of:  
 

 
Of the approximately $555 million environmental remediation liability, approximately $133 million has been included in prior rate setting proceedings.  The 

Utility expects that an additional amount of approximately $335 million will be recoverable in future rates.  The Utility also recovers its costs from insurance carriers 
and from other third parties whenever possible.  Any amounts collected in excess of the Utility's ultimate obligations may be subject to refund to customers.  
 

The Utility's undiscounted future costs could increase to as much as $912 million if the other potentially responsible parties are not financially able to 
contribute to these costs, or if the extent of contamination or necessary remediation is  
 

  

(in millions)        
Balance at December 31, 2007    $ 30   
Additional severance accrued      6   
Less: Payments      (2 ) 
Balance at March 31, 2008    $ 34   

•  Approximately $228 million for remediation at the Hinkley and Topock natural gas compressor sites;  
    

•  Approximately $90 million related to remediation at divested generation facilities;  
    

•  Approximately $185 million related to remediation costs for the Utility’s generation and other facilities, third-party disposal sites, and manufactured gas plant 
sites owned by the Utility or third parties (including those sites that are the subject of remediation orders by environmental agencies or claims by the current 
owners of the former manufactured gas plant sites); and  

    
•  Approximately $52 million related to remediation costs for fossil decommissioning sites.  
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greater than anticipated.  The amount of approximately $912 million does not include any estimate for any potential costs of remediation at former manufactured gas 
plant sites owned by others, unless the Utility has assumed liability for the site, the current owner has asserted a claim against the Utility, or the Utility has otherwise 
determined it is probable that a claim will be asserted.  
 

In July 2004, the U.S. Environmental Protection Agency (“EPA”) published regulations under Section 316(b) of the Clean Water Act that apply to existing 
electricity generation facilities that use over 50 million gallons of water per day, which typically include some form of "once-through" cooling in which water from 
natural bodies of water is used to cool a generating facility and the heated water is discharged back into the source.  The Utility's Diablo Canyon power plant is among 
an estimated 539 generation facilities nationwide that are affected by this rulemaking.  The EPA regulations are intended to reduce impacts to aquatic organisms by 
establishing a set of performance standards for cooling water intake structures.  These regulations allow site-specific compliance measures if a facility's cost of 
compliance is significantly greater than either the benefits to be achieved or the compliance costs considered by the EPA.  The EPA regulations also allow the use of 
environmental mitigation or restoration to meet compliance requirements in certain cases.  In response to the EPA regulations, in March 2008, the California State 
Water Resources Control Board (“Water Board”) published a revised draft of its proposed policy for California’s implementation of Section 316(b) that was originally 
issued in June 2006 and that proposes to eliminate the EPA’s site-specific compliance options, although the draft state policy would permit environmental restoration 
as a compliance option for nuclear facilities if the installation of cooling towers would conflict with a nuclear safety requirement.   
 

Various parties separately challenged the EPA's regulations in court and the EPA regulations were suspended.  The cases were consolidated in the U.S. Court 
of Appeals for the Second Circuit (“Second Circuit”).  In January 2007, the Second Circuit remanded significant provisions of the regulations to the EPA for 
reconsideration and held that a cost-benefit test could not be used to comply with performance standards or to obtain a variance from the standards.  The Second 
Circuit also ruled that environmental restoration cannot be used to comply with the standard.  In April 2008, the U.S. Supreme Court indicated it will review the 
Second Circuit decision regarding the cost-benefit test.  It is uncertain when the Supreme Court will issue a decision.  Depending on the form of the final regulations 
that may ultimately be adopted by the EPA or the Water Board, the Utility may incur significant capital expense to comply with the final regulations, which the Utility 
would seek to recover through rates.  If either the final regulations adopted by the EPA or the Water Board require the installation of cooling towers at Diablo Canyon, 
and if installation of such cooling towers is not technically or economically feasible, the Utility may be forced to cease operations at Diablo Canyon.  
 
California Labor Code Issues  
 

Approximately 12,929 of the Utility’s employees are covered by collective bargaining agreements.  Employees in California are entitled to an unpaid, 
uninterrupted 30-minute duty-free meal period for every four hours of work.  California Labor Code Section 226.7 prohibits employers from requiring employees to 
work during any mandated meal.  Employers who fail to provide the mandated meal period must provide the employee with one additional hour of pay at the 
employee's regular rate of compensation for each work day that the meal period is not provided.  (If the employee worked during the 30-minute unpaid meal period, 
the employer must also pay the employee for this time.)  
 

In April 2007, the California Supreme Court ruled that this California law requiring employers to pay an employee an additional hour of pay for each work 
day that a required meal period is not provided is a “wage” rather than a penalty, subject to a three-year statute of limitations rather than the one-year statute of 
limitations for penalty payments.  Prior to this decision, the Utility believed that its collective bargaining agreement with the International Brotherhood of Electrical 
Workers, Local 1245, AFL-CIO (“IBEW”), which did not provide certain employee groups a continuous 30-minute meal period, preempted state law.  
 

In July 2007, the Utility established a joint committee composed of the IBEW and Utility representatives to review the Utility’s current collective bargaining 
agreements to ensure compliance with California labor law in light of the California Supreme Court’s ruling.  In June 2007, the Utility and the IBEW reached an 
agreement under which employees whose eight-hour shifts do not allow for an uninterrupted 30-minute meal break will be paid one hour of pay for each 30-minute 
meal period missed going back 39 months.  In connection with this agreement, the Utility has expensed approximately $23 million through March 31, 2008 for 
payments to approximately 2,076 employees.  The Utility is continuing to investigate whether other employees may be entitled to payment for a missed or delayed 
meal.  Until this investigation is complete, the Utility is unable to determine the amount of loss that it may incur in connection with this matter.  The ultimate outcome 
of this matter may have a material adverse impact on PG&E Corporation’s and the Utility’s financial condition or results of operations.  
 
Tax Matters  
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In the first quarter of 2008, PG&E Corporation finalized a settlement with the Internal Revenue Service (“IRS”) appellate division for tax years 1997-

2000.  This settlement did not result in material changes to unrecognized tax benefits at December 31, 2007 that PG&E Corporation recognized under FASB 
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”).  
 

In addition, during the first quarter of 2008, PG&E Corporation reached a tentative settlement with the IRS for tax years 2001-2002 that would resolve issues 
raised by the IRS with respect to several significant deductions taken by PG&E Corporation related to losses sustained at NEGT.  The IRS has indicated that it intends 
to allow deductions in its audits of PG&E Corporation’s tax returns for tax years 2003-2004 that it disallowed in tax years 2001–2002.  The tentative settlement also 
would resolve certain issues related to the Utility.  Remaining issues that are not part of the tentative settlement, including whether PG&E Corporation is entitled to 
$104 million in synthetic fuel tax credits, will be referred to the IRS appellate division.  
 

The IRS has indicated that it intends to complete its audit examination of tax years 2003-2004 by the third quarter of 2008.  The settlement of the 2001-2002 
audit and the 2003-2004 audit would be subject to approval by the U.S. Congress’ Joint Committee on Taxation.  
 

As a result of the anticipated resolution of the 2001-2004 audits as described above, it is reasonably possible that the liability associated with unrecognized 
tax benefits could decrease in the next 12 months by an amount ranging from $0 to $200 million for PG&E Corporation, and from $0 to $100 million for the Utility.  
 

PG&E Corporation expects the IRS to begin its audit for tax years 2005-2006 during the second quarter of 2008.  The audit for the 2007 tax year will begin 
shortly after PG&E Corporation files its tax return by September 15, 2008.  Finally, the 2008 tax year will be under audit as part of the IRS’ Compliance Assurance 
Process, a real-time audit process.  
 

Currently, PG&E Corporation has $247 million of federal capital loss carry forwards based on tax returns as filed from the disposition of NEGT stock in 
2004, which, if not used by December 2009, will expire.  The settlement of the 2001-2002 audit together with the completion of the 2003-2004 audit could result in 
utilization of a significant portion of the federal capital loss carry forwards.  However, because the settlement of the 2003-2004 audit remains uncertain, no benefits 
have been recognized.  
 

The California Franchise Tax Board is currently auditing PG&E Corporation’s 2004 and 2005 combined California income tax returns.  To date, no 
adjustments have been proposed.  In addition to the federal capital loss carry forwards, PG&E Corporation has $2.1 billion of California capital loss carry forwards 
based on tax returns as filed, the majority of which, if not used by 2008, will expire.  
 
Legal Matters  
 

PG&E Corporation and the Utility are subject to various laws and regulations and, in the normal course of business, PG&E Corporation and the Utility are 
named as parties in a number of claims and lawsuits.  
 

In accordance with SFAS No. 5, "Accounting for Contingencies," PG&E Corporation and the Utility make a provision for a liability when it is both probable 
that a liability has been incurred and the amount of the loss can be reasonably estimated.  These provisions are reviewed quarterly and adjusted to reflect the impacts of 
negotiations, settlements and payments, rulings, advice of legal counsel and other information and events pertaining to a particular matter.  In assessing such 
contingencies, PG&E Corporation's and the Utility's policy is to exclude anticipated legal costs.  
 

The accrued liability for legal matters is included in PG&E Corporation's and the Utility's Current Liabilities - Other in the Condensed Consolidated Balance 
Sheets, and totaled approximately $56 million at March 31, 2008 and approximately $78 million at December 31, 2007.  
 

After considering the above accruals, PG&E Corporation and the Utility do not expect that losses associated with legal matters will have a material impact on 
their financial condition or results of operations.  
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND  

RESULTS OF OPERATIONS  
 
OVERVIEW  
 

PG&E Corporation, incorporated in California in 1995, is a holding company whose primary purpose is to hold interests in energy-based businesses.  PG&E 
Corporation conducts its business principally through Pacific Gas and Electric Company (“Utility”), a public utility operating in northern and central California.  The 
Utility engages in the businesses of electricity and natural gas distribution; electricity generation, procurement, and transmission; and natural gas procurement, 
transportation, and storage.  PG&E Corporation became the holding company of the Utility and its subsidiaries on January 1, 1997.  Both PG&E Corporation and the 
Utility are headquartered in San Francisco, California.  
   

The Utility served approximately 5.1 million electricity distribution customers and approximately 4.3 million natural gas distribution customers at March 31, 
2008.  The Utility had approximately $37.1 billion in assets at March 31, 2008 and generated revenues of approximately $3.7 billion in the three months ended March 
31, 2008.  
 

The Utility is regulated primarily by the California Public Utilities Commission (“CPUC”) and the Federal Energy Regulatory Commission (“FERC”).  The 
Utility generates revenues mainly through the sale and delivery of electricity and natural gas at rates set by the CPUC and the FERC.  Rates are set to permit the Utility 
to recover the authorized “revenue requirements” from customers.  Revenue requirements are designed to allow the Utility an opportunity to recover its reasonable 
costs of providing utility services, including a return of, and a fair rate of return on, its investment in utility facilities (“rate base”).  Changes in any individual revenue 
requirement affect customers' rates and could affect the Utility's revenues.  Pending regulatory proceedings that could result in rate changes and affect the Utility’s 
revenues are discussed in PG&E Corporation’s and the Utility’s combined Annual Report on Form 10-K for the year ended December 31, 2007, which, together with 
the information incorporated by reference into such report, is referred to in this quarterly report as the “2007 Annual Report.”  Significant developments that have 
occurred since the 2007 Annual Report was filed with the Securities and Exchange Commission (“SEC”) are discussed in this Quarterly Report on Form 10-Q.  
 

This is a combined quarterly report of PG&E Corporation and the Utility, and includes separate Condensed Consolidated Financial Statements for each of 
these two entities.  PG&E Corporation's Condensed Consolidated Financial Statements include the accounts of PG&E Corporation, the Utility, and other wholly 
owned and controlled subsidiaries.  The Utility's Condensed Consolidated Financial Statements include the accounts of the Utility and its wholly owned and controlled 
subsidiaries which the Utility is required to consolidate under applicable accounting standards and variable interest entities for which the Utility is subject to a majority 
of the risk of loss or gain.  This combined Management's Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) of PG&E Corporation 
and the Utility should be read in conjunction with the Condensed Consolidated Financial Statements and the Notes to the Condensed Consolidated Financial 
Statements included in this quarterly report, as well as the MD&A, Consolidated Financial Statements, and Notes to the Consolidated Financial Statements 
incorporated by reference in the 2007 Annual Report.  
 
Summary of Changes in Earnings per Common Share and Net Income for the Three Months Ended March 31, 2008  
 

PG&E Corporation’s diluted earnings per common share (“EPS”) for the three months ended March 31, 2008 was $0.62 per share, compared to $0.71 per 
share for the same period in 2007.  For the three months ended March 31, 2008, PG&E Corporation’s net income decreased by approximately $32 million, or 13%, to 
$224 million, compared to $256 million for the same period in 2007.  The decrease in diluted EPS and net income for the three months ended March 31, 2008 
compared to the same period in 2007 is primarily due to higher expenses associated with the extended refueling outage at the Diablo Canyon nuclear facility (“Diablo 
Canyon”) to replace the steam generators in Unit 2 (representing a $27 million decrease in net income as compared to the same period in the prior year).  There was no 
comparable refueling outage in the first quarter of 2007.  In addition, the Utility incurred higher storm-related costs in the first quarter of 2008 compared to the first 
quarter of 2007, due to severe winter weather that occurred in January 2008 (representing a $25 million decrease in net income as compared to the same period in the 
prior year).  These decreases to net income and EPS were partially offset by an increase associated with the Utility’s return on equity (“ROE”) on capital investments 
authorized by the CPUC in the Utility’s General Rate Case (“GRC”) and by the FERC in the Utility’s transmission owner (“TO”) rate case (representing a $28 million 
increase in net income as compared to the same period in the prior year).  
 
Key Factors Affecting Results of Operations and Financial Condition  
 

PG&E Corporation’s and the Utility’s results of operations and financial condition depend primarily on whether the Utility is able to operate its business 
within authorized revenue requirements, timely recover its authorized costs, and earn its  
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authorized rate of return.  A number of factors have had, or are expected to have, a significant impact on PG&E Corporation's and the Utility's results of operations 
and financial condition, including:  
 

 

  

•  The Outcome of Regulatory Proceedings and the Impact of Ratemaking Mechanisms .  The amount of the Utility’s revenues and the amount of costs that the 
Utility is authorized to recover from customers are primarily determined through   regulatory proceedings.  Most of the Utility’s revenue requirements are 
based on its costs of service, in proceedings such as the GRC and TO rate cases.  From time to time, the Utility also files separate applications requesting the 
CPUC or the FERC to authorize additional revenue requirements for specific projects, such as new power plants, gas or electric transmission projects, and the 
advanced metering infrastructure.  The Utility’s revenues can also be affected by incentive ratemaking, such as the CPUC’s customer energy efficiency 
shareholder incentive mechanism. The CPUC expects to adopt revised assumptions for evaluating and measuring energy savings by June 30, 2008 and to 
complete its verification of installed energy efficiency measures by July 15, 2008.  The amount of incentives the Utility may receive and the amount of any 
reimbursement obligations the Utility may incur will depend on the level of energy efficiency savings actually achieved over the three-year program cycles 
(2006-2008 and 2009-2011) and the effectiveness of the utilities’ programs in achieving the savings, based on the revised assumptions and verification 
results.  Among other anticipated regulatory filings, the Utility’s application to the CPUC for funding authorization for its 2009-2011 energy efficiency 
programs is due June 23, 2008. (See “Regulatory Matters”  below.)  

    
•  Capital Structure and Return on Common Equity.   The Utility’s authorized capital structure includes a 52% common equity component.  For 2008, the Utility 

is authorized to earn an ROE of 11.35% on its electric and natural gas distribution and electric generation rate base.  On April 29, 2008, a proposed decision 
was issued recommending the adoption of a new multi-year cost of capital mechanism to replace the CPUC’s annual cost of capital proceeding. Under the 
proposed decision, the Utility’s 2008 authorized cost of capital would be maintained through 2010, unless the annual automatic adjustment mechanism is 
triggered. The Utility’s 2008 capital structure would be maintained through 2010, unless the Utility applies for an adjustment sooner based on extraordinary 
circumstances. (See “Regulatory Matters” below.)  In September 2007, the FERC accepted the Utility’s request to earn a ROE of 12% on its electric 
transmission rate base, as part of the TO rate case, effective March 1, 2008, subject to hearing and refund.  

    
•  The Ability of the Utility to Control Costs While Improving Reliability .  The Utility’s revenue requirements are primarily set based on forecasted operating 

expenses and capital expenditures.  The Utility’s revenue requirements are designed to allow the Utility to earn an ROE, as well as to recover depreciation, 
tax, and interest expense associated with authorized capital expenditures.  Material differences between the forecasted and actual amounts or timing of 
expenditures can materially affect the Utility’s ability to earn its authorized rate of return.  The Utility implemented various initiatives designed to increase 
cost efficiencies, achieve operational excellence, and improve customer service.  One major initiative involving new work processes, information systems and 
technology has resulted in delays and increased costs to respond to customer requests for new service, although the Utility has made progress in remedying the 
problems.  The Utility will continue its efforts to identify and implement additional operational efficiencies to achieve future sustainable cost-savings and to 
offset increased spending to address operational issues and the increasing cost of materials. (See “Results of Operations – Operating and Maintenance” 
below.)  
   
In addition to capital expenditures authorized by the CPUC in the GRC and by the FERC in the TO rate cases, the CPUC has authorized the Utility to make 
substantial capital expenditures for the SmartMeter TM advanced metering project, to invest in new generation resources, and to improve existing generation 
facilities.  The Utility has incurred, and anticipates that it will continue to incur, a higher level of capital expenditures than the authorized amounts.  Although 
the Utility incurs depreciation, property tax, and interest expense associated with this higher level of capital expenditures, the Utility’s authorized revenue 
requirements do not provide for the recovery of an ROE on the higher level of capital expenditures until added to rate base in future rate cases.  The Utility’s 
financial condition and results of operations will be impacted by the amount of revenue requirements it is authorized to recover, the amount and timing of its 
capital expenditures, and whether the Utility is able to manage its operating costs and capital expenditures within authorized revenues.    
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In addition to the key factors discussed above, PG&E Corporation’s and the Utility’s future results of operation and financial condition are subject to the risk 

factors discussed in the section entitled “Risk Factors” in the 2007 Annual Report.  
 
FORWARD-LOOKING STATEMENTS  
 

This combined Quarterly Report on Form 10-Q, including the MD&A, contains forward-looking statements that are necessarily subject to various risks and 
uncertainties.  These statements are based on current estimates, expectations, and projections about future events, and assumptions regarding these events and 
management's knowledge of facts as of the date of this report.  These forward-looking statements relate to, among other matters, anticipated costs and savings 
associated with the Utility’s efforts to implement changes to its business processes and systems, estimated capital expenditures, estimated environmental remediation 
liabilities, estimated tax liabilities, the anticipated outcome of various regulatory and legal proceedings, future cash flows, and the level of future equity or debt 
issuances, and are also identified by words such as 
“assume,” “expect,” “intend,” “plan,” “project,” “believe,” “estimate,” “predict,” “anticipate,” “aim,” “may,” “might,” “should,” “would,” “could,” “goal,” “potential,” 
and similar expressions.  PG&E Corporation and the Utility are not able to predict all the factors that may affect future results.  Some of the factors that could cause 
future results to differ materially from those expressed or implied by the forward-looking statements, or from historical results, include, but are not limited to:  
 

 

  

•  The Amount and Timing of Debt and Equity Financing Needs.   During the first quarter of 2008, the Utility issued $600 million of long-term debt to finance 
capital expenditures and for working capital.  (See Note 4 of the Notes to the Condensed Consolidated Financial Statements.)  The Utility’s needs for 
additional financing during 2008 and future years will be affected by the amount and timing of capital expenditures, as well as by the amount and timing of 
interest payments related to the remaining disputed claims made by electricity suppliers in the Utility’s proceeding under Chapter 11 of the U.S. Bankruptcy 
Code (“Disputed Claims”).  (See Note 10 of the Notes to the Condensed Consolidated Financial Statements.)  In addition, the Utility’s financing needs will be 
affected by when certain pollution control bonds aggregating $454 million that the Utility repurchased during March and April 2008 are resold.  The Utility’s 
financial condition and results of operations will be affected by the interest rates, timing, and terms and conditions of any such financing.  The timing and 
amount of PG&E Corporation’s future equity contributions to the Utility will affect the timing and amount of any new PG&E Corporation equity issuances 
and/or debt issuances which, in turn, will affect PG&E Corporation’s results of operations and financial condition.  (See “Liquidity and Financial Resources” 
below.)  

•  the Utility’s ability to manage capital expenditures and operating costs within authorized levels and recover costs through rates in a timely manner;  
    

•  the outcome of regulatory proceedings, including pending and future ratemaking proceedings at the CPUC and the FERC;  
    

•  the adequacy and price of electricity and natural gas supplies, and the ability of the Utility to manage and respond to the volatility of the electricity and 
natural gas markets;  

    
•  the effect of weather, storms, earthquakes, fires, floods, disease, other natural disasters, explosions, accidents, mechanical breakdowns, acts of terrorism, 

and other events or hazards on the Utility’s facilities and operations, its customers, and third parties on which the Utility relies;  
    

•  the potential impacts of climate change on the Utility’s electricity and natural gas businesses;  
    

•  changes in customer demand for electricity and natural gas resulting from unanticipated population growth or decline, general economic and financial 
market conditions, changes in technology, including the development of alternative energy sources, or other reasons;  

    
•  operating performance of Diablo Canyon, the occurrence of unplanned outages at Diablo Canyon, or the temporary or permanent cessation of operations at 

Diablo Canyon;  
    

•  whether the Utility can maintain the cost efficiencies it has recognized from its completed initiatives to improve its business processes and customer 
service and identify and successfully implement additional cost-saving measures;  
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              For more information about the more significant risks that could affect the outcome of these forward-looking statements and PG&E Corporation's and the 
Utility's future financial condition and results of operations, see the discussion under the heading “Risk Factors” in the 2007 Annual Report.  PG&E Corporation and 
the Utility do not undertake an obligation to update forward-looking statements, whether in response to new information, future events or otherwise.  
 

  

•  whether the Utility incurs substantial unanticipated expense to improve the safety and reliability of its electric and natural gas distribution systems;  
    

•  whether the Utility achieves the CPUC’s energy efficiency targets and recognizes any incentives the Utility may earn in a timely manner;  
    

•  the impact of changes in federal or state laws, or their interpretation, on energy policy and the regulation of utilities and their holding companies;  
    

•  the impact of changing wholesale electric or gas market rules, including new rules of the California Independent System Operator (“CAISO”) to 
restructure the California wholesale electricity market;  

    
•  how the CPUC administers the conditions imposed on PG&E Corporation when it became the Utility’s holding company;  

    
•  the extent to which PG&E Corporation or the Utility incurs costs and liabilities in connection with litigation that are not recoverable through rates, from 

insurance, or from other third parties;  
    

•  the ability of PG&E Corporation and/or the Utility to access capital markets and other sources of credit in a timely manner on favorable terms;  
    

•  the impact of environmental laws and regulations and the costs of compliance and remediation;  
    

•  the effect of municipalization, direct access, community choice aggregation, or other forms of bypass; and  
    

•  the impact of changes in federal or state tax laws, policies, or regulations.  
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RESULTS OF OPERATIONS  
 

The table below details certain items from the accompanying Condensed Consolidated Statements of Income for the three months ended March 31, 2008 and 
2007:  
 

 
 

  

    Three Months ended March 31,    
    2008      2007    
(in millions)              
Utility                
Electric operating revenues    $ 2,514     $ 2,175   
Natural gas operating revenues      1,219       1,181   

Total operating revenues      3,733       3,356   
Cost of electricity      1,027       723   
Cost of natural gas      775       754   
Operating and maintenance      1,036       919   
Depreciation, amortization, and decommissioning      402       429   

Total operating expenses      3,240       2,825   
Operating income      493       531   
Interest income      24       48   
Interest expense      (180 )     (182 ) 
Other income, net (1)      16       6   
Income before income taxes      353       403   
Income tax provision      120       145   
Income available for common stock    $ 233     $ 258   

PG&E Corporation, Eliminations, and Other (2)                    
Operating revenues    $ -    $ -  
Operating expenses      -      2   
Operating loss      -      (2 ) 
Interest income      2       4   
Interest expense      (7 )     (8 ) 
Other expense, net      (14 )     (2 ) 
Loss before income taxes      (19 )     (8 ) 
Income tax benefit      (10 )     (6 ) 
Net loss    $ (9 )   $ (2 ) 

Consolidated Total                  
Operating revenues    $ 3,733     $ 3,356   
Operating expenses      3,240       2,827   
Operating income      493       529   
Interest income      26       52   
Interest expense      (187 )     (190 ) 
Other income, net (1)      2       4   
Income before income taxes      334       395   
Income tax provision      110       139   
Net income    $ 224     $ 256   

                  
    
(1) Includes preferred stock dividend requirement as other expense.    
(2) PG&E Corporation eliminates all intercompany transactions in consolidation.    
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Utility  
 

The following presents the Utility's operating results for the three months ended March 31, 2008 and 2007.  
 
Electric Operating Revenues  
 

The Utility provides electricity to residential, industrial, and small and large commercial customers through its own generation facilities and through contracts 
with third parties under power purchase agreements.  In addition, the Utility relies on electricity provided under long-term contracts entered into by the California 
Department of Water Resources (“DWR”) to meet a material portion of the Utility’s customers’ demand (“load”).  The Utility’s electric operating revenues consist of 
amounts charged to customers for electricity generation and procurement and for electric transmission and distribution services.  
 

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

 
The Utility’s electric operating revenues increased in the three months ended March 31, 2008 by approximately $339 million, or approximately 16%, 

compared to the same period in 2007 mainly due to the following factors:  
 

 
These increases were partially offset by the following:  

 

 
The Utility’s electric operating revenues for the period 2008 through 2010 are expected to increase, as authorized by the CPUC in the 2007 GRC.  The 

Utility’s electric operating revenues for 2008 and future years are also expected to increase as authorized by the FERC in the TO rate cases.  In addition, the Utility 
expects to continue to collect revenue requirements related to CPUC-approved capital expenditures, including the new Utility-owned generation projects and the 
SmartMeter TM project.  Revenue requirements associated with new or expanded public purpose programs, such as the California Solar Initiative, will result in 
increased electric operating revenues.  Revenue requirements associated with demand response (“DR”) programs, such as the Air Conditioning Direct Load Control 
program, will also result in increased electric operating revenues.    

   
 

  

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Electric revenues    $ 2,841     $ 2,726   
DWR pass-through revenues (1)      (327 )     (551 ) 

Total electric operating revenues    $ 2,514     $ 2,175   

Total electricity sales (in Gigawatt hours)      17,336       14,778   
                  
    
(1)  These are revenues collected on behalf of the DWR for electricity allocated to the Utility’s customers under contracts between the DWR and power suppliers, and 
are not included in the Utility's Condensed Consolidated Statements of Income.    

•  Electricity procurement costs, which are passed through to customers, increased by approximately $298 million.  (See “Cost of Electricity” below.)  
    

•  Electric operating revenues from public purpose and energy efficiency programs increased by approximately $73 million due to new programs, such as the 
California Solar Initiative program, and expenditures relating to existing programs.  (See Note 3 of the Notes to the Condensed Consolidated Financial 
Statements.)  

    
•  Base revenue requirements increased as a result of attrition adjustments as authorized in the 2007 GRC by approximately $26 million.  

    
•  Electric transmission revenues increased by approximately $15 million as authorized in the TO rate case.  

•  Revenues intended to cover payment of the Rate Reduction bonds (“RRBs”) and associated bond expenses decreased by approximately $70 million due to 
the maturity of the RRBs in December 2007.  

    
•  Other electric operating revenues, including revenues collected for payment of the Energy Recovery Bonds (“ERBs”) due to their declining balance, 

decreased by approximately $3 million.  

  
38 



 
     Finally, because the Utility’s electric operating revenues includes amounts collected from customers to recover the Utility’s electricity procurement costs, 

future electric operating revenues will be impacted by changes in the Utility’s cost of electricity which the Utility expects will increase.  In particular, electric 
operating revenues will increase to reflect the additional $531 million of revenue requirements the CPUC has authorized the Utility to collect from customers to pay 
for additional procurement costs the Utility expects to incur in 2008 to purchase electricity that previously had been provided to the Utility's customers under a power 
purchase agreement between the DWR and Calpine Corporation.  This contract was terminated in December 2007.  Because the Utility acts as an agent for the DWR, 
amounts collected from the Utility’s customers to recover the DWR’s revenue requirements under the terminated contract had been excluded from the Utility's electric 
operating revenues.  As the Utility purchases replacement power, the Utility's electric operating revenues will increase as it recovers the cost of the replacement power 
from customers.  

   
Cost of Electricity  
 

The Utility's cost of electricity includes electricity purchase costs, hedging costs, and the cost of fuel used by its generation facilities or supplied to other 
facilities under tolling agreements.  It excludes costs associated with the Utility’s own generation facilities, which are included in Operating and Maintenance expense 
in the Condensed Consolidated Statements of Income.  The Utility’s cost of purchased power and the cost of fuel used in Utility-owned generation are passed through 
to customers.  The cost of electricity provided under power purchase agreements between the DWR and various power suppliers is also excluded from the Utilty's cost 
of electricity.  
 

The following table provides a summary of the Utility's cost of electricity and the total amount and average cost of purchased power:  
 

 
The Utility's total cost of electricity increased in the three months ended March 31, 2008 by approximately $304 million, or 42%, compared to the same 

period in 2007.  This increase was primarily driven by a 3,703 million kilowatt-hour (“kWh”), or 46%, increase in the total volume of purchased power.  Following the 
DWR’s termination of its power purchase agreement with Calpine Corporation, the volume of power provided by the DWR to the Utility’s customers decreased.  As a 
result, the Utility was required to increase its purchases of power from third parties to meet customer load.  The Utility also increased the volume of power it 
purchased from third parties due to the scheduled outage at Diablo Canyon Unit 2 throughout February and March for refueling and the steam generator replacement.  
No similar outage occurred in the first quarter of 2007.  (See “Capital Expenditures” below.)  
 

The Utility's cost of electricity in 2008 and future years will depend upon electricity and natural gas prices, the level of hydroelectric and nuclear power that 
the Utility produces, the cost of procuring more renewable energy, and changes in customer demand.  In addition, cost of electricity will be impacted by termination of 
DWR contracts.  
 

The Utility’s future cost of electricity also may be affected by federal or state legislation or rules which may be adopted to regulate the emissions of 
greenhouse gases from the Utility’s electricity generating facilities or the generating facilities from which the Utility procures electricity.  As directed by recent 
California legislation, the CPUC has already adopted an interim greenhouse gas emissions performance standard that would apply to electricity procured or generated 
by the Utility.  
 
Natural Gas Operating Revenues  
 

The Utility sells natural gas and natural gas transportation services.  The Utility’s transportation services are provided by a transmission system and a 
distribution system.  The transmission system transports gas throughout California for delivery to the Utility's distribution system which, in turn, delivers natural gas to 
end-use customers.  The transmission system also delivers natural gas to large end-use customers who are connected directly to the transmission system.  In addition, 
the Utility delivers natural gas to off-system markets, primarily in southern California, in competition with interstate pipelines.  
 

The Utility's natural gas customers consist of two categories: core and non-core customers.  The core customer class is comprised mainly of residential and 
smaller commercial customers.  The non-core customer class is comprised of industrial and larger commercial customers.  The Utility provides natural gas 
transportation services to all core and non-core customers connected to the Utility's system in its service territory.  Core customers can purchase natural gas from either 
the Utility or alternate energy service providers.  The Utility does not procure natural gas for non-core customers.  When the Utility provides both transportation and 
natural gas supply, the Utility refers to the combined service as bundled natural gas service.  Because the Utility sells most of its transportation services under 
volumetric rates, the Utility is exposed to volumetric revenue risk.  
 

  

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Cost of purchased power    $ 1,038     $ 726   
Proceeds from surplus sales allocated to the Utility      (46 )     (40 ) 
Fuel used in owned generation      35       37   

Total cost of electricity    $ 1,027     $ 723   

Average cost of purchased power per kWh    $ 0.088     $ 0.090   
Total purchased power (in millions of kWh)      11,757       8,054   
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The following table provides a summary of the Utility's natural gas operating revenues:  

 

 
The Utility's natural gas operating revenues increased in the three months ended March 31, 2008 by approximately $38 million, or 3%, compared to the same 

period in 2007.  This was primarily due to an increase in bundled natural gas revenues of approximately $39 million, or 4%, as a result of increases in the cost of 
natural gas, which are passed through to customers.  In addition, this increase was due to increased base revenue requirements as a result of attrition adjustments as 
authorized in the 2007 GRC and an increase in revenue requirements relating to the SmartMeter TM project.  
 

Future natural gas operating revenues will be impacted by changes in the cost of natural gas, the Utility’s gas transportation rates, natural gas throughput 
volume, and other factors.  For 2008 through 2010, the Gas Accord IV settlement agreement provides for an overall modest increase in the revenue requirements and 
rates for the Utility’s gas transmission and storage services.  In addition, the Utility’s natural gas operating revenues are expected to increase through 2010 as a result 
of revenue requirement increases authorized by the CPUC in the 2007 GRC and as a result of revenue requirement increases relating to the SmartMeter TM project.  
 
Cost of Natural Gas  
 

The Utility's cost of natural gas includes the purchase costs of natural gas and transportation costs on interstate pipelines and intrastate pipelines, but excludes 
the transportation costs for non-core customers, which are included in Operating and Maintenance expense in the Condensed Consolidated Statements of Income.  
 

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

 
The Utility's total cost of natural gas increased in the three months ended March 31, 2008 by approximately $21 million, or 3%, compared to the same period 

in 2007, primarily due to an increase in the average market price of natural gas purchased of approximately $0.37 per thousand cubic feet (“Mcf”), or 6%.  Average 
market prices were higher in the beginning of 2008 because the temperature was colder in the central and eastern regions of the United States, as compared to the same 
period in 2007.  This increase was partially offset by a refund received as part of a settlement with TransCanada’s Gas Transmission Northwest Corporation for 2007 
gas transmission capacity rates as approved by the FERC.  
 

The Utility's cost of natural gas in subsequent periods, which will be passed through to customers, will be impacted by both North American and global 
market forces.  Market forces include supply availability, customer demand, liquid natural gas availability, natural gas storage, and industry perceptions of risks that 
may affect either, such as the possibility of hurricanes in the gas-producing regions of the Gulf of Mexico or of protracted heat waves that may increase gas-fired 
electric demand from high air conditioning loads.  
 
Operating and Maintenance  
 

  

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Bundled natural gas revenues    $ 1,142     $ 1,103   
Transportation service-only revenues      77       78   

Total natural gas operating revenues    $ 1,219     $ 1,181   

Average bundled revenue per Mcf of natural gas sold    $ 10.11     $ 9.85   
Total bundled natural gas sales (in millions of Mcf)      113       112   

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Cost of natural gas sold    $ 754     $ 706   
Cost of natural gas transportation      21       48   

Total cost of natural gas    $ 775     $ 754   

Average cost per Mcf of natural gas sold    $ 6.67     $ 6.30   
Total natural gas sold (in millions of Mcf)      113       112   
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         Operating and maintenance expenses consist mainly of the Utility's costs to operate and maintain its electricity and natural gas facilities, customer 
accounts and service expenses, public purpose program expenses, and administrative and general expenses.  Generally, these expenses are offset by corresponding 
revenues authorized by the CPUC and the FERC in various proceedings.  
 

The Utility’s operating and maintenance expenses increased by approximately $117 million, or 13%, in the three months ended March 31, 2008 compared to 
the same period in 2007.  Expenses increased mainly due to the following factors:  
 

 
The above increases, totaling $159 million, were offset by an aggregate decrease of $42 million, representing changes in the accrued liability for certain 

litigation matters and other miscellaneous operating and maintenance expenses that were lower than the comparable period in 2007.  None of the items comprising the 
aggregate decrease were individually material.  

 
         Operating and maintenance expenses are influenced by wage inflation, benefits, property taxes, the timing and length of Diablo Canyon refueling outages, 
environmental remediation costs, legal costs, material costs, and various other administrative and general expenses.  The Utility anticipates that it will incur higher 
material, permitting, and labor costs in the future as well as higher costs to operate and maintain its aging infrastructure.  The Utility may make additional payments to 
employees for missed or delayed meals to comply with California labor law as the Utility’s investigation into this matter continues.  (See Note 11 of the Notes to the 
Condensed Consolidated Financial Statements for a discussion of California labor code issues.)  In addition, the Utility may incur costs, not included in forecasts used 
to set rates in the GRC, to address safety and reliability issues in the Utility's electric and natural gas distribution system depending on the outcome of its review of its 
operating practices and procedures following recent electric transformer failures and the discovery that some natural gas maintenance records did not accurately reflect 
field conditions.  (See "Risk Factors" in the 2007 Annual Report.)  The Utility also expects that it will incur higher expenses in subsequent periods to comply with the 
requirements of renewed hydroelectric generation licenses and to complete the construction of the dry cask storage facility at Diablo Canyon. The Utility will continue 
its efforts to identify and implement additional operational efficiencies to achieve future sustainable cost-savings and to offset increased spending to address 
operational issues and increasing cost of materials.  
 
Depreciation, Amortization, and Decommissioning  
 

In the three months ended March 31, 2008, the Utility's depreciation, amortization, and decommissioning expenses decreased by approximately $27 million, 
or 6%, as compared to the same period in 2007, mainly due to a decrease in amortization expense of approximately $64 million related to the RRB regulatory 
asset.  The RRB regulatory asset was fully recovered through rates when the RRBs matured in December 2007 and, as a result, no amortization was recorded in 
2008.  This decrease was partially offset by other depreciation, amortization, and decommissioning expenses, which increased by approximately $37 million, primarily 
relating to plant additions and depreciation rate changes in 2007 and authorization of the 2007 GRC and the current TO rate case.  
 

The Utility’s depreciation, amortization, and decommissioning expenses in subsequent years are expected to increase as a result of an overall increase in 
capital expenditures and implementation of depreciation rates authorized by the 2007 GRC decision and future TO rate cases.  
 
Interest Income  
 

  

•  Customer efficiency incentive program expenses increased by approximately $76 million primarily due to increased customer participation and increased 
marketing of new and existing programs.  

    
•  Costs related to the planned refueling outage at Diablo Canyon Unit 2 were approximately $45 million in 2008.  There was no similar outage during the 

first quarter of 2007.  
    

•  Labor costs increased by approximately $38 million for the repair and restoration of electric distribution systems and responding to customer inquiries as a 
result of the January 2008 winter storm.  There was no similar storm in the same period in 2007.  
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     In the three months ended March 31, 2008, the Utility’s interest income decreased by approximately $24 million, or 50%, as compared to the same period 

in 2007.  The Utility received approximately $16 million in the three months ended March 31, 2007 related to the settlement of Internal Revenue Service (“IRS”) 
refund claims with no similar refund in 2008.  In addition, other interest income decreased by approximately $8 million, primarily due to lower interest earned due to 
lower interest rates on funds held in escrow related to Disputed Claims and settlements in 2007 that reduced the amounts held in escrow.  
 

The Utility’s interest income in 2008 and future periods will be primarily affected by changes in the amount of escrowed funds related to Disputed Claims 
and interest rate levels.  
 
Interest Expense  
 

In the three months ended March 31, 2008, the Utility’s interest expense decreased by approximately $2 million, or 1%, as compared to the same period in 
2007, primarily due to the following factors:  
 

 
These decreases were partially offset by an additional approximately $18 million in interest expense related to $1.8 billion in Senior Notes issued in 2007 and 

in March 2008.  
 

The Utility’s interest expense in 2008 and future periods will be impacted by changes in interest rates as the Utility’s short-term debt and a portion of its long-
term debt bear variable interest rates, as well as by changes in the amount of debt, including debt expected to be issued in subsequent periods to finance capital 
expenditures.  
 
Income Tax Expense  
   

In the three months ended March 31, 2008, the Utility's income tax expense decreased by approximately $25 million, or 17%, as compared to the same period 
in 2007.  The $50 million reduction in pre-tax income decreased income tax expense by approximately $18 million.  In addition, income tax expense decreased by $9 
million as a result of an IRS audit settlement reached during the three months ended March 31, 2008.  No similar amount was recorded in the same period in 
2007.  These decreases were partially offset by an increase in income tax expense of approximately $2 million, mainly due to a decrease in tax-deductible 
decommissioning expense in the three months ended March 31, 2008 compared to the same period in 2007.  The effective tax rates for the three months ended March 
31, 2008 and 2007 were 33.6% and 35.7%, respectively.  
 
PG&E Corporation, Eliminations, and Other  
 
Operating Revenues and Expenses  
 

PG&E Corporation's revenues consist mainly of billings to its affiliates for services rendered, all of which are eliminated in consolidation.  PG&E 
Corporation's operating expenses consist mainly of employee compensation and payments to third parties for goods and services.  Generally, PG&E Corporation's 
operating expenses are allocated to affiliates.  These allocations are made without mark-up and are eliminated in consolidation.  PG&E Corporation’s interest expense 
relates to its 9.50% Convertible Subordinated Notes and is not allocated to affiliates.  
 

There were no material changes to PG&E Corporation’s operating income in the three months ended March 31, 2008 as compared to the same period in 2007. 
 
LIQUIDITY AND FINANCIAL RESOURCES  
 
Overview  
 

  

•  Interest expense decreased by approximately $9 million due to the reduction in outstanding ERBs and the maturity of the RRBs in December 2007.  
    

•  Interest expense on balances in certain regulatory balancing accounts decreased by approximately $6 million due to lower average interest rates on the 
regulatory balancing accounts.  

    
•  Other interest expense decreased by approximately $5 million, primarily due to a lower average outstanding commercial paper balance.   
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At March 31, 2008, PG&E Corporation and its subsidiaries had consolidated cash and cash equivalents of approximately $253 million and restricted cash of 

approximately $1.3 billion.  At March 31, 2008, PG&E Corporation on a stand-alone basis had cash and cash equivalents of approximately $191 million; the Utility 
had cash and cash equivalents of approximately $62 million and restricted cash of approximately $1.3 billion.  Restricted cash primarily consists of approximately 
$1.2 billion of cash held in escrow pending the resolution of the remaining Disputed Claims as well as deposits made under certain third-party agreements.  PG&E 
Corporation and the Utility maintain separate bank accounts.  PG&E Corporation and the Utility primarily invest their cash in money market funds.  
 

As of March 31, 2008, the Utility had $220 million of letters of credit and no borrowings outstanding under its $2.0 billion working capital facility (“working 
capital facility”).  As of March 31, 2008, the Utility also had $73 million of outstanding commercial paper. The Utility treats the amount of its outstanding commercial 
paper as a reduction to the amount available under its working capital facility.  As of March 31, 2008, the Utility had $1.7 billion of short-term debt capacity available. 
 

As of March 31, 2008, PG&E Corporation had no letters of credit and no borrowings outstanding under its $200 million working capital facility.  
 

During March and April 2008, the Utility repurchased $454 million of pollution control bonds series 2005 A-G (“PC2005 bonds”) issued by the California 
Infrastructure and Economic Development Bank to minimize its interest rate risk arising from the credit downgrade of the bond insurer and dislocation in the auction 
rate market.  The repurchases were financed through a combination of long-term and short-term debt.  The Utility will hold the PC2005 bonds in treasury.  The Utility 
expects that the PC2005 bonds will be resold during 2008, depending on conditions in the tax-exempt bond market.  The proceeds will be used to repay short-term 
debt.  
 

On March 3, 2008, the Utility issued $200 million principal amount of 5.625% 10-year Senior Notes due on November 30, 2017, which increased the amount 
of the 5.625% Senior Notes issued on December 4, 2007, to $700 million. Also on March 3, 2008, the Utility issued $400 million principal amount of 6.35% 30-year 
Senior Notes due on February 15, 2038.  The Utility expects it will issue an additional $250 million to $450 million of Senior Notes in 2008 primarily to finance 
capital expenditures.  
 

The amount and timing of the Utility’s future financing   needs will depend on various factors, including: (1) the timing and amount of forecasted capital 
expenditures and any incremental capital expenditures beyond those currently forecasted; (2) the amount of cash internally generated through normal business 
operations; (3) the timing of the resolution of the Disputed Claims (upon settlement or the conclusion of the FERC and judicial proceedings) and the amount of interest 
on these claims that the Utility will be required to pay; and (4) the timing of the resale of the PC2005 bonds. (See Note 10 of the Notes to the Condensed Consolidated 
Financial Statements.)  
 

On February 25, 2008, PG&E Corporation contributed equity of $50 million to the Utility in order to maintain the 52% common equity target authorized by 
the CPUC and to ensure that the Utility has adequate capital to fund its capital expenditures.  During the three months ended March 31, 2008, PG&E Corporation 
issued 1,086,926 shares of common stock upon exercise of employee stock options, for the account of 401(k) participants and under its Dividend Reinvestment and 
Stock Purchase Plan, generating approximately $39 million of cash.  PG&E Corporation expects to issue additional common stock, debt, or other securities, depending 
on market conditions, to fund a portion of the Utility’s future equity needs.  
 
Dividends  
 

During the three months ended March 31, 2008, the Utility paid common stock dividends totaling $153 million, including $142 million of common stock 
dividends paid to PG&E Corporation and $11 million of common stock dividends paid to PG&E Holdings, LLC, a wholly owned subsidiary of the Utility.  
 

On January 15, 2008, PG&E Corporation paid common stock dividends of $0.36 per share, totaling $137 million, including $9 million of common stock 
dividends paid to Elm Power Corporation, a wholly owned subsidiary of PG&E Corporation.  On April 15, 2008, PG&E Corporation paid common stock dividends of 
$0.39 per share, an increase of $0.03 per share over the previous level of $0.36 per share, totaling $148 million, including $10 million paid to Elm Power Corporation.  
 

On February 15, 2008, the Utility paid cash dividends to holders of various series of preferred stock in the aggregate amount of $3 million.  On February 20, 
2008, the Board of Directors of the Utility declared dividends on all outstanding series of its preferred stock.  The dividends, totaling $4 million, are payable on May 
15, 2008, to shareholders of record on April 30, 2008.  
 

  

  
43 



   
Utility  
 
Operating Activities  
 

The Utility's cash flows from operating activities primarily consist of receipts from customers less payments of operating expenses, other than expenses such 
as depreciation that do not require the use of cash.  
 

The Utility's cash flows from operating activities for the three months ended March 31, 2008 and 2007 were as follows:  
 

 
In the three months ended March 31, 2008, net cash provided by operating activities increased by approximately $80 million from the same period in 2007, 

primarily due to an approximately $230 million refund received from the California Energy Commission (“CEC”) that will be refunded to customers in 2009.  The 
$230 million CEC refund was offset by a decrease of approximately $70 million in energy supplier settlements and a decrease of approximately $35 million due 
to lower pension contributions.  
 
Investing Activities  
 

The Utility's investing activities consist of construction of new and replacement facilities necessary to deliver safe and reliable electricity and natural gas 
services to its customers.  Year-to-year variances in cash used in investing activities depend primarily upon the amount and type of construction activities, which can 
be influenced by the need to make electricity and natural gas reliability improvements as well as by storms and other factors.  
 

The Utility's cash flows from investing activities for the three months ended March 31, 2008 and 2007 were as follows:  
 

 
Net cash used in investing activities increased by approximately $100 million in the three months ended March 31, 2008 compared to the same period in 

2007, primarily due to an increase of approximately $180 million in capital expenditures for the SmartMeter™ installation project, generation facility spending, 
replacing and expanding gas and electric distribution systems, and improving the electric transmission infrastructure.  (See “Capital Expenditures” below.)  
 
Financing Activities  
 

  

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Net income    $ 236     $ 261   
Adjustments to reconcile net income to net cash provided by operating activities      683       665   

Net effect of changes in operating assets and liabilities:                  
Accounts receivable      88       237   
Inventories      107       75   
Accounts payable      149       (99 ) 
Income taxes receivable/payable      (20 )     41   
Regulatory balancing accounts, net      (356 )     (275 ) 
Other current assets      104       174   
Other current liabilities      65       (98 ) 

Other      (2 )     (7 ) 
Net cash provided by operating activities    $ 1,054     $ 974   

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Capital expenditures    $ (853 )   $ (673 ) 
Net proceeds from sale of assets      6       4   
Decrease (increase) in restricted cash      2       (11 ) 
Other investing activities      47       (18 ) 

Net cash used in investing activities    $ (798 )   $ (698 ) 
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The Utility’s cash flows from financing activities for the three months ended March 31, 2008 and 2007 were as follows:  

 

 
In the three months ended March 31, 2008, net cash used in financing activities increased by approximately $26 million compared to the same period in 

2007.  This was mainly due to the following factors:  
 

 
PG&E Corporation  
 
Operating Activities  
 

PG&E Corporation's consolidated cash flows from operating activities consist mainly of billings to the Utility for services rendered and payments for 
employee compensation, and goods and services provided by others to PG&E Corporation.  PG&E Corporation also incurs interest costs associated with its debt.  
 

PG&E Corporation, on a stand-alone basis, did not have any material cash flow associated with operating activities for the three months ended March 31, 
2008 and 2007.  
 
Investing Activities  
 

Other than payment of dividends, PG&E Corporation, on a stand-alone basis, did not have any material cash flow associated with investing activities for the 
three months ended March 31, 2008 and 2007.  
 
Financing Activities  
 

PG&E Corporation's primary sources of financing funds, on a stand-alone basis, are dividends from the Utility, equity issuances, and external 
financing.  PG&E Corporation’s uses of cash, on a stand-alone basis, primarily relate to the payment of common stock dividends and common stock repurchases.  
 

PG&E Corporation, on a stand-alone basis, did not have any material cash flow associated with financing activities for the three months ended March 31, 
2008 and 2007.  
 

  

    Three Months Ended    
    March 31,    
(in millions)    2008      2007    
Repayments under accounts receivable facility and working capital facility    $ (250 )   $ (300 ) 
Net repayment of commercial paper, net discount of $4 million in 2007      (198 )     (425 ) 
Proceeds from issuance of long-term debt, net of premium, discount, and issuance costs of $2 million in 2008 and $10 million 
in 2007      598       690   
Long-term debt matured, redeemed, or repurchased      (300 )     -  
Rate reduction bonds matured      -      (75 ) 
Energy recovery bonds matured      (83 )     (83 ) 
Equity infusion from PG&E Corporation      50       -  
Common stock dividends paid      (142 )     (127 ) 
Preferred stock dividends paid      (3 )     (3 ) 
Other      (7 )     14   

Net cash used in financing activities    $ (335 )   $ (309 ) 

•  In March 2008, the Utility repurchased $300 million of PC2005 bonds, with no similar repurchase in 2007.  
    

•  Proceeds from the issuance of Senior Notes were approximately $92 million less in the three months ended March 31, 2008 as compared to the same period in 
2007.  

    
•  The Utility’s net repayments of commercial paper were approximately $227 million less in the three months ended March 31, 2008 as compared to the same 

period in 2007.  
    

•  The RRBs were fully repaid in December 2007. As a result, there were no debt repayments in 2008 as compared to $75 million in payments for the three 
months ended March 31, 2007.  

    
•  The Utility received an equity infusion of $50 million from PG&E Corporation in February 2008, with no similar infusion during the same period in 2007.  
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CONTRACTUAL COMMITMENTS  
 

PG&E Corporation and the Utility enter into contractual obligations and commitments in connection with business activities.  These future obligations 
primarily relate to financing arrangements (such as long-term debt, preferred stock, and certain forms of regulatory financing), purchases of transportation capacity, 
natural gas and electricity to support customer demand, and the purchase of fuel and transportation to support the Utility's generation activities.  In addition to those 
commitments disclosed in the 2007 Annual Report and those arising from normal business activities, PG&E Corporation and the Utility’s commitments at March 31, 
2008 include $200 million of 5.625% Senior Notes due November 30, 2017 and $400 million of 6.35% Senior Notes due February 15, 2038.  (See Notes 4, 5, 10, and 
11 of the Notes to the Condensed Consolidated Financial Statements and the 2007 Annual Report for further discussion.)  
 
CAPITAL EXPENDITURES  
 

The Utility expects that capital expenditures will total approximately $3.6 billion in 2008. During the three month ended March 31, 2008, the Utility incurred 
capital expenditures of approximately $853 million. (See “Liquidity and Financial Resources – Investing Activities" above.)  
 

The Utility forecasts that it will make various capital investments in its electric and gas transmission and distribution infrastructure to maintain and enhance 
system reliability and customer service, to extend the life of or replace existing infrastructure, to add new infrastructure to meet already authorized growth, and to 
implement various initiatives designed to achieve operating and cost efficiencies.  The Utility also may request the CPUC to authorize additional capital expenditures, 
outside of the next GRC, to make the Utility’s electric distribution reliability level more comparable to that of other California investor-owned utilities and other 
utilities in the United States.  The Utility has been exploring obtaining regulatory approval for potential investments in electric transmission projects including a 
proposed new 1,000-mile, 500-KV transmission line to run from British Columbia Canada to Northern California.  On April 17, 2008, the FERC granted part of the 
Utility’s request to allow recovery of prudently incurred pre-commercial and abandonment costs related to this proposed electric transmission line.  The Utility cannot 
predict whether the other conditions to the development of this proposed electric transmission line will be met.  
 

PG&E Corporation also has been exploring potential investments in natural gas transmission pipeline projects, but it has decided not to pursue an investment 
in El Paso Corporation’s proposed Ruby Pipeline.  On April 30, 2008, PG&E Corporation terminated the letter of intent it had entered into in December 2007 with El 
Paso Corporation to acquire an interest in the proposed Ruby Pipeline.  The Utility will continue to seek CPUC approval of its natural gas transportation contract, 
entered into in December 2007, for firm service rights on the proposed Ruby Pipeline for a 15-year term commencing in 2011 when the pipeline is proposed to be 
placed into service.   PG&E Corporation continues to pursue the development of the proposed 230-mile Pacific Connector Gas Pipeline, along with Fort Chicago 
Energy Partners, L.P. and Northwest Pipeline Corporation.  The development of the Pacific Connector Gas Pipeline is dependent upon the development of the Jordan 
Cove liquefied natural gas terminal by Fort Chicago Partners, L.P. and the satisfaction of other conditions and requirements.  
 
Diablo Canyon Steam Generator Replacement Project  
 

In November 2005, the CPUC authorized the Utility to replace the steam generators at the two nuclear operating units at Diablo Canyon (Units 1 and 2).  The 
CPUC authorized the Utility to recover costs of this project of up to $706 million from customers without further reasonableness review; if costs exceed this threshold, 
the CPUC authorized the Utility to recover costs of up to $815 million, subject to reasonableness review of the full amount.  As of December 31, 2007, the Utility has 
spent approximately $300 million, including progress payments, under contracts for the eight steam generators that the Utility has ordered.  The Utility anticipates the 
future expenditures will be approximately $373 million.  The Utility installed four of the new steam generators in Unit 2 during the refueling outage that began in 
February 2008 and ended in April 2008.  The remaining new generators in Unit 1 are expected to be installed in 2009.  
 
              In March 2008, the Utility and the Coastal Law Enforcement Action Network (“CLEAN”) settled a complaint that CLEAN had filed in the Superior Court for 
the County of San Francisco challenging permits that the Utility had obtained from the California Coastal Commission and San Luis Obispo County related to the 
steam generator replacement project.  CLEAN has agreed to dismiss its complaint, and the Utility has agreed to fund programs to benefit the coastal and marine 
environment.  
 
New Generation Facilities  
 
Colusa Power Plant  
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On February 29, 2008, the CPUC authorized the Utility to begin the construction of the Colusa Project, a 657-megawatt (“MW”) combined cycle generating 

facility to be located in Colusa County, California, contingent on its environmental certification by the CEC and the CPUC’s consideration of that certification.  On 
April 23, 2008 the CEC issued a final decision granting an environmental certification of the project.  The Utility has requested the CPUC to issue its final 
authorization for the Utility to begin construction of the project.  
 

The Utility’s recovery of costs related to the Colusa Project is subject to the initial capital cost limits and operations and maintenance ratemaking previously 
approved by the CPUC. Subject to the timely issuance of other required permits, meeting operational performance requirements and other conditions, it is anticipated 
that the Colusa Project will commence operations in 2010.  
 
Potential New Utility-Owned Generation  
 

On March 19, 2008, the Utility filed a revised 2006 Long-Term Procurement Plan (“LTPP”) covering the period from 2007 through 2016 to conform to 
modifications required by the final CPUC decision issued in December 2007.  The revised plan updates the Utility’s planning criteria and need determinations over the 
10-year LTPP period.  On April 1, 2008, the Utility issued a request for offers (“RFO”) for 800 to 1,200 MW of dispatchable and operationally flexible generation 
resources by 2015 beyond the Utility's planned additions of renewable resources.  Through this RFO, the Utility seeks to meet this electricity need through power 
purchase agreements or purchase and sale agreements (under which a new generating facility is constructed by a third party and sold to the Utility after the commercial 
operational performance standard is met).  
 

On March 7, 2008, the Utility also issued an RFO for 800,000 to 1,600,000 MWh of renewable generation to become operational beginning in 2008 and 
beyond through power purchase agreements and purchase and sale agreements.  
 

The Utility has previously entered into several power purchase agreements with third parties that are contingent on the third party’s development of the new 
generation facility to provide the power to be purchased by the Utility under the agreement.  To the extent that third parties fail to develop the new generation facility 
due to financial, permitting or other reasons, the Utility may seek CPUC authorization to develop or acquire new generation facilities to ensure that the Utility is able 
to meet its customers’ demand.  
 

PG&E Corporation and the Utility cannot predict the extent to which any of the RFOs described above will result in Utility-owned generation projects or the 
extent to which future customer demand will be met through new utility-owned generation projects on which the Utility would be authorized to earn an ROE.  
 
OFF-BALANCE SHEET ARRANGEMENTS  
 

For financing and other business purposes, PG&E Corporation and the Utility maintain certain arrangements that are not reflected in their Condensed 
Consolidated Balance Sheets.  Such arrangements do not represent a significant part of either PG&E Corporation's or the Utility's activities or a significant ongoing 
source of financing.  These arrangements enable PG&E Corporation and the Utility to obtain financing or execute commercial transactions on more favorable 
terms.  For further information related to letter of credit agreements and the credit facilities, see the 2007 Annual Report and Note 4 of the Notes to the Condensed 
Consolidated Financial Statements.  
 
Credit Risk  
 

Credit risk is the risk of loss that PG&E Corporation and the Utility would incur if customers or counterparties failed to perform their contractual 
obligations.  The Utility is exposed to a concentration of credit risk associated with receivables from the sale of natural gas and electricity to residential and small 
commercial customers in northern and central California.  This credit risk exposure is mitigated by requiring deposits from new customers and from those customers 
whose past payment practices are below standard.  A material loss associated with the regional concentration of retail receivables is not considered likely.  
 

Additionally, the Utility has a concentration of credit risk associated with its wholesale customers and counterparties mainly in the energy industry, including 
other California investor-owned electric utilities, municipal utilities, energy trading companies, financial institutions, and oil and natural gas production companies 
located in the United States and Canada.  This concentration of counterparties may impact the Utility's overall exposure to credit risk because counterparties may be 
similarly affected by economic or regulatory changes, or other changes in conditions.  If a counterparty failed to perform on its contractual obligation to deliver 
electricity, then the Utility may find it necessary to procure electricity at current market prices, which may be higher than the contract prices.  Credit-related losses 
attributable to receivables and electric and gas procurement activities from wholesale customers and counterparties are expected to be recoverable from customers 
through rates and are not expected to have a material impact on net income.  
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         The Utility manages credit risk associated with its wholesale customers and counterparties by assigning credit limits based on evaluations of their financial 
conditions, net worth, credit ratings, and other credit criteria as deemed appropriate.  Credit limits and credit quality are monitored periodically and a detailed credit 
analysis is performed at least annually.  Further, the Utility ties many energy contracts to master agreements that require security (referred to as “credit collateral”) in 
the form of cash, letters of credit, corporate guarantees of acceptable credit quality, or eligible securities if current net receivables and replacement cost exposure 
exceed contractually specified limits.  
 

The following table summarizes the Utility's net credit risk exposure to its wholesale customers and counterparties, as well as the Utility's credit risk exposure 
to its wholesale customers or counterparties with a greater than 10% net credit exposure, at March 31, 2008 and December 31, 2007:  
 

 
CONTINGENCIES  
 

PG&E Corporation and the Utility have significant contingencies that are discussed in Notes 10 and 11 of the Notes to the Condensed Consolidated Financial 
Statements.  
 
REGULATORY MATTERS  
 

The Utility is subject to substantial regulation.  Set forth below are matters pending before the CPUC, the resolution of which may affect the Utility's and 
PG&E Corporation's results of operations or financial condition.  
 
2008 Cost of Capital Proceeding  
 

On April 29, 2008, a proposed decision was issued in the second phase of the CPUC’s 2008 Cost of Capital proceeding that recommends a uniform multi-
year cost of capital mechanism for the Utility and the other two California investor-owned electric utilities that would replace the annual cost of capital 
proceeding.  The utilities would be required to file full cost of capital applications by April 20 of every third year.  The first application would be due on April 20, 
2010.  (Under the current regulatory schedule, the annual cost of capital application is due May 8 of each year, to become effective on January 1 of the following year.  
In December 2007 the CPUC waived the requirement for the utilities to file their 2009 Cost of Capital applications by May 8, 2008.)  The proposed decision would 
permit the utilities to file a cost of capital application earlier in extraordinary circumstances.  
 

Under the proposed decision, the Utility’s 2008 cost of capital (including an 11.35% ROE) would be maintained through 2010, unless the annual automatic 
adjustment mechanism described below is triggered. The Utility’s 2008 capital structure (including a 52% equity component) would be maintained through 2010, 
unless the Utility applies for an adjustment sooner based on extraordinary circumstances.  
 

The proposed cost of capital mechanism would use an interest rate index, the 12-month October through September average of the Moody's Investors Service 
("Moody's") Aa utility bond index (for A credit-rated utilities) or the Moody’s Baa utility bond index (for B credit-rated utilities), to trigger changes in the authorized 
cost of debt, preferred stock, and equity.  The proposed decision states that in any year in which the current index increases or decreases by more than 100 basis points 
(the “deadband”) from the applicable Moody’s benchmark, the cost of equity would be adjusted by one-half of the difference between the benchmark and the current 
index.  It is unclear in the proposed decision whether such adjustment would be based on one-half of the full difference between the current index and the benchmark, 
or one-half of the amount that the current  
 

  

  (in millions)  

  
Gross Credit  

Exposure 
Before Credit 
Collateral (1)    

   
   
   

Credit Collateral    

   
   

Net Credit 
Exposure (2)    

Number of  
Wholesale  

Customer or 
Counterparties  

>10%    

Net Exposure 
to  

Wholesale  
Customer or 

Counterparties 
>10%    

March 31, 2008    $ 847 
    
$  153   $ 694   1   $ 87   

December 31, 2007    $ 311 $  91   $ 220   2   $ 111   
                              
                              
(1) Gross credit exposure equals mark-to-market value on financially settled contracts, notes receivable, and net receivables (payables) where netting is contractually 
allowed. Gross and net credit exposure amounts reported above do not include adjustments for time value or liquidity.  
(2) Net credit exposure is the gross credit exposure minus credit collateral (cash deposits and letters of credit). For purposes of this table, parental guarantees are not 
included as part of the calculation.  
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index exceeds the 100 basis point deadband.  In addition, if the mechanism is triggered, the costs of long-term debt and preferred stock would be adjusted to reflect the 
actual August month-end embedded costs in that year and forecasted interest rates for variable long-term debt and any new long-term debt and preferred stock 
scheduled to be issued.  
 

Comments on the proposed decision are due on May 19, 2008.  PG&E Corporation and the Utility are unable to predict whether the CPUC will adopt the 
proposed decision.  
 
Spent Nuclear Fuel Storage Proceeding  
 

Because the U.S. Department of Energy has failed to develop a permanent national repository for the nation's spent nuclear fuel and high-level radioactive 
waste produced by the nation's nuclear electric generation facilities, the Utility has been storing spent nuclear fuel and high-level radioactive waste resulting from its 
nuclear operations at Diablo Canyon in on-site storage pools.  The Utility believes that the existing spent fuel pools at Diablo Canyon have sufficient capacity to 
enable the Utility to operate Diablo Canyon until October 2010 for Unit 1 and May 2011 for Unit 2.  The Utility is also constructing a dry cask storage facility at 
Diablo Canyon to store spent nuclear fuel, which it expects to complete by the end of 2008.  
 

Although the Utility expected to begin loading spent nuclear fuel in 2008, the Utility currently expects that the dry cask storage facility and modifications to 
the power plant to support dry cask storage processing will be completed in late 2008 and that the initial movement of spent nuclear fuel to dry cask storage will begin 
in June 2009.  If the Utility is unable to complete the facility and load spent fuel into the dry cask storage facility by October 2010 for Unit 1 or May 2011 for Unit 2, 
the Utility would have to curtail or halt operations in the unit until such time as additional safe storage for spent fuel is made available.  
 

Also, on April 30, 2008, in connection with the pending appeal of the 2004 decision by the Nuclear Regulatory Commission ("NRC") to grant the Utility a 
permit to construct the dry cask storage facility, the NRC set a hearing date of July 1, 2008 for oral argument on whether the NRC staff sufficiently addressed the 
latent health impacts and damage to property of a potential radiological release in its supplemental environmental assessment report that concluded there would be no 
significant environmental impacts from potential terrorist acts directed at the Diablo Canyon dry cask storage facility.   It is expected that the NRC will issue a final 
decision in the fourth quarter of 2008.  
 
Energy Efficiency Programs and Incentive Ratemaking  
 

In January 2008, the CPUC issued a final decision modifying the incentive ratemaking mechanism it had previously adopted with respect to the California 
investor-owned utilities’ implementation of their 2006-2008 and 2009-2011 energy efficiency program cycles.  The January 2008 CPUC decision required the CPUC's 
Energy Division to update the assumptions used to estimate the amount of energy savings per efficiency measure over the 3-year program period and the amount of 
the estimated savings that can be attributed to the utilities' programs, for purposes of assessing, on an interim basis, whether the utilities are entitled to incentives or are 
required to reimburse customers. (Under the interim claim process, 35% of the incentives or reimbursement obligations calculated for each interim claim will be “held 
back” until completion of measurement studies verifying the actual energy savings for the entire three-year program cycle.)  It is expected that the CPUC will adopt 
revised assumptions by June 30, 2008 and that the CPUC will complete its verification of the utilities’ installed energy efficiency measures by July 15, 2008.  The 
revised assumptions and verification results will be used to evaluate and measure the savings resulting from the Utility's 2006-2008 and 2009-2011 energy efficiency 
programs.  It is expected that this evaluation and measurement process for 2006-2007 programs will be completed by September 30, 2008 and that the Utility would 
submit its interim claim shortly thereafter.  The Utility’s application seeking CPUC approval of the Utility’ s energy efficiency programs and funding for the next cycle 
of energy efficiency programs (2009-2011) is due June 23, 2008.  A final CPUC decision regarding the 2009-2011 programs is expected to be issued in late 2008.    

 
         The amount of any shareholder incentives the Utility may receive or the amount of any reimbursement obligations the Utility may incur, will depend on 
the form of revised assumptions the CPUC adopts, the level of energy efficiency savings actually achieved over the three-year program cycle, and the amount of the 
savings attributable to the Utility’s energy efficiency programs based on the revised assumptions and verification results.  
 
Application to Recover Hydroelectric Facility Divestiture Costs  
 

On April 14, 2008, the Utility filed an application with the CPUC requesting authorization to recover approximately $47 million, including interest, of the 
costs it incurred in connection with its efforts to determine the market value of its  
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hydroelectric generation facilities in 2000 and 2001 in preparation for the planned divestiture of the facilities as directed by the CPUC to further the development of a 
competitive generation market in California.  In 2003, the CPUC determined that the amount of these costs at the time, $34.8 million, was reasonable and authorized 
the Utility to track these costs and seek authorization to recover these costs in the future if the hydroelectric generation facilities were ultimately not divested. The 
Utility continues to own its hydroelectric generation assets.  The Utility's application requests that the CPUC issue a final decision in July 2008. PG&E Corporation 
and the Utility are unable to predict whether the CPUC will approve recovery of these costs.  
 
RISK MANAGEMENT ACTIVITIES  
 

The Utility and PG&E Corporation, mainly through its ownership of the Utility, are exposed to market risk, which is the risk that changes in market 
conditions will adversely affect net income or cash flows.  PG&E Corporation and the Utility face market risk associated with their operations, financing 
arrangements, the marketplace for electricity, natural gas, electricity transmission, natural gas transportation and storage, other goods and services, and other aspects of 
their businesses.  PG&E Corporation and the Utility categorize market risks as price risk and interest rate risk.  For a comprehensive discussion of PG&E 
Corporation’s market risk, see the “Risk Management Activities” section of the MD&A in the 2007 Annual Report.  The following disclosures omit certain 
information that has not changed since the 2007 Annual Report was filed with the SEC.  
 
Price Risk  
 
Electricity Procurement  
 

The Utility relies on electricity from a diverse mix of resources, including third-party contracts, amounts allocated under DWR contracts, and the Utility’s 
own electricity generation facilities.  A failure to perform by any of the counterparties to electricity purchase contracts or the DWR allocated contracts would reduce 
the size of the Utility’s electricity supply portfolio.  
 

The Utility expects to satisfy at least some of the forecasted short position through the CPUC-approved contracts it has entered into in accordance with its 
CPUC-approved long-term procurement plan.  As discussed above, the Utility filed a revised 2006 LTPP in March 2008 and issued a new RFO on April 1, 2008 for 
800 to 1,200 MW of dispatchable and operationally flexible resources by 2015.  The Utility recovers the costs incurred under these contracts and other electricity 
procurement costs through retail electricity rates that are adjusted whenever the forecasted aggregate over-collections or under-collections of the Utility’s procurement 
costs for the current year exceed 5% of the Utility's prior year generation revenues, excluding generation revenues for DWR contracts.  As long as these cost recovery 
mechanisms remain in place, adverse market price changes are not expected to impact the Utility's net income.  The Utility is at risk to the extent that the CPUC may 
in the future disallow portions or the full costs of procurement transactions.  
 

Under California’s greenhouse gas emissions law, the State is considering a “cap and trade” program that if adopted, could require entities regulated under the 
law, including power generators and the Utility, to procure greenhouse gas emissions allowances beginning in 2012.  Costs of such allowances could increase the 
Utility’s electricity procurement costs, but the reasonable costs of these allowances would be expected to be recovered through retail electricity rates.  
 
Electric Transmission Congestion Rights  
 

Among other features, the Market Redesign and Technology Upgrade (“MRTU”) initiative provides that electric transmission congestion costs and credits 
will be determined between any two locations and charged to the market participants, including load serving entities (“LSEs”), taking energy that passes between those 
locations.  The CAISO also will provide Congestion Revenue Rights (“CRRs”) to allow market participants, including LSEs, to hedge the financial risk of CAISO-
imposed congestion charges in the MRTU day-ahead market.  The CAISO releases CRRs through an annual and monthly process, each of which includes both an 
allocation phase (in which LSEs receive CRRs at no cost) and an auction phase (priced at market, and available to all market participants).  
 

The Utility has been allocated and has acquired via auction certain CRRs as of March 31, 2008 and anticipates acquiring additional CRRs through the 
allocation and auction phases prior to the MRTU effective date.  The anticipated MRTU effective date has been delayed and a revised date has not yet been disclosed 
by the CAISO.  During the first quarter of 2008, the Utility participated in an auction to acquire additional firm electricity transmission rights (“FTRs”) to hedge its 
financial risk until the MRTU becomes effective.  
 

The CRRs are accounted for as derivative instruments and are recorded in PG&E Corporation’s and the Utility’s  
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Condensed Consolidated Balance Sheets at fair value.  The fair value of CRRs increased significantly compared to December 31, 2007 due to the adoption of 
Statement of Financial Accounting Standards (“SFAS”) No. 157, “Fair Value Measurements” (“SFAS No. 157”) on January 1, 2008.  (See Note 2 and 8 of the Notes 
to the Condensed Consolidated Financial Statements for further discussion.)  Changes in the fair value of the CRRs are deferred and recorded in regulatory accounts as 
they are recoverable through rates.  
 
Natural Gas Transportation and Storage  
 

The Utility uses value-at-risk to measure the shareholders' exposure to price and volumetric risks resulting from variability in the price of and demand for 
natural gas transportation and storage services that could impact revenues due to changes in market prices and customer demand.  Value-at-risk measures this exposure 
over a rolling 12-month forward period and assumes that the contract positions are held through expiration.  This calculation is based on a 99% confidence level, 
which means that there is a 1% probability that the impact to revenues on a pre-tax basis, over the rolling 12-month forward period, will be at least as large as the 
reported value-at-risk.  Value-at-risk uses market data to quantify the Utility’s price exposure.  When market data is not available, the Utility uses historical data or 
market proxies to extrapolate the required market data.  Value-at-risk as a measure of portfolio risk has several limitations, including, but not limited to, inadequate 
indication of the exposure to extreme price movements and the use of historical data or market proxies that may not adequately capture portfolio risk.  
 

The Utility's value-at-risk calculated under the methodology described above was approximately $22 million and $31 million at March 31, 2008 and 
December 31, 2007, respectively.  The Utility's high, low, and average value-at-risk during the years ended March 31, 2008 and December 31, 2007 were 
approximately $30 million, $22 million, and $26 million; and $39 million, $21 million, and $29 million, respectively.  
   

     On April 29, 2008 the Utility began using a 95% confidence level to calculate value-at-risk for its natural gas and transportation services consistent with 
the CPUC's use of a 95% confidence level in calculating value-at-risk for the Utility's electricity portfolio.  
Convertible Subordinated Notes  
 

At March 31, 2008, PG&E Corporation had outstanding approximately $280 million of 9.50% Convertible Subordinated Notes that are scheduled to mature 
on June 30, 2010.  Interest is payable semi-annually in arrears on June 30 and December 31.  These Convertible Subordinated Notes may be converted (at the option of 
the holder) at any time prior to maturity into 18,558,059 shares of PG&E Corporation common stock, at a conversion price of $15.09 per share.  The conversion price 
is subject to adjustment for significant changes in the number of outstanding shares of PG&E Corporation’s common stock.  In addition, holders of the Convertible 
Subordinated Notes are entitled to receive “pass-through dividends” determined by multiplying the cash dividend paid by PG&E Corporation per share of common 
stock by a number equal to the principal amount of the Convertible Subordinated Notes divided by the conversion price.  On January 15, 2008 and April 15, 2008, 
PG&E Corporation paid a total of approximately $14 million of “pass-through dividends.”  
 

In accordance with Statement SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133”), the dividend participation 
rights component of the Convertible Subordinated Notes is considered to be an embedded derivative instrument and, therefore, must be bifurcated from the 
Convertible Subordinated Notes and recorded at fair value in PG&E Corporation's Condensed Consolidated Financial Statements.  Dividend participation rights are 
recognized as operating cash flows in PG&E Corporation’s Condensed Consolidated Statements of Cash Flows.  Changes in the fair value are recognized in PG&E 
Corporation's Condensed Consolidated Statements of Income as a non-operating expense or income (in Other Income, Net).  At March 31, 2008, the total estimated 
fair value of the dividend participation rights component, on a pre-tax basis, was approximately $63 million, of which $27 million was classified as a current liability 
(in Current Liabilities - Other) and $36 million, was classified as a noncurrent liability (in Noncurrent Liabilities - Other) in the accompanying Condensed 
Consolidated Balance Sheets. At December 31, 2007, the total estimated fair value of the dividend participation rights component, on a pre-tax basis, was 
approximately $62 million, of which $25 million was classified as a current liability (in Current Liabilities - Other) and $37 million was classified as a noncurrent 
liability (in Noncurrent Liabilities - Other) in the accompanying Consolidated Balance Sheets.  The discount factor used to value these rights was adjusted on January 
1, 2008 in order to comply with the provisions of SFAS No. 157, resulting in a $6 million increase in value, of which approximately $1 million was classified as a 
current liability (in Current Liabilities - Other) and $5 million was classified as a noncurrent liability (in Noncurrent Liabilities - Other) in the accompanying 
Condensed Consolidated Balance Sheets.  (See Note 8 of the Notes to the Condensed Consolidated Financial Statements for further discussion of the implementation 
of SFAS No. 157.)  
 
Interest Rate Risk  
 

Interest rate risk sensitivity analysis is used to measure interest rate risk by computing estimated changes in cash flows as a result of assumed changes in 
market interest rates.  At March 31, 2008, if interest rates changed by 1% for all current variable rate debt issued by PG&E Corporation and the Utility, the change 
would affect net income by approximately $4 million, based on net variable rate debt and other interest rate-sensitive instruments outstanding.  
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CRITICAL ACCOUNTING POLICIES  
 

The preparation of Condensed Consolidated Financial Statements in accordance with accounting principles generally accepted in the United States of 
America involves the use of estimates and assumptions that affect the recorded amounts of assets and liabilities as of the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period.  The accounting policies described below are considered to be critical accounting policies due, 
in part, to their complexity and because their application is relevant and material to the financial position and results of operations of PG&E Corporation and the 
Utility, and because these policies require the use of material judgments and estimates.  Actual results may differ substantially from these estimates.  These policies 
and their key characteristics are discussed in detail in the 2007 Annual Report.  They include:  
 

 
On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of SFAS No. 157, “Fair Value Measurements” (See New Accounting 

Pronouncements in the Management Discussion and Analysis, Note 2, and Note 8 of the Notes to the Condensed Consolidated Financial Statements for further 
discussion), which are also considered critical accounting policies.  Additionally, PG&E Corporation and the Utility adopted the provisions of Financial Accounting 
Standards Board (“FASB”) Staff Position on Interpretation 39, “Amendment of FASB Interpretation No. 39” (See Note 2 of the Condensed Consolidated Financial 
Statements for further discussion).  
 

For the period ended March 31, 2008, there were no changes in the methodology for computing critical accounting estimates, no additional accounting 
estimates met the standards for critical accounting policies, and there were no material changes to the important assumptions underlying the critical accounting 
estimates.  
 
NEW ACCOUNTING POLICIES  
 
Fair Value Measurements  
 

On January 1, 2008, PG&E Corporation and the Utility adopted the provisions of SFAS No. 157.  SFAS No. 157 establishes a fair value hierarchy that 
prioritizes inputs to valuation techniques used to measure fair value.  The objective of a fair value measurement is to determine the price that would be received to sell 
an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date, or the “exit price.”  The hierarchy gives the 
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs 
(Level 3 measurements).  Assets and liabilities are classified based on the lowest level of input that is significant to the fair value measurement.  See Notes 2 and 8 of 
the Notes to the Condensed Consolidated Financial Statements for further discussion on SFAS No. 157.  As Level 3 measurements are based on unobservable inputs, 
significant judgment may be used in the valuation of these instruments.  Accordingly, the following table sets forth the fair values of instruments classified as Level 3 
within the fair value hierarchy, along with a brief description of the valuation technique for each type of instrument:  
 
Level 3 Instruments at Fair Value  
 

 

  

•  regulatory assets and liabilities;  
    

•  unbilled revenues;  
    

•  environmental remediation liabilities;  
    

•  asset retirement obligations;  
    

•  income taxes; and  
    

•  pension and other postretirement benefits.  

(in millions)    
Value as of 

March 31, 2008   
Nuclear Decommissioning Funds    $ 7   
Long Term Disability Trust      103   
Price Risk Management Instruments      299   
Dividend Participation Rights      (63 ) 
Other      (2 ) 
Total Level 3    $ 344   
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Level 3 fair value measurements represent 13% of the total net value of all fair value measurements of PG&E Corporation.  During the three month period 

ended March 31, 2008, there were no material increases or decreases in Level 3 assets or liabilities resulting from a transfer of assets or liabilities from, or into, Level 
1 or Level 2.  The majority of these instruments are accounted for in accordance with SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation,” as 
amended, as they are expected to be recovered or refunded through regulated rates.  Therefore, changes in the aggregate fair value of these assets and liabilities 
(including realized and unrealized gains and losses) are recorded within regulatory accounts on the balance sheet with the exception of the dividend participation rights 
which are held by PG&E Corporation.  The changes in the dividend participation rights are reflected in Other Income, Net in PG&E Corporation’s Condensed 
Consolidated Statements of Income.  Additionally, changes in the fair value of the Level 3 Instruments did not have a material effect on liquidity and capital resources 
as of March 31, 2008.  
 
Nuclear Decommissioning Funds and Long Term Disability Trust  
 

The nuclear decommissioning funds and the long-term disability trust primarily hold equities, debt securities, mutual funds, and life insurance policies.  These 
instruments are generally valued based on unadjusted prices in active markets for identical transactions or unadjusted prices in active markets for similar 
transactions.  Commingled funds within these trusts represent the Utility’s shares of money market funds held.  Due to liquidity restrictions and lack of an active 
market for individual shares of money market funds, commingled funds are classified as Level 3.  The Level 3 nuclear decommissioning fund assets did not change 
significantly from January 1, 2008 to March 31, 2008.  The Level 3 long-term disability trust assets increased from $69 million at January 1, 2008 to $103 million at 
March 31, 2008. The $34 million increase was primarily due to purchases of commingled fund investments.  
 
Price Risk Management Instruments  
 

The price risk management instrument category is comprised of physical and financial derivative contracts including futures, forwards, options, and swaps 
that are both exchange-traded and over-the-counter (“OTC”) traded contracts.  When necessary, PG&E Corporation and the Utility generally use similar models to 
value similar instruments.  Since the Utility’s contracts are used within the regulatory framework, regulatory accounts are recorded to offset the associated gains and 
losses of these derivatives, which will be reflected in future rates.  The Level 3 price risk management instruments increased from $115 million as of January 1, 2008 
to $299 million as of March 31, 2008.  This $184 million increase was primarily due to an increase in commodity prices on March 31, 2008 as compared to January 1, 
2008.  
 

All options (exchange-traded and OTC) are valued using the Black’s Option Pricing Model and classified as Level 3 measurements primarily due to volatility 
inputs.  
 

CRRs, FTRs, and DR Contracts are new and/or complex instruments that have immature or limited markets.  CRRs allow market participants, including 
LSEs, to hedge the financial risk of CAISO-imposed congestion charges in the MRTU day-ahead market.  FTRs allow market participants, including LSEs to hedge 
financial risk of CAISO-imposed congestion charges in the day-ahead market prior to the operation of the MRTU day-ahead market.  DRs allow market participants, 
including LSEs to hedge financial risk associated with increased energy prices resulting from increased demand on the electricity grid.  As the markets for these 
instruments have minimal activity, observable inputs may not be available in pricing these instruments.  Therefore, the pricing models used to value these instruments 
often incorporate significant estimates and assumptions that market participants would use in pricing the instrument.  Accordingly, they are classified as Level 3 
measurements.  When available, observable market data is used to calibrate pricing models.  
 

The remaining Level 3 price risk management instruments are OTC derivative instruments that are valued using pricing models based on the net present value 
of estimated future cash flows based on broker or dealer quotations.  Such instruments are generally classified within Level 3 of the fair value hierarchy.  
 
Dividend Participation Rights  
 

The dividend participation rights of the Convertible Subordinated Notes are considered to be embedded derivative instruments in accordance with SFAS No. 
133 and, therefore, are bifurcated.  They are valued based on the net present value of estimated future cash flows using internal estimates of company 
dividends.  These rights are recorded in the Current Liabilities-Other and Noncurrent Liabilities- Other financial statement in the Condensed Consolidated Financial 
Statements.  See Note 4 of the Notes to the Condensed Consolidated Financial Statements for further discussion of these instruments.  
 

See Notes 2 and 8 of the Notes to the Condensed Consolidated Financial Statements for further discussion on other new accounting policies.  
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ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D  
 
Disclosures about Derivative Instruments and Hedging Activities - an amendment of FASB Statement No. 133  
 

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities, an amendment of SFAS No. 133 ,” or 
(“SFAS No. 161”).  SFAS No. 161 amends and expands the disclosure requirements of SFAS No. 133.  An entity is required to provide qualitative disclosures about 
objectives and strategies for using derivatives, quantitative disclosures on fair value amounts of and gains and losses on derivative instruments, and disclosures relating 
to credit-risk-related contingent features in derivative agreements.  SFAS No. 161 is effective prospectively for fiscal years beginning after November 15, 
2008.  PG&E Corporation and the Utility are currently evaluating the impact of SFAS No. 161.  
 
ENVIRONMENTAL MATTERS  
 

The Utility may be required to pay for environmental remediation at sites where it has been, or may be, a potentially responsible party under environmental 
laws.  Under Federal and California laws, the Utility may be responsible for remediation of hazardous substances at former manufactured gas plant sites, power plant 
sites, and sites used by the Utility for the storage, recycling or disposal of potentially hazardous materials, even if the Utility did not deposit those substances on the 
site.  
 

The cost of environmental remediation is difficult to estimate.  The Utility records an environmental remediation liability when site assessments indicate 
remediation is probable and it can estimate a range of reasonably likely clean-up costs.  The Utility reviews its remediation liability on a quarterly basis.  The liability 
is an estimate of costs for site investigations, remediation, operations and maintenance, monitoring, and site closure using current technology, and considering enacted 
laws and regulations, experience gained at similar sites and an assessment of the probable level of involvement and financial condition of other potentially responsible 
parties.  Unless there is a better estimate within this range of possible costs, the Utility records the costs at the lower end of this range.  The Utility estimates the upper 
end of this cost range using reasonably possible outcomes that are least favorable to the Utility.  It is reasonably possible that a change in these estimates may occur in 
the near term due to uncertainty concerning the Utility's responsibility, the complexity of environmental laws and regulations, and the selection of compliance 
alternatives.  
 

The Utility had an undiscounted and gross environmental remediation liability of approximately $555 million at March 31, 2008, and approximately $528 
million at December 31, 2007.  The $555 million accrued at March 31, 2008 consists of:  
 

 
Of the approximately $555 million environmental remediation liability, approximately $133 million has been included in prior rate setting proceedings.  The 

Utility expects that an additional amount of approximately $335 million will be recoverable in future rates.  The Utility also recovers its costs from insurance carriers 
and from other third parties whenever possible.  Any amounts collected in excess of the Utility's ultimate obligations may be subject to refund to customers.  
 

The Utility's undiscounted future costs could increase to as much as $912 million if the other potentially responsible parties are not financially able to 
contribute to these costs, or if the extent of contamination or necessary remediation is greater than anticipated.  The amount of approximately $912 million does not 
include any estimate for any potential costs of remediation at former manufactured gas plant sites owned by others, unless the Utility has assumed liability for the site, 
the current owner has asserted a claim against the Utility, or the Utility has otherwise determined it is probable that a claim will be asserted.  
 

  

•  Approximately $228 million for remediation at the Hinkley and Topock natural gas compressor sites;  
    

•  Approximately $90 million related to remediation at divested generation facilities;  
    

•  Approximately $185 million related to remediation costs for the Utility’s generation and other facilities, third-party disposal sites, and manufactured gas plant 
sites owned by the Utility or third parties (including those sites that are the subject of remediation orders by environmental agencies or claims by the current 
owners of the former manufactured gas plant sites); and  

    
•  Approximately $52 million related to remediation costs for fossil decommissioning sites.  
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In July 2004, the U.S. Environmental Protection Agency (“EPA”) published regulations under Section 316(b) of the Clean Water Act that apply to existing 

electricity generation facilities that use over 50 million gallons of water per day, which typically include some form of "once-through" cooling in which water from 
natural bodies of water is used to cool a generating facility and the heated water is discharged back into the source.  The Utility's Diablo Canyon power plant is among 
an estimated 539 generation facilities nationwide that are affected by this rulemaking.  The EPA regulations are intended to reduce impacts to aquatic organisms by 
establishing a set of performance standards for cooling water intake structures.  These regulations allow site-specific compliance measures if a facility's cost of 
compliance is significantly greater than either the benefits to be achieved or the compliance costs considered by the EPA.  The EPA regulations also allow the use of 
environmental mitigation or restoration to meet compliance requirements in certain cases.  In response to the EPA regulations, in March 2008, the California State 
Water Resources Control Board (“Water Board”) published a revised draft of its proposed policy for California’s implementation of Section 316(b) that was originally 
issued in June 2006 and that proposes to eliminate the EPA’s site-specific compliance options, although the draft state policy would permit environmental restoration 
as a compliance option for nuclear facilities if the installation of cooling towers would conflict with a nuclear safety requirement.   
 

Various parties separately challenged the EPA's regulations in court and the EPA regulations were suspended.  The cases were consolidated in the U.S. Court 
of Appeals for the Second Circuit (“Second Circuit”).  In January 2007, the Second Circuit remanded significant provisions of the regulations to the EPA for 
reconsideration and held that a cost-benefit test could not be used to comply with performance standards or to obtain a variance from the standards.  The Second 
Circuit also ruled that environmental restoration cannot be used to comply with the standard.  In April 2008, the U.S. Supreme Court indicated it will review the 
Second Circuit decision regarding the cost-benefit test.  It is uncertain when the Supreme Court will issue a decision.  Depending on the form of the final regulations 
that may ultimately be adopted by the EPA or the Water Board, the Utility may incur significant capital expense to comply with the final regulations, which the Utility 
would seek to recover through rates.  If either the final regulations adopted by the EPA or the Water Board require the installation of cooling towers at Diablo Canyon, 
and if installation of such cooling towers is not technically or economically feasible, the Utility may be forced to cease operations at Diablo Canyon.  
 
TAX MATTERS  
 

In the first quarter of 2008, PG&E Corporation finalized a settlement with the IRS appellate division for tax years 1997-2000.  This settlement did not result 
in material changes to unrecognized tax benefits at December 31, 2007 that PG&E Corporation recognized under FASB Interpretation No. 48, “Accounting for 
Uncertainty in Income Taxes” (“FIN 48”).  
 

In addition, during the first quarter of 2008, PG&E Corporation reached a tentative settlement with the IRS for tax years 2001-2002 that would resolve issues 
raised by the IRS with respect to several significant deductions taken by PG&E Corporation related to losses sustained at National Energy & Gas Transmission, 
Inc.  The IRS has indicated that it intends to allow deductions in its audits of PG&E Corporation’s tax returns for tax years 2003-2004 that it disallowed in tax years 
2001–2002.  The tentative settlement also would resolve certain issues related to the Utility.  Remaining issues that are not part of the tentative settlement, including 
whether PG&E Corporation is entitled to $104 million in synthetic fuel tax credits, will be referred to the IRS appellate division.  
 

The IRS has indicated that it intends to complete its audit examination of tax years 2003-2004 by the third quarter of 2008.  The settlement of the 2001-2002 
audit and the 2003-2004 audit would be subject to approval by the U.S. Congress’ Joint Committee on Taxation.  
 

As a result of the anticipated resolution of the 2001-2004 audits as described above, it is reasonably possible that the liability associated with unrecognized 
tax benefits could decrease in the next 12 months by an amount ranging from $0 to $200 million for PG&E Corporation, and from $0 to $100 million for the Utility.  
 

PG&E Corporation expects the IRS to begin its audit for tax years 2005-2006 during the second quarter of 2008.  The audit for the 2007 tax year will begin 
shortly after PG&E Corporation files its tax return by September 15, 2008.  Finally, the 2008 tax year will be under audit as part of the IRS’ Compliance Assurance 
Process, a real-time audit process.  
 

Currently, PG&E Corporation has $247 million of federal capital loss carry forwards based on tax returns as filed from the disposition of NEGT stock in 
2004, which, if not used by December 2009, will expire.  The settlement of the 2001-2002 audit together with the completion of the 2003-2004 audit could result in 
utilization of a significant portion of the federal capital loss carry forwards.  However, because the settlement of the 2003-2004 audit remains uncertain, no benefits 
have been recognized.  
 

  

  
55 



 
The California Franchise Tax Board is currently auditing PG&E Corporation’s 2004 and 2005 combined California income tax returns.  To date, no 

adjustments have been proposed.  In addition to the federal capital loss carry forwards, PG&E Corporation has $2.1 billion of California capital loss carry forwards 
based on tax returns as filed, the majority of which, if not used by 2008, will expire.  
 
LEGAL MATTERS  
 

PG&E Corporation and the Utility are subject to various laws and regulations and, in the normal course of business, PG&E Corporation and the Utility are 
named as parties in a number of claims and lawsuits.  
 

In accordance with SFAS No. 5, "Accounting for Contingencies," PG&E Corporation and the Utility make a provision for a liability when it is both probable 
that a liability has been incurred and the amount of the loss can be reasonably estimated.  These provisions are reviewed quarterly and adjusted to reflect the impacts of 
negotiations, settlements and payments, rulings, advice of legal counsel and other information and events pertaining to a particular matter.  In assessing such 
contingencies, PG&E Corporation's and the Utility's policy is to exclude anticipated legal costs.  
 

The accrued liability for legal matters is included in PG&E Corporation's and the Utility's Current Liabilities - Other in the Condensed Consolidated Balance 
Sheets, and totaled approximately $56 million at March 31, 2008 and approximately $78 million at December 31, 2007.  
 

After considering the above accruals, PG&E Corporation and the Utility do not expect that losses associated with legal matters will have a material impact on 
their financial condition or results of operations.  
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ITEM 3 : QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK  
 
               PG&E Corporation and the Utility's primary market risk results from changes in energy prices.  PG&E Corporation and the Utility engage in price risk 
management (“PRM”) activities for non-trading purposes only.  Both PG&E Corporation and the Utility may engage in these PRM activities using forward contracts, 
futures, options, and swaps to hedge the impact of market fluctuations on energy commodity prices and interest rates (see the “Risk Management Activities” section 
included above under Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations).  
 

ITEM 4 : CONTROLS AND PROCEDURES  
 
               Based on an evaluation of PG&E Corporation and the Utility's disclosure controls and procedures as of March 31, 2008, PG&E Corporation's and the 
Utility's respective principal executive officers and principal financial officers have concluded that such controls and procedures are effective to ensure that 
information required to be disclosed by PG&E Corporation and the Utility in reports the companies file or submit under the Securities and Exchange Act of 1934 (“the 
Act”) is recorded, processed, summarized, and reported within the time periods specified in the SEC rules and forms.  In addition, PG&E Corporation's and the 
Utility's respective principal executive officers and principal financial officers have concluded that such controls and procedures were effective in ensuring that 
information required to be disclosed by PG&E Corporation and the Utility in the reports that PG&E Corporation and the Utility file or submit under the Act is 
accumulated and communicated to PG&E Corporation’s and the Utility’s management, including PG&E Corporation's and the Utility's respective principal executive 
officers and principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.  
 
               There were no changes in internal controls over financial reporting that occurred during the quarter ended March 31, 2008 that have materially affected, or 
are reasonably likely to materially affect, PG&E Corporation's or the Utility's internal controls over financial reporting.  
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PART II. OTHER INFORMATION  

 
ITEM 1. LEGAL PROCEEDINGS  

 
Solano County District Attorney’s Office  
 

In a letter dated July 11, 2007, the Solano County District Attorney's Office stated its intention to file a civil complaint against the Utility for record-keeping 
violations related to an underground storage tank at the Utility’s service center in Vallejo, California.  The letter attached a copy of the draft complaint, which detailed 
a series of alleged California Health and Safety Code record-keeping violations, some of which date back to 2004.  Alleged violations include failing to complete 
inspections, testing, and certifications, and to make records available to the County.  Under the California Health and Safety Code, penalties of up to $5,000 per day 
for each violation may be assessed.  The draft complaint also seeks penalties for unfair and unlawful business practices under California Business and Professions 
Code Section 17200, under which penalties of up to $2,500 per violation may be assessed.  There are no allegations related to the discharge of any hazardous 
substances.  The Utility has investigated the allegations and has reached agreement with the District Attorney.  Pursuant to that agreement, a stipulation for entry of 
final judgment and a complaint were filed simultaneously on April 8, 2008.  The terms of the judgment provide that the Utility will pay a total of $75,320 and will 
comply with injunctive provisions requiring compliance with applicable regulations and certifications for underground storage tanks owned and operated in Solano 
County for three years.  
 

ITEM 1A. RISK FACTORS  
 

The discussion of the Utility’s efforts to store spent nuclear fuel appearing in the 2007 Annual Report under the heading “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations – Risk Factors” under following caption “ The operation and decommissioning of the Utility's nuclear 
power plants expose it to potentially significant liabilities and capital expenditures that it may not be able to recover from its insurance or other source, adversely 
affecting its financial condition, results of operations, and cash flow” is updated as follows to reflect the new date that the Utility expects it will begin loading spent 
fuel into the dry cask storage facility:  
 

Because the U.S. Department of Energy has failed to develop a permanent national repository for the nation's spent nuclear fuel and high-level radioactive 
waste produced by the nation's nuclear electric generation facilities, the Utility has been storing spent nuclear fuel and high-level radioactive waste resulting from its 
nuclear operations at Diablo Canyon in on-site storage pools.  The Utility believes that the existing spent fuel pools at Diablo Canyon have sufficient capacity to 
enable the Utility to operate Diablo Canyon until October 2010 for Unit 1 and May 2011 for Unit 2.  The Utility is also constructing a dry cask storage facility at 
Diablo Canyon to store spent nuclear fuel which it expects to complete by the end of 2008.  
 

Although the Utility expected to begin loading spent nuclear fuel in 2008, the Utility currently expects that the dry cask storage facility and modifications to 
the power plant to support dry cask storage processing will be completed in late 2008 and that the initial movement of spent nuclear fuel into dry storage will begin in 
June 2009.  If the Utility is unable to complete the facility and load spent fuel into the dry cask storage facility by October 2010 for Unit 1 or May 2011 for Unit 2, the 
Utility would have to curtail or halt operations of the unit until such time as additional safe storage for spent fuel is made available.  
 

Also, on April 30, 2008, in connection with the pending appeal of the 2004 decision by the Nuclear Regulatory Commission ("NRC") to grant the Utility a 
permit to construct the dry cask storage facility, the NRC set a hearing date of July 1, 2008 for oral argument on whether the NRC staff sufficiently addressed the 
latent health impacts and damage to property of a potential radiological release in its supplemental environmental assessment report that concluded there would be no 
significant environmental impacts from potential terrorist acts directed at the Diablo Canyon dry cask storage facility.   It is expected that the NRC will issue a final 
decision in the fourth quarter of 2008.  
 

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

During the quarter ended March 31, 2008, PG&E Corporation made an equity contribution of $50 million to the Utility in order to maintain the 52% common 
equity target authorized by the CPUC and to ensure that the Utility has adequate capital to fund its capital expenditures.  
 
Issuer Purchases of Equity Securities  
 
               PG&E Corporation common stock:  
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During the first quarter of 2008, the Utility did not redeem or repurchase any shares of its various series of preferred stock outstanding.  

 
ITEM 5. OTHER INFORMATION  

 
Ratio of Earnings to Fixed Charges and Ratio of Earnings to Combined Fixed Charges and Preferred Stock Dividends  
 
               The Utility's earnings to fixed charges ratio for the three months ended March 31, 2008 was 2.62.  The Utility's earnings to combined fixed charges and 
preferred stock dividends ratio for the three months ended March 31, 2008 was 2.57.  The statement of the foregoing ratios, together with the statements of the 
computation of the foregoing ratios filed as Exhibits 12.1 and 12.2 hereto, are included herein for the purpose of incorporating such information and Exhibits into the 
Utility's Registration Statement Nos. 33-62488 and 333-149361 relating to various series of the Utility's first preferred stock and its senior notes, respectively.  
 

ITEM 6. EXHIBITS  
 

 

  

Period  
Total Number of 
Shares Purchased    

Average Price 
Paid Per Share   

Total Number of 
Shares Purchased 
as Part of Publicly 

Announced Plans or 
Programs  

Approximate Dollar Value 
of Shares that May Yet be 

Purchased Under the 
Plans or Programs  

                  
January 1 through January 31, 2008  2,777 (1)     $ $43.25   -  $ -
February 1 through February 28, 2008  -    $ -    -  $ -
March 1 through March 31, 2008  -    $ -    -  $ -
Total  2,777    $ $43.25    -  $ -
                  
                  
(1) On January 2, 2008, Mary S. Metz, a director of PG&E Corporation and the Utility, delivered 2,777 of her shares of PG&E Corporation common stock to PG&E 
Corporation to pay the exercise price in connection with an exercise of options to purchase PG&E Corporation common stock. This transaction was reported on a 
Form 4 filed with the SEC on January 4, 2008.  

3.1  Bylaws of PG&E Corporation, as amended as of May 14, 2008  
    

3.2  Bylaws of Pacific Gas and Electric Company, as amended as of May 14, 2008  
    

4.1  Third Supplemental Indenture dated as of March 3, 2008 relating to the issuance of 5.625% Senior Notes due November 30, 2017 and 6.35% Senior 
Notes due February 15, 2038 (incorporated by reference to Pacific Gas and Electric Company’s Current Report on Form 8-K dated March 3, 2008 
(File No. 1-2348), Exhibit 4.1)  

    
10.1*  Resolution of the PG&E Corporation Board of Directors dated February 20, 2008, adopting director compensation arrangement effective January 1, 

2008 (incorporated by reference to PG&E Corporation’s Form 10-K for the year ended December 31, 2007 (File No. 1-12609), Exhibit 10.28)  
    

10.2*  Resolution of the Pacific Gas and Electric Company Board of Directors dated February 20, 2008, adopting director compensation arrangement 
effective January 1, 2008 (incorporated by reference to Pacific Gas and Electric Company’s Form 10-K for the year ended December 31, 2007 (File 
No. 1-2348), Exhibit 10.29)  

    
10.3*  Letter regarding Compensation Agreement between Pacific Gas and Electric Company and Barbara Barcon dated March 3, 2008  

    
10.4*  Separation Agreement between PG&E Corporation and G. Robert Powell dated March 6, 2008  

    
10.5*  Form of Restricted Stock Agreement for 2008 grants under the PG&E Corporation 2006 Long-Term Incentive Plan  
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10.6*  Form of Performance Share Agreement for 2008 grants under the PG&E Corporation 2006 Long-Term Incentive Plan  

    
11  Computation of Earnings Per Common Share  

    
12.1  Computation of Ratios of Earnings to Fixed Charges for Pacific Gas and Electric Company  

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

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

Act of 2002  
    

31.2  Certifications of the Chief Executive Officer and the Chief Financial Officer of Pacific Gas and Electric Company required by Section 302 of the 
Sarbanes-Oxley Act of 2002  

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

Act of 2002  
    

32.2**  Certifications of the Chief Executive Officer and the Chief Financial Officer of Pacific Gas and Electric Company required by Section 906 of the 
Sarbanes-Oxley Act of 2002  

  
* Management contract or compensatory agreement  
**Pursuant to Item 601(b) (32) of SEC Regulation S-K, these Exhibits are furnished rather than filed with this report.  
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SIGNATURES  

 
               Pursuant to the requirements of the Securities Exchange Act of 1934, the registrants have duly caused this Quarterly Report on Form 10-Q to be signed on 
their behalf by the undersigned thereunto duly authorized.  
 
 

 
 

 
 
 
Dated:  May 6, 2008  
 

  

PG&E CORPORATION  
  
Christopher P. Johns  
  
Christopher P. Johns  
Senior Vice President, Chief Financial Officer, and Treasurer  
(duly authorized officer and principal financial officer)  

PACIFIC GAS AND ELECTRIC COMPANY  
  
Barbara L. Barcon  
  
Barbara L. Barcon  
Vice President, Finance and Chief Financial Officer  
(duly authorized officer and principal financial officer)  
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10.5*  Form of Restricted Stock Agreement for 2008 grants under the PG&E Corporation 2006 Long-Term Incentive Plan  
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31.1  Certifications of the Chief Executive Officer and the Chief Financial Officer of PG&E Corporation required by Section 302 of the Sarbanes-Oxley 

Act of 2002  
    

31.2  Certifications of the Chief Executive Officer and the Chief Financial Officer of Pacific Gas and Electric Company required by Section 302 of the 
Sarbanes-Oxley Act of 2002  

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

Act of 2002  
    

32.2**  Certifications of the Chief Executive Officer and the Chief Financial Officer of Pacific Gas and Electric Company required by Section 906 of the 
Sarbanes-Oxley Act of 2002  

  
* Management contract or compensatory agreement  
**Pursuant to Item 601(b) (32) of SEC Regulation S-K, these Exhibits are furnished rather than filed with this report.  
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                             Exhibit 3.1                                

Bylaws  
of  

PG&E Corporation  

amended as of May 14, 2008  

Article I.  
SHAREHOLDERS.  

1.            Place of Meeting .  All meetings of the shareholders shall be held at the office of the Corporation in the City and County of San Francisco, State of 
California, or at such other place, within or without the State of California, as may be designated by the Board of Directors.  

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

Written notice of the annual meeting shall be given not less than ten (or, if sent by third-class mail, thirty) nor more than sixty days prior to the date of the 
meeting to each shareholder entitled to vote thereat.  The notice shall state the place, day, and hour of such meeting, and those matters which the Board, at the time of 
mailing, intends to present for action by the shareholders.  

Notice of any meeting of the shareholders shall be given by mail or telegraphic or other written communication, postage prepaid, to each holder of record of 
the stock entitled to vote thereat, at his address, as it appears on the books of the Corporation.  

At an annual meeting of shareholders, only such business shall be conducted as shall have been properly brought before the annual meeting.  To be properly 
brought before an annual meeting, business must be (i) specified in the notice of the annual meeting (or any supplement thereto) given by or at the direction of the 
Board, or (ii) otherwise properly brought before the annual meeting by a shareholder.  For business to be properly brought before an annual meeting by a shareholder, 
including the nomination of any person (other than a person nominated by or at the direction of the Board) for election to the Board, the shareholder must have given 
timely and proper written notice to the Corporate Secretary of the Corporation.  To be timely, the shareholder’s written notice must be received at the principal 
executive office of the Corporation not less than forty-five days before the date corresponding to the mailing date of the notice and proxy materials for the prior year’s 
annual meeting of shareholders; provided, however, that if the annual meeting to which the shareholder’s written notice relates is to be held on a date that differs by 
more than thirty days from the date of the last annual meeting of shareholders, the shareholder’s written notice to be timely must be so received not later than the close 
of business on the tenth day  

  
  



following the date on which public disclosure of the date of the annual meeting is made or given to shareholders.  Any shareholder’s written notice that is delivered 
after the close of business (5:00 p.m. local time) will be considered received on the following business day.  To be proper, the shareholder’s written notice must set 
forth as to each matter the shareholder proposes to bring before the annual meeting (a) a brief description of the business desired to be brought before the annual 
meeting, (b) the name and address of the shareholder as they appear on the Corporation’s books, (c) the class and number of shares of the Corporation that are 
beneficially owned by the shareholder, and (d) any material interest of the shareholder in such business.  In addition, if the shareholder’s written notice relates to the 
nomination at the annual meeting of any person for election to the Board, such notice to be proper must also set forth (a) the name, age, business address, and 
residence address of each person to be so nominated, (b) the principal occupation or employment of each such person, (c) the number of shares of capital stock of the 
Corporation beneficially owned by each such person, and (d) such other information concerning each such person as would be required under the rules of the 
Securities and Exchange Commission in a proxy statement soliciting proxies for the election of such person as a Director, and must be accompanied by a consent, 
signed by each such person, to serve as a Director of the Corporation if elected.  Notwithstanding anything in the Bylaws to the contrary, no business shall be 
conducted at an annual meeting except in accordance with the procedures set forth in this Section.  

3.            Special Meetings .  Special meetings of the shareholders shall be called by the Corporate Secretary or an Assistant Corporate Secretary at any time 
on order of the Board of Directors, the Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive 
Officer, or the President.  Special meetings of the shareholders shall also be called by the Corporate Secretary or an Assistant Corporate Secretary upon the written 
request of holders of shares entitled to cast not less than ten percent of the votes at the meeting.  Such request shall state the purposes of the meeting, and shall be 
delivered to the Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive Officer, the President, or the 
Corporate Secretary.  

A special meeting so requested shall be held on the date requested, but not less than thirty-five nor more than sixty days after the date of the original 
request.  Written notice of each special meeting of shareholders, stating the place, day, and hour of such meeting and the business proposed to be transacted thereat, 
shall be given in the manner stipulated in Article I, Section 2, Paragraph 3 of these Bylaws within twenty days after receipt of the written request.  

4.            Voting at Meetings .  At any meeting of the shareholders, each holder of record of stock shall be entitled to vote in person or by proxy.  The 
authority of proxies must be evidenced by a written document signed by the shareholder and must be delivered to the Corporate Secretary of the Corporation prior to 
the commencement of the meeting.  
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5.            Shareholder Action by Written Consent.   Subject to Section 603 of the California Corporations Code, any action which, under any provision of 
the California Corporations Code, may be taken at any annual or special meeting of shareholders may be taken without a meeting and without prior notice if a consent 
in writing, setting forth the action so taken, shall be signed by the holders of outstanding shares having not less than the minimum number of votes that would be 
necessary to authorize or take such action at a meeting at which all shares entitled to vote thereon were present and voted.  

Any party seeking to solicit written consent from shareholders to take corporate action must deliver a notice to the Corporate Secretary of the Corporation 
which requests the Board of Directors to set a record date for determining shareholders entitled to give such consent.  Such written request must set forth as to each 
matter the party proposes for shareholder action by written consents (a) a brief description of the matter and (b) the class and number of shares of the Corporation that 
are beneficially owned by the requesting party.  Within ten days of receiving the request in the proper form, the Board shall set a record date for the taking of such 
action by written consent in accordance with California Corporations Code Section 701 and Article IV, Section 1 of these Bylaws.  If the Board fails to set a record 
date within such ten-day period, the record date for determining shareholders entitled to give the written consent for the matters specified in the notice shall be the day 
on which the first written consent is given in accordance with California Corporations Code Section 701.  

Each written consent delivered to the Corporation must set forth (a) the action sought to be taken, (b) the name and address of the shareholder as they appear 
on the Corporation’s books, (c) the class and number of shares of the Corporation that are beneficially owned by the shareholder, (d) the name and address of the 
proxyholder authorized by the shareholder to give such written consent, if applicable, and (d) any material interest of the shareholder or proxyholder in the action 
sought to be taken.  

Consents to corporate action shall be valid for a maximum of sixty days after the date of the earliest dated consent delivered to the Corporation.  Consents 
may be revoked by written notice (i) to the Corporation, (ii) to the shareholder or shareholders soliciting consents or soliciting revocations in opposition to action by 
consent proposed by the Corporation (the “Soliciting Shareholders”), or (iii) to a proxy solicitor or other agent designated by the Corporation or the Soliciting 
Shareholders.  

Within three business days after receipt of the earliest dated consent solicited by the Soliciting Shareholders and delivered to the Corporation in the manner 
provided in California Corporations Code Section 603 or the determination by the Board of Directors of the Corporation that the Corporation should seek corporate 
action by written consent, as the case may be, the Corporate Secretary shall engage nationally recognized independent inspectors of elections for the purpose of 
performing a ministerial review of the validity of the consents and revocations.  The cost of retaining inspectors of election shall be borne by the Corporation.  
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Consents and revocations shall be delivered to the inspectors upon receipt by the Corporation, the Soliciting Shareholders or their proxy solicitors, or other 
designated agents.  As soon as consents and revocations are received, the inspectors shall review the consents and revocations and shall maintain a count of the 
number of valid and unrevoked consents.  The inspectors shall keep such count confidential and shall not reveal the count to the Corporation, the Soliciting 
Shareholder or their representatives, or any other entity.  As soon as practicable after the earlier of (i) sixty days after the date of the earliest dated consent delivered to 
the Corporation in the manner provided in California Corporations Code Section 603, or (ii) a written request therefor by the Corporation or the Soliciting 
Shareholders (whichever is soliciting consents), notice of which request shall be given to the party opposing the solicitation of consents, if any, which request shall 
state that the Corporation or Soliciting Shareholders, as the case may be, have a good faith belief that the requisite number of valid and unrevoked consents to 
authorize or take the action specified in the consents has been received in accordance with these Bylaws, the inspectors shall issue a preliminary report to the 
Corporation and the Soliciting Shareholders stating:  (a) the number of valid consents, (b) the number of valid revocations, (c) the number of valid and unrevoked 
consents, (d) the number of invalid consents, (e) the number of invalid revocations, and (f) whether, based on their preliminary count, the requisite number of valid and 
unrevoked consents has been obtained to authorize or take the action specified in the consents.  

Unless the Corporation and the Soliciting Shareholders shall agree to a shorter or longer period, the Corporation and the Soliciting Shareholders shall have 
forty-eight hours to review the consents and revocations and to advise the inspectors and the opposing party in writing as to whether they intend to challenge the 
preliminary report of the inspectors.  If no written notice of an intention to challenge the preliminary report is received within forty-eight hours after the inspectors’ 
issuance of the preliminary report, the inspectors shall issue to the Corporation and the Soliciting Shareholders their final report containing the information from the 
inspectors’ determination with respect to whether the requisite number of valid and unrevoked consents was obtained to authorize and take the action specified in the 
consents.  If the Corporation or the Soliciting Shareholders issue written notice of an intention to challenge the inspectors’ preliminary report within forty-eight hours 
after the issuance of that report, a challenge session shall be scheduled by the inspectors as promptly as practicable.  A transcript of the challenge session shall be 
recorded by a certified court reporter.  Following completion of the challenge session, the inspectors shall as promptly as practicable issue their final report to the 
Soliciting Shareholders and the Corporation, which report shall contain the information included in the preliminary report, plus all changes in the vote totals as a result 
of the challenge and a certification of whether the requisite number of valid and unrevoked consents was obtained to authorize or take the action specified in the 
consents.  A copy of the final report of the inspectors shall be included in the book in which the proceedings of meetings of shareholders are recorded.  

Unless the consent of all shareholders entitled to vote have been solicited in writing, the Corporation shall give prompt notice to the shareholders in 
accordance with California Corporations Code Section 603 of the results of any consent solicitation or  
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the taking of the corporate action without a meeting and by less than unanimous written consent.  

Article II.  
DIRECTORS.  

1.            Number.   As stated in paragraph I of Article Third of this Corporation’s Articles of Incorporation, the Board of Directors of this Corporation shall 
consist of such number of directors, not less than seven (7) nor more than thirteen (13).  The exact number of directors shall be eight (8) until changed, within the 
limits specified above, by an amendment to this Bylaw duly adopted by the Board of Directors or the shareholders.  

2.            Powers .  The Board of Directors shall exercise all the powers of the Corporation except those which are by law, or by the Articles of Incorporation 
of this Corporation, or by the Bylaws conferred upon or reserved to the shareholders.  

3.            Committees.   The Board of Directors may, by resolution adopted by a majority of the authorized number of directors, designate and appoint one or 
more committees as the Board deems appropriate, each consisting of two or more directors, to serve at the pleasure of the Board; provided, however, that, as required 
by this Corporation’s Articles of Incorporation, the members of the Executive Committee (should the Board of Directors designate an Executive Committee) must be 
appointed by the affirmative vote of two-thirds of the authorized number of directors.  Any such committee, including the Executive Committee, shall have the 
authority to act in the manner and to the extent provided in the resolution of the Board of Directors designating such committee and may have all the authority of the 
Board of Directors, except with respect to the matters set forth in California Corporations Code Section 311.  

4.            Time and Place of Directors' Meetings .  Regular meetings of the Board of Directors shall be held on such days and at such times and at such 
locations as shall be fixed by resolution of the Board, or designated by the Chairman of the Board or, in his absence, the Vice Chairman of the Board, the Chief 
Executive Officer, or the President of the Corporation and contained in the notice of any such meeting.  Notice of meetings shall be delivered personally or sent by 
mail or telegram at least seven days in advance.  

5.            Special Meetings .  The Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive 
Officer, the President, or any five directors may call a special meeting of the Board of Directors at any time.  Notice of the time and place of special meetings shall be 
given to each Director by the Corporate Secretary.  Such notice shall be delivered personally or by telephone (or other system or technology designed to record and 
communicate  
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messages, including facsimile, electronic mail, or other such means) to each Director at least four hours in advance of such meeting, or sent by first-class mail or 
telegram, postage prepaid, at least two days in advance of such meeting.  

6.            Quorum .  A quorum for the transaction of business at any meeting of the Board of Directors or any committee thereof shall consist of one-third of 
the authorized number of directors or committee members, or two, whichever is larger.  

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

8.            Meetings by Conference Telephone .  Any meeting, regular or special, of the Board of Directors or of any committee of the Board of Directors, 
may be held by conference telephone or similar communication equipment, provided that all Directors participating in the meeting can hear one another.  

9.            Majority Voting.   In any uncontested election, nominees receiving the affirmative vote of a majority of the shares represented and voting at a duly 
held meeting at which a quorum is present (which shares voting affirmatively also constitute at least a majority of the required quorum) shall be elected.  In any 
election that is not an uncontested election, the nominees receiving the highest number of affirmative votes of the shares entitled to be voted for them, up to the 
number of directors to be elected by those shares, shall be elected; votes against a director and votes withheld shall have no legal effect.  

For purposes of these Bylaws, “uncontested election” means an election of directors of the Corporation in which, at the expiration of the times fixed under 
Article I, Section 2 of these Bylaws requiring advance notification of director nominees, or for special meetings, at the time notice is given of the meeting at which the 
election is to occur, the number of nominees for election does not exceed the number of directors to be elected by the shareholders at that election.  

If an incumbent director fails, in an uncontested election, to receive the vote required to be elected in accordance with this Article II, Section 9, then, unless 
the incumbent director has earlier resigned, the term of such incumbent director shall end on the date that is the earlier of (a) ninety (90) days after the date on which 
the voting results are determined pursuant to Section 707 of the California Corporations Code, or (b) the date on which the Board of Directors selects a person to fill 
the office held by that director in accordance with the procedures set forth in these Bylaws and Section 305 of the California Corporations Code.  
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Article III.  
OFFICERS.  

1.            Officers .  The officers of the Corporation shall be elected by the Board of Directors and include a President, a Corporate Secretary, a Treasurer, or 
other such officers as required by law.  The Board of Directors also may elect one or more Vice Presidents, Assistant Secretaries, Assistant Treasurers, and other such 
officers as may be appropriate, including the offices described below.  Any number of offices may be held by the same person.  

2.            Chairman of the Board .  The Chairman of the Board shall be a member of the Board of Directors and preside at all meetings of the shareholders, 
of the Directors, and of the Executive Committee in the absence of the Chairman of that Committee.  The Chairman of the Board shall have such duties and 
responsibilities as may be prescribed by the Board of Directors or the Bylaws.  The Chairman of the Board shall have authority to sign on behalf of the Corporation 
agreements and instruments of every character, and, in the absence or disability of the Chief Executive Officer, shall exercise the Chief Executive Officer's duties and 
responsibilities.  

3.            Vice Chairman of the Board .  The Vice Chairman of the Board shall be a member of the Board of Directors and have such duties and 
responsibilities as may be prescribed by the Board of Directors, the Chairman of the Board, or the Bylaws.  In the absence of the Chairman of the Board, the Vice 
Chairman of the Board shall preside at all meetings of the Board of Directors and of the shareholders; and, in the absence of the Chairman of the Executive Committee 
and the Chairman of the Board, the Vice Chairman of the Board shall preside at all meetings of the Executive Committee.  The Vice Chairman of the Board shall have 
authority to sign on behalf of the Corporation agreements and instruments of every character.  

4.            Chairman of the Executive Committee .  The Chairman of the Executive Committee shall be a member of the Board of Directors and preside at all 
meetings of the Executive Committee.  The Chairman of the Executive Committee shall aid and assist the other officers in the performance of their duties and shall 
have such other duties as may be prescribed by the Board of Directors or the Bylaws.  

5.            Chief Executive Officer.   The Chief Executive Officer shall have such duties and responsibilities as may be prescribed by the Board of Directors, 
the Chairman of the Board, or the Bylaws.  If there be no Chairman of the Board, the Chief Executive Officer shall also exercise the duties and responsibilities of that 
office.  The Chief Executive Officer shall have authority to sign on behalf of the Corporation agreements and instruments of every character.  In the absence or 
disability of the President, the Chief Executive Officer shall exercise the President’s duties and responsibilities.  
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6.            President .  The President shall have such duties and responsibilities as may be prescribed by the Board of Directors, the Chairman of the Board, the 
Chief Executive Officer, or the Bylaws. If there be no Chief Executive Officer, the President shall also exercise the duties and responsibilities of that office.  The 
President shall have authority to sign on behalf of the Corporation agreements and instruments of every character.  

7.            Chief Financial Officer .  The Chief Financial Officer shall be responsible for the overall management of the financial affairs of the 
Corporation.  The Chief Financial Officer shall render a statement of the Corporation's financial condition and an account of all transactions whenever requested by the 
Board of Directors, the Chairman of the Board, the Vice Chairman of the Board, the Chief Executive Officer, or the President.  

The Chief Financial Officer shall have such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the 
Vice Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  

8.            General Counsel .  The General Counsel shall be responsible for handling on behalf of the Corporation all proceedings and matters of a legal 
nature.  The General Counsel shall render advice and legal counsel to the Board of Directors, officers, and employees of the Corporation, as necessary to the proper 
conduct of the business.  The General Counsel shall keep the management of the Corporation informed of all significant developments of a legal nature affecting the 
interests of the Corporation.  

The General Counsel shall have such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  

9.            Vice Presidents .  Each Vice President shall have such duties and responsibilities as may be prescribed by the Board of Directors, the Chairman of 
the Board, the Vice Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  Each Vice President's authority to sign agreements and 
instruments on behalf of the Corporation shall be as prescribed by the Board of Directors.  The Board of Directors, the Chairman of the Board, the Vice Chairman of 
the Board, the Chief Executive Officer, or the President may confer a special title upon any Vice President.  

10.            Corporate Secretary .  The Corporate Secretary shall attend all meetings of the Board of Directors and the Executive Committee, and all meetings 
of the shareholders, and the Corporate Secretary shall record the minutes of all proceedings in books to be kept for that purpose.  The Corporate Secretary shall be 
responsible for maintaining a proper share register and stock transfer books for all classes of shares issued by the Corporation.  The Corporate Secretary shall give, or 
cause to be given, all notices required either by law or the Bylaws.  The Corporate Secretary shall keep the  
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seal of the Corporation in safe custody, and shall affix the seal of the Corporation to any instrument requiring it and shall attest the same by the Corporate Secretary’s 
signature.  

The Corporate Secretary shall have such other duties as may be prescribed by the Board of Directors, the Chairman of the Board, the Vice Chairman of the 
Board, the Chief Executive Officer, the President, or the Bylaws.  

The Assistant Corporate Secretaries shall perform such duties as may be assigned from time to time by the Board of Directors, the Chairman of the Board, the 
Vice Chairman of the Board, the Chief Executive Officer, the President, or the Corporate Secretary.  In the absence or disability of the Corporate Secretary, the 
Corporate Secretary’s duties shall be performed by an Assistant Corporate Secretary.  

11.            Treasurer .  The Treasurer shall have custody of all moneys and funds of the Corporation, and shall cause to be kept full and accurate records of 
receipts and disbursements of the Corporation.  The Treasurer shall deposit all moneys and other valuables of the Corporation in the name and to the credit of the 
Corporation in such depositaries as may be designated by the Board of Directors or any employee of the Corporation designated by the Board of Directors.  The 
Treasurer shall disburse such funds of the Corporation as have been duly approved for disbursement.  

The Treasurer shall perform such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, the Chief Financial Officer, or the Bylaws.  

The Assistant Treasurers shall perform such duties as may be assigned from time to time by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, the Chief Financial Officer, or the Treasurer.  In the absence or disability of the Treasurer, the 
Treasurer’s duties shall be performed by an Assistant Treasurer.  

12.            Controller .  The Controller shall be responsible for maintaining the accounting records of the Corporation and for preparing necessary financial 
reports and statements, and the Controller shall properly account for all moneys and obligations due the Corporation and all properties, assets, and liabilities of the 
Corporation.  The Controller shall render to the officers such periodic reports covering the result of operations of the Corporation as may be required by them or any 
one of them.  

The Controller shall have such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice Chairman 
of the Board, the Chief Executive Officer, the President, the Chief Financial Officer, or the Bylaws.  The Controller shall be the principal accounting officer of the 
Corporation, unless another individual shall be so designated by the Board of Directors.  
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Article IV.  
MISCELLANEOUS.  

1.            Record Date.   The Board of Directors may fix a time in the future as a record date for the determination of the shareholders entitled to notice of 
and to vote at any meeting of shareholders, or entitled to receive any dividend or distribution, or allotment of rights, or to exercise rights in respect to any change, 
conversion, or exchange of shares.  The record date so fixed shall be not more than sixty nor less than ten days prior to the date of such meeting nor more than sixty 
days prior to any other action for the purposes for which it is so fixed.  When a record date is so fixed, only shareholders of record on that date are entitled to notice of 
and to vote at the meeting, or entitled to receive any dividend or distribution, or allotment of rights, or to exercise the rights, as the case may be.  

2.            Certificates; Direct Registration System.   Shares of the Corporation's capital stock may be certificated or uncertificated, as provided under 
California law.  Any certificates that are issued shall be signed in the name of the Corporation by the Chairman of the Board, the Vice Chairman of the Board, the 
President, or a Vice President and by the Chief Financial Officer, an Assistant Treasurer, the Corporate Secretary, or an Assistant Secretary, certifying the number of 
shares and the class or series of shares owned by the shareholder.  Any or all of the signatures on the certificate may be a facsimile.  In case any officer, Transfer 
Agent, or Registrar who has signed or whose facsimile signature has been placed upon a certificate shall have ceased to be such officer, Transfer Agent, or Registrar 
before such certificate is issued, it may be issued by the Corporation with the same effect as if such person were an officer, Transfer Agent, or Registrar at the date of 
issue.  Shares of the Corporation’s capital stock may also be evidenced by registration in the holder’s name in uncertificated, book-entry form on the books of the 
Corporation in accordance with a direct registration system approved by the Securities and Exchange Commission and by the New York Stock Exchange or any 
securities exchange on which the stock of the Corporation may from time to time be traded.  

Transfers of shares of stock of the Corporation shall be made by the Transfer Agent and Registrar on the books of the Corporation after receipt of a request 
with proper evidence of succession, assignment, or authority to transfer by the record holder of such stock, or by an attorney lawfully constituted in writing, and in the 
case of stock represented by a certificate, upon surrender of the certificate. Subject to the foregoing, the Board of Directors shall have power and authority to make 
such rules and regulations as it shall deem necessary or appropriate concerning the issue, transfer, and registration of shares of stock of the Corporation, and to appoint 
and remove Transfer Agents and Registrars of transfers.  
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3.            Lost Certificates.   Any person claiming a certificate of stock to be lost, stolen, mislaid, or destroyed shall make an affidavit or affirmation of that 
fact and verify the same in such manner as the Board of Directors may require, and shall, if the Board of Directors so requires, give the Corporation, its Transfer 
Agents, Registrars, and/or other agents a bond of indemnity in form approved by counsel, and in amount and with such sureties as may be satisfactory to the Corporate 
Secretary of the Corporation, before a new certificate (or uncertificated shares in lieu of a new certificate) may be issued of the same tenor and for the same number of 
shares as the one alleged to have been lost, stolen, mislaid, or destroyed.  

Article V.  
AMENDMENTS.  

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

2.            Amendment by Directors .  To the extent provided by law, these Bylaws, or any of them, may be amended or repealed or new Bylaws adopted by 
resolution adopted by a majority of the members of the Board of Directors; provided, however, that amendments to Article II, Section 9 of these Bylaws, and any other 
Bylaw provision that implements a majority voting standard for director elections (excepting any amendments intended to conform those Bylaw provisions to changes 
in applicable laws) shall be amended by the shareholders of the Corporation as provided in Section 1 of this Article V.  
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Exhibit 3.2            

Bylaws  
of  

Pacific Gas and Electric Company  
amended as of May 14, 2008  

Article I.  
SHAREHOLDERS.  

1.     Place of Meeting.   All meetings of the shareholders shall be held at the office of the Corporation in the City and County of San Francisco, State of 
California, or at such other place, within or without the State of California, as may be designated by the Board of Directors.  

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

Written notice of the annual meeting shall be given not less than ten (or, if sent by third-class mail, thirty) nor more than sixty days prior to the date of the 
meeting to each shareholder entitled to vote thereat.  The notice shall state the place, day, and hour of such meeting, and those matters which the Board, at the time of 
mailing, intends to present for action by the shareholders.  

Notice of any meeting of the shareholders shall be given by mail or telegraphic or other written communication, postage prepaid, to each holder of record of 
the stock entitled to vote thereat, at his address, as it appears on the books of the Corporation.  

At an annual meeting of shareholders, only such business shall be conducted as shall have been properly brought before the annual meeting.  To be properly 
brought before an annual meeting, business must be (i) specified in the notice of the annual meeting (or any supplement thereto) given by or at the direction of the 
Board, or (ii) otherwise properly brought before the annual meeting by a shareholder.  For business to be properly brought before an annual meeting by a shareholder, 
including the nomination of any person (other than a person nominated by or at the direction of the Board) for election to the Board, the shareholder must have given 
timely and proper written notice to the Corporate Secretary of the Corporation.  To be timely, the shareholder’s written notice must be received at the principal 
executive office of the Corporation not less than forty-five days before the date corresponding to the mailing date of the notice and proxy materials for the prior year’s 
annual meeting of shareholders; provided, however, that if the annual meeting to which the shareholder’s written notice relates is to be held on a date that differs by 
more than thirty days from the date of the last annual meeting of shareholders, the shareholder’s written notice to be timely must be so received not later than the close 
of business on the tenth day  

  



following the date on which public disclosure of the date of the annual meeting is made or given to shareholders.  Any shareholder’s written notice that is delivered 
after the close of business (5:00 p.m. local time) will be considered received on the following business day.  To be proper, the shareholder’s written notice must set 
forth as to each matter the shareholder proposes to bring before the annual meeting (a) a brief description of the business desired to be brought before the annual 
meeting, (b) the name and address of the shareholder as they appear on the Corporation’s books, (c) the class and number of shares of the Corporation that are 
beneficially owned by the shareholder, and (d) any material interest of the shareholder in such business.  In addition, if the shareholder’s written notice relates to the 
nomination at the annual meeting of any person for election to the Board, such notice to be proper must also set forth (a) the name, age, business address, and 
residence address of each person to be so nominated, (b) the principal occupation or employment of each such person, (c) the number of shares of capital stock of the 
Corporation beneficially owned by each such person, and (d) such other information concerning each such person as would be required under the rules of the 
Securities and Exchange Commission in a proxy statement soliciting proxies for the election of such person as a Director, and must be accompanied by a consent, 
signed by each such person, to serve as a Director of the Corporation if elected.  Notwithstanding anything in the Bylaws to the contrary, no business shall be 
conducted at an annual meeting except in accordance with the procedures set forth in this   Section.  

3.     S pecial Meetings.   Special meetings of the shareholders shall be called by the Corporate Secretary or an Assistant Corporate Secretary at any time on 
order of the Board of Directors, the Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive Officer, 
or the President.  Special meetings of the shareholders shall also be called by the Corporate Secretary or an Assistant Corporate Secretary upon the written request of 
holders of shares entitled to cast not less than ten percent of the votes at the meeting.  Such request shall state the purposes of the meeting, and shall be delivered to the 
Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive Officer, the President or the Corporate 
Secretary.  

A special meeting so requested shall be held on the date requested, but not less than thirty-five nor more than sixty days after the date of the original 
request.  Written notice of each special meeting of shareholders, stating the place, day, and hour of such meeting and the business proposed to be transacted thereat, 
shall be given in the manner stipulated in Article I, Section 2, Paragraph 3 of these Bylaws within twenty days after receipt of the written request.  

4.     Voting at Meetings.   At any meeting of the shareholders, each holder of record of stock shall be entitled to vote in person or by proxy.  The authority of 
proxies must be evidenced by a written document signed by the shareholder and must be delivered to the Corporate Secretary of the Corporation prior to the 
commencement of the meeting.  
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5.     No Cumulative Voting.   No shareholder of the Corporation shall be entitled to cumulate his or her voting power.  

Article II.  
DIRECTORS.  

1.     Number.   The Board of Directors of this Corporation shall consist of such number of directors, not less than nine (9) nor more than seventeen (17).  The 
exact number of directors shall be nine (9) until changed, within the limits specified above, by an amendment to this Bylaw duly adopted by the Board of Directors or 
the shareholders.  

2.     Powers.   The Board of Directors shall exercise all the powers of the Corporation except those which are by law, or by the Articles of Incorporation of 
this Corporation, or by the Bylaws conferred upon or reserved to the shareholders.  

3.     Committees.   The Board of Directors may, by resolution adopted by a majority of the authorized number of directors, designate and appoint one or more 
committees as the Board deems appropriate, each consisting of two or more directors, to serve at the pleasure of the Board; provided, however, that, as required by this 
Corporation’s Articles of Incorporation, the members of the Executive Committee (should the Board of Directors designate an Executive Committee) must be 
appointed by the affirmative vote of two-thirds of the authorized number of directors.  Any such committee, including the Executive Committee, shall have the 
authority to act in the manner and to the extent provided in the resolution of the Board of Directors designating such committee and may have all the authority of the 
Board of Directors, except with respect to the matters set forth in California Corporations Code Section 311.  

4.     Time and Place of Directors' Meetings.   Regular meetings of the Board of Directors shall be held on such days and at such times and at such locations 
as shall be fixed by resolution of the Board, or designated by the Chairman of the Board or, in his absence, the Vice Chairman of the Board, the Chief Executive 
Officer, or the President of the Corporation and contained in the notice of any such meeting.  Notice of meetings shall be delivered personally or sent by mail or 
telegram at least seven days in advance.  

5.     Special Meetings.   The Chairman of the Board, the Vice Chairman of the Board, the Chairman of the Executive Committee, the Chief Executive Officer, 
the President, or any five directors may call a special meeting of the Board of Directors at any time.  Notice of the time and place of special meetings shall be given to 
each Director by the Corporate Secretary.  Such notice shall be delivered personally or by telephone (or other system or technology designed to record and 
communicate messages, including facsimile, electronic mail, or other such means) to each Director at  
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least four hours in advance of such meeting, or sent by first-class mail or telegram, postage prepaid, at least two days in advance of such meeting.  

6.    Quorum.   A quorum for the transaction of business at any meeting of the Board of Directors or any committee thereof shall consist of one-third of the 
authorized number of directors or committee members, or two, whichever is larger.  

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

8.     Meetings by Conference Telephone.   Any meeting, regular or special, of the Board of Directors or of any committee of the Board of Directors, may be 
held by conference telephone or similar communication equipment, provided that all Directors participating in the meeting can hear one another.  

9.     Majority Voting.   In any uncontested election, nominees receiving the affirmative vote of a majority of the shares represented and voting at a duly held 
meeting at which a quorum is present (which shares voting affirmatively also constitute at least a majority of the required quorum) shall be elected.  In any election 
that is not an uncontested election, the nominees receiving the highest number of affirmative votes of the shares entitled to be voted for them, up to the number of 
directors to be elected by those shares, shall be elected; votes against a director and votes withheld shall have no legal effect.  

For purposes of these Bylaws, “uncontested election” means an election of directors of the Corporation in which, at the expiration of the times fixed under 
Article I, Section 2 of these Bylaws requiring advance notification of director nominees, or for special meetings, at the time notice is given of the meeting at which the 
election is to occur, the number of nominees for election does not exceed the number of directors to be elected by the shareholders at that election.  

If an incumbent director fails, in an uncontested election, to receive the vote required to be elected in accordance with this Article II, Section 9, then, unless the 
incumbent director has earlier resigned, the term of such incumbent director shall end on the date that is the earlier of (a) ninety (90) days after the date on which the 
voting results are determined pursuant to Section 707 of the California Corporations Code, or (b) the date on which the Board of Directors selects a person to fill the 
office held by that director in accordance with the procedures set forth in these Bylaws and Section 305 of the California Corporations Code.  

10.     Certain Powers Reserved to the Shareholders.   So long as PG&E Corporation shall hold the majority of the outstanding shares of the Corporation, 
PG&E Corporation may require the written consent of the PG&E Corporation Chairman of the Board or the PG&E Corporation Chief Executive Officer to enter into 
and execute any  
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transaction or type of transaction identified by the Board of Directors of PG&E Corporation as a “Designated Transaction.”  For purposes of this Section 10, a 
Designated Transaction shall be any transaction or type of transaction identified in a duly adopted resolution of the Board of Directors of PG&E Corporation as 
requiring the written consent of the PG&E Corporation Chairman of the Board or the PG&E Corporation Chief Executive Officer pursuant to this Section 
10.  Notwithstanding the foregoing, nothing in this Section 10 shall limit the power of the Corporation to enter into or execute any transaction or type of transaction 
prior to the receipt by the Corporate Secretary of the Corporation of the resolution designating such transaction or type of transaction as a Designated Transaction 
pursuant to this Section 10.  

Article III.  
OFFICERS.  

              1.      Officers.   The officers of the Corporation shall be elected by the Board of Directors and include a President, a Corporate Secretary, a Treasurer or other 
such officers as required by law.  The Board of Directors also may elect one or more Vice Presidents, Assistant Secretaries, Assistant Treasurers, and such other 

officers as may be appropriate, including the offices described below.  Any number of offices may be held by the same person. 

2.      Chairman of the Board.   The Chairman of the Board shall be a member of the Board of Directors and preside at all meetings of the shareholders, of the 
Directors, and of the Executive Committee in the absence of the Chairman of that Committee.  The Chairman of the Board shall have such duties and responsibilities 
as may be prescribed by the Board of Directors or the Bylaws.  The Chairman of the Board shall have authority to sign on behalf of the Corporation agreements and 
instruments of every character, and in the absence or disability of the Chief Executive Officer, shall exercise the Chief Executive Officer’s duties and responsibilities.  

3.      Vice Chairman of the Board.   The Vice Chairman of the Board shall be a member of the Board of Directors and have such duties and responsibilities 
as may be prescribed by the Board of Directors, the Chairman of the Board, or the Bylaws.  In the absence of the Chairman of the Board, the Vice Chairman of the 
Board shall preside at all meetings of the Board of Directors and of the shareholders; and, in the absence of the Chairman of the Executive Committee and the 
Chairman of the Board, The Vice Chairman of the Board shall preside at all meetings of the Executive Committee.  The Vice Chairman of the Board shall have 
authority to sign on behalf of the Corporation agreements and instruments of every character.  

4.      Chairman of the Executive Committee.   The Chairman of the Executive Committee shall be a member of the Board of Directors and preside at all 
meetings of the Executive Committee.  The Chairman of the Executive Committee shall aid and  
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assist the other officers in the performance of their duties and shall have such other duties as may be prescribed by the Board of Directors or the Bylaws.  

5.     Chief Executive Officer.   The Chief Executive Officer shall have such duties and responsibilities as may be prescribed by the Board of Directors, the 
Chairman of the Board, or the Bylaws.  If there be no Chairman of the Board, the Chief Executive Officer shall also exercise the duties and responsibilities of that 
office.  The Chief Executive Officer shall have authority to sign on behalf of the Corporation agreements and instruments of every character.  In the absence or 
disability of the President, the Chief Executive Officer shall exercise the President’s duties and responsibilities.  

6.     President.   The President shall have such duties and responsibilities as may be prescribed by the Board of Directors, the Chairman of the Board, the 
Chief Executive Officer, or the Bylaws.  If there be no Chief Executive Officer, the President shall also exercise the duties and responsibilities of that office.  The 
President shall have authority to sign on behalf of the Corporation agreements and instruments of every character.  

7.     Vice Presidents.   Each Vice President shall have such duties and responsibilities as may be prescribed by the Board of Directors, the Chairman of the 
Board, the Vice Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  Each Vice President’s authority to sign agreements and instruments 
on behalf of the Corporation shall be as prescribed by the Board of Directors.  The Board of Directors of this company, the Chairman of the Board of this company, 
the Vice Chairman of the Board of this company, or the Chief Executive Officer of PG&E Corporation may confer a special title upon any Vice President.  

8.     Corporate Secretary.   The Corporate Secretary shall attend all meetings of the Board of Directors and the Executive Committee, and all meetings of the 
shareholders, and the Corporate Secretary shall record the minutes of all proceedings in books to be kept for that purpose.  The Corporate Secretary shall be 
responsible for maintaining a proper share register and stock transfer books for all classes of shares issued by the Corporation.  The Corporate Secretary shall give, or 
cause to be given, all notices required either by law or the Bylaws.  The Corporate Secretary shall keep the seal of the Corporation in safe custody, and shall affix the 
seal of the Corporation to any instrument requiring it and shall attest the same by the Corporate Secretary’s signature.  

The Corporate Secretary shall have such other duties as may be prescribed by the Board of Directors, the Chairman of the Board, the Vice Chairman of the 
Board, the Chief Executive Officer, the President, or the Bylaws.  

The Assistant Corporate Secretaries shall perform such duties as may be assigned from time to time by the Board of Directors, the Chairman of the Board, the 
Vice Chairman of the Board, the Chief Executive Officer, the President, or the Corporate Secretary.  In the absence or disability of the Corporate Secretary, the 
Corporate Secretary’s duties shall be performed by an Assistant Corporate Secretary.  
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9.     Treasurer.   The Treasurer shall have custody of all moneys and funds of the Corporation, and shall cause to be kept full and accurate records of receipts 
and disbursements of the Corporation.  The Treasurer shall deposit all moneys and other valuables of the Corporation in the name and to the credit of the Corporation 
in such depositaries as may be designated by the Board of Directors or any employee of the Corporation designated by the Board of Directors.  The Treasurer shall 
disburse such funds of the Corporation as have been duly approved for disbursement.  

The Treasurer shall perform such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  

The Assistant Treasurer shall perform such duties as may be assigned from time to time by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, or the Treasurer.  In the absence or disability of the Treasurer, the Treasurer’s duties shall be 
performed by an Assistant Treasurer.  

10.     General Counsel.   The General Counsel shall be responsible for handling on behalf of the Corporation all proceedings and matters of a legal 
nature.  The General Counsel shall render advice and legal counsel to the Board of Directors, officers, and employees of the Corporation, as necessary to the proper 
conduct of the business.  The General Counsel shall keep the management of the Corporation informed of all significant developments of a legal nature affecting the 
interests of the Corporation.  

The General Counsel shall have such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice 
Chairman of the Board, the Chief Executive Officer, the President, or the Bylaws.  

11.     Controller.   The Controller shall be responsible for maintaining the accounting records of the Corporation and for preparing necessary financial reports 
and statements, and the Controller shall properly account for all moneys and obligations due the Corporation and all properties, assets, and liabilities of the 
Corporation.  The Controller shall render to the officers such periodic reports covering the result of operations of the Corporation as may be required by them or any 
one of them.  

The Controller shall have such other duties as may from time to time be prescribed by the Board of Directors, the Chairman of the Board, the Vice Chairman 
of the Board, the Chief Executive Officer, the President, or the Bylaws.  The Controller shall be the principal accounting officer of the Corporation, unless another 
individual shall be so designated by the Board of Directors.  
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Article IV.  
MISCELLANEOUS.  

1.     Record Date.   The Board of Directors may fix a time in the future as a record date for the determination of the shareholders entitled to notice of and to 
vote at any meeting of shareholders, or entitled to receive any dividend or distribution, or allotment of rights, or to exercise rights in respect to any change, conversion, 
or exchange of shares.  The record date so fixed shall be not more than sixty nor less than ten days prior to the date of such meeting nor more than sixty days prior to 
any other action for the purposes for which it is so fixed.  When a record date is so fixed, only shareholders of record on that date are entitled to notice of and to vote at 
the meeting, or entitled to receive any dividend or distribution, or allotment of rights, or to exercise the rights, as the case may be.  

  
              2.     Certificates; Direct Registration System.   Shares of the Corporation's stock may be certificated or uncertificated, as provided under California 

law.  Any certificates that are issued shall be signed in the name of the Corporation by the Chairman of the Board, the Vice Chairman of the Board, the President, or a 
Vice President and by the Chief Financial Officer, an Assistant Treasurer, the Corporate Secretary, or an Assistant Secretary, certifying the number of shares and the 

class or series of shares owned by the shareholder.  Any or all of the signatures on the certificate may be a facsimile.  In case any officer, Transfer Agent, or Registrar 
who has signed or whose facsimile signature has been placed upon a certificate shall have ceased to be such officer, Transfer Agent, or Registrar before such 

certificate is issued, it may be issued by the Corporation with the same effect as if such person were an officer, Transfer Agent, or Registrar at the date of issue.  Shares 
of the Corporation’s capital stock may also be evidenced by registration in the holder’s name in uncertificated, book-entry form on the books of the Corporation in 

accordance with a direct registration system approved by the Securities and Exchange Commission and by the American Stock Exchange or any securities exchange 
on which the stock of the Corporation may from time to time be traded. 

Transfers of shares of stock of the Corporation shall be made by the Transfer Agent and Registrar on the books of the Corporation only after receipt of a 
request with proper evidence of succession, assignment, or authority to transfer by the record holder of such stock, or by an attorney lawfully constituted in writing, 
and in the case of stock represented by a certificate,   upon surrender of the certificate.  Subject to the foregoing, the Board of Directors shall have power and authority 
to make such rules and regulations as it shall deem necessary or appropriate concerning the issue, transfer, and registration of certificates for shares of stock of the 
Corporation, and to appoint and remove Transfer Agents and Registrars of transfers.  

3.     Lost Certificates.   Any person claiming a certificate of stock to be lost, stolen, mislaid, or destroyed shall make an affidavit or affirmation of that fact 
and verify  
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the same in such manner as the Board of Directors may require, and shall, if the Board of Directors so requires, give the Corporation, its Transfer Agents, Registrars, 
and/or other agents a bond of indemnity in form approved by counsel, and in amount and with such sureties as may be satisfactory to the Corporate Secretary of the 
Corporation, before a new certificate (or uncertificated shares in lieu of a new certificate) may be issued of the same tenor and for the same number of shares as the 
one alleged to have been lost, stolen, mislaid, or destroyed.  

Article V.  
AMENDMENTS.  

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

2.     Amendment by Directors.   To the extent provided by law, these Bylaws, or any of them, may be amended or repealed or new Bylaws adopted by 
resolution adopted by a majority of the members of the Board of Directors; provided, however, that amendments to Article II, Sections 9 and 10 of these Bylaws, and 
any other Bylaw provision that implements a majority voting standard for director elections (excepting any amendments intended to conform those Bylaw provisions 
to changes in applicable laws) shall be amended by the shareholders of the Corporation as provided in Section 1 of this Article V.  
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Exhibit 10.3          

[Christopher P. Johns – PG&E Corporation Letterhead]  
 
March 3, 2008  
 
 
 
Ms. Barbara Barcon  
2605 Pine Avenue  
Manhattan Beach, CA. 90266  
 
Dear Barbara:  
 
On behalf of Pacific Gas and Electric Company, I am pleased to extend an invitation to you to join the organization as Vice President of Finance.  
 
Your initial target total annual compensation package will include the following:  
 

 

 

 

 

 

 

 

1.   An annual base salary of $300,000 ($25,000 /month) subject to possible increases through our annual salary review plan.  

2.   A one time sign on bonus of $125,000 payable within 60 days of your hire, subject to normal payroll withholdings. Should you decide to leave Pacific Gas & 
Electric Company within three years of your date of hire, a prorated amount of this payment must be refunded to the company.  

3.   A target incentive of $135,000 (45% of your base salary) in an annual incentive plan under which your actual incentive may range from $0 to $270,000 (two 
times the target incentive) based on performance relative to established goals.  For 2008 this incentive will be prorated for the number of months worked from 
your date of hire and will be payable in 2009.  

4.   Participation in PG&E Corporation Long-Term Incentive Plan (LTIP).  Grants under the LTIP are currently delivered through two separate vehicles: restricted 
stock and performance shares; and are generally made annually on the first business day of March.  Your initial LTIP grant will be made in 2008 and will have 
a value of approximately $350,000. However, if your date of hire occurs during a “trading blackout” period, your initial LTIP grant will be made on the third 
business day following PG&E Corporation’s next earnings release. This estimated current value is used only for the purpose of determining the number of 
shares or units for your grant.  The ultimate value that you realize will depend upon your employment status and the performance of PG&E Corporation 
common stock.  

5.   A one-time supplement LTIP grant with an estimated current value of $150,000.This grant will be apportioned and made in the same manner as the grant 
described in item 4.  

6.   Participation in the PG&E Corporation Supplemental Executive Retirement Plan (SERP).  The basic benefit payable from the SERP at retirement is a monthly 
annuity equal to the product of 1.7% x (average of the three highest years’ combination of salary and annual incentive for the last ten years of service) x years of 
credited service x 1/12.  

7.   Conditioned upon meeting plan requirements, you will also be eligible for post-retirement life insurance and post-retirement medical benefits upon retirement 
under the Pacific Gas and Electric Company Retirement Plan (RP).  

  
  



 

 
 

 

 

 

 

 

 

 
 
Our employment offer is contingent upon you passing a Company-paid drug analysis examination, verification of the contents of your completed Job History Form 
and satisfactory background and reference checks.  In addition, on your first day of employment, we are required (under applicable immigration laws) to establish your 
identity and verify your eligibility for employment in the United States.  Should you accept our offer, details on meeting these requirements and confirmation of your 
start date will follow.  Although your employment will be at-will, it is our hope that your acceptance of our offer will be the beginning of a mutually beneficial 
relationship with the Company. I would appreciate receiving your written acceptance of this offer as soon as possible.  In the interim, if you have additional questions, 
please contact Becky Christian at 415-267-7200.  
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8.   Participation in the PG&E Corporation Retirement Savings Plan (RSP), a 401(k) savings plan.  You will be eligible to contribute as much as 20% of your salary 
on either a pre-tax or after-tax basis.  After your first year of service, we will match contributions you make up to 3% of your salary at 75 cents on each dollar 
contributed.  After three years of service, we will match contributions up to 6% of your salary at 75 cents on each dollar contributed.  All of the above 
contributions are subject to the applicable legal limits.  

9.   Participation in the PG&E Corporation Supplemental Retirement Savings Plan (SRSP), a non-qualified, deferred compensation plan.  You may elect to defer 
payment of some of your compensation on a pre-tax basis.  We will provide you with the full matching contributions that cannot be provided through the RSP 
due to legal limitations imposed on highly compensated employees.  

10.   Participation in a cafeteria-style benefits program that permits you to select coverage tailored to your personal needs and circumstances.  The benefits you elect 
will be effective the first of the month following the date of your hire and upon receipt of completed enrollment forms.  

11.   An annual vacation allotment of four weeks, subject to future increases based on length of service.  For 2008 the vacation allotment will be prorated based on 
your date of hire.  In addition, Pacific Gas and Electric Company recognizes ten paid company holidays and provides three floating holidays and two weeks of 
sick leave immediately upon hire.  

12.   An annual perquisite allowance of $15,000 to be used in lieu of individual authorizations for cars and memberships in clubs and civic organizations.  

13.   Participation in the Employee Discount program after six months of continuous service following your date of hire.  The program offers participants a 25% 
discount on electricity and gas rates for their primary residence.  In order to receive this benefit, you must (a) live within Pacific Gas and Electric Company’s 
service territory and (b) have the service in your name at your primary residence.  

14.   Our employment offer also includes a comprehensive executive relocation assistance package. In addition, you will be eligible for up to 12 months of corporate 
housing and commuting costs between Manhattan Beach and San Francisco . Should you have questions regarding the relocation package, please contact 
Denise Nicco, Director of Relocation, at (415) 973-3814.  
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Let me close by offering my thanks for your interest in joining Pacific Gas and Electric Company.  We look forward to your acceptance of our employment offer as 
outlined in the terms of this letter.  We believe you will find our company a great place to work.  
 
Sincerely,  
 
CHRISTOPHER P. JOHNS  
 
Christopher P. Johns  
 
 
 
 
 
 

Please acknowledge your acceptance of this offer and the terms of this letter by signing the original, providing the information requested above, and 
returning it in the enclosed envelope.  An additional copy of this letter is enclosed for your personal records.  It is important to note that you will be 
an employee-at-will.  This means that either you or Pacific Gas and Electric Company may end your employment at any time, with or without cause, 
and with or without notice.  

 

 
 
 

  

BARBARA BARCON  
  
  

XXX -XX-XXXX    10/4/56  
(Social Security No.)    Date of Birth  

  
  



 
 
cc:           Chris Johns  

Bill Morrow  
John Simon  
Becky Christian  
Denise Nicco  

 

  
Ms. Barbara Barcon  
March 3, 2008  
Page  
 

  
  



 
  



Exhibit 10.4                              
   
THE TERMS AND CONDITIONS OF THIS AGREEMENT ARE PURS UANT TO THE PG&E CORPORATION OFFICER SEVERANCE PLAN , 
ADOPTED BY THE NOMINATING, COMPENSATION, AND GOVERN ANCE COMMITTEE OF PG&E CORPORATION, AND ARE NOT SUB JECT 
TO NEGOTIATION  

SEPARATION AGREEMENT  

   
This Separation Agreement (this “Agreement”) is made and entered into by and between G. Robert Powell and PG&E Corporation (the “Corporation”) 

(collectively the “Parties”) and sets forth the terms and conditions of Mr. Powell’s separation from employment with the Corporation.  The “Effective Date” of this 
Agreement is defined in paragraph 17(a).  
   

1.            Resignation.   Effective the close of business on March 5, 2008 (for purposes of this Agreement, the “Date of Resignation”), Mr. Powell will resign 
from his positions as Vice President, Chief Financial Officer and Controller of Pacific Gas and Electric Company and Vice President and Controller of PG&E 
Corporation, and resign from employment with the Corporation.  Mr. Powell shall have until March 26, 2008, to accept this Agreement by submitting a signed copy to 
the Corporation.  Regardless of whether Mr. Powell accepts this Agreement, on his Date of Resignation, he will be paid all salary or wages and vacation accrued, 
unpaid and owed to him as of that date, he will remain entitled to any other benefits to which he is otherwise entitled under the provisions of the Corporation’s plans 
and programs, and he will receive notice of the right to continue his existing health-insurance coverage pursuant to COBRA.  
   

The benefits set forth in paragraph 2 below are conditioned upon Mr. Powell’s acceptance of this Agreement.  
   

2.            Separation benefits.   Even though Mr. Powell is not otherwise entitled to them, in consideration of his acceptance of this Agreement, the Company 
will provide to Mr. Powell the following separation benefits:  
   

a.            Severance payment.   Under the terms of the PG&E Corporation Officer Severance Policy, Mr. Powell’s severance payment amount is Six 
Hundred Sixty-Seven Thousand Seven Hundred Twenty-Five Dollars ($667,725) of which Sixty-Two Thousand Six Hundred Twenty-Eight Dollars ($62,628) will be 
converted into additional age to age 55 under the PG&E Corporation Supplemental Executive Retirement Plan.  As a result, Mr. Powell will be entitled to receive an 
annual defined supplemental pension benefit as a single life annuity of Six Hundred Twenty-Six Dollars and Eighty-Six Cents ($626.86) beginning on the first of 
October 2008.  On the Effective Date of this Agreement as set forth in paragraph 17(a) below, the Corporation will make a lump-sum payment to Mr. Powell in the 
gross amount of Six Hundred Five Thousand Ninety-Seven Dollars ($605,097), less applicable withholdings and deductions.  
   

b.            Stock.   Upon the Date of Resignation, but conditioned on the occurrence of the Effective Date of this Agreement as set forth in paragraph 
17(a) below, all unvested  restricted stock grants, and performance share grants provided to Mr. Powell under PG&E Corporation’s 2006 Long-Term Incentive Plan 
shall continue to vest, terminate, or be canceled as provided under the terms of their respective plans or program, as modified by the PG&E Corporation Officer 
Severance Policy in effect at the time this Agreement is signed by Mr.  
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Powell.  The payment and withdrawal of Mr. Powell’s restricted stock grants, and performance share grants shall be as provided under the terms of their respective 
plans or program, as modified by the PG&E Corporation Officer Severance Policy in effect at the time this Agreement is signed by Mr. Powell.  
   

d.            Career transition services.   For a maximum period of one year following the Date of Resignation, the Corporation will provide Mr. 
Powell with executive career transition services from the firm of Torchiana, Mastrov & Sapiro, Inc., in accordance with the contract between the Corporation and 
Torchiana, Mastrov & Sapiro, Inc.  Mr. Powell’s entitlement to services under this Agreement will terminate when he becomes employed, either by another employer 
or through self-employment other than consulting with the Corporation.  If Mr. Powell becomes employed, he will promptly notify PG&E Corporation’s Human 
Resources Officer to enable the Corporation to end the provision of services to him by Torchiana, Mastrov & Sapiro, Inc.  
   

e.            Payment of COBRA premiums.   If Mr. Powell elects and is otherwise eligible to continue his existing health-insurance coverage 
pursuant to COBRA, the Corporation will pay his monthly COBRA premiums for the eighteen-month period commencing the first full month after the Date of 
Resignation and until and unless Mr. Powell becomes covered under the health-insurance plan of another employer or through self-employment.  Mr. Powell will 
promptly notify the PG&E Corporation’s Human Resources Officer if he becomes employed within that period.  
   

3.            Defense and indemnification in third-party claims.   The Corporation and/or its parent, affiliate, or subsidiary will provide Mr. Powell with legal 
representation and indemnification protection in any legal proceeding in which he is a party or is threatened to be made a party by reason of the fact that he is or was 
an employee or officer of the Corporation and/or its parent, affiliate or subsidiary, in accordance with the terms of the resolution of the Board of Directors of PG&E 
Corporation dated December 18, 1996.  
   

4.            Cooperation with legal proceedings.   Mr. Powell will, upon reasonable notice, furnish information and proper assistance to the Corporation and/or 
its parent, affiliate or subsidiary (including truthful testimony and document production) as may reasonably be required by them or any of them in connection with any 
legal, administrative or regulatory proceeding in which they or any of them is, or may become, a party, or in connection with any filing or similar obligation imposed 
by any taxing, administrative or regulatory authority having jurisdiction, provided, however, that the Corporation and/or its parent, affiliate or subsidiary will pay all 
reasonable expenses incurred by Mr. Powell in complying with this paragraph.  
   

5.            Release of claims and covenant not to sue.  
   

a.           In consideration of the separation benefits and other benefits the Corporation is providing under this Agreement, Mr. Powell, on behalf of 
himself and his representatives, agents, heirs and assigns, waives, releases, discharges and promises never to assert any and all claims, liabilities or obligations of 
every kind and nature, whether known or unknown, suspected or unsuspected that he ever had, now has or might have as of the Effective Date against the Corporation 
or its predecessors, parent, affiliates, subsidiaries, shareholders,  
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owners, directors, officers, employees, agents, attorneys, successors, or assigns.  These released claims include, without limitation, any claims arising from or related 
to Mr. Powell’s employment with the Corporation, its parent or any of its affiliates and subsidiaries, and the termination of that employment.  These released claims 
also specifically include, but are not limited, any claims arising under any federal, state and local statutory or common law, such as (as amended and as applicable) 
Title VII of the Civil Rights Act, the Age Discrimination in Employment Act, the Americans With Disabilities Act, the Employee Retirement Income Security Act, the 
California Fair Employment and Housing Act, the California Labor Code, any other federal, state or local law governing the terms and conditions of employment or 
the termination of employment, and the law of contract and tort; and any claim for attorneys’ fees.  
   

b.           Mr. Powell acknowledges that there may exist facts or claims in addition to or different from those which are now known or believed by 
him to exist.  Nonetheless, this Agreement extends to all claims of every nature and kind whatsoever, whether known or unknown, suspected or unsuspected, past or 
present, and Mr. Powell specifically waives all rights under Section 1542 of the California Civil Code which provides that:  
   

   
c.           With respect to the claims released in the preceding paragraphs, Mr. Powell will not initiate or maintain any legal or administrative action or 

proceeding of any kind against the Corporation or its predecessors, parent, affiliates, subsidiaries, shareholders, owners, directors, officers, employees, agents, 
attorneys, successors, or assigns, for the purpose of obtaining any personal relief, nor (except as otherwise required or permitted by law) assist or participate in any 
such proceedings, including any proceedings brought by any third parties.  
   

6.            Re-employment.   Mr. Powell will not seek any future re-employment with the Corporation, its parent or any of its subsidiaries or affiliates.  This 
paragraph will not, however, preclude Mr. Powell from accepting an offer of future employment from the Corporation, its parent or any of its subsidiaries or affiliates.  
   

7.            Non-disclosure.  
   

a.           Mr. Powell will not disclose, publicize, or circulate to anyone in whole or in part, any information concerning the existence, terms, and/or 
conditions of this Agreement without the express written consent of the PG&E Corporation’s Chief Legal Officer unless otherwise required or permitted by 
law.  Notwithstanding the preceding sentence, Mr. Powell may disclose the terms and conditions of this Agreement to his family members, and any attorneys or tax 
advisors, if any, to whom there is a bona fide need for disclosure in order for them to render professional services to him, provided that the person first agrees to keep 
the information confidential and not to make any disclosure of the terms and conditions of this Agreement unless otherwise required or permitted by law.  
   

   A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW OR 
SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN 
TO HIM OR HER MUST HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR.  
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b.           Mr. Powell will not use, disclose, publicize, or circulate any confidential or proprietary information concerning the Corporation or its 

subsidiaries or affiliates, which has come to his attention during his employment with the Corporation, unless doing so is expressly authorized in writing by the PG&E 
Corporation’s Chief Legal Officer, or is otherwise required or permitted by law.  Before making any legally-required or permitted disclosure, Mr. Powell will give the 
Corporation notice at least ten (10) business days in advance.  
   

8.            No unfair competition.  
   

a.           Mr. Powell will not engage in any unfair competition against the Corporation, its parent or any of its subsidiaries or affiliates.  
   

b.           For a period of one year after the Effective Date, Mr. Powell will not, directly or indirectly, solicit or contact for the purpose of diverting or 
taking away or attempt to solicit or contact for the purpose of diverting or taking away:  
   

   

   

   

   

   

   

   (1)  any existing customer of the Corporation or its parent, affiliates or subsidiaries;  

   (2)  any prospective customer of the Corporation or its parent, affiliates or subsidiaries about whom Mr. Powell acquired information 
as a result of any solicitation efforts by the Corporation or its parent, affiliates or subsidiaries, or by the prospective customer, 
during Mr. Powell’s employment with the Corporation;  

   (3)  any existing vendor of the Corporation or its parent, affiliates or subsidiaries;  

   (4)  any prospective vendor of the Corporation or its parent, affiliates or subsidiaries, about whom Mr. Powell acquired information as 
a result of any solicitation efforts by the Corporation or its parent, affiliates or subsidiaries, or by the prospective vendor, during 
Mr. Powell’s employment with the Corporation;  

   (5)  any existing employee, agent or consultant of the Corporation or its parent, affiliates or subsidiaries, to terminate or otherwise alter 
the person’s or entity’s employment, agency or consultant relationship with the Corporation or its parent, affiliates or subsidiaries; 
or  

   (6)  any existing employee, agent or consultant of the Corporation or its parent, affiliates or subsidiaries, to work in any capacity for or 
on behalf of any person, company or other business enterprise that is in competition with the Corporation or its parent, affiliates or 
subsidiaries.  
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9.            Material breach by Employee.   In the event that Mr. Powell breaches any material provision of this Agreement, including but not necessarily 

limited to paragraphs 4, 5, 6, 7, and/or 8, the Corporation will have no further obligation to pay or provide to him any unpaid amounts or benefits specified in this 
Agreement and will be entitled to immediate return of any and all amounts or benefits previously paid or provided to him under this Agreement and to recalculate any 
future pension benefit entitlement without the additional credited age he received or would have received under this Agreement.  Despite any breach by Mr. Powell, 
his other duties and obligations under this Agreement, including his waivers and releases, will remain in full force and effect.  In the event of a breach or threatened 
breach by Mr. Powell of any of the provisions in paragraphs 4, 5, 6, 7, and/or 8, the Corporation will, in addition to any other remedies provided in this Agreement, be 
entitled to equitable and/or injunctive relief and, because the damages for such a breach or threatened breach will be difficult to determine and will not provide a full 
and adequate remedy, the Corporation will also be entitled to specific performance by Mr. Powell of his obligations under paragraphs 4, 5, 6, 7, and/or 8.  Pursuant to 
paragraph 14, and except as otherwise prohibited or limited by law, Mr. Powell will also be liable for any litigation costs and expenses that the Corporation incurs in 
successfully seeking enforcement of its rights under this Agreement, including reasonable attorney’s fees.  
   

10.            Material breach by the Corporation.   Mr. Powell will be entitled to recover actual damages in the event of any material breach of this 
Agreement by the Corporation, including any unexcused late or non-payment of any amounts owed under this Agreement, or any unexcused failure to provide any 
other benefits specified in this Agreement.  In the event of a breach or threatened breach by the Corporation of any of its material obligations to him under this 
Agreement, Mr. Powell will be entitled to seek, in addition to any other remedies provided in this Agreement, specific performance of the Corporation’s obligations 
and any other applicable equitable or injunctive relief.  Pursuant to paragraph 14, and except as prohibited or limited by law, the Corporation will also be liable for any 
litigation costs and expenses that Mr. Powell incurs in successfully seeking enforcement of his rights under this Agreement, including reasonable attorney’s 
fees.  Despite any breach by the Corporation, its other duties and obligations under this Agreement will remain in full force and effect.  
   

11.            No admission of liability.   This Agreement is not, and will not be considered, an admission of liability or of a violation of any applicable contract, 
law, rule, regulation, or order of any kind.  
   

12.            Complete agreement.   This Agreement sets forth the entire agreement between the Parties pertaining to the subject matter of this Agreement and 
fully supersedes any prior or contemporaneous negotiations, representations, agreements, or understandings between the Parties with respect to any such matters, 
whether written or oral (including any that would have provided Mr. Powell with any different severance arrangements).  The Parties acknowledge that they have not 
relied on any promise, representation or warranty, express or implied, not contained in this Agreement.  Parol evidence will be inadmissible to show agreement by and 
among the Parties to any term or condition contrary to or in addition to the terms and conditions contained in this Agreement.  
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13.            Severability.   If any provision of this Agreement is determined to be invalid, void, or unenforceable, the remaining provisions will remain in full 

force and effect except that, should paragraphs 4, 5, 6, 7, and/or 8 be held invalid, void or unenforceable, either jointly or separately, the Corporation will be entitled to 
rescind the Agreement and/or recover from Mr. Powell any payments made and benefits provided to him under this Agreement.  
   

14.            Arbitration.   With the exception of any request for specific performance, injunctive or other equitable relief, any dispute or controversy of any 
kind arising out of or related to this Agreement, Mr. Powell’s employment with the Corporation (or with the employing subsidiary), the separation of Mr. Powell from 
that employment and from his positions as an officer and/or director of the Corporation or any subsidiary or affiliate, or any claims for benefits, will be resolved 
exclusively by final and binding arbitration using a three-member arbitration panel in accordance with the Commercial Arbitration Rules of the American Arbitration 
Association currently in effect, provided, however, that in rendering their award, the arbitrators will be limited to accepting the position of Mr. Powell or the 
Corporation.  The only claims not covered by this paragraph are any non-waivable claims for benefits under workers’ compensation or unemployment insurance laws, 
which will be resolved under those laws.  Any arbitration pursuant to this paragraph will take place in San Francisco, California.  The Parties may be represented by 
legal counsel at the arbitration but must bear their own fees for such representation in the first instance.  The prevailing party in any dispute or controversy covered by 
this paragraph, or with respect to any request for specific performance, injunctive or other equitable relief, will be entitled to recover, in addition to any other available 
remedies specified in this Agreement, all litigation expenses and costs, including any arbitrator, administrative or filing fees and reasonable attorneys’ fees, except as 
prohibited or limited by law.  The Parties specifically waive any right to a jury trial on any dispute or controversy covered by this paragraph.  Judgment may be 
entered on the arbitrators’ award in any court of competent jurisdiction.  Subject to the arbitration provisions of this paragraph, the sole jurisdiction and venue for any 
action related to the subject matter of this Agreement will be the California state and federal courts having within their jurisdiction the location of the Corporation’s 
principal place of business in California at the time of such action, and both Parties hereby consent to the jurisdiction of such courts for any such action.  
   

15.            Governing law.   This Agreement will be governed by and construed under the laws of the United States and, to the extent not preempted by such 
laws, by the laws of the State of California, without regard to their conflicts of laws provisions.  
   

16.            No waiver.   The failure of either Party to exercise or enforce, at any time, or for any period of time, any of the provisions of this Agreement will 
not be construed as a waiver of that provision, or any portion of that provision, and will in no way affect that party’s right to exercise or enforce such provisions.  No 
waiver or default of any provision of this Agreement will be deemed to be a waiver of any succeeding breach of the same or any other provisions of this Agreement.  
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17.            Acceptance of Agreement.  
   

a.           Mr. Powell was provided up to 21 days to consider and accept the terms of this Agreement and was advised to consult with an attorney 
about the Agreement before signing it.  The provisions of the Agreement are, however, not subject to negotiation.  After signing the Agreement, Mr. Powell will have 
an additional seven (7) days in which to revoke in writing acceptance of this Agreement.  To revoke, Mr. Powell will submit a signed statement to that effect to PG&E 
Corporation’s Chief Legal Officer before the close of business on the seventh day.  If Mr. Powell does not submit a timely revocation, the Effective Date of this 
Agreement will be the eighth day after he has signed it.  
   

b.           Mr. Powell acknowledges reading and understanding the contents of this Agreement, being afforded the opportunity to review carefully this 
Agreement with an attorney of his choice, not relying on any oral or written representation not contained in this Agreement, signing this Agreement knowingly and 
voluntarily, and, after the Effective Date of this Agreement, being bound by all of its provisions.  
 

 
 

Dated:    
 3/6/08                          .                 

  PG&E CORPORATION  

        
      By:      JOHN R. SIMON                    
Dated:  March 6, 

2008             .                   
     

G. ROBERT POWELL  
   

      G. ROBERT POWELL                         
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Exhibit 10.5                                     
PG&E CORPORATION  

2006 LONG-TERM INCENTIVE PLAN  
   

RESTRICTED STOCK GRANT  
   

PG&E CORPORATION , a California corporation, hereby grants shares of Restricted Stock to the Recipient named below.  The shares of 
Restricted Stock have been granted under the PG&E Corporation 2006 Long-Term Incentive Plan, as amended on February 15, 2006, December 20, 2006, and 
October 17, 2007 (the “LTIP”).  The terms and conditions of the Restricted Stock are set forth in this cover sheet and in the attached Restricted Stock Agreement (the 
“Agreement”).  
   
   
Date of Grant:                                March 3, 2008  
   
Name of Recipient:                                                                                                                                              
   
Last Four Digits of Recipient’s Social Security Number:                                                                                                                         
   
Number of Shares of Restricted Stock Granted:                                                                               
   

   
By signing this cover sheet, you agree to all of the terms and conditions described in the attached 
Agreement. You and PG&E Corporation agree to execute such further instruments and to take such 
further action as may reasonably be necessary to carry out the intent of the attached Agreement.  You are 
also acknowledging receipt of this Grant, the attached Agreement, and a copy of the prospectus describing 
the LTIP and the Restricted Stock dated March 1, 2008.  

   

   
Recipient:                                                                                                                                     
                                                                      (Signature)  

Attachment  
   

   
Please sign and return to PG&E Corporation, Human Resources,  

One Market, Spear Tower, Suite 400, San Francisco, California 94105  
   

   
  

  



PG&E CORPORATION  
   

2006 LONG-TERM INCENTIVE PLAN  
   

RESTRICTED STOCK AGREEMENT  
   

   

  

The LTIP and Other 
Agreements  

This Agreement constitutes the entire understanding between you and PG&E Corporation regarding the Restricted Stock, subject to 
the terms of the LTIP.  Any prior agreements, commitments or negotiations are superseded.  In the event of any conflict or 
inconsistency between the provisions of this Agreement and the LTIP, the LTIP shall govern.  Capitalized terms that are not 
defined in this Agreement are defined in the LTIP. For purposes of this Agreement, employment with PG&E Corporation shall 
mean employment with any member of the Participating Company Group.  
   

Grant of Restricted Stock  PG&E Corporation grants you the number of shares of Restricted Stock shown on the cover sheet of this Agreement.  The shares of 
Restricted Stock are subject to the terms and conditions of this Agreement and the LTIP.  
   

Lapse of Restrictions  As long as you remain employed with PG&E Corporation, the restrictions will lapse as to 20 percent of the total number of shares 
of Restricted Stock originally subject to this Agreement, as shown above on the cover sheet, on the first business day of March of 
each of the first, second and third years following the Date of Grant.  The restrictions will lapse as to an additional 40 percent of the 
total number of shares of Restricted Stock on the first business day of March of the fifth year following the Date of Grant; provided, 
however, that the restrictions will lapse as to this 40 percent on the first business day of March of the third year following the Date 

of Grant if PG&E Corporation’s performance in total shareholder return (“TSR”) is at or above the 75 th percentile for the prior 
three calendar years as compared with the comparator group established from time to time by PG&E Corporation.  (Each lapse day 
is an “Annual Lapse Date”).  Except as described below, all shares of Restricted Stock subject to this Agreement as to which the 
restrictions have not lapsed shall be forfeited upon termination of your employment.  
   
To the extent this Agreement provides for the continued lapse of restrictions following the termination of employment, such 
continued lapse shall be subject to your continued compliance with certain post-employment restrictions.  
   

Voluntary Termination  In the event that you terminate your employment with PG&E Corporation voluntarily, you will automatically forfeit to PG&E 
Corporation all of the shares of Restricted Stock as to which the restrictions have not lapsed subject to this Agreement as of the date 
of such Termination.  
   

Termination for Cause  If your employment with PG&E Corporation is terminated by PG&E Corporation for cause, you will automatically forfeit to PG&E 
Corporation all shares of Restricted Stock as to which the restrictions have not lapsed subject to this Agreement as of the date of 
such termination.  In general, termination for “cause” means termination of employment because of dishonesty, a criminal offense 
or violation of a work rule, and will be determined by and in the sole discretion of PG&E Corporation.  
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Termination other than for 
Cause  

If your employment with PG&E Corporation is terminated by PG&E Corporation other than for cause before the restrictions on 
your Restricted Stock lapse, and you are an officer in Bands 1-5, the restrictions on your outstanding shares of Restricted Stock that 
would have lapsed during the period of the “Severance Multiple” under the applicable severance policy shall continue to lapse 
pursuant to the regular lapse schedule (or sooner, to the extent described below in connection with a Change in Control during such 
period). In the event of your involuntary termination other than for cause, if you are not an officer in Bands 1-5, the restrictions on 
your outstanding shares of Restricted Stock that would have lapsed within 12 months following such termination will continue to 
lapse pursuant to the regular lapse schedule (or sooner, in the event of a Change in Control during such period).  All other 
outstanding shares of Restricted Stock shall automatically be forfeited to PG&E Corporation upon such termination.  
   

Retirement  In the event of your Retirement, the restrictions on your outstanding shares of Restricted Stock will continue to lapse as though 
your employment had continued.  You will be considered to have retired if you are age 55 or older on the date of termination and if 
you were employed by PG&E Corporation for at least five consecutive years ending on the date of termination of your 
employment.  
   

Death/Disability  If your employment terminates due to your death or disability, the restrictions on all of your shares of Restricted Stock shall lapse 
on the next Annual Lapse Date.  In the event of a Change in Control after such termination and before such next Annual Lapse 
Date, the restrictions as to all shares of Restricted Stock shall immediately lapse to the extent described below under “Change in 
Control.”  
   

Termination Due to Disposition 
of Subsidiary  

(1) If your employment is terminated (other than for cause or your voluntary termination) by reason of a divestiture or change in 
control of a subsidiary of PG&E Corporation, which divestiture or change in control results in such subsidiary no longer qualifying 
as a subsidiary corporation under Section 424(f) of the Internal Revenue Code of 1986, as amended (the “Code”), or (2) if your 
employment is terminated (other than for cause or your voluntary termination) coincident with the sale of all or substantially all of 
the assets of a subsidiary of PG&E Corporation, the restrictions on all shares of Restricted Stock shall lapse in the same manner as 
for a “Termination other than for Cause” described above.  
   

Change in Control  In the event of a Change in Control, the surviving, continuing, successor, or purchasing corporation or other business entity or 
parent thereof, as the case may be (the “Acquiror ” ), may, without your consent, either assume or continue PG&E Corporation’s 
rights and obligations under this Agreement or provide substantially equivalent awards associated with the Acquiror’s stock.  If this 
Award is neither assumed nor continued by the Acquiror or if the Acquiror does not provide a substantially equivalent award, the 
restrictions on all of your outstanding shares of Restricted Stock shall automatically lapse and become nonforfeitable immediately 
preceding, and contingent on, the Change in Control of PG&E Corporation.  
   
If the Acquiror assumes or continues PG&E Corporation’s rights and obligations under this Agreement or substitutes a substantially 
equivalent award, TSR shall be calculated by aggregating (a) the TSR of PG&E Corporation for the period from January 1 of the 
year of the grant to the date of the Change in Control, and (b) the TSR of the Acquiror from the date of the Change in Control to the 
end of the calendar year preceding the third Annual Lapse Date.  
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Termination In Connection with 
a Change in Control  

If your employment is terminated in connection with a Change in Control within three months before the Change in Control occurs 
or within two years following the Change in Control, the restrictions on all of your outstanding shares of Restricted Stock (to the 
extent the restrictions did not previously lapse upon failure of the Acquiror to assume or continue this Award) shall lapse and 
become nonforfeitable on the date of termination of your employment.  PG&E Corporation shall have the sole discretion to 
determine whether termination of your employment was made in connection with a Change in Control.  
   

Escrow  The certificates for the Restricted Stock shall be deposited in escrow with the Corporate Secretary of PG&E Corporation to be held 
in accordance with the provisions of this paragraph.  Each deposited certificate shall be accompanied by any assignment documents 
PG&E Corporation may require you to execute.  The deposited certificates shall remain in escrow until such time as the certificates 
are to be released or otherwise surrendered for cancellation as discussed below.  
   
All dividends, if any, on the Restricted Stock shall be held in escrow and subject to the same restrictions as the shares to which they 
relate.  
   

Release of Shares and 
Withholding Taxes  

The shares of Restricted Stock held in escrow hereunder shall be subject to the following terms and conditions relating to their 
release from escrow or their surrender to PG&E Corporation:  
   

•   When the restrictions as to your shares of Restricted Stock lapse as described above, the certificates for such shares shall 
be released from escrow and delivered to you, at your request within thirty (30) days of the applicable Annual Lapse Date.  
   
•   Upon termination of your employment, any shares of Restricted Stock as to which the restrictions have not lapsed shall be 
forfeited and automatically surrendered to PG&E Corporation as provided herein.  
   

Note that you must make arrangements acceptable to PG&E Corporation to satisfy withholding or other taxes that may be due 
before your shares will be released to you.  If you so elect, PG&E Corporation will assist you in selling your shares through a 
broker so that you can use the sales proceeds to satisfy applicable taxes.  You will receive the remaining proceeds in 
cash.  However, if you wish to receive the stock certificates in lieu of selling your shares, you will need to make arrangements to 
pay the applicable taxes either by check or through payroll deduction.  PG&E Corporation will notify you about how to instruct 
PG&E Corporation to sell your shares when the restrictions lapse or make other arrangements.  
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Code Section 83(b) Election  Under Section 83(a) of the Code, the Fair Market Value of the Restricted Stock on the date any forfeiture restrictions applicable to 
such Restricted Stock lapse will be reportable as ordinary income at that time.  For this purpose, “forfeiture restrictions” include 
surrender to PG&E Corporation of Restricted Stock as described above.  You may elect to be taxed at the time the Restricted Stock 
is granted to you, rather than when the restrictions lapse by filing an election under Section 83(b) of the Code with the Internal 
Revenue Service within thirty (30) days after the Date of Grant.  Failure to make this filing within the thirty (30) day period will 
result in the recognition of ordinary income by you (in the event the Fair Market Value of the Restricted Stock increases after the 
date of purchase) as the forfeiture restrictions lapse.   YOU ACKNOWLEDGE THAT IT IS YOUR SOLE RESPONSIBILITY , 
AND NOT PG&E CORPORATION’ S, TO FILE A TIMELY ELECTION UNDER CODE SECTION 83( b).  YOU ARE 
RELYING SOLELY ON YOUR OWN ADVISORS WITH RESPECT TO  THE DECISION AS TO WHETHER OR NOT 
TO FILE A CODE SECTION 83(b) ELECTION.  
   

Leaves of Absence  For purposes of this Agreement, if you are on an approved leave of absence from PG&E Corporation, or a recipient of PG&E 
Corporation sponsored disability benefits, you will continue to be considered as employed.  If you do not return to active 
employment upon the expiration of your leave of absence or the expiration of your PG&E Corporation sponsored disability 
benefits, you will be considered to have voluntarily terminated your employment. See above under “Voluntary Termination.”  
   
PG&E Corporation reserves the right to determine which leaves of absence will be considered as continuing employment and when 
your employment terminates for all purposes under this Agreement.  
   

Voting and Other Rights  Subject to the terms of this Agreement, you shall have all the rights and privileges of a shareholder of PG&E Corporation while the 
Restricted Stock is held in escrow, including the right to vote.  As described above, all dividends, if any, on the Restricted Stock 
shall be held in escrow and subject to the same restrictions as the shares to which they relate.  
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Restrictions on  
Issuance  
   

PG&E Corporation will not issue any Restricted Stock if the issuance of such Restricted Stock at that time would violate any law or 
regulation.  

Restrictions on Resale and 
Hedge Transactions  

By signing this Agreement, you agree not to sell any Restricted Stock before the restrictions lapse or sell any shares acquired under 
this grant at a time when applicable laws, regulations or Company or underwriter trading policies prohibit sale.  In particular, in 
connection with any underwritten public offering by PG&E Corporation of its equity securities pursuant to an effective registration 
statement filed under the Securities Act of 1933, you shall not sell, make any short sale of, loan, hypothecate, pledge, grant any 
option for the purchase of, or otherwise dispose or transfer for value or agree to engage in any of the foregoing transactions with 
respect to any shares acquired under this grant without the prior written consent of PG&E Corporation or its underwriters, for such 
period of time after the effective date of such registration statement as may be requested by PG&E Corporation or the underwriters.  
   
If the sale of shares acquired under this grant is not registered under the Securities Act of 1933, but an exemption is available which 
requires an investment or other representation and warranty, you shall represent and agree that the Shares being acquired are being 
acquired for investment, and not with a view to the sale or distribution thereof, and shall make such other representations and 
warranties as are deemed necessary or appropriate by PG&E Corporation and its counsel.  
   
By your acceptance of the grant, you agree that while the Restricted Stock is subject to restrictions, you will not enter into a 
corresponding hedging transaction relating to PG&E Corporation’s stock nor engage in any short sale of PG&E Corporation’s 
stock.  This prohibition shall not apply to transactions effected through PG&E Corporation’s benefit plans that provide an 
opportunity to invest in Company stock or which provide compensation based on the price of Company stock.  
   

No Retention Rights  This Agreement is not an employment agreement and does not give you the right to be retained by PG&E Corporation.  Except as 
otherwise provided in an applicable employment agreement, PG&E Corporation reserves the right to terminate your employment at 
any time and for any reason.  
   

Legends  All certificates that may be issued to represent the Restricted Stock issued under this grant shall, where applicable, have endorsed 
thereon the following legends:  
   
“THE SHARES REPRESENTED BY THIS CERTIFICATE ARE SUBJECT TO CERTAIN RESTRICTIONS ON TRANSFER 
SET FORTH IN AN AGREEMENT BETWEEN PG&E CORPORATION AND THE REGISTERED HOLDER, OR HIS OR 
HER PREDECESSOR IN INTEREST.  A COPY OF SUCH AGREEMENT IS ON FILE AT THE PRINCIPAL OFFICE OF 
PG&E CORPORATION AND WILL BE FURNISHED UPON WRITTEN REQUEST TO THE CORPORATE SECRETARY OF 
PG&E CORPORATION BY THE HOLDER OF RECORD OF THE SHARES REPRESENTED BY THIS CERTIFICATE.”  
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By signing the cover sheet of this Agreement, you agree to all of the terms and conditions described above and in the LTIP.  

Applicable Law  This Agreement will be interpreted and enforced under the laws of the State of California.  
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Exhibit 10.6                          
PG&E CORPORATION  

2006 LONG-TERM INCENTIVE PLAN  
   

PERFORMANCE SHARE GRANT  
   

PG&E CORPORATION , a California corporation, hereby grants Performance Shares to the Recipient named below.  The Performance Shares 
have been granted under the PG&E Corporation 2006 Long-Term Incentive Plan, as amended on February 15, 2006, December 20, 2006, and October 17, 2007 (the 
“LTIP”).  The terms and conditions of the Performance Shares are set forth in this cover sheet and the attached Performance Share Agreement (the “Agreement”).  
   
   
Date of Grant:                                March 3, 2008  
   
Name of Recipient:                                                                                                          
   
Last Four Digits of Recipient’s Social Security Number:                                                                                                                         
   
Number of Performance Shares:                                                                                    
   

   
By signing this cover sheet, you agree to all of the terms and conditions described in the attached Agreement.  You and PG&E 
Corporation agree to execute such further instruments and to take such further action as may reasonably be necessary to carry 
out the intent of the attached Agreement.  You are also acknowledging receipt of this Grant, the attached Agreement, and a copy 
of the prospectus describing the LTIP and the Performance Shares dated March 1, 2008.  

   

   
Recipient:                                                                                                                            
                                                                       (Signature)  

Attachment  
   

   
Please sign and return to PG&E Corporation, Human Resources,  

One Market, Spear Tower, Suite 400, San Francisco, California 94105  
   

  
  



PG&E CORPORATION 2006 LONG-TERM INCENTIVE PLAN  
   

PERFORMANCE SHARE AGREEMENT  
   

  
   

   
1 The identities of the companies currently comprising the comparator group are included in the prospectus.  PG&E Corporation reserves the right to change the 
companies comprising the comparator group at any time.  

  

The LTIP and Other 
Agreements  

This Agreement constitutes the entire understanding between you and PG&E Corporation regarding the Performance Shares, subject 
to the terms of the LTIP.  Any prior agreements, commitments or negotiations are superseded.  In the event of any conflict or 
inconsistency between the provisions of this Agreement and the LTIP, the LTIP shall govern. Capitalized terms that are not defined 
in this Agreement are defined in the LTIP.  
   
For purposes of this Agreement, employment with PG&E Corporation shall mean employment with any member of the Participating 
Company Group.  
   

Grant of  
Performance Shares  

PG&E Corporation grants you the number of Performance Shares shown on the cover sheet of this Agreement.  The Performance 
Shares are subject to the terms and conditions of this Agreement and the LTIP.  
   

Vesting of Performance Shares As long as you remain employed with PG&E Corporation, the Performance Shares will vest on the first business day of March (the 

“Vesting Date”) of the third year following the date of grant specified in the cover sheet.  Except as described below, all 
Performance Shares subject to this Agreement that have not vested shall be forfeited upon termination of your employment.  
   

Payment of Performance 
Shares  

Upon the Vesting Date, PG&E Corporation’s total shareholder return (TSR) will be compared to the TSR of the twelve other 

companies in PG&E Corporation’s comparator group 
1 

for the prior three calendar years (the “Performance Period”).  Subject to 

rounding considerations, there will be no payout for TSR below the 25 th percentile of the comparator group; TSR at the 25 th 

percentile will result in a 25% payout of Performance Shares; TSR at the 75 th percentile will result in a 100% payout of 
Performance Shares; and TSR in the top rank will result in a 200% payout of Performance Shares.  The following table sets forth the 
payout percentages for the various TSR rankings that could be achieved:  

Number of Companies in  
Total (Including PG&E)  

13  
   

Rank  
Performance  

Percentile  
Rounded  
Payout  

1  100%  200%  
2  92%  170%  
3  83%  130%  
4  75%  100%  
5  67%  90%  
6  58%  75%  
7  50%  65%  
8  42%  50%  
9  33%  35%  
10  25%  25%  
11  17%  0%  
12  8%  0%  
13  0%  0%  
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  The payment will equal the product of the number of vested Performance Shares, the applicable payout percentage, and the average 
closing price of a share of PG&E Corporation common stock for the last 30 calendar days of the year preceding the Vesting Date as 
reported on the New York Stock Exchange.  Payments, if any, will be made as soon as practicable following the date that the 
Compensation Committee of the PG&E Corporation Board of Directors certifies the TSR percentile rank over the Performance 
Period pursuant to Section 10.5(a) of the LTIP, but in any event within sixty (60) days of the Vesting Date.  
   

Dividends  Each time that PG&E Corporation declares a dividend on its shares of common stock, an amount equal to the dividend multiplied by 
the number of Performance Shares granted to you by this Agreement shall be accrued on your behalf.  If you receive a Performance 
Share payout in accordance with the preceding paragraph, at that same time you also shall receive a cash payment equal to the 
amount of any dividends accrued over the Performance Period multiplied by the same payout percentage used to determine the 
amount of the Performance Share payout.  
   

Voluntary Termination  If you terminate your employment with PG&E Corporation voluntarily before the Vesting Date, all of the Performance Shares shall 
be cancelled as of the date of such termination and any dividends accrued with respect to your Performance Shares shall be forfeited.  
   

Termination for Cause  If your employment with PG&E Corporation is terminated by PG&E Corporation for cause before the Vesting Date, all of the 
Performance Shares shall be cancelled as of the date of such termination and any dividends accrued with respect to your Performance 
Shares shall be forfeited.  In general, termination for “cause” means termination of employment because of dishonesty, a criminal 
offense or violation of a work rule, and will be determined by and in the sole discretion of PG&E Corporation.  
   

Termination other than for 
Cause  

If your employment with PG&E Corporation is terminated by PG&E Corporation other than for cause before the Vesting Date, your 
unvested Performance Shares will vest proportionally based on the number of months during the Performance Period that you were 
employed (rounded down) divided by the number of months in the Performance Period (36 months).  All other outstanding 
Performance Shares (and any associated accrued dividends) shall automatically be cancelled upon such termination.  Your vested 
Performance Shares will be payable, if at all, as soon as practicable after the Vesting Date based on the same formula applied to 
active employees and in any event within sixty (60) days of the Vesting Date.  At that time you also shall receive a cash payment, if 
any, equal to the amount of dividends accrued over the Performance Period with respect to your vested Performance Shares 
multiplied by the same payout percentage used to determine the amount, if any, of the Performance Share payout.  
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Retirement  If you retire before the Vesting Date, your outstanding Performance Shares will continue to vest as though your employment had 
continued and will be payable, if at all, as soon as practicable following the Vesting Date and in any event within sixty (60) days of 
the Vesting Date.  At the same time you also shall also receive a cash payment, if any, equal to the amount of dividends accrued over 
the Performance Period with respect to your Performance Shares multiplied by the same payout percentage used to determine the 
amount, if any, of the Performance Share payout.  You will be considered to have retired if you are age 55 or older on the date of 
termination and if you were employed by PG&E Corporation for at least five consecutive years ending on the date of termination of 
your employment.  
   

Death/Disability  If your employment terminates due to your death or disability before the Vesting Date, all of your Performance Shares shall 
immediately vest and will be payable, if at all, as soon as practicable after the Vesting Date and in any event within sixty (60) days of 
the Vesting Date based on the same formula applied to active employees.  At that same time you also shall receive a cash payment, if 
any, equal to the amount of dividends accrued over the Performance Period with respect to your Performance Shares multiplied by 
the same payout percentage used to determine the amount, if any, of the Performance Share payout.  
   

Termination Due to 
Disposition of Subsidiary  

(1) If your employment is terminated (other than for cause or your voluntary termination) by reason of a divestiture or change in 
control of a subsidiary of PG&E Corporation, which divestiture or change in control results in such subsidiary no longer qualifying 
as a subsidiary corporation under Section 424(f) of the Internal Revenue Code of 1986, as amended, or (2) if your employment is 
terminated (other than for cause or your voluntary termination) coincident with the sale of all or substantially all of the assets of a 
subsidiary of PG&E Corporation, all Performance Shares shall vest proportionally based on the number of months during the 
Performance Period that you were employed (rounded down) divided by the number of months in the Performance Period (36 
months).  All other outstanding Performance Shares (and any associated accrued dividends) shall automatically be cancelled upon 
such termination.  Your vested Performance Shares will be payable, if at all, as soon as practicable after the Vesting Date and in any 
event within sixty (60) days of the Vesting Date, based on the same formula applied to active employees.  At that same time you also 
shall receive a cash payment, if any, equal to the amount of dividends accrued over the Performance Period with respect to your 
vested Performance Shares multiplied by the same payout percentage used to determine the amount, if any, of the Performance Share 
payout.  
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2 The identities of the companies currently comprising the comparator group are included in the prospectus.  PG&E Corporation reserves the right to change the 
companies comprising the comparator group at any time.  

  

Change in Control  In the event of a Change in Control, the surviving, continuing, successor, or purchasing corporation or other business entity or parent 
thereof, as the case may be (the “Acquiror ” ), may, without your consent, either assume or continue PG&E Corporation’s rights and 
obligations under this Agreement or provide a substantially equivalent award in substitution for the Performance Shares subject to 
this Agreement.  If the Acquiror assumes or continues PG&E Corporation’s rights and obligations under this Agreement or 
substitutes a substantially equivalent award, TSR shall be calculated by aggregating (a) the TSR of PG&E Corporation for the period 
from January 1 of the year of grant to the date of the Change in Control, and (b) the TSR of the Acquiror from the date of the Change 
in Control to the last calendar day of the year preceding the Vesting Date.   The payout percentage reflected in the table set forth 
above for the highest percentile TSR performance met or exceeded when calculated on that basis, and considering any adjustments to 
the comparator group, will be used to determine the amount of the payout, if any, upon settlement of the assumed, continued or 
substituted award, which settlement shall occur as soon as practicable after the Vesting Date and in any event within sixty (60) days 
of the Vesting Date.  At that time you also shall  receive a cash payment, if any, equal to the amount of dividends accrued with 
respect to your Performance Shares to the first business day of the year following the Change in Control multiplied by the same 
payout percentage used to determine the amount, if any, of the Performance Share payout.  
   
If this Award is neither assumed nor continued by the Acquiror or if the Acquiror does not provide a substantially equivalent award 
in substitution for the Performance Shares subject to this Agreement, all of your outstanding Performance Shares shall automatically 
vest and become nonforfeitable when the Change in Control of PG&E Corporation occurs before the Vesting Date.  To the extent the 
Change in Control also is a change in ownership of PG&E Corporation, a change in effective control of PG&E Corporation, or a 
change in a substantial portion of the assets of PG&E Corporation as defined in Code Section 409A(2)(A)(v) and the related 
regulations (a “409A Change in Control Event’), such vested Performance Shares will become payable on the first business day of 
the year following the Change in Control.  To the extent the Change in Control is not a 409A Change in Control Event, payment shall 
be made upon the earlier of (a) as soon as practicable following your subsequent “separation from service” (as defined under Code 
Section 409A) for any reason from PG&E Corporation, or (b) as soon as practicable following the original Vesting Date and in any 
event within sixty (60) days of the original Vesting Date.  The payment, if any, will be based on PG&E Corporation’s TSR for the 
period from January 1 of the year of grant to the date of the Change in Control compared to the TSR of the other companies in PG&E 

Corporation’s comparator group 2 for the same period.  The payment will be calculated by multiplying the number of vested 
Performance Shares by the payout percentage.  The resulting number of Performance Shares will be multiplied by the average 
closing price of a share of PG&E Corporation common stock for the last 30 calendar days preceding the Change in Control as 
reported on the New York Stock Exchange.  At the same time you also shall receive a cash payment, if any, equal to the amount of 
dividends accrued with respect to your Performance Shares to the first business day of the year following the Change in Control 
multiplied by the same payout percentage used to determine the amount, if any, of the Performance Share payout.  
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Termination In Connection 
with a Change in Control  

If your employment is terminated in connection with a Change in Control within three months before the Change in Control occurs or 
within two years following the Change in Control, all of your outstanding Performance Shares (to the extent they did not previously 
vest upon failure of the Acquiror to assume or continue this Award) shall automatically vest and become nonforfeitable on the date of 
termination of your employment. Your vested Performance Shares will be payable, if at all, as soon as practicable following the 
original Vesting date and in any event within sixty (60) days of the Vesting Date and will be based on the same formula applied to 
active employees.  You shall also at that time receive a cash payment, if any, equal to the amount of dividends accrued over the 
Performance Period with respect to your vested Performance Shares multiplied by the same payout percentage used to determine the 
amount, if any, of the Performance Share payout.  
   
PG&E Corporation shall have the sole discretion to determine whether termination of your employment was made in connection with 
a Change in Control.  
   

Delay  PG&E Corporation shall delay the issuance of any shares of common stock and payment of dividends to the extent it is necessary to 
comply with Section 409A(a)(2)(B)(i) of the Code (relating to payments made to certain “key employees” of certain publicly-traded 
companies); in such event, any shares of common stock and dividends to which you would otherwise be entitled during the six (6) 
month period following the date of your “separation from service” under Section 409A will be issued on the first business day 
following the expiration of such six (6) month period.  
   

Withholding Taxes  PG&E Corporation will withhold amounts necessary to satisfy applicable taxes from the payment to be made with respect to your 
Performance Shares.  You will receive the remaining proceeds in cash.  
   

Leaves of Absence  For purposes of this Agreement, if you are on an approved leave of absence from PG&E Corporation, or a recipient of PG&E 
Corporation sponsored disability benefits, you will continue to be considered as employed.  If you do not return to active 
employment upon the expiration of your leave of absence or the expiration of your PG&E Corporation sponsored disability benefits, 
you will be considered to have voluntarily terminated your employment.  See above under “Voluntary 
Termination.”  Notwithstanding the foregoing, if the leave of absence exceeds six (6) months, and a return to service upon expiration 
of such leave is not guaranteed by statute or contract, then you shall be deemed for purposes of a separation from service following a 
Change in Control to have a separation from service resulting in a termination of employment on the first date following such six-
month period.  To the extent an authorized leave of absence is due to a medically determinable physical or mental impairment that 
can be expected to result in death or to last for a continuous period of at least six (6) months and such impairment causes you to be 
unable to perform, the duties of your position of employment or any substantially similar position of employment, the six (6) month 
period in the prior sentence shall be twenty-nine (29) months.  
   
PG&E Corporation reserves the right to determine which leaves of absence will be considered as continuing employment and when 
your employment terminates for all purposes under this Agreement.  
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By signing the cover sheet of this Agreement, you agree to all of the terms and conditions described above and in the LTIP.  

    

No Retention Rights  This Agreement is not an employment agreement and does not give you the right to be retained by PG&E Corporation.  Except as 
otherwise provided in an applicable employment agreement, PG&E Corporation reserves the right to terminate your employment at 
any time and for any reason.  
   

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

.  
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EXHIBIT 11  

PG&E CORPORATION  
COMPUTATION OF EARNINGS PER COMMON SHARE  

 

 
 
 

    Three Months Ended    
    March 31,    
(in millions, except share amounts)    2008      2007    
              
Net income    $ 224     $ 256   
Less: distributed earnings to common shareholders      139       126   
Undistributed earnings    $ 85     $ 130   

Common shareholders earnings                  
Basic                  
Distributed earnings to common shareholders    $ 139     $ 126   
Undistributed earnings allocated to common shareholders      81       123   
Total common shareholders earnings, basic    $ 220     $ 249   

Diluted                  
Distributed earnings to common shareholders    $ 139     $ 126   
Undistributed earnings allocated to common shareholders      81       123   
Total common shareholders earnings, diluted    $ 220     $ 249   

Weighted average common shares outstanding, basic      355       349   
9.50% Convertible Subordinated Notes      19       19   
Weighted average common shares outstanding and participating securities, basic      374       368   

Weighted average common shares outstanding, basic      355       349   
Employee share-based compensation      1       2   
Weighted average common shares outstanding, diluted      356       351   
9.50% Convertible Subordinated Notes      19       19   
Weighted average common shares outstanding and participating securities, diluted      375       370   

Net earnings per common share, basic                  
Distributed earnings, basic (1)    $ 0.39     $ 0.36   
Undistributed earnings, basic      0.23       0.35   
Total    $ 0.62     $ 0.71   

Net earnings per common share, diluted                  
Distributed earnings, diluted    $ 0.39     $ 0.36   
Undistributed earnings, diluted      0.23       0.35   
Total    $ 0.62     $ 0.71   

                  
    
( 1 ) Distributed earnings, basic may differ from actual per share amounts paid as dividends, as the EPS computation under GAAP requires the use of the weighted 
average, rather than the actual number of, shares outstanding.    



   
EXHIBIT 12.1  

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

 

 
Note:  
 
For the purpose of computing Pacific Gas and Electric Company's ratios of earnings to fixed charges, "earnings" represent net income adjusted for the minority interest 
in losses of less than 100% owned affiliates, equity in undistributed income or losses of less than 50% owned affiliates, income taxes and fixed charges (excluding 
capitalized interest).  "Fixed charges" include interest on long-term debt and short-term borrowings (including a representative portion of rental expense), amortization 
of bond premium, discount and expense, interest on capital leases, AFUDC debt, and earnings required to cover the preferred stock dividend requirements and 
preferred security distribution requirements of majority-owned trust.  Fixed charges exclude interest on FASB Interpretation No. 48 (Accounting for Uncertainty in 
Income Taxes) tax liabilities.  
 
 
 
 

    

Three Months 
Ended March 

31,      Year Ended December 31,    
    2008      2007      2006      2005      2004      2003    
Earnings:                                      
Net income    $ 236     $ 1,204     $ 985     $ 934     $ 3,982     $ 923   
Adjustments for minority interest in losses of 
less than 100% owned affiliates and the 
Company's equity in undistributed income 
(losses) of less than 50% owned affiliates      -      -      -      -      -      -  
Income taxes provision      120       571       602       574       2,561       528   
Net fixed charges      220       889       801       589       671       964   
Total Earnings    $ 576     $ 2,484     $ 2,388     $ 2,097     $ 7,214     $ 2,415   

Fixed Charges:                                                  
Interest on short-term borrowings and long-

term debt, net    $ 206     $ 834     $ 770     $ 573     $ 682     $ 947   
Interest on capital leases      6       23       11       1       1       1   
AFUDC debt      8       32       20       15       (12 )     16   
Earnings required to cover the preferred stock 
dividend and preferred security distribution 
requirements of majority owned trust      -      -      -      -      -      10   
Total Fixed Charges    $ 220     $ 889     $ 801     $ 589     $ 671     $ 964   

Ratios of Earnings to  
Fixed Charges      2.62       2.79       2.98       3.56       10.75       2.51   



   
EXHIBIT 12.2  

PACIFIC GAS AND ELECTRIC COMPANY  
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED  

FIXED CHARGES AND PREFERRED STOCK DIVIDENDS  
 

 
Note:  
 
For the purpose of computing Pacific Gas and Electric Company's ratios of earnings to combined fixed charges and preferred stock dividends, "earnings" represent net 
income adjusted for the minority interest in losses of less than 100% owned affiliates, equity in undistributed income or losses of less than 50% owned affiliates, 
income taxes and fixed charges (excluding capitalized interest).  "Fixed charges" include interest on long-term debt and short-term borrowings (including a 
representative portion of rental expense), amortization of bond premium, discount and expense, interest on capital leases, AFUDC debt, and earnings required to cover 
the preferred stock dividend requirements and preferred security distribution requirements of majority-owned trust.  "Preferred stock dividends" represent tax 
deductible dividends and pre-tax earnings that are required to pay the dividends on outstanding preferred securities.  Fixed charges exclude interest on FASB 
Interpretation No. 48 (Accounting for Uncertainty in Income Taxes) tax liabilities.  
 
 

    

Three Months 
Ended March 

31,      Year Ended December 31,    
    2008      2007      2006      2005      2004      2003    
Earnings:                                      
Net income    $ 236     $ 1,204     $ 985     $ 934     $ 3,982     $ 923   
Adjustments for minority interest in losses of 

less than 100% owned affiliates and the 
Company's equity in undistributed income 
(losses) of less than 50% owned affiliates              -      -      -      -      -  

Income taxes provision      120       571       602       574       2,561       528   
Net fixed charges      220       889       801       589       671       964   
Total Earnings    $ 576     $ 2,484     $ 2,388     $ 2,097     $ 7,214     $ 2,415   

                                                  
Fixed Charges:                                                  

Interest on short-term borrowings  
and long-term debt, net    $ 206     $ 834     $ 770     $ 573     $ 682     $ 947   

Interest on capital leases      6       23       11       1       1       1   
AFUDC debt      8       32       20       15       (12 )     16   
Earnings required to cover the preferred stock 

dividend and preferred security distribution 
requirements of majority owned trust              -      -      -      -      -  

Total Fixed Charges      220       889       801       589       671       964   
Preferred Stock Dividends:                                                  
Tax deductible dividends      3       9       12       12       9       9   
Pre-tax earnings required to cover  
non-tax deductible preferred stock  
dividend requirements      1       8       3       13       34       27   
Total Preferred Stock Dividends      4       17       15       25       43       36   
                                                  
Total Combined Fixed Charges  
and Preferred Stock Dividends    $ 224     $ 906     $ 816     $ 614     $ 714     $ 1,000   

                                                  
Ratios of Earnings to Combined Fixed 

Charges and  
Preferred Stock Dividends      2.57       2.74       2.93       3.42       10.10       2.42   



   
Exhibit 31.1                       

 
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER  

PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE 13a-14(a)  
 
I, Peter A. Darbee, certify that:  
 

 

 

 

 

   

   

   

   

 

   

 

 

1.  I have reviewed this Quarterly Report on Form 10-Q for the quarter ended March 31, 2008 of PG&E Corporation;  

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements 
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4.  The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act 
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 
have:  

   a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during 
the period in which this report is being prepared;  

   b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles;  

   c.  Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

   d.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter 
(the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal 
control over financial reporting; and  

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's 
auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):  

   a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to 
adversely affect the registrant's ability to record, process, summarize and report financial information; and  

   b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting.  

Date: May 6, 2008  PETER A. DARBEE  
  Peter A. Darbee  
  Chairman, Chief Executive Officer, and President  

  
  



 
 

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER  
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE 13a-14(a)  

 
I, Christopher P. Johns, certify that:  
 

 

 

   

 

 

 

 

 

 

 

 
 

  

1.  I have reviewed this Quarterly Report on Form 10-Q for the quarter ended March 31, 2008 of PG&E Corporation;  

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements 
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4.  The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act 
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 
have:  
   

a.   Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during 
the period in which this report is being prepared;  

b.   Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles;  

c.   Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

d.   Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter 
(the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal 
control over financial reporting; and  

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's 
auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):  

   a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to 
adversely affect the registrant's ability to record, process, summarize and report financial information; and  

   b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting.  

Date: May 6, 2008  CHRISTOPHER P. JOHNS  
  Christopher P. Johns  
  Senior Vice President, Chief Financial Officer and Treasurer  



   
Exhibit 31.2 

 
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER  

PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE 13a-14(a)  
 
I, William T. Morrow, certify that:  
 

 

 

 

 

   

   

   

   

 

   

 
 

 
 

1.  I have reviewed this Quarterly Report on Form 10-Q for the quarter ended March 31, 2008 of Pacific Gas and Electric Company;  

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements 
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4.  The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act 
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 
have:  

   a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during 
the period in which this report is being prepared;  

   b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles;  

   c.  Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

   d.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter 
(the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal 
control over financial reporting; and  

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's 
auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):  

   a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to 
adversely affect the registrant's ability to record, process, summarize and report financial information; and  

   b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting.  

Date: May 6, 2008  WILLIAM T. MORROW  
  William T. Morrow  
  President and Chief Executive Officer  

  
  



 
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER  

PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE 13a-14(a)  
 
I, Barbara L. Barcon, certify that:  
 

 

 

 

 

   

   

   

   

 

   

   
 

 
 

  

1.  I have reviewed this Quarterly Report on Form 10-Q for the quarter ended March 31, 2008 of Pacific Gas and Electric Company;  

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements 
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4.  The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act 
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 
have:  

   a.  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during 
the period in which this report is being prepared;  

   b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles;  

   c.  Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

   d.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter 
(the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal 
control over financial reporting; and  

5.  The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's 
auditors and the audit committee of registrant's board of directors (or persons performing the equivalent functions):  

   a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to 
adversely affect the registrant's ability to record, process, summarize and report financial information; and  

   b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting.  

Date:  May 6, 2008  BARBARA L. BARCON  
  Barbara L. Barcon  
  Vice President, Finance and Chief Financial Officer  



   
Exhibit 32.1             

 

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER  

PURSUANT TO 18 U.S.C. SECTION 1350  

 

 
In connection with the accompanying Quarterly Report on Form 10-Q of PG&E Corporation for the quarter ended March 31, 2008 (“Form 10-Q”), I, Peter A. 

Darbee, Chairman, Chief Executive Officer, and President of PG&E Corporation, hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 
906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge and belief, that:  
 

 
 
 

 
 

                 (1)  the Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 
1934; and  

         
                 (2)  the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and 

results of operations of PG&E Corporation.  
         

        
  PETER A. DARBEE                             
  PETER A. DARBEE  
  Chairman, Chief Executive Officer, and President  
  
May 6, 2008  

  

  
  



 
 
 

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER  

PURSUANT TO 18 U.S.C. SECTION 1350  

 

In connection with the accompanying Quarterly Report on Form 10-Q of PG&E Corporation for the quarter ended March 31, 2008 (“Form 10-Q”), I, 
Christopher P. Johns, Senior Vice President, Chief Financial Officer and Treasurer of PG&E Corporation, hereby certify pursuant to 18 U.S.C. Section 1350, as 
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge and belief, that:  
 

 
 
 

   
 
 

  

                 (1)  the Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 
1934; and  

         
                 (2)  the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and 

results of operations of PG&E Corporation.  
         

    
  CHRISTOPHER P. JOHNS                           
  CHRISTOPHER P. JOHNS  
  Senior Vice President,  
  Chief Financial Officer and Treasurer  
  
May 6, 2008  

  



   
Exhibit 32.2                      

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER  

PURSUANT TO 18 U.S.C. SECTION 1350  

 

 
In connection with the accompanying Quarterly Report on Form 10-Q of Pacific Gas and Electric Company for the quarter ended March 31, 2008 (“Form 10-

Q”), I, William T. Morrow, President and Chief Executive Officer of Pacific Gas and Electric Company, hereby certify pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge and belief, that:  
 

 
 
 
 
 
 
 

 
 
 
 
 

               (1)  the Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; 
and  

         
                (2)  the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and results 

of operations of Pacific Gas and Electric Company.  

    
  WILLIAM T. MORROW                          
                                WILLIAM T. MORROW  
May 6, 2008                           President and Chief Executive Officer  

  
  



 
 

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER  

PURSUANT TO 18 U.S.C. SECTION 1350  

 

In connection with the accompanying Quarterly Report on Form 10-Q of Pacific Gas and Electric Company for the quarter ended March 31, 2008 (“Form 10-
Q”), I, Barbara L. Barcon, Vice President, Finance and Chief Financial Officer of Pacific Gas and Electric Company, hereby certify pursuant to 18 U.S.C. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge and belief, that:  
 

 
 
 
 

 
   
 
 
 
 
 
 

  

                (1)  the Form 10-Q fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 
1934; and  

         
                (2)  the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and 

results of operations of Pacific Gas and Electric Company.  

    
  BARBARA L. BARCON                           
  BARBARA L. BARCON  
  Vice President, Finance and Chief Financial Officer  
  
May 6, 2008  

  


